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Unless the context requires otherwise resfees in this report to "QC" refer to Qwest Cogpion, references to "Qwest," "we," "us," and
"our" refer to Qwest Corporation and its consokdhsubsidiaries, references to "QSC" refer to @exctiparent company, Qwest Services
Corporation and its consolidated subsidiaries regfees to "QCII" refer to QSC's direct parent conypand our indirect parent company, Qv
Communications International Inc., and its consaild subsidiaries and references to "CenturyLief&rrto QCII's direct parent company and
our ultimate parent company, CenturyLink, Inc. #donsolidated subsidiaries.

PART |
ITEM 1. BUSINESS
Overview

We are an integrated communications compaggaged primarily in providing an array of comnoations services to our residential,
business, governmental and wholesale customersc@umunications services include local, networkeasc private line (including special
access), broadband, data, wireless and video ssit certain local and regional markets, we ptewide local access and fiber transport
services to competitive local exchange carriers.sffge to maintain our customer relationshipsdipong other things, bundling our service
offerings to provide our customers with a comptleffering of integrated communications services.

We generate the majority of our revenuemfservices provided in the 14-state region of é&wi, Colorado, Idaho, lowa, Minnesota,
Montana, Nebraska, New Mexico, North Dakota, Ore@wouth Dakota, Utah, Washington and Wyoming. Werr® this region as our local
service area.

We were incorporated under the laws ofStee of Colorado in 1911. Our principal executifices are located at 100 CenturyLink
Drive, Monroe, Louisiana 71203 and our telephonmlper is (318) 388-9000.

On April 1, 2011, our indirect parent Q@Hcame a wholly owned subsidiary of CenturyLinlc,. lim a tax-free, stock-for-stock
transaction. Although we continued as a surviviagporation and legal entity after the acquisititthrg accompanying financial information is
presented for two periods: predecessor and suacedsich relate to the period preceding the actjoisiand the period succeeding the
acquisition, respectively. The recognition of asseatd liabilities at fair value has been refledtedur financial statements and, therefore, has
resulted in a new basis of accounting for the "easor period" beginning on April 1, 2011. This neasis of accounting means that our
financial statements for the successor periodaatreomparable to our previously reported finansiatements, including the predecessor
period financial statements in this report.

For certain products and services we peaidd for a variety of internal communications fiors, we use portions of CenturyLink's
telecommunications network to transport data aridevtvaffic.

For a discussion of certain risks applieabl our business, financial condition and resafitsperations, see "Risk Factors" in Item 1A of
this report. The summary financial information liistsection should be read in conjunction with, englualified by reference to, our
consolidated financial statements and notes thémdtem 8 and "Management's Discussion and AnalgEFinancial Condition and Results of
Operations" in Item 7 of this report.
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Financial and Operational Highlights

The following table summarizes the resafteur consolidated operations.

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
Operating revenue $ 6,63¢ 2,26¢ 9,271 9,731
Operating expenst 5,43¢ 1,63(C 6,78¢ 7,16¢
Operating incomi 1,19¢ 63€ 2,48: 2,562
Net income 5432 29¢ 1,082 1,19
Successol Predecesso
December 31, 2011 December 31, 2010

(Dollars in millions)
Balance sheet dat

Total asset $ 24,93: 12,57(
Total lon¢-term debt(1 8,32¢ 8,012
Total stockholder's equity (defici 9,88 (831)

(1)  Total lon¢-term debt is the sum of current maturities of I-term debt and lor-term debt on our consolidated bala
sheets. For total obligations, see "Managemengsu3sion and Analysis of Financial Condition anduis of
Operation—Future Contractual Obligations" in Item 7 of théport.

The following table presents some of ougragional metrics:

Successol Predecesso
December 31, 201. December 31, 201/
(in thousands)

Operational metrics:(1
Total broadband subscribe 3,08¢ 2,94(
Total access lines(: 8,53: 9,19:

1) We have updated our methodology for counting oaatband subscribers and access lines and havesiéiel prior
year amounts to conform to the current period preegion. For additional information see "ResultOgferations—
Overview" in Item 7 in this report.

2) Access lines are telephone lines reaching fronttiséomers' premises to a connection with the puawitched telephone
network, or PSTN

Operations

We group our products and services amoragtmajor categories: strategic services, legamyces and affiliates and other services. See
descriptions of these categories below in the secti
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"Products and Services". The following table pregc summary of our operating revenues by category:

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
Strategic service $ 2,40¢ 798 3,05¢ 2,90(¢
Legacy service 2,79¢ 1,00 4,32 4,92z
Affiliates and other service 1,43: 472 1,88¢ 1,90¢
Total operating revenue $ 6,63t 2,26¢ 9,271 9,731

Substantially all of our revenues are frrustomers located in the United States and sulisitgrgll of our long-lived assets are located in
the United States.

Since the April 1, 2011 closing of Centuinits indirect acquisition of us, our operations antegrated into and are reported as part of the
segments of CenturyLink. CenturyLink's chief opergdecision maker ("CODM") has become our CODM, fiewiews our financial
information on an aggregate basis only in connaatigh our quarterly and annual reports that we \iith the Securities and Exchange
Commission ("SEC"). Consequently, we do not prowidediscrete financial information to the CODM @megular basis.

Products and Services

Our products and services include a vaétyice, broadband, data, information technol@4jy"), video and other communications
services. Through our strategic partnership witRIECTV, we offer satellite digital television to ¢omers in our local service area. We also
offer wireless services to customers through Cehink's strategic partnership with Verizon Wireless

We offer our customers the ability to bunttigether several products and services, suctoadiiiand, video (including DIRECTV), voice
and Verizon Wireless services. We believe our austs value the convenience of and price discowgsscated with receiving multiple
services through a single company.

Most of our products and services are gtediusing our telecommunications network, whichsgsia of voice and data switches, copper
cables, fiber-optic cables and other equipment.@twork serves approximately 8.5 million accessdiin 14 states and forms a portion of the
public switched telephone network, or PSTN.

Described below are our key products amdices.
Strategic Service

Our customers use our strategic servicestess the Internet, connect to private netwankisi@nsmit data. We also provide value-added
services and integrated solutions that make comeatiohs more secure, reliable and efficient for mustomers. We focus our marketing and
sales efforts on these services:

Private line. Private line is a direct circuit or channel cfieally dedicated for the purpose of directly oecting two or more sites.
Private line offers a high-speed, secure solutirirequent transmission of large amounts of databen sites. We also provide private line
services to wireless service providers that usdibar to the tower services, commonly referreadsonireless backhaul, to support their next
generation wireless networks.
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Broadband. Our broadband services allow customers to atirtoghe Internet through their existing telephéines and fiber-optic
cables at high speeds. Substantially all of ouatdband subscribers are located within our localicearea.

Video. Our video services include primarily satelliigital television under an arrangement with DIRBCtRhat allows us to market, s
and bill for its services under its brand name.

Wireless services. Our wireless services are offered under Cehifokys agency arrangement with Verizon Wireless #ilmws us, as a
subsidiary of CenturyLink, to market, sell and Fdlf its services under its brand name, primandlgtistomers who buy these services as part of
a bundle with one or more of our other products saxdices. CenturyLink's arrangement allows ustbtise full complement of Verizon
Wireless services. CenturyLink's current arrangdamétn Verizon Wireless has a five-year term endim@015 and is terminable by either
party thereafter.

Legacy Service

Our legacy services include local, integgeservices digital network, or ISDN (which usegular telephone lines to support voice, video
and data applications), switched access and toaditwide area network, or WAN, services (whiclowalla local communications network to
link to networks in remote locations). We origingtansport and terminate local services withinlogal service area. Local services consist
primarily of basic local exchange unbundled netweldments, or UNEs and switching services. We pilswide the following services with
our local exchange services: caller ID, call wajtinall return, 3-way calling, call forwarding, metrk transport, billing services, access to our
network by other telecommunications services thigirate or terminate on our network and voicemail.

Affiliates and Other Service

We provide to our affiliates telecommunicas services that we also provide to externalausts. In addition, we provide to our
affiliates: computer system development and supgEmtices, network support and technical servidésalso generate other operating
revenues from Universal Service Fund ("USF") rewnand surcharges and the leasing and subleasapgoé in our office buildings,
warehouses and other properties. The majority ofeal estate properties are located in our logalise area.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our affiliatese own several patents, tradenames, trademarkgrigbfs and other intellectual property
necessary to conduct our business. Our servicen aofe the intellectual property of others, inalgdicensed software. We also occasionally
license our intellectual property to others.

Sales and Marketing

We maintain local offices in most of thegler population centers within our local servicesaarThese offices provide sales and customer
support services in the community. We also relyponcall center personnel to promote sales of sesvihat meet the needs of our customers.
Our strategy is to enhance our communications sesvdy offering a comprehensive bundle of senéeekdeploying new technologies to bi
upon our reputation and to further enhance custdoyeity.

Our approach to our residential customerpheasizes customer-oriented sales, marketing anitsevith a local presence. We market our
products and services primarily through direct Sadgpresentatives, inbound call centers, locail stares, telemarketing and third parties. We
support our distribution with direct mail, bill iegts, newspaper advertising, website promotionslipeelations activities and sponsorship of
community events.
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Our approach to our business customeradies a commitment to deliver communications sohstithat meet existing and future business
needs through bundles of services and integrateitsefferings. Our focus is to be a comprehensivgtomer communications solution for
small businesses to large enterprises.

Our approach to our wholesale customeisidies a commitment to deliver communications sohdithat meet existing and future natic
telecommunications providers' needs through banttivgicbwth and quality of services.

Network Architecture

Most of our products and services are gtediusing our telecommunications network, whichsgsia of voice and data switches, copper
cables, fiber-optic cables and other equipment.|l@zal exchange carrier networks also include edwfifices and remote sites, all with
advanced digital switches and operating with lieghsoftware. Our fiber-optic cable is the primaansport technology between our central
offices and interconnection points with other indaemt carriers.

We continue to enhance and expand our mkta®broadband enabled technologies are beingyksbto provide significant capacity to
our customers. Rapid and significant changes imntelogy are expected to continue in the telecompatitins industry. Our future success \
depend, in part, on our ability to anticipate addgt to technological changes.

Regulation

We are subject to significant regulationthy Federal Communications Commission ("FCC"),cvhiegulates interstate communications,
and state utility commissions, which regulate istiaée communications in our local service areasé&lagencies issue rules to protect
consumers and promote competition; they set tles thiat telecommunication companies charge eaeh fithexchanging traffic; and they
have established funds (called universal servind$lwor USF) to support the provision of servicekigh-cost areas. In most states, local voice
service, switched and special access serviceswedonnection services are subject to price réignlaalthough the extent of regulation varies
by type of service and geographic region. In addijtive are required to maintain licenses with t8€Fand with the utility commissions of
most of the states in our local service area. Lamgsregulations in many states restrict the maimehich a licensed entity can interact with
affiliates, transfer assets, issue debt and enigagher business activities and many mergers agdisitions require approval by the FCC and
some state commissions.

Historically, incumbent local exchange @8, or ILECs, operated as regulated monopoliggbahe exclusive right and responsibility
provide local telephone services in their francthiservice territories. As we discuss in greateaitibelow, passage of the Telecommunications
Act of 1996, coupled with state legislative andulagpry initiatives and technological change, fuméatally altered the telephone industry by
generally reducing the regulation of ILECs and ingga substantial increase in the number of coitget We are considered an ILEC. The
following description discusses some of the majdustry regulations that affect our traditionaéf#ione operations, but numerous other
regulations not discussed below could also impacSome legislation and regulations are curreh#ysubject of judicial proceedings,
legislative hearings and administrative proceedimgich could substantially change the manner inciiihe telecommunications industry
operates and the amount of revenues we receivaifagervices. Neither the outcome of these proogsdinor their potential impact on us, can
be predicted at this time. The impact of regulatrgnges in the telecommunications industry coaleha substantial impact on our operati
For additional information, see Item 1A of this aahreport below.
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State Regulatior

In recent years, most states have subatiynteduced their regulation of ILECs. Nonethe)esdate regulatory commissions generally
continue to regulate local service rates, intrasé@tess charges, and in some cases service gaslthyey continue to grant and revoke
certifications authorizing companies to provide coummications services. State commissions traditipmegulated pricing through "rate of
return” regulation that focused on authorized Iewélearnings by ILECs. Several states continuedalate us in this manner. In most of our
states, we are generally regulated under varioussof alternative regulation that typically linaitir ability to increase rates for basic local
voice service, but relieve us from the requirentemheet certain earnings tests. In a few statesjave recently gained pricing freedom for the
majority of retail services except for the mostibad services, such as stand-alone basic resmlertice service. In most of the states in which
we operate, we have gained pricing flexibility éamrtain enhanced calling services, such as caliatification and for bundled services that
also include local voice service. State commissperdically conduct proceedings to review thesahat we charge other
telecommunications providers for using our netwarkeselling our service pursuant to the Telecominations Act of 1996, and those
proceedings can result in revenue reductions.

We are currently responding to carrier ctaimps, legislation or generic investigations refyjag our intrastate switched access charge rate:
in several of our states. In particular, certaimglalistance providers have disputed existing iaterer compensation rates payable to us and
other ILECs with respect to VolIP traffic or refusedpoay access charges, based on the contentibtattifed switched access charges should
not apply to VolIP traffic. On October 27, 2011, #@C adopted an order comprehensively reformingriddntercarrier compensation and
universal service policies and rules, as discuisgider below under the heading "Federal Reguldtidmong other things, this order
preempted state regulatory commissions' jurisdictieer all terminating access charges, howevegstdte access charges have historically
been subject to exclusive state jurisdiction. Femttore, the FCC decreed that on a prospective,batdscarrier compensation rates for VolP
traffic are established at interstate access mti®e event intrastate switched access rates éxne®state rates.

The FCC order requires all terminating asa@tes including intrastate, interstate and recgl compensation rates to be reduced and
unified over time. Excluding the rate implicatiocentemplated on a prospective basis by the redg@tdrder, we will continue to vigorously
defend and seek to collect our intrastate swit@uwess revenue subject to outstanding disputeseThistorical disputes are primarily over
access charge compensation for VolP traffic tertimgeon the public switched telephone network. dhecomes of these disputes cannot be
determined at this time. If we are required to rEdaur intrastate switched access rates as a oésny of these disputes or state initiatives
will seek to recover displaced switched accessmaee from state universal service funds or othefices. However, the amount of such
recovery, particularly from residential customéssjot assured.

Under state law, our telephone operatifgsigliaries are typically governed by laws and ragohs that (i) regulate the purchase and sale
of ILECs, (ii) prescribe certain reporting requiremts, (iii) require ILECs to provide service ungeblicly-filed tariffs setting forth the terms,
conditions and prices of regulated services, (mjtlILECs' ability to borrow and establish asdenk (v) regulate transactions between ILECs
and their affiliates, and (vi) impose various otkervice standards.

As an ILEC, we generally face "carrier @t resort” obligations which include an ongoinguieement to provide service to all prospec
and current customers in our service area who steeevice and are willing to pay rates prescribealr tariffs. In competitively-bid
situations, such as newly-constructed housing d@veénts or multi-tenant dwellings, this may constita competitive disadvantage to us if
competitors can choose to focus on low-risk prbfgacustomers and withhold

6
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service from high-risk unprofitable customers. @tadherence to carrier of last resort requiremeratg force us to construct facilities with a
low likelihood of positive economic return. In cart cases, we seek to mitigate these risks bywieceiegulatory approval to use less costly
alternative technologies, such as fixed wireles®yosharing network construction costs with oustomers. In addition, a few of our states
provide relief from these obligations under cerspecific circumstances, and in certain areas ostsdo build and maintain network
infrastructure are partially offset by paymentaiiraniversal service programs.

We operate in states where traditional cesbvery mechanisms, including rate structurespader evaluation or have been modified.
There can be no assurance that these states wiilhae to provide for cost recovery at current lsve

Federal Regulation

We are required to comply with the Commatians Act of 1934, which requires us to offer $es at just and reasonable rates and on
non-discriminatory terms, as well as the Telecomications Act of 1996, which amended the CommunicestiAct of 1934 primarily to
promote competition.

The FCC regulates interstate services pea/by us, including the special access chargdsilifer wholesale network transmission and
the interstate access charges that we bill to isnce companies and other communications compamiconnection with the origination &
termination of interstate voice and data transroissi Additionally, the FCC regulates a number gieass of our business related to privacy,
homeland security and network infrastructure, idirilg access to and use of local telephone numibeesFCC has responsibility for
maintaining and administering the federal USF, Wwipoovides substantial support for maintaining reels in high-cost areas, as well as
supporting service to low-income households, schant libraries, and rural health care provideilse bther communications network
operators, ILECs must obtain FCC approval to ustireradio frequencies, or to transfer controany such licenses. The FCC retains the
to revoke these licenses if a carrier materialblates relevant legal requirements.

We, like other large and mid-sized ILECgerate under price-cap regulation of interstates&cates. Under price-cap regulation, limits
imposed on a company's interstate rates are adjpstéodically to reflect inflation, productivityriprovement and changes in certain non-
controllable costs.

Our operations and those of all telecommations carriers also may be impacted by legigiagiod regulation imposing new or greater
obligations on us. The most likely areas of impaclude regulations or laws related to providingdmtband service, bolstering homeland
security, increasing disaster recovery requiremenisimizing environmental impacts, enhancing peivaor addressing other issues that im
our business, including the Communications Assigstdar Law Enforcement Act, and laws governing laelephone number portability and
customer proprietary network information requiretseihese laws and regulations may cause us to auitional costs and could impact our
ability to compete effectively.

From time-to-time, the FCC reviews the sedad terms under which ILECs provide special acsesvices. If the FCC were to adopt
significant changes in regulations affecting spemi@ess services, this could adversely impacbperations or financial results.

Universal Service Fund and Other Related Matters

For decades, the FCC has regularly consitiearious intercarrier compensation reforms, gahyewith a goal to create a uniform
mechanism to be used by the entire telecommunigati@ustry for payments between carriers origimtatierminating, or carrying
telecommunications traffic. In connection therewitie FCC has received intercarrier compensatiopgsals from several

7
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industry groups, and solicited public comments ety of topics related to access charges amddarrier compensation. In early 2011, the
FCC issued a notice of proposed rulemaking foceseghodernizing its universal service policies ameticarrier compensation rules.

On October 27, 2011, the FCC adopted then€ct America and Intercarrier Compensation Reforder ("CAF order") intended to
reform the existing regulatory regime to recogringoing shifts to new technologies, including VadRd gradually re-direct universal service
funding to foster nationwide broadband coveragés Titial ruling provides for a multi-year transit over the next decade as intercarrier
compensation charges are reduced, universal sdiding is explicitly targeted to broadband deph@nt, and subscriber line charges paid by
end user customers are gradually increased. Theswes will substantially increase the pace ofcegdns in the amount of switched access
revenues we receive, while creating opportunitiesricreases in federal USF and retail revenuastse The ultimate effect of this order on
communications companies is largely dependent tumd=CC proceedings designed to implement therotide most significant of which are
scheduled to be determined in 2012 and 2013.

On December 29, 2011, the CAF order wetat @ffect. At the same time, numerous parties fidRetition For Reconsideration ("PFR")
with the FCC seeking numerous revisions to theroldelanuary 2012, CenturyLink joined more thao thozen parties in appealing certain
aspects of the order by filing a PFR that will leaid by the United States Tenth Circuit Court opéals. Future judicial challenges to the C
order are possible, which could alter or delayRG&'s proposed changes. In addition, based onutterme of the FCC proceedings, various
state commissions may consider changes to theietsal service funds or intrastate access rateshEse reasons, we cannot predict the
ultimate impact of these proceedings on us attitis.

The American Recovery and ReinvestmentoA@009 (the "Recovery Act") includes certain bribadd initiatives that are intended to
accelerate broadband deployment across the UnigtdsS The Recovery Act approved $7.2 billion inding for broadband stimulus projects
across the United States to be administered bygbwernmental agencies. The programs provide gearttdoans to applicants for construction
of certain broadband infrastructure, provision eftain broadband services, and support of cert@iadiband adoption initiatives. This program
has attracted a wide range of applicants inclugiages, municipalities, stamp companies and consortiums. The participationtioér parties il
these programs could increase competition in ssdeateas, which may increase our marketing costslacrease our revenues in those areas.
We cannot at this time estimate the impact thesgrams may have on our operations.

On January 31, 2012 the FCC adopted arr anddernizing the program that provides assistamegialifying low-income individuals for
local voice service. These changes also affea-sfatcific programs that provide assistance toifyirad individuals. The impact of these
changes cannot be quantified at this time, but \&g face increased administrative costs and augiitirements as a result of this FCC order
and its implementation.

For several years, Congress has passsdjbdhting successive short-term exemptions frdedaral law that could otherwise delay or
block funding of the USF's E-rate program, includabill extending the exemption through Decemidgr2®12. Although we expect funding
from this program to continue, we cannot assuretfiatithe lack of a definitive resolution of thisiie will not delay or impede the
disbursement of funds in the future.
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Competition

We compete in a rapidly evolving and higbbmpetitive market and we expect intense compatitb continue. Technological advances,
regulatory and legislative changes have increappdrtunities for alternative communications senpeeviders, which in turn have increased
competitive pressures on our business. These ateepnoviders often face fewer regulations and hawer cost structures than we do.

As discussed below, competition for manypof services is based in part on bundled offerikigs believe our customers value the
convenience of and price discounts associated vétieiving multiple services through a single conypas such, we continue to focus on
expanding and improving our bundled offerings.

Strategic Service

With respect to our strategic services, getition is based on price, bandwidth, servicepnmtions and bundled offerings. Wireless
carriers' fourth generation, or 4G, services dnathg them to more directly compete with our st services. Private line services also
compete on network reach and reliability, whiledstband and VolP services compete on bandwidth aalitgjof service.

In providing broadband services, we compeit@arily with cable companies, wireless providensl other broadband service providers.
Competition within our broadband services is base@rice, bandwidth and service. In reselling DIRBvideo services, we compete
primarily with cable and other satellite comparasswvell as other sales agents and resellers. Ciiopétere is based on price, content and
quality.

The market for wireless services is higtdynpetitive. We market and sell wireless servicesustomers who are buying these services as
part of a bundle with one or more of our other mmw. In reselling Verizon Wireless services, wmpete with national and regional carriers as
well as other sales agents and resellers. Conpefidr our wireless services is based on the coecaaea, price, services offered, features,
handsets, technical quality and customer service.

In providing private line services we corgpprimarily with national telecommunications prasts, such as AT&T Inc. and Verizon
Communications Inc. Additionally we are experiemgcincreased competition for private line serviaesf cable companies. Competition for
private line services is based primarily on pregwell as network reach, bandwidth, quality, [@lisy and customer service.

Although we are experiencing intense coitipetin these markets, we believe we are favorglolgitioned due to our strong presence in
our local service area. Many of our competitorstf@se strategic services are not subject to time sagulatory requirements as we are and
therefore they are able to avoid significant retpriacosts and obligations. Throughout each ofcaimpetitive services, we continue to focus
on expanding and improving our bundled offerings.

Legacy Service

The market for legacy services is highlynpetitive and is based primarily on pricing, padkggf services and features, quality of ser
and meeting customer care needs. We believe thissenters value the convenience of and price didsmssociated with, receiving multiple
services through a single company. Within the t@munications industry, these services may inctetiphone, wireless, video and Internet
access. Accordingly, we and our competitors cometitaudevelop 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 directhhich may provide them a competitive
advantage.
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Some of our competitors are subject to fawgulations than we are which affords them coitipetadvantages against us. Under federal
regulations, telecommunication providers are abli@terconnect their networks with ours, resell senvices or lease separate parts of our
network in order to provide competitive servicesn@rally, we have been required to provide thesetions and services at wholesale rates,
which allow our competitors to sell their serviegdower prices. However, these rules have beercantinue to be reviewed by state and
federal regulators. In addition, wireless and bbzamtl service providers generally are subject tefeegulations, which may allow them to
operate with lower costs than we are able to opeFair additional discussion of regulations affegtur business, see "Regulation” above.

In providing long-distance services to oustomers, we compete primarily with national tefamunications and VolP providers.
Competition in the long-distance market is basa@ahanily on price; however customer service, quadibd reliability can also be influencing
factors. Our resale and UNE customers are expenigtice same competition with competitive local lexcge carriers, or CLECs, for local
services customers as we are, as discussed abevalsW/compete with some of our own customersatteatieploying their own networks to
provide customers with local services. By doingtkese competitors take traffic off of our network.

Although our status as an ILEC continueprtavide us some advantages in providing localisesvin our local service area, we
increasingly face significant competition as arréasing number of consumers are willing to subtstitable, wireless, and electronic
communications for traditional voice telecommunimas services. This has led to an increase in tineber and type of competitors within our
industry and a decrease in our market share. Asudtrof this product substitution, we face greatampetition in providing local services from
wireless providers, resellers and sales agenth@img ourselves) and from broadband service pexgidincluding cable companies. We also
continue to compete with traditional telecommuriarad providers, such as national carriers, smeadigional providers, CLECs and
independent telephone companies.

Significant competitive factors in the lbtalephone industry include pricing, packagingefvices and features, quality and convenience
of service and meeting customer needs such asieddilling and timely response to services calls

We provide access services to other telawonications providers to connect their custometstheir networks to our network so that tl
can provide long-distance, transport, data, wiretgsl Internet services. We face significant coitipetfor access services from CLECs, cable
companies, resellers and wireless service provi@as access service customers face competitivaspres in their businesses that are similar
to those we face with respect to strategic andclegarvices. To the extent that these competitiesures result in decreased demand for their
services, demand for our access services alsmdscli

Wireless telephone services increasinghstitute a significant source of competition withelC services, especially since wireless car
have begun to compete effectively on the basigioépvith more traditional telephone services. Agsult, some customers have chosen to
completely forego use of traditional wireline pha@®evice and instead rely solely on wireless serfac voice services. This trend is more
pronounced among residential customers, which ce@ Bl % of our access line customers. We anticighéddrend will continue, particularly
if wireless service providers continue to exparelrthoverage areas, reduce their rates, improvguhéty of their services and offer enhanced
new services. Substantially all of our accessdimgtomers are currently capable of receiving waekervices from at least one competitive
service provider. Technological and regulatory d@weents in wireless services, personal commuminatservices, digital microwave,
satellite, coaxial cable, fiber optics, local mpdtint distribution services, WiFi and other wirawavireless technologies are expected to fui
permit the development of alternatives to tradéidandline services.
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Moreover, the growing prevalence of electronic ntakt messaging, social networking and similaitdigommunications continues to reduce
the demand for traditional landline voice services.

Improvements in the quality of VoIP serviweve led several cable, Internet, data and ottranunications companies, as well as start-up
companies, to substantially increase their offexiobVolP service to business and residential ensts. VolP providers frequently offer
features that cannot readily be provided by traddi ILECs and may price their services at or betlowse prices currently charged for
traditional local and long-distance telephone smwifor several reasons, including lower operatogjs and regulatory advantages. Although
over the past several years the FCC has incregssnbjected portions of VolP operations to fedezgulation, VolP services currently operate
under fewer regulatory constraints than LEC sesri€®r all these reasons, we cannot assure th& polviders will not successfully compete
for our customers.

In providing other legacy services, suclraditional WAN services and ISDN, we compete ity with national telecommunications
providers and cable companies. Competition fordlwker legacy services is based primarily on paiwe bundled offerings.

Environmental Compliance

From time to time we may incur environmégtanpliance and remediation expenses, mainly tiegufrom the operation of vehicle fleets
or power supplies for our communications equipmatthough we cannot assess with certainty the irhpaany future compliance and
remediation obligations, we do not believe thatifatenvironmental compliance and remediation exjpered will have a material adverse
effect on our financial condition or results of ogt#ons.

Seasonality

Overall, our business is not significanthpacted by seasonality. From time to time weatbkted problems have resulted in increased
costs to repair our network and respond to seméddis in some of our markets. The amount and tinoiidpese costs are subject to the weather
patterns of any given year.

Employees

At December 31, 2011, we had approxima2&lpp00 employees, of which approximately 13,000eweembers of either the International
Brotherhood of Electrical Workers ("IBEW") or th@@munications Workers of America ("CWA"). We belkethat relations with our
employees continue to be generally good. Howewercarrent fouryear agreements with the IBEW and CWA will expiret@er 6, 2012. Sk
the discussion of risks relating to our labor rielad in "Risk Factors—Other Risks" in Item 1A ofstheport.

We have reduced our workforce primarily tuéi) integration efforts from CenturyLink's imdct acquisition of us; (ii) increased
competitive pressures; and (iii) the loss of actiegs over the last several years.

Website Access and Important Investor Information

Our website is the same as that of oumalté parent company, CenturyLink, whiclwisw.centurylink.com The information contained
on, or that may be accessed through, our websitetipart of this annual report. You may obtairefedectronic copies of our annual reports on
Form 10-K, quarterly reports on Form 10-Q, curmemtorts on Form & and all amendments to those reports in the "llordRelations” sectio
of our website (r.centurylink.com) under the heading "SEC Filings." These reporsaanilable on our website as soon as reasonably
practicable after we electronically file them wilte Securities and Exchange Commission, or SEC.
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We have adopted CenturyLink's written coofesonduct that serve as the code of ethics agigliicto our directors, officers and employ
including our principal executive officer and serfimancial officers, in accordance with applicaldess and rules promulgated by the SEC and
the New York Stock Exchange. In the event that Qhink makes any changes (other than by a techradaninistrative or non-substantive
amendment) to, or provide any waivers from, thevigions of its code of conduct applicable to ouediors or executive officers, CenturyLink
intends to disclose these events on our website @report on Form 8-K filed with the SEC. Theseées of conduct, as well as copies of
CenturyLink's guidelines on significant governaissaies and the charters of their audit committespensation committee, nominating and
corporate governance committee and risk evaluationmittee, are also available in the "Corporategsoance” section of our website at
www.centurylink.com/Pages/AboutUs/Governatceh print to any shareholder who requests theradnding a written request to our
Corporate Secretary at CenturyLink, Inc., 100 Cesttimk Drive, Monroe, Louisiana, 71203.

Investors may also read and copy any nasefiled with the SEC at the SEC's Public RefeeeRoom at 100 F Street, N.E., Washington,
D.C. 20549. For information on the operation of Fhéblic Reference Room, you are encouraged tat@BEC at 1-800-SEC-0330. For all of
our electronic filings, the SEC maintains a webatt@ww.sec.gothat contains reports, proxy and information staets and other informatic
regarding issuers that file electronically with BEC.

In connection with filing this annual repasur chief executive officer and chief financidficer made the certifications regarding our
financial disclosures required under the SarbandsyOAct of 2002, and the Act's related regulatidnsaddition, during 2011, our chief
executive officer certified to the New York Stockdbange that he was unaware of any violations byf tise New York Stock Exchange's
corporate governance listing standards.

Special Note Regarding Forward-Looking Statements

This report and other documents filed byinder the federal securities law include, andriutral or written statements or press releases
by us and our management may include, forward-toggpktatements about our financial condition, opegatesults and business. These
statements include, among others:

statements concerning the benefits that we expiflatesult from our business activities and certaansactions we have completed,
such as increased revenue and decreased capifadi@ting expenditures;

statements about our anticipated future operatimgfimancial performance, financial position arglidity, tax position, contingent
liabilities, growth opportunities and growth ratasquisition and divestiture opportunities, busingspects, regulatory and
competitive outlook, investment and expenditurenplanvestment results, financing alternatives smarces and pricing plans; and

other similar statements of our expectations, Iglfature plans and strategies, anticipated devetmts and other matters that are not
historical facts, many of which are highlightedvegrds such as "may," "would," "could," "should,"1dp," "believes," "expects,"
"anticipates," "estimates," "projects, seeks," "hopes," or variations or sinrilexpressions.

intenddikely,

These forward-looking statements are bapea our judgment and assumptions as of the datestatements are made concerning future
developments and events, many of which are outdider control. These forwarldoking statements, and the assumptions upon vithiahare
based, are inherently speculative and are sulgjagtdertainties that may cause our actual resulbe tmaterially different from any future
results expressed or implied by us in those stat&sn8ome of these uncertainties and risks areidbeddn "Risk Factors” in Item 1A of this
report.
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These risk factors should be considerezbimection with any written or oral forward-lookistatements that we or persons acting on our
behalf may issue. Anticipated events may not oaeogrour actual results or performance may diffetenialy from those anticipated, estima
or projected if one or more of these risks or utaieties materialize, or if underlying assumptignsve incorrect. Additional risks that we
currently deem immaterial or that are not presekiigwn to us could also cause our actual resultsfter materially from our expected results.
Given these uncertainties, we caution investordmanduly rely on our forward-looking stateme#e undertake no obligation to update or
revise any forward-looking statements for any reasdiether as a result of new information, futurergs or developments, changed
circumstances, or otherwise. Further, the inforamatibout our intentions contained in this docuneatstatement of our intentions as of the
date of this document and is based upon, among ttimgs, the existing regulatory environment, isitiy conditions, market conditions and
prices, the economy in general and our assumpésrg such date. We may change our intentions)yatiene and without notice, based upon
any changes in such factors, in our assumptionsharwise.

Investors should also be aware that whidedw, at various times, communicate with securdigslysts, it is against our policy to disclose
to them selectively any material non-public infotima or other confidential information. Accordingiyvestors should not assume that we
agree with any statement or report issued by alystriarespective of the content of the statemermeport. To the extent that reports issued by
securities analysts contain any projections, f@tscar opinions, such reports are not our respditgib

Unless otherwise indicated, informationtegmed in this report and other documents filedibyunder the federal securities laws
concerning our views and expectations regardingtimemunications industry are based on estimate® ipds using data from industry
sources, and on assumptions made by us based omapagement's knowledge and experience in the tsarkerhich we operate and the
communications industry generally. You should ba@ithat we have not independently verified daienfmdustry or other thirgrarty source
and cannot guarantee its accuracy or complete@essestimates and assumptions involve risks andrtaiaties and are subject to change
based on various factors, including those discusséddm 1A of this report.

ITEM 1A. RISK FACTORS

Any of the following risks could material§nd adversely affect our business, financial domdiresults of operations, liquidity or
prospects. The risks described below are not ther@ks facing us. Please be aware that additioek$ and uncertainties not currently known
to us or that we currently deem to be immateriald@lso materially and adversely affect our bussneperations.

Risks Affecting Our Business

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

We compete in a rapidly evolving and higbbmpetitive market, and we expect competitiondotinue to intensify. We are facing gree
competition from cable companies, wireless provddbroadband companies, resellers and sales ggeitsling ourselves) and facilitidzase:
providers using their own networks as well as tHeasing parts of our network. In addition, regoitgtdevelopments over the past several
years have generally increased competitive pres@ameur business. Due to some of these and atben$, we continue to lose access lil

Some of our current and potential competifg offer a more comprehensive range of commatioos products and services, (ii) have
market presence, engineering and technical capabjland financial and other resources greater ¢hias, (iii) own larger and more diverse
networks, (iv) conduct operations or raise cafita lower cost than us, (v) are subject to legslation,
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(vi) offer greater online content services or (Wigve substantially stronger brand names. Conségutrese competitors may be better
equipped to charge lower prices for their prodacis services, to provide more attractive offerinigsievelop and expand their
communications and network infrastructures morekjyj to adapt more swiftly to new or emerging teclogies and changes in customer
requirements, and to devote greater resource®tmérketing and sale of their products and services

Competition could adversely impact us imesal ways, including (i) the loss of customers aratket share, (ii) the possibility of
customers reducing their usage of our servicesitirg) to less profitable services, (iii) reduckdffic on our networks, (iv) our need to expe
substantial time or money on new capital improveinpeojects, (v) our need to lower prices or inceeamarketing expenses to remain
competitive and (vi) our inability to diversify tsuccessfully offering new products or services.

We are continually taking steps to resptanthese competitive pressures, but these effoaismot be successful. Our operating results
financial condition would be adversely affectethiése initiatives are unsuccessful or insufficeemd if we otherwise are unable to sufficiently
stem or offset our continuing access line losselscam revenue declines significantly without cop@sding cost reductions. If this occurred,
our ability to service debt and pay other obligasievould also be adversely affected.

Our legacy services continue to generate decliniegenues, and our efforts to offset these declingsy not be successful.

The telephone industry has experiencecchngein access lines and network access revemigsh, coupled with the other changes
resulting from competitive, technological and regaty developments, continue to place downwardgoreson the revenues we generate from
our legacy services.

We have taken a variety of steps to couthiese declines, including:

. an increased focus on selling a broader rangeatesfic services, including broadband, satellikevision provided by
DIRECTYV and wireless voice services provided byixm Wireless; and

. greater use of service bundl

However, some of these strategic servieeeate lower profit margins than our traditiorevices, and some can be expected to
experience slowing growth as increasing numbemuokxisting or potential customers subscribe és¢hnewer products. Moreover, we car
assure you that the revenues generated from oupfferings will offset revenue losses associatedifreduced sales of our legacy product
addition, our reliance on services provided by tfe®uld constrain our flexibility, as describedtifier below.

Unfavorable general economic conditions could neigaty impact our operating results and financial ndition.

Unfavorable general economic conditionsluding the unstable economy and the current crediket environment, could negatively
affect our business. Worldwide economic growth Ieen sluggish since 2008, and many experts beliete confluence of factors in the
United States, Europe and developing countries msylt in a prolonged period of economic downtstayw growth or economic uncertainty.
While it is difficult to predict the ultimate impaof these general economic conditions, these tiondi could adversely affect the affordability
of and consumer demand for some of our productsandces and could cause customers to shift tel@siced products and services or to
delay or forgo purchases of our products and sesvi©dne or more of these circumstances could carsevenues to continue declining. Also,
our customers may encounter financial hardships or
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may not be able to obtain adequate access to cvddith could affect their ability to make timelgyments to us. In addition, as discussed
below, unstable economic and credit markets magiyle us from refinancing maturing debt at ternag Hre as favorable as those from which
we previously benefited, at terms that are accéptabus or at all. For these reasons, among qtlighe current economic conditions persis
decline, this could adversely affect our operatiegults and financial condition, as well as outigbio raise capital.

We may need to defend ourselves against claims wainfringe upon others' intellectual property rigs, or may need to seek third-party
licenses to expand our product offerings.

From time to time, we receive notices fritrind parties or are named in lawsuits filed bydtparties claiming we have infringed or are
infringing upon their intellectual property righ¥t/e may receive similar notices or be involvedimikar lawsuits in the future. Responding to
these claims may require us to expend signifidam itnd money defending our use of affected tedwyyplmay require us to enter into
licensing agreements requiring royalty paymentsweawould not otherwise have to pay or may requ@¢o pay damages. If we are required
to take one or more of these actions, our profitgims may decline. In addition, in responding tes claims, we may be required to stop
selling or redesign one or more of our productsesvices, which could significantly and adversdfea the way we conduct business.

Similarly, from time to time, we may needadbtain the right to use certain patents or oititetlectual property from third parties to be ¢
to offer new products and services. If we canrgarise or otherwise obtain rights to use any redueehnology from a third party on
reasonable terms, our ability to offer new prodaetd services may be restricted, made more costglayed.

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 aaregts with other companies to provide some ofémeices that we sell to our customers,
including video services and wireless products serdices. If we fail to extend or renegotiate thesangements 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 experiencepticars to their services. In addition, as a reselfesales agent, we do not control the
availability, retail price, design, function, quglireliability, customer service or branding oésie products and services, nor do we directly
control all of the marketing and promotion of theseducts and services. To the extent that thdss abmpanies 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 thedse our business and operating results
may be adversely affected.

We could be harmed by network disruptions, seculitgaches, or other significant disruptions or failes of our IT infrastructure and
related systems or of those we operate for cert#iour customers.

To be successful, we will need to contipuaviding our customers with a high capacity, tekaand secure network. We face the risk, as
does any company, of a security breach, whetheugtr cyber attack, malware, computer viruses, sgigotor other significant disruption of
our IT infrastructure and related systems. We tatadded risk of a security breach or other sigaifi disruption of the IT infrastructure and
related systems that we develop, install, openatienaaintain for certain of our business and govemmiad customers. As a communications and
IT company, we face a heightened risk of a sectariyach or disruption from unauthorized accessitaad our customers' proprietary or
classified information on our systems or the systémat we operate and maintain for certain of aistamers.
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Although we make significant efforts to min the security and integrity of these typemédrmation and systems, there can be no
assurance that our security efforts and measulebenéffective or that attempted security breaadredisruptions would not be successful or
damaging, especially in light of the growing sopibaion of cyber attacks and intrusions. We mayhable to anticipate all potential types of
attacks or intrusions or to implement adequatersigdearriers or other preventative measures.

Additional risks to our network and infragtture include:

. power losses or physical damage, whether causéicehbadverse weather conditions, terrorism or otlise;
. capacity limitations

. software and hardware defects or malfunctions;

. programming, processing and other human error; and

. other disruptions that are beyond our con

Network disruptions, security breaches atier significant failures of the above-describgsteams could:

. disrupt the proper functioning of these networkd aystems and therefore our operations or thosertdin of our customer

. result in the unauthorized access to, and desbrydtiss, theft, misappropriation or release oppegary, confidential, sensitive
or otherwise valuable information of ours or oustaumers, including trade secrets, which othersccase to compete against us
or for disruptive, destructive or otherwise harngulposes and outcomes;

. require significant management attention or finahisources to remedy the damages that reswitairange our systems;

. subject us to claims for contract breach, damagesljts, fines, penalties, termination or otheredias, particularly with respe
to service standards set by state regulatory cosiomis; or

. result in a loss of business, damage our reputatioong our customers and the public generally estibbis to additional
regulatory scrutiny or expose us to litigation.

Any or all of which could have a negatiwgpact on our results of operations, financial ctadiand cash flows.
Any failure or inadequacy of our information techriogy infrastructure could harm our busines:

The capacity, reliability and security afranternal information technology hardware andwafe infrastructure (including our billing
systems) are important to the operation of ourenirbusiness, which would suffer in the event atam failures. Likewise, our ability to
expand and update our information technology itfeasure in response to our growth and changinglséeimportant to the continued
implementation of our new service offering initiegs. Our inability to expand or upgrade our techgglinfrastructure could have adverse
consequences, which could include the delayed imgiteation of new service offerings, service orifglinterruptions, and the diversion of
development resources.
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Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgsould reduce our market share and adversely @ffeur operating results and financial
condition.

The communications industry is experiendigmificant technological changes, many of whioh r@ducing demand for our traditional
voice services or are enabling our current custerttereduce or bypass use of our networks. Techiealbchange could also require us to
expend capital or other resources in excess oéotiyrcontemplated levels, or to forego the develept or provision of products or services
that others can provide more efficiently. If we acg able to develop new products and servicegép lpace with technological advances, or if
those products and services are not widely accdptedistomers, our ability to compete could be eskly affected and our market share could
decline. Any inability to keep up with changeseéchnology and markets could also adversely affecbperating results and financial
condition, as well as our ability to service dehd gay 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 expese substantial consolidation over the last decad# some of our competitors have
combined with other telecommunications providegsuiting in competitors that are larger, have nii@ncial and business resources, and
have broader service offerings. Further consoliatiould increase competitive pressures, and amidrsely affect our operating results and
financial condition, as well as our ability to sieevdebt and pay other obligations.

We have a significant amount of goodwill on our lzaice sheet. If our goodwill becomes impaired, weyni@ required to record a
significant charge to earnings and reduce our stéakder's equity.

Under generally accepted accounting priesipgoodwill is reviewed for impairment on an aahbasis or more frequently whenever
events or circumstances indicate that its carryeilge may not be recoverable. If our goodwill isetlmined to be impaired in the future, we
may be required to record a significant, non-cdsdrge to earnings during the period in which thpaimment is determined.

We rely on a limited number of key suppliers, vemnsidandlords and other third parties to operate robusiness.

We depend on a limited number of supplérd vendors for equipment and services relatimutanetwork infrastructure. Our local
exchange carrier networks consist of central oféind remote sites, all with advanced digital swetchf any of these suppliers experience
interruptions or other problems delivering or seir these network components on a timely basispparations could suffer significantly. To
the extent that proprietary technology of a supp$ieéxn integral component of our network, we mayélimited flexibility to purchase key
network components from alternative suppliers. &irlyi, our data center operations are materialiané on leasing space from landlords and
power services from utility companies, and beinkg &b renew these arrangements from time to tim&weorable terms. In addition, we rely on
a limited number of software vendors to supportlmsiness management systems. In the event it lEexoetessary to seek alternative
suppliers and vendors, we may be unable to ob#disfactory replacement supplies, services, spaaélities on economically attractive terr
on a timely basis, or at all, which could increassts or cause disruptions in our services.

Portions of our property, plant and equipment arecated on property owned by third partie

Over the past few years, certain utilitiesperatives and municipalities in certain of skeges in which we operate have requested
significant rate increases for attaching our ptartheir facilities. To
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the extent that these entities are successfucieasing the amount we pay for these attachmemtguture operating costs will increase.

In addition, we rely on rights-of-way, coldion agreements and other authorizations gréntemvernmental bodies and other third
parties to locate our cable, conduit and other agtvequipment on their respective properties. if ahthese authorizations terminate or lapse,
our operations could be adversely affected.

We depend on key members of our senior manage mesguint

Our success depends largely on the skiigerience and performance of a limited numbeenfa officers. Competition for senior
management in our industry is intense and we mag Qéficulty retaining our current senior officens attracting new ones in the event of
terminations or resignations. For a discussionrofiar retention concerns relating to our recentgees, please see the risks described below
under the heading "Risks Relating to Our Recentuisitions."

Risks Relating to our Recent Acquisitions

We may be unable to integrate successfully the Lasg@€enturyLink and Qwest businesses and realizedhécipated benefits of the
acquisition.

CenturyLink's indirect acquisition of usatved the combination of two companies which poegly operated as independent public
companies. We have devoted, and will continue tmtie significant management attention and resauieintegrating the business practices
and operations of Legacy CenturyLink and Qwest.riég encounter difficulties in the integration preseincluding the following:

. the inability to successfully combine our businessea manner that permits the combined compamaghéeve the cost savin
and operating synergies anticipated to result fileenacquisition, either due to technological chajles, personnel shortages,
strikes or otherwise, any of which would resulthie anticipated benefits of the acquisition nohgeiealized partly or wholly in
the time frame currently anticipated or at all;

. lost sales as a result of customers of eitherefwlo companies deciding not to do business withctimbined company;
. the complexities associated with managing the coetbbusinesses out of several different locatiowisiategrating personn

from the two companies, while at the same timengiteng to provide consistent, high quality produssl services under a
unified culture;

. the additional complexities of combining two comigsnwith different histories, regulatory restrictsy product markets at
customer bases;

. the failure to retain key employees, some of whonld be critical to integrating the companies;

. potential unknown liabilities and unforeseen inseghexpenses or regulatory conditions associatiudtie acquisition; and

. performance shortfalls at one or both of the twmpanies as a result of the diversion of managematiéntion caused t

integrating the companies' operations.

For all these reasons, you should be atixatdt is possible that the integration proceagadoesult in the distraction of our management,
the disruption of our ongoing business or incoesistes in our products, services, standards, dshpymocedures and policies, any of which
could adversely affect our ability to maintain tedaships with customers, vendors and employeés achieve the
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anticipated benefits of the acquisition, or coulldeswise adversely affect our business and finhneglts.

Our final determinations of the acquisition date ifavalue of our assets and liabilities may be si§joantly different from our current
estimates, which could have a material adverse &ffen our operating results.

CenturyLink has accounted for its indiractjuisition of us under the acquisition methodamfoainting, which resulted in the assignmer
the purchase price to the assets acquired anditiedbassumed based on our preliminary estimdtéseir acquisition date fair values. The
determination of the fair values of the acquireskts and assumed liabilities (and the related mhétation of estimated lives of depreciable
tangible and identifiable intangible assets) rezgigignificant judgment. As such, we have not cetepl our valuation analysis and calculati
in sufficient detail necessary to arrive at thafiastimates of the fair value of the assets aeduand liabilities assumed, along with the related
allocations to goodwill and intangible assets. Asls all information presented in this report islpninary and subject to revision pending the
final valuation analysis. We expect to complete final fair value determinations no later than tingt quarter of 2012. Our final fair value
determinations may be significantly different ttthose reflected in this report, which could haveaterial adverse effect on our operating
results.

QCII cannot assure you whether, when or in what aords they will be able to use their net operatirasses.

At December 31, 2011, QCII had federal N©Lapproximately $6.3 billion of federal NOLs. M&eNOLs can be used to offset their
future federal taxable income.

CenturyLink's acquisition of QCII caused"awnership change" under federal tax laws relatinthe use of NOLs. As a result, these laws
could limit CenturyLink's ability to use QCII's NGland certain other deferred tax attributes toceduture federal taxable income. QCII
currently expects to realize substantially allladit NOLs and certain other deferred tax attributéswvever, if QCII is unable to realize these
benefits, its and CenturyLink's future income tayments would be higher than expected, which wadicersely affect its financial results and
liquidity. As a wholly owned subsidiary of thesengoanies, our financial results and liquidity cobklsimilarly affected.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the KPNQwest litigation,ather material litigation of CenturyLink could hava material adverse impact on ol
financial condition and operating results, on theading price of our debt securities and on our aibjito access the capital marke

As described in Item 8 of CenturyLink's @@ll's Annual Reports on Form 10-K, CenturyLinlda@ClII are involved in several legal
proceedings that, if resolved against them, coalteta material adverse effect on their businesdinadcial condition. As a wholly owned
subsidiary of CenturyLink and QCII, our businesd &nancial condition could be similarly affectéthese matters include certain KPNQwest
matters, which present material and significarksri® QCII and us. In the aggregate, the plaintifithe KPNQwest matters seek billions of
euros (equating to billions of dollars) in damagdasaddition, the outcome of one of the two pendimgfters could have a negative impact on
the other. QCII continues to defend against thestars vigorously and is currently unable to previchy estimate as to the timing of their
resolution.

We can give no assurance as to the impac@ClI's and our financial results or financiahddion that may ultimately result from these
matters. The ultimate outcomes of these matterstdrencertain, and substantial settlements dgjuents in these matters could have a
significant impact on QCIl and us. The magnitudswéh settlements or judgments resulting from tinestters could materially and adversely
affect QCII's financial condition and ability to etdts debt obligations, potentially impactingétedit ratings, its ability to access capital
markets and its compliance with debt
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covenants. In addition, the magnitude of any s@ttiesnents or judgments may cause QCII to draw dsigmificantly on its cash balances,
which might force it to obtain additional financiog explore other methods to generate cash. Sutioae could include issuing additional
debt securities or selling assets. As a wholly awsigbsidiary of QCII, our business operations amaincial condition could be similarly
affected.

There are other material proceedings pendgainst CenturyLink and QCII, as described iml&of CenturyLink's and QCII's Annual
Reports on Form 10-K. Depending on their outcomg, & these matters could have a material advdfset®n our financial position or
operating results. We can give you no assurancesthe impact of these matters on our operatisgltg or financial condition.

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

General

We are subject to significant regulationthy FCC, which regulates interstate communicatiand state utility commissions, which
regulate intrastate communications. Generally, wstrobtain and maintain certificates of authorigni the FCC and regulatory bodies in v
states where we offer regulated services, and evswdject to numerous, and often quite detailegjirements and interpretations under
federal, state and local laws, rules and regulatidiccordingly, we cannot ensure that we are alveaysidered to be in compliance with all
these requirements at any single point in time. ddencies responsible for the enforcement of tlaagg rules and regulations may initiate
inquiries or actions based on customer complaintsdheir own initiative.

Regulation of the telecommunications induit changing rapidly, and the regulatory enviremtnvaries substantially from jurisdiction to
jurisdiction. Notwithstanding a recent movementaosls alternative regulation, a substantial portibaur local voice services revenue rems
subject to FCC and state utility commission priciagulation, which periodically exposes us to prgcor earnings disputes and could expos
to unanticipated price declines. Interexchangeearhave filed complaints in various forums redingsreductions in our access rates. In
addition, several long distance providers are disgitamounts owed to us for carrying VolP traffictaffic they claim to be VolP traffic, and
are refusing to pay such amounts. There can baswance that future regulatory, judicial or legfiske activities will not have a material
adverse effect on our operations, or that regudadothird parties will not raise material issuagthwegard to our compliance or noncompliance
with applicable regulations.

Risks associated with recent changes in federal relgition

On October 27, 2011, the FCC adopted then€ct America and Intercarrier Compensation Reforder ("CAF order") intended to
reform the existing regulatory regime to recogringoing shifts to new technologies, including VodRd gradually re-direct universal service
funding to foster nationwide broadband coveragés ritial ruling provides for a multi-year tranisih over the next decade as intercarrier
compensation charges are reduced, universal sdwriding is explicitly targeted to broadband depi@nt, and subscriber line charges paid by
end user customers are gradually increased. Thesges will substantially increase the pace ofegdns in the amount of switched access
revenues we receive with respect to some of olowsuservices, while creating opportunities forgases in federal USF and retail revenue
streams. The ultimate effect of this order on comitations companies is largely dependent on fURGE proceedings designed to implement
the order, the most significant of which are schedto be determined in 2012 and 2013. Severatiaidihallenges to the CAF order are
pending and additional future challenges are ptessamy of which could alter or delay the FCC'sgmeed changes. In addition, based on the
outcome of the FCC

20




Table of Contents

proceedings, various state commissions may consfgerges to their universal service funds or itdtasaccess rates. For these reasons, we
cannot predict the ultimate impact of these promegdat this time.

Under other pending proceedings, the FCE imalement changes in the regulation or pricingpécial access services, any of which
could adversely affect our operations or finanosllts.

Risks posed by costs of regulatory compliance

Regulations continue to create signifiaarpliance costs for us. Challenges to our tabffsegulators or third parties or delays in
obtaining certifications and regulatory approvaisld cause us to incur substantial legal and aditnative expenses, and, if successful, such
challenges could adversely affect the rates thaaneeble to charge our customers. Our businessraly be impacted by legislation and
regulation imposing new or greater obligationsteslao regulations or laws related to broadbandogepent, bolstering homeland security,
increasing disaster recovery requirements, minmgiznvironmental impacts, enhancing privacy, orasklng other issues that impact our
business, including the Communications Assistancédw Enforcement Act (which requires communicasicarriers to ensure that their
equipment, facilities, and services are able tdifare authorized electronic surveillance), anddagoverning local number portability and
customer proprietary network information requireiseliVe expect our compliance costs to increasgfé laws or regulations continue to
increase our obligations to assist other governat@gtencies.

Risks posed by other regulations

All of our operations are also subject teadety of environmental, safety, health and oth@rernmental regulations. We monitor our
compliance with federal, state and local regulatigaverning the management, discharge and dispbbakzardous and environmentally
sensitive materials. Although we believe that weeiarcompliance with these regulations, our managendischarge or disposal of hazardous
and environmentally sensitive materials might expos to claims or actions that could have a matadweerse effect on our business, financial
condition and operating results.

Regulatory changes in the communications industryutd adversely affect our business by facilitatiggeater competition against u:

Beginning in 1996, Congress and the FC&liaken several steps that have resulted in inedea@mpetition among service providers.
Many of the FCC's regulations remain subject tacjadlreview and additional rulemakings, thus makindifficult to predict what effect any
changes in interpretation of the 1996 Act may udtiefy have on us and our competitors. We coulddveraely affected by programs or
initiatives recently undertaken by Congress orRB&, including (i) the federal broadband stimulugjgcts authorized by Congress in 2009;
(i) the FCC's 2010 National Broadband Plan; (igw "network neutrality” rules; (iv) the proposedédband "Connect America" replacement
support fund, and (v) the FCC's above-describedltgct27, 2011 order.

We are subject to significant regulations that litour flexibility.

As a diversified full service ILEC, we hatvaditionally been subject to significant reguatithat does not apply to many of our
competitors. This regulation imposes substantielg@nce costs on us and restricts our abilityitange rates, to compete and to respond
rapidly to changing industry conditions. As our iness becomes increasingly competitive, regulatiisparities between us and our
competitors could impede our ability to compete.
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We are exposed to risks arising out of recent l¢afion affecting U.S. public companies.

Changing laws, regulations and standanrdsimg to corporate governance and public disclesincluding the Sarbanes-Oxley Act and the
Dodd-Frank Wall Street Reform and Consumer PraiacAict, and related regulations implemented bySBE, the New York Stock Exchange
and the Public Company Accounting Oversight Board,increasing legal and financial compliance castsmaking some activities more ti
consuming. Any future failure to successfully an¢ly complete annual assessments of our intermatae required by Section 404 of the
Sarbanes-Oxley Act could subject us to sanctionswarstigation by regulatory authorities. Any swdtion could adversely affect our financial
results or investors' confidence in us.

For a more thorough discussion of the raguy issues that may affect our business, seeltefrthis report.
Risks Affecting our Liquidity

CenturyLink's and our high debt levels pose risksdur viability and may make us more vulnerableadverse economic and competitive
conditions, as well as other adverse developments.

Our ultimate parent, CenturyLink, and watiaue to carry significant debt. As of Decembey 2011, our consolidated debt was
approximately $8.3 billion, which was included ier@uryLink's consolidated debt of approximately $2illion as of that date. Approximat
$4.3 billion of CenturyLink's debt, which includepproximately $1.4 billion of our debt obligatiom®mes due over the next three years. V
we currently believe CenturyLink and we will have financial resources to meet or refinance ougabbns when they come due, we cannot
fully anticipate our future condition or that of l@aryLink, the credit markets or the economy gelers/e may have unexpected expenses
liabilities, and we may have limited access tofficiag.

We expect to periodically require financtogneet our debt obligations as they come due.tBtiee unstable economy and the current
credit market environment, we may not be able fioaece maturing debt at terms that are as faverablthose from which we previously
benefited, at terms that are acceptable to usalt.a%/e may also need to obtain additional finagadr investigate other methods to generate
cash (such as further cost reductions or the $aesets) if revenues and cash provided by opeatiecline, if economic conditions weaker
competitive pressures increase, if CenturyLink @iCare required to contribute a material amountash to their collective pension plans, if
CenturyLink or QCII are required to begin to pakeatpost-retirement benefits significantly eartleain is anticipated, if CenturyLink or QCII
become subject to significant judgments or settl@sa one or more of the matters discussed in N6teCommitments and Contingencies to
our consolidated financial statements in Item &af report. We can give no assurance that thigiadel financing will be available on terms
that are acceptable to us or at all. If we are ablEbtain additional financing, our credit ratirgsuld be adversely affected, which could further
raise our borrowing costs and further limit ounufe access to capital and our ability to satisfiydmbt obligations.

Our significant levels of debt can adversdfect us in several other respects, includipg@Xposing us to the risk of credit rating
downgrades, which would raise our borrowing cd@shindering our ability to adjust to changing rket, industry or economic conditions,
(iii) limiting our ability to access the capital mkats, (iv) limiting the amount of free cash flowadlable for future operations, acquisitions,
dividends, or other uses, (v) making us more vabkrto economic or industry downturns, includintgrest rate increases, and (vi) placing us
at a competitive disadvantage compared to lessdged competitors.

Certain of CenturyLink's and QCII's delstuigs have cross payment default or cross acceleratovisions. When present, these provis
could have a wider impact on liquidity than migtherwise
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arise from a default or acceleration of a singletdestrument. Any such event could adversely aféer ability to conduct business or access
the capital markets and could adversely impactoenit ratings. See "Liquidity and Capital Resostde Item 7 of this report for additional
information about CenturyLink's credit facility.

The degree to which we, together with Ceyitimk, are leveraged may have other importanttiimgi consequences, including the
following:

. placing us at a competitive disadvantage as cordpaith our less leveraged competitors;

. making us more vulnerable to downturns in generahemic conditions or in any of our busines:

. limiting our flexibility in planning for, or reaatig to, changes in our business and the industishioch we operate; and

. impairing our credit ratings or our ability to olstaadditional financing in the future for workingygital, capital expenditures or

general corporate 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 cagiténsive, and we anticipate that our capital reguents will continue 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 revenues in some areas of our besire decreasing. While we believe that our pldtexel of capital expenditures will meet
both our maintenance and our core growth requirésrgoing forward, this may not be the case if ainstances underlying our expectations
change.

Adverse changes in the value of assets or obligaiassociated with QCII's qualified pension planud negatively impact QCII's liquidity
which may in turn affect our business and liquidity

Substantially all of our employees part&tgin a qualified pension plan sponsored by QCII.

The funded status of QCII's qualified pensplan is the difference between the value of plssets and the benefit obligation. The
accounting unfunded status of QCII's qualified pemplan was $627 million as of December 31, 2Qdverse changes in interest rates or
market conditions, among other assumptions andrfsatould cause a significant increase in QCHisdiit obligation or a significant decrease
in the value of plan assets. These adverse chaogés require QCII to contribute a material amooitash to its pension plan or could
accelerate the timing of required cash payments.arhounts contributed by us through QCII are ngtegated or restricted and may be used
to provide benefits to employees of QClI's othdysddiaries. QCII determines our cash contributind,aistorically, has only required us to
pay our portion of its required pension contribati€urrent funding laws and regulations requir@mgany with a plan shortfall to fund the
annual cost of benefits earned in addition to &serear amortization of the shortfall. QCIl optedchtake a contribution of $307 million in
December 2011, and therefore, will not be requiceshake a contribution in 2012. Although potentiaignificant in the aggregate, QCII
currently expects that plan contributions in 20h8 Beyond will decrease from the 2011 contribuiamount. However, the actual amount of
required contributions to the plan in 2013 and Inelyare subject to several variables, many of whrghbeyond our control, including earnings
on plan investments, discount rates, demographier@nce, changes in plan benefits and changesdirfg laws and regulations. Any future
material cash contributions could have a negatiyeaict on QCII's liquidity by reducing its cash fl@wvhich in turn could affect our liquidity.
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Our debt agreements and the debt agreements of @ghink and its other subsidiaries allow us to incsignificantly more debt, which
could exacerbate the other risks described in tféport.

The terms of our debt instruments and #i& chstruments of CenturyLink and its other sulasids permit additional indebtedness.
Additional debt may be necessary for many reasankjding to adequately respond to competitiorgdmply with regulatory requirements
related to our service obligations or for financ@dsons alone. Incremental borrowings on terntsrizose additional financial risks could
exacerbate the other risks described in this report

CenturyLink plans to access the public debt marketad we cannot assure you that these markets reithain free of disruptions.

CenturyLink has a significant amount ofébtedness that it intends to refinance over thé¢ several years, principally it expects through
the issuance of debt securities of CenturyLink, &v@&orporation ("QC") or both. CenturyLink's aljilib arrange additional financing will
depend on, among other factors, its financial pmsiand performance, as well as prevailing marketdions and other factors beyond its
control. Prevailing market conditions could be adety affected by the ongoing sovereign debt cris&urope, the failure of the United States
to reduce its deficit in amounts deemed to be ciefiit, possible further downgrades in the credihgs of the U.S. debt, contractions or limited
growth in the economy or other similar adverse eotin developments in the U.S. or abroad. As a te@enturyLink cannot assure you that it
will be able to obtain additional financing on texracceptable to us or at all. Any such failurelitaim additional financing could jeopardize its
and our ability to repay, refinance or reduce dsthigations.

Other Risks

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

The preparation of financial statements r@tated disclosures in conformity with U.S. geffigraccepted accounting principles requires
management to make judgments, assumptions andagssithat affect the amounts reported in our cadheteld financial statements and
accompanying notes. Our critical accounting padicighich are described in Item 7 of this reporsadibe those significant accounting policies
and methods used in the preparation of our core@litifinancial 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.

Tax audits or changes in tax laws could adverseffeat us.

We were included in the consolidated felie@me tax return of QCII for the periods beftine April 1, 2011 closing of CenturyLink's
acquisition of QCII, and we are included in the smidated federal income tax return of CenturyLfiokperiods on or after that date. As such,
we could be severally liable for tax examinationd adjustments attributable to other members o288 or CenturyLink affiliated groups, as
applicable. As a significant taxpayer, QCII is (&benturyLink will be) subject to frequent and regguhudits by the Internal Revenue Servic
well as state and local tax authorities. Thesetawdiuld subject us to tax liabilities if adversisipions are taken by these tax authorities.

Tax sharing agreements have been execetagbn QCII and previous affiliates, and QCII badie the liabilities, if any, arising from
adjustments to previously filed returns would bengoby the affiliated group member determined teeha deficiency under the terms and
conditions of such

24




Table of Contents

agreements and applicable tax law. We have notrgiynerovided for liabilities attributable to foren affiliated companies or for claims they
have asserted or may assert against us.

We believe that we have adequately providetax contingencies. However, QCII's tax auditsl examinations 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.

Our agreements and organizational documents and kiggble law could limit another party's ability tacquire us.

A number of provisions in our agreementd arganizational documents and various provisidreggplicable law may delay, defer or
prevent a future takeover of CenturyLink unlesstéieover is approved by its Board of DirectorsisTdould deprive our shareholders of any
related takeover premium.

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

As of December 31, 2011, we had approxim&®,000 employees, of which approximately 13,0@&0e members of either the
International Brotherhood of Electrical WorkersBHW") or the Communications Workers of America ("@Y. From time to time, our labor
agreements with these unions lapse, and we typinaljotiate the terms of new agreements. Our cufoenyear agreements with the IBEW
and CWA will expire October 6, 2012.

We may be unable to reach new agreememdsy@ion employees may engage in strikes, workétmwns or other labor actions, which
could materially disrupt our ability to provide sies and result in increased cost to us. In anldithew labor agreements may impose
significant new costs on us, which could impair foancial condition or results of operations ie fluture. To the extent they contain benefit
provisions; these agreements also limit our flditibto change benefits in response to industrgampetitive changes. In particular, the post-
employment benefits provided under these agreencantse us to incur costs not faced by many of ompetitors, which could ultimately
hinder our competitive position.

ITEM 1B. UNRESOLVED STAFF COMMENTS
Not applicable.
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ITEM 2. PROPERTIES

Our property, plant and equipment congistscipally of telephone lines, central office egient, and land and buildings related to our
telephone operations. The components of our gnagsepty, plant and equipment consisted of the ¥alhy:

__Successol_ __Predecesso
December 31 December 31
2011 2010

Land 4% nm
Fiber, conduit and other outside plant 3% 47%
Central office and other network electronics 26% 43%
Support assets(: 2% 10%

Construction in progress(: 2% nm
Gross property, plant and equipm 10(% 10(%

nm-Represents less than 1% of gross property, plahegoipment

(1) Fiber, conduit and other outside plant consistibefr and metallic cable, conduit, poles and othgrporting
structures.

2) Central office and other network electronics caissig circuit and packet switches, routers, trassion
electronics and electronics providing service tstomers.

3) Support assets consist of buildings, computersoéimel administrative and support equipment.

4) Construction in progress includes property of tiredoing categories that has not been placed wiceeas it is
still under constructior

We own substantially all of our telecommaations equipment required for our business. Howeave lease certain facilities and
equipment under various capital lease arrangemdes the leasing arrangements are more favorahle tikan purchasing the assets.

We also own and lease administrative officemajor metropolitan locations primarily withdur local service area. Substantially all of
network electronics equipment is located in buigior on land that we own or lease within our Isealice area.

On April 1, 2011, our indirect parent, QQiecame a wholly owned subsidiary of CenturyLi@k. the date of the acquisition, our assets
and liabilities were recognized at fair value. Tiggaluation has been reflected in our financialeshents and, therefore, has resulted in a new
basis of accounting for the successor period béginon April 1, 2011. As of the successor date eE&nber 31, 2011 and the predecessor
of December 31, 2010, our total net property, pamt equipment was approximately $7.5 billion appraximately $10.2 billion, respectively.
For additional information, see Note 2—AcquisitiohQCII by CenturyLink and Note 6—Property, Plantie&Equipment to our consolidated
financial statements in Item 8 of this report.

ITEM 3. LEGAL PROCEEDINGS

The information contained in Note 16—Conmmmehts and Contingencies to our consolidated firdistatements included in Item 8 of this
report is incorporated herein by reference.

ITEM 4. MINE SAFETY DISCLOSURES
Not applicable.
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PART I

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Not Applicable.
ITEM 6. SELECTED FINANCIAL DATA

The following table of selected consolidetimancial data should be read in conjunction witidl are qualified by reference to the
consolidated financial statements and notes thémdtem 8 of this report and "Management's Distussnd Analysis of Financial Condition
and Results of Operations" in Item 7 of this report

The comparability of the following selecti@mancial data below is significantly impacted @gnturyLink's April 1, 2011 indirect
acquisition of us and the resulting revaluatiomof assets and liabilities. As a result of the &itjon, the following table presents certain
selected consolidated financial data for two pesigutedecessor and successor, which relate toeti@ds preceding the acquisition and the

period succeeding the acquisition, respectivelyestehhistorical results are not necessarily indieatf results that you can expect for any fu
period.

Selected financial information from the solidated statements of operations data is asiWello

Successor(1 Predecessor(1l
Three
Nine Months Months
Ended Ended Year Ended Year Ended Year Ended Year Ended
December 31, March 31, December 31, December 31, December 31, December 31,
2011 2011 2010 2009 2008 2007
(Dollars in millions)
Operating
revenues $ 6,63 2,26¢ 9,271 9,731 10,38¢ 10,69:
Operating
expense: 5,43¢ 1,63( 6,78¢ 7,16¢ 7,52¢ 7,631
Operating
income 1,19¢ 63€ 2,48t 2,562 2,86% 3,06(
Income befor
income tax
expense 892 49C 1,87 1,921 2,267 2,44(
Net income 54z 29¢ 1,082 1,197 1,43¢ 1,527
1) See "Management's Discussion and Analysis of Finh@ondition and Results of Operations—Result®pérations” in Item 7 of this report for a discossof

unusual items affecting the results for the suamestme months ended December 31, 2011, the presecthree months ended March 31, 2011, as wélleas
predecessor year ended December 31, Z

Selected financial information from the soldated balance sheets is as follows:

Successor Predecessor
December 31 December 31 December 31 December 31 December 31
2011 2010 2009 2008 2007
(Dollars in millions)

Goodwill $ 9,45¢ — — — —
Total asset 24,93: 12,57( 13,997 14,25: 15,41¢
Total lon¢-term debt(1’ 8,32¢ 8,01z 8,38¢ 7,58¢ 7,911
Total stockholder's equity

(deficit) 9,881 (831) 312 78¢ 1,37¢
1) Total long-term debt is the sum of current matesitof long-term debt and long-term debt on our clidiated balance sheets. For total obligations, see

"Management's Discussion and Analysis of Finar€@idition and Results of Operati—Future Contractual Obligations" in Item 7 of théport.
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Selected financial information from the soldated statements of cash flows is as follows:

Successor Predecessor
Three
Nine Months Months
Ended Ended Year Ended Year Ended Year Ended Year Ended
December 31 March 31, December 31, December 31, December 31, December 31,
2011 2011 2010 2009 2008 2007
(Dollars in millions)

Other data
Net cast

provided by

operating

activities $ 2,201 86¢ 3,23t 3,161 3,47¢ 3,67(
Net cash used

investing

activities (1,197) (33%) (1,25€) (1,100 (1,402) (1,259
Net cash used

financing

activities (1,20%) (525) (2,80]) (1,28¢) (2,13¢€) (2,400
Payments for

property,

plant and

equipment

and

capitalized

software (1,03¢6) (341) (1,240 (1,10¢6) (1,402 1,270

The following table presents certain seddatonsolidated operating data as of the follovdatgs:

Successo Predecesso
December 31, 2011 December 31, 2010
(in thousands)
Broadband subscribers( 3,08¢ 2,94(
Access line: 8,53: 9,19:

(1) We have updated our methodology for counting oaaiband subscribers and access lines and havesiéeld
prior year amounts to conform to the current pefogsentation. For additional information see "Resof
Operation—Overview" in Item 7 in this repor
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
All references to "Notes" in this Item 7 refer be tNotes to Consolidated Financial Statements deduin Item 8 of this annual report.

Certain statements in this report congtifotward-looking statements. See "Special NoteaR#igg Forward-Looking Statements" in
Item 1 of this report for factors relating to thetsatements and see "Risk Factors" in Iltem 1A isfrégport for a discussion of certain risk fac
applicable to our business, financial condition eegllts of operations.

Overview

We are an integrated communications compaggaged primarily in providing an array of comnoations services to our residential,
business, governmental and wholesale customersc@umunications services include local, networkeasc private line (including special
access), broadband, data, wireless and video ssnit certain local and regional markets, we ptewide local access and fiber transport
services to competitive local exchange carriers.stfge to maintain our customer relationshipsdipong other things, bundling our service
offerings to provide our customers with a comptleffering of integrated communications services.

We generate the majority of our revenuemfservices provided in the 14-state region of é&wi, Colorado, Idaho, lowa, Minnesota,
Montana, Nebraska, New Mexico, North Dakota, Ore@wouth Dakota, Utah, Washington and Wyoming. Werr® this region as our local
service area.

As discussed in Note 2—Acquisition of QB CenturyLink, on April 1, 2011, our indirect pateQCII, became a wholly owned
subsidiary of CenturyLink.

Since April 1, 2011, our results of opesat have been included in the consolidated restittperations of CenturyLink. CenturyLink has
accounted for its acquisition of QCII and us unttheracquisition method of accounting, which resultethe assignment of the purchase price
to the assets acquired and liabilities assumeddb@s@reliminary estimates of their acquisitionedfatir values. The determination of the fair
values of the acquired assets and assumed liabi(gind the related determination of estimated lofedepreciable tangible and identifiable
intangible assets) requires significant judgment. &dpect to complete our final fair value deterrtiores no later than the first quarter of 2012.
Our final fair value determinations may be sigrafitly different than those reflected in our cordaiéd financial statements as of the successo
date of December 31, 2011. Based on our prelimiaatinate, the aggregate consideration exceedsgdregate estimated fair value of the
acquired assets and assumed liabilities of us B§58%illion, which has been recognized as goodWwilis goodwill is attributable to strategic
benefits, including enhanced financial and operatigcale, market diversification and leveraged loed networks that we expect
CenturyLink and its consolidated subsidiaries,ldahg us, to realize. None of the goodwill assadawith this acquisition is deductible for
income tax purposes. The recognition of assetdiahitities at fair value is reflected in our fingial statements and therefore has resulted in a
new basis of accounting for the "successor petio@djinning on April 1, 2011. This new basis of acdng means that our financial statements
for the successor periods will not be comparableutopreviously reported financial statements,udioig the predecessor period financial
statements in this report.

We have recognized $146 million of cer@axpenses associated with activities related to@ehink's indirect acquisition of us during 1
successor nine months ended December 31, 2011e Expenses were comprised of primarily severaetention bonuses, share-based
compensation allocated to us by QCII and systesgnation consulting. During the predecessor threeths ended March 31, 2011, we
recognized $2 million of expenses associated withaativities related to the acquisition. As pdrthee acquisition accounting on April 1, 20:
we also included in our goodwill
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$22 million for certain performance awards and #iilion related to retention bonuses, all of whighre contingent on the completion of the
acquisition and had no benefit to CenturyLink aftex acquisition.

CenturyLink has cash management arrangeneiveen certain of its subsidiaries, includingunsler which the majority of our cash
balance is transferred on a daily basis to Ceninkyas a short-term affiliate loan.

Since the April 1, 2011 closing of Centuink's indirect acquisition of us, our operations artegrated into and are reported as part of the
segments of CenturyLink. CenturyLink's chief opergdecision maker ("CODM") has become our CODM, fewiews our financial
information on an aggregate basis only in connaatigh our quarterly and annual reports that we \iith the Securities and Exchange
Commission ("SEC"). Consequently, we do not prowidediscrete financial information to the CODM amegular basis.

During the second quarter of 2011, certé8¥ surcharges were reclassified from our leganyices to affiliates and other services
revenues to better align with the classificatidres bur new ultimate parent, CenturyLink, usesaAssult, we reclassified previously reported
amounts to conform to the current period presemator the predecessor three months ended Marc?031, this reclassification resulted i
reduction of legacy service revenues and an ineremaffiliates and other services revenues ofrfi8don. For the predecessor years ended
December 31, 2010 and 2009, the reclassificatisulted in a reduction of legacy service revenuesaanincrease of affiliates and other
services revenues of $133 million and $74 milli@spectively. We currently categorize our produstsyices and revenues among the
following three categories:

. Strategic serviceswhich include primarily private line (includingacial access), broadband, video (including DIRETawd
Verizon Wireless services;

. Legacy servicewhich include primarily local, integrated serviatigital network ("ISDN") (which uses regular telepte lines
to support voice, video and data applications)icweid access and traditional wide area network (NWYAervices (which
allows a local communications network to link tawerks in remote locations); and

. Affiliates and other service, which consist primarily of USF surcharges andisess we provide to our affiliates. We provide
our affiliates data, local services and billing adlections services that we also provide to exkbcustomers. In addition, we
provide to our affiliates: marketing, sales andeatlging services; computer system developmentsapgort services; network
support and technical services; and other suppovices, such as legal, regulatory, finance andwating, tax and human
resources.

As of the successor date of December 311 2@e served approximately 3.1 million broadbamldssribers. We also operated
approximately 8.5 million access lines, which alephone lines reaching from the customers' premea connection with the PSTN. During
the second quarter of 2011, we updated our metbggdbr counting our subscribers and access lioestform to the methodology used by
CenturyLink, our ultimate parent. We now count ascknes when we install the service. Our new nahagy includes only those access i
that we use to provide services to external custsmed excludes lines used solely by us and oiliatd. It also excludes unbundled loops
includes stand-alone broadband subscribers. Oummetivodology for counting our access lines maybeotomparable to those of other
companies.

Our analysis presented below is organizgurdvide the information we believe will be usefiil understanding the relevant trends
affecting our business. The discussion in MD&A lisgented on a combined basis for the successadgdr 2011. We believe that the
discussion on a combined basis is more meaningfitlalows the results of operations to be analywethe annual period in 2010. This
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discussion should be read in conjunction with amsolidated financial statements and the notegthén Item 8 of this report.
Business Trends

Our financial results were impacted by salsignificant trends, which are described beldwe expect that these trends will continue to
affect our results of operations, cash flows oafficial position.

. Strategic services We continue to see shifts in the makeup of otal tevenues as customers move to strategic sensaeh a
private line, broadband and video services, frogady services, such as local and access serviegsnRes from our strategic
services represented 36% and 33% of our total tesefor the combined year ended December 31, 20d the predecessor
year ended December 31, 2010, respectively, astrcentage continues to grow. We continue tosf@cuincreasing
subscribers of our broadband services particukaripng consumer and small business customers. the aluccessor date of
December 31, 2011, we reached approximately 3lilomibroadband subscribers compared to approximatél million as of
the predecessor date of December 31, 2010. Wevbdlhat continually increasing connection speedssrtant to remaining
competitive in our industry. As a result, we congrto invest in our fiber to the node, or FTTN, ldgment, which allows for tr
delivery of higher speed broadband services thandwatherwise generally be available through a niaxéitional
telecommunications network made up of only coppeesv In addition to our FTTN deployment, we congrto expand our
product offerings and enhance our marketing effastsve compete in a maturing market in which moesamers already have
broadband services. While traditional ATM basedadizand services are declining, they have been thareoffset by growth i
fiber based broadband services. We expect thega=¥ill improve our ability to compete and incseaour broadband revenu
Demand for our private line services continuesitwease, despite our customers' optimization of tregworks, industry
consolidation and technological migration. While epect that these factors will continue to impaat business, we ultimately
believe the growth in fiber-based special accegsiged to wireless carriers for backhaul will, otiene, offset the decline in
copper-based special access provided to wirelesgersaas they migrate to Ethernet, although theénig) and magnitude of this
technological migration is uncertain.

. Legacy services.Revenues from our legacy services representedad2l4 7% of our total revenues for the combined yea
ended December 31, 2011 and for the predecessoegdad December 31, 2010, respectively, and comtio decline. Our
legacy services revenues have been, and we exmscwill continue to be, adversely affected by asdée losses. Intense
competition and product substitution continue twelour access line losses. For example, many coasuare substituting cat
and wireless voice and electronic mail and soa#ivorking services for traditional voice telecomnuations services. We
expect that these factors will continue to impaatlousiness. Service bundling and other produahptimns, as described belc
continue to be some of our responses to offsebeeof revenues as a result of access line losses.

. Service bundling and product promotio We offer our customers the ability to bundle riplét products and services. The
customers can bundle local services with otherises\such as broadband, video and wireless. Whileideo and wireless
services are an important piece of our customentign strategy, they do not make a large contiobub strategic services
revenues. However, we believe customers valuedheenience of, and price discounts associated vatigiving multiple
services through a single company. While bundleepdiscounts have resulted in lower average rexefaneur individual
products, we believe service bundles continue itipely impact our customer retention. In additiorour bundle
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discounts, we also offer limited time promotionsaur broadband service for prospective customerswadmt our broadband
product in their bundle which further aids our #pito attract and retain customers and increaageisf our services.

. Operating efficiencies We continue to evaluate our operating structacefacus. This involves balancing our workforce
response to our workload requirements, productiwitgrovements and changes in industry, competitehnological and

regulatory conditions.

. Pension and po-retirement benefits expens Our indirect parent QCII is required to recogrirzés consolidated financii
statements certain expenses relating to its persidrpost-retirement health care and life insurdreceefits plans. These
expenses are calculated based on several assugpticluding among other things discount ratesexpkcted rates of return
plan assets that are generally set at Decembelr €dch year. Changes in these assumptions can simégcant changes in the
combined net periodic benefits expenses QCII reeegnQCII allocates the expenses of these plans #nd certain of its other
affiliates. The allocation of expenses to us issblagpon the demographics of our employees an@estiChanges in QCIl's
assumptions can cause significant changes in theemedic pension and post-retirement benefiteasps we recognize.

. Disciplined capital expendituresOur capital expenditures continue to be focusedwr strategic services such as broadband
and fiber to the tower, or FTTT. FTTT is a type@fcommunications network consisting of fiber-omtables that run from a
telecommunication provider's broadband intercorioegioints to cellular towers. FTTT allows for tdelivery of higher
bandwidth services supporting mobile technolodies twould otherwise generally be available throaghore traditional

telecommunications network.

While these trends are important to undeding and evaluating our financial results, tHeptransactions, additional events,
uncertainties and trends discussed in "Risk Fathoriéem 1A of this report may also materially iangi our business operations and financial

results.

Results of Operations

The following table summarizes our resafteperations:

Operating revenue
Operating expenst
Operating incomi
Other income (expens
Income tax expens

Net income
Employees

Successor

Nine Months
Ended
December 31,
2011

$ 6,63¢

5,43¢

1,19¢

(307)
34¢

$ 548

Increase/
Predecessor Combined Predecessor (Decrease) % Change
Three
Months Combined Combined
Ended Year Ended Year Ended 2011v 2011v
March 31, December 31, December 31, Predecessor Predecessor
2011 2011 2010 2010 2010
(Dollars in millions)
2,26¢ 8,90: 9,271 (36€) (4)%
1,63( 7,06¢€ 6,78¢ 27¢€ 4%
63¢ 1,837 2,487 (64€) (26)%
(14€) (45E) (610) (155) (25)%
191 54C 791 (251) (32)%
29¢ 84z 1,08z (240) (22)%
24,69; 26,05( (1,359 (5)%
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The following table summarizes our broadbanbscribers and access lines:

Successor Predecessor % Change
Successor 2011 v
December 31, 2011 December 31, 2010 Predecessor 2010

(in thousands)
Operational metrics
Broadband subscribe 3,08¢ 2,94( 5%
Access line: 8,53t 9,19: ("%

During the second quarter of 2011, we updlaur methodology for counting our subscribers araess lines where we provide the
services. We historically counted access linebapbint we billed them. However, now we count asdaes when we install the service. This
change in our methodology has resulted in an appetely 69,000 decrease in our successor June03Q, &cess lines. We have not
retrospectively adjusted our predecessor periodsscines for this methodology adjustment as it ma@seasonably practicable for us to do so.
Our access line methodology includes only thosessctines that we use to provide services to exteustomers and excludes lines used
solely by us and our affiliates. Our new methodglatso excludes unbundled loops and includes stk broadband subscribers. We have
conformed prior periods to our current presentatiotiess noted above.

Operating Revenues

Increase/
Successol Predecesso Combined Predecesso (Decrease) % Change
Nine Months Three Months Combined Combined
Ended Ended Year Ended Year Ended 2011 v 2011 v
December 31, March 31, December 31, December 31, Predecessor Predecessor
2011 2011 2011 2010 2010 2010
(Dollars in millions)
Strategic service $ 2,40¢ 79< 3,19¢ 3,05¢ 14C 5%
Legacy service 2,79¢ 1,00¢ 3,79¢ 4,32z (524) (12)%
Affiliates and other service 1,43¢ 472 1,90t 1,88¢ 16 1%
Total operating revenut $ 6,63¢ 2,26¢ 8,90: 9,271 (36%) (D%

Strategic Services

Strategic services revenues increased pitinthue to higher broadband revenues resultinghfreew subscribers as well as an improving
mix of higher priced, higher speed broadband sesvand increased volumes in our private line sesvic

Legacy Services

Legacy services revenues decreased aslagekwer local services revenues due to actieedoss and reduced access services usage
related to competitive pressures and product dubisti. Legacy services revenues also decreasetbdaeer amortization of deferred rever
due to certain predecessor deferred revenue besigreed no value at the acquisition date, as wdthwaer revenues from our traditional WAN
services, due to customer migration, product sulith and increased competition.

Affiliates and Other Services

Affiliates and other services revenueseaased primarily due to services we provided to sctpgmn affiliate's growth in its strategic service
offerings. This was partially offset by reduced jgoi provided as a result of a decline in custodemnand for our affiliate's legacy
telecommunication
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service offerings driven by technological migrateomd competition. We estimate that the profit freenvices provided to our affiliates was

approximately $200 million and $280 million, befaneome taxes for the combined year ended DeceBihe2011 and the predecessor year
ended December 31, 2010, respectively.

Operating Expenses

As discussed in Note 1—Basis of Presematiod Summary of Significant Accounting Policiestem 8 of this report, during the first
quarter of 2011, we changed the definitions wetasgassify expenses as cost of services and ptodnd selling, general and administrative
and as a result, we reclassified previously repaataounts to conform to the current period pregiemta

The following table summarizes our opegxpenses:

Increase/

Successor Predecessor Combined Predecessor  (Decrease) % Change
Nine Months Three Months Combined Combined
Ended Ended Year Ended Year Ended 2011v 2011v
December 31 March 31, December 31 December 31 Predecessor Predecesso
2011 2011 2011 2010 2010 2010

(Dollars in millions)
Cost of services and products (exclusive of deptiri

and amortization $ 1,83¢ 62€ 2,45¢ 2,58¢ (12¢) (5)%
Selling, general and administrati 1,49¢ 501 2,00¢ 2,13¢ (13€) (6)%
Operating expens—affiliates 23¢ 52 29C 194 96 49%
Depreciation and amortizatic 1,86¢ 451 2,317 1,87: 444 24%
Total operating expens $ 5,43¢ 1,63( 7,06¢ 6,78¢ 27¢ 4%

Cost of Services and Products (exclusive of depration and amortization)

Cost of services and products (exclusivdagreciation and amortization) are expenses iadurr providing products and services to our
customers. These expenses include: employee-raafhses directly attributable to operating anthtaming our network (such as salaries,
wages, benefits and professional fees); facilgigsenses (which are third-party telecommunicatexpenses we incur for using other carriers
networks to provide services to our customers)srand utilities expenses; equipment sales expéagel as modem expenses); costs for
universal service funds ("USF") (which are fedenadl state funds that are established to promotauhiability of telecommunications servi
to all consumers at reasonable and affordable,ratesng other things and to which we are oftenireduo contribute); and other expenses
directly related to our network.

Cost of services and products decreasedodilie amortization of certain deferred expens@sdllower as a result of assigning no valu
these predecessor assets at the acquisition dageofCservices and products also decreased dowés salaries and wages related to emple
reductions in our network operations as we contioumanage our workforce to our workload.

Selling, General and Administrative

Selling, general and administrative expsrese expenses incurred in selling products andcesrto our customers, corporate overhead
and other operating expenses. These expenseséanelimbloyee-related expenses (such as salariesswaternal commissions, benefits and
professional fees) directly attributable to sellproducts or services and employee-related expdasasiministrative functions; marketing and
advertising; taxes (such as property and othes)exed fees; external commissions; bad debt expansdeother selling, general and
administrative expenses.
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These expenses decreased primarily duedeedsed pension expense, professional fees akeétingrand advertising expense. This
decrease was partially offset by an increase irrsece related to employee reductions, a majofityhich was due to CenturyLink's indirect
acquisition of us.

QCllI allocates the expense or income dbésefit plans to us based upon demographics oéimployees compared to all the remaining
participants. The expense is a function of the arthotibenefits earned, interest on benefit oblwadi expected return on plan assets,
amortization of costs and credits from prior benafianges and amortization of actuarial gains easds. We recorded combined net periodic
benefits expenses of $61 million in 2011 as conpaweb125 million in 2010. The decrease in combinetperiodic benefits expense in 2011
is primarily due to acquisition accounting. We es® record combined net periodic income of appmately $7 million in 2012. The shift
from recording combined net periodic expense tonging combined net periodic income was primarigdo a decrease in net actuarial los
For additional information on our pension and pasirement benefit plans, see Note 8—Employee Besntef our consolidated financial
statements in Item 8 of this report.

Operating Expenses—Affiliates

Affiliates expenses include charges for ase of long-distance services, wholesale accasfanrance, occupancy charges and certain
retiree benefits provided by our affiliates.

Depreciation and Amortizatiot

The following table provides detail regaglidepreciation and amortization expense:

Increase/
Successor Predecessor Combined Predecessor (Decrease) % Change
Nine Months Three Months Combined Combined
Ended Ended Year Ended Year Ended 2011v 2011v
December 31, March 31, December 31, December 31, Predecessor Predecessor
2011 2011 2011 2010 2010 2010
(Dollars in millions)
Depreciatior $ 914 39z 1,307 1,65z (34E) (21)%
Amortization 952 58 1,01C 221 78¢ nm
Total depreciation and amortizati $ 1,86¢ 451 2,31 1,87: 444 24%

nm—Percentages greater than 200% and comparisbmedrepositive and negative values or to/from ze@ilaes are considered not
meaningful.

As of April 1, 2011, our property, plantdaaquipment was recorded at fair value and asudt rest property, plant and equipment
decreased $2.499 billion due to CenturyLink's iadiracquisition of us. The decrease in asset vakdted in lower depreciation expense for
the combined year ended December 31, 2011. Thaiatng for CenturyLink's indirect acquisition of akso resulted in an additional
$5.699 billion in amortizable intangible customelationship assets, which resulted in an additi®sa8 million of amortization expense for
the combined year ended December 31, 2011. Iniaddiapitalized software was recorded at a fdweaf $1.702 billion, an increase of
$887 million, resulting in amortization expensebdfl2 million for the combined year ended Decemiei2B11 as compared to $221 million
for the predecessor year ended December 31, 2010.
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Other Consolidated Results

The following table summarizes other incaiegpense) and income tax expense:

Increase/
Successor Predecessor Combined Predecessor (Decrease) % Change
Nine Months Three Months Combined Combined
Ended Ended Year Ended Year Ended 2011v 2011v
December 31, March 31, December 31, December 31, Predecessor Predecessor
2011 2011 2011 2010 2010 2010
(Dollars in millions)
Interest expens $ (299) (150) (449) (615) (16€) 27)%
Other income (expens 8 2 (6) 5 nm nm
Total other income (expens $ (307) (148) (455) (610) (155) 25%
Income tax expens $ 34¢ 191 54C 791 (257) (32)%

nm—Percentages greater than 200% and comparisbmedrepositive and negative values or to/from ze@laes are considered not
meaningful.

Other Income (Expense)

Interest expense decreased in the comlyisadended December 31, 2011 primarily due to thertization of the net premium associated
with our long-term debt, which resulted from the@anting for CenturyLink's indirect acquisition us.

Income Tax Expense

The effective income tax rate is the primrifor income taxes as a percentage of incomerbéficome taxes. Our effective income tax
rate for the combined year ended December 31, a0dlthe predecessor years ended December 31, DA was 39%, 42% and 38%,
respectively.

Income tax expense for the year ended Dbeefil, 2010 increased by $67 million as a reduti®March 2010 enactments of the Pat
Protection and Affordable Care Act and the HealtinegCand Education Reconciliation Act of 2010 areltdx treatment of the expenses
allocated to us when QCII accelerated the vestingpdain stock-based compensation.

Among other things, the Patient Protectiod Affordable Care Act and the Health Care andcBtion Reconciliation Act of 2010 will
disallow federal income tax deductions fetiree prescription drug benefits to the extentreeeive reimbursements for those benefits unds
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 increasgdtiective tax rate for the year ended
December 31, 2010 by 2.9 percentage points.

On December 21, 2010, QCII accelerated/éfsting of certain restricted stock and performasiwre awards issued under its Equity
Incentive Plan in order to preserve certain ecoodienefits to its stockholders that otherwise wddde been lost in connection with
CenturyLink's acquisition of QCII. However, certaihthe expenses that were allocated to us forabigleration are not deductible for income
tax purposes and as such they increased our efdetx rate for the year ended December 31, 20I0bpercentage points.
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Critical Accounting Policies and Estimates

Our financial statements are prepared aorance with accounting principles that are gdhyeaacepted in the United States. The
preparation of these financial statements requir@sagement to make estimates and assumptiondfiwtttae reported amounts of assets,
liabilities, revenues and expenses. We have idedtdertain policies and estimates as criticaluohusiness operations and the understanding
of our past or present results of operations relti€i) business combinations; (ii) goodwill, custer relationships and other intangible assets;
(iii) property, plant and equipment; (iv) pensiamgpost-retirement benefits; (v) intercompany rexenand expenses; (vi) affiliates
transactions; and (vii) income taxes. These pdlieied estimates are considered critical becaugehtiiea material impact, or they have the
potential to have a material impact, on our comstéd financial statements and because they resjgindicant judgments, assumptions or
estimates. We believe that the estimates, judgnasmtsassumptions made when accounting for the iteresribed below are reasonable, based
on information available at the time they are mattmwvever, there can be no assurance that actudtsesll not differ from those estimates.

Business Combination

We have accounted for CenturyLink's indiquisition of us under the acquisition methodafounting, whereby the tangible and
separately identifiable intangible assets acquamdi liabilities assumed are recognized at theimaséd fair values at the acquisition date. The
portion of the purchase price in excess of theregtd fair value of the net tangible and separadiggtifiable intangible assets acquired
represents goodwill. The allocation of the purchasee related to CenturyLink's indirect acquigitiof us involves estimates and judgments by
our management that may be adjusted during theureragnt period, but in no case beyond one year thenacquisition date. The fair values
recorded are made based on management's besttestamd assumptions. In arriving at the fair vahfesssets acquired and liabilities
assumed, we consider the following generally aambpaluation approaches: the cost approach, inegpeach and market approach. Our
estimates may also include assumptions about pgeajegrowth rates, cost of capital, effective tabesatax amortization periods, technology
cycles, the regulatory and legal environment, adadi$try and economic trends. Small changes innldenlying assumptions can impact the
estimates of fair value by material amounts, witah in turn materially impact our results of opienag.

Our acquisition resulted in the assignnoérihe aggregate consideration to the assets axhaird liabilities assumed based on prelimii
estimates of their acquisition date fair valuese Tdir value of the aggregate consideration trarsfieexceeded the acquisition date fair valu
the recorded tangible and intangible assets andvess liabilities by an estimated $9.453 billion,igéhhas been recognized as goodwill. The
determination of the fair values of the acquireskts and assumed liabilities (and the related mhitetion of estimated lives of depreciable
tangible and identifiable intangible assets) regmignificant judgment. As such, we have not cetepl our valuation analysis and calculati
in sufficient detail necessary to arrive at thafiestimates of the fair values of the acquire@tssand assumed liabilities, along with the related
allocations to goodwill and intangible assets. @heunts recorded related to the acquisition aréngreary and subject to revision pending the
final fair valuation analysis. We expect to comeletr final fair value determinations no later thlaa first quarter of 2012. Our final fair value
determinations may be significantly different tithose reflected in our consolidated financial stegmts as of the successor date of
December 31, 2011.

Goodwill, Customer Relationships and Other Intand¢gbAssets

We are required to review goodwill recordiethusiness combinations for impairment at leastually, or more frequently if events or a
change in circumstances indicate that an impairmmat have occurred. We are required to write-ddvevalue of goodwill only in periods in
which the recorded amount of goodwill exceeds #ievialue. Our annual measurement date for tegiogiwill
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impairment is September 30. The impairment testrdpne at the reporting unit level; in reviewihg triteria for reporting units when
allocating the goodwill resulting from CenturyLiskhdirect acquisition of us, we have determinexd the are one reportable unit.

We early adopted the provisions of AccoumiStandards Update ("ASU") 2011-08, Testing Gobddwi Impairment, during the third
quarter of 2011, which permits us to make a qualsassessment of whether it is more likely thanhthat a reporting unit's fair value is less
than its carrying amount before applying the twepsjoodwill impairment test. If, after completingraualitative assessment we determine
it is more likely than not that the carrying valeeceeds estimated fair value, we compare the &irevto ourcarrying value (including
goodwill). If the estimated fair valueis greateattthe carrying value, we conclude that no impaitesists. If the estimated fair value of the
reporting unit is less than the carrying valueeeosd calculation is required in which the implfet value of goodwill is compared to its
carrying value. If the implied fair value of goodws less than its carrying value, goodwill must\Written down to its implied fair value. We
elected to early adopt the provisions of ASU 201dn8 perform a qualitative assessment as of oue8dyer 30 measurement date given the
six month proximity of the goodwill impairment measment date and the acquisition date resultinbércreation of the goodwill.

As a result of CenturyLink's indirect acgjtion of us and the related acquisition accountihg carrying value of our assets and liabilities
equaled our fair value as of April 1, 2011. A desin our fair value in excess of a reductionunaarrying value will result in us having a
carrying value in excess of our fair value, whicaymesult in an impairment of our goodwill. Thesesignificant judgment in estimating the -
value of the company. The factors that most sigaiftly impact our estimate of fair value includeeftasted cash flows and a risk adjusted
discount rate. The applicable risk adjusted distoate is impacted by the market risk free rateetiirn and our risk rating.

The qualitative analysis included assesiegmpact of changes in certain factors from Apri2011 (the acquisition date on which all
assets and liabilities were assigned a fair valu&eptember 30, 2011 (the goodwill impairmentitgstlate), including (i) changes in
forecasted operating results and comparing acésalts to those utilized in the April 1, 2011 fa@lue assignment; (ii) changes in our weig}
average cost of capital from April 1, 2011 to Sepgter 30, 2011; (iii) changes in the industry or competitive environment since the
acquisition date; (iv) changes in the overall ecoppour market share and interest rates sincedfpeisition date; (v) trends in the stock price
of CenturyLink and related market capitalizatiom @mterprise values; (vi) trends in peer compatuitsd enterprise value metrics; (vii) control
premiums paid for recent industry transactions; @iigj additional factors such as a managementduer, changes in regulation and chang
litigation matters.

Based on our qualitative assessment, weladed that it was more likely than not that thiéneated fair value of our reporting unit
exceeded its carrying value as of the successera&eptember 30, 2011 and thus, determined inetieecessary to perform the two step
goodwill impairment test. We believe the more inthd@assessments include our actual results cordgarthose forecasted as of the succe
date of April 1, 2011 and the decline in our wegghtiverage cost of capital since April 1, 2011date, our actual operating results have been
comparable to those forecasted as of April 1, 28d, as of December 31, 2011, we believe the fetedaesults of future periods are not
materially different than those used as of Apri2@11.

Our weighted average cost of capital dedithO0 basis points from the April 1, 2011 valuatio the September 30, 2011 testing date,
which would serve to increase the estimated fdirevaf the reporting unit when utilizing a discoetcash flow methodology. Based on our
review of all other qualitative factors, we conaddhere were no other significant economic, ingustiperational or performance-related
changes from April 1, 2011 to September 30, 20a1 would adversely impact our qualitative assessmen

38




Table of Contents

Should our future operating results not nfieescasted expectations or should our weightedlage cost of capital increase significantly in
the future, we may be required to assess our gdiddwimpairment prior to the next required tegtidate of September 30, 2012. In addition,
we cannot assure that other adverse conditionsailtrigger future goodwill impairment testingam impairment charge. A number of factc
many of which we have no ability to control, coalfiect our financial condition, operating resuligldusiness prospects and could cause our
actual results to differ from the estimates andiagions we employed in our goodwill impairmentitgg. These factors include, but are not
limited to, (i) further weakening in the overalleomy; (ii) a significant decline in our ultimatanent's, CenturyLink, stock price and resulting
market capitalization; (iii) changes in the discbrate; (iv) successful efforts by our competitargain market share in our markets;

(v) adverse changes as a result of regulatoryrstend (vi) a significant adverse change in Iégetors or in the overall business climate. We
will continue to monitor certain events that impaat operations to determine if an interim assessmigoodwill impairment should be
performed prior to the next required testing ddt8eptember 30, 2012.

Property, Plant and Equipmer

Property, plant and equipment acquiredesthe acquisition date is stated at original cast fhe estimated value of any associated legally
or contractually required retirement obligations.

We perform annual internal reviews to eaéduthe reasonableness of the depreciable livesufgproperty, plant and equipment. Our
reviews utilize models that take into account daisage, replacement history and assumptions abohimology evolution to estimate the
remaining life of our asset base. The changesiiresiimates incorporated as a result of our masintereview did not have a material impact
on the level of our depreciation expense.

Due to rapid changes in technology andctmpetitive environment, selecting the estimatezhemic life of 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 ouredggiion rates. The effect of a one year increaskcorease in the estimated remaining useful
lives of our property, plant and equipment wouldédecreased depreciation by approximately $18@omibr increased depreciation by
approximately $260 million, respectively.

We periodically perform evaluations of tleeoverability of the carrying value of our longédd assets using gross undiscounted cash flow
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 d&sh projections include long-term forecasts of@aue growth, gross margins and capital
expenditures. All of these items require significimtigment and assumptions.

Pension and Po-Retirement Benefits

Substantially all of our employees partatgin the QCII pension plan. QCII also maintaimoa-qualified pension plan for certain of our
eligible highly compensated employees. In addita@tain employees may become eligible to partteip@QCII's post-retirement health care
and life insurance benefit plans. QCII allocatesdRpense relating to pension, non-qualified pensiad post-retirement health care and life
insurance benefits and the associated obligatindsiasets to us and determines our cash contnibdtie amounts contributed by us through
QCIlI are not segregated or restricted to pay ansodué to our employees and may be used to proeidefits to other employees of QClI'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 retireepared to all the remaining participants. Howevigmiéicant year over year changes in
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QCII's funded status affecting accumulated othenm@hensive income may not have a significantahithpact on the affiliate receivable or
payable that is allocated to us.

In computing the pension and post-retirenhelth care and life insurance benefits expeasdobligations, the most significant
assumptions QCIl makes include discount rate, érge@te of return on plan assets, health care tr@es 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 QClderia computing the pension and post-retiremenitiheare and life insurance benefit
expenses could impact general, administrative dimer @perating expenses and the affiliate benefitsivable or payable allocated to us as
described above. For further discussion of the @€lision, non-qualified pension and post-retirerbemifit plans and the critical accounting
estimates, see QCII's Annual Report on Form 10+KHe year ended December 31, 2011.

Intercompany Revenue and Expens

We charge our affiliates based on tariffetes for telecommunications and data services#hdr fully distributed cost or market rates for
other services. Our fully distributed costs metHodg includes employee costs, facilities costs,rbgad costs and a return on investment
component.

Our affiliates charge us for services readéy their employees primarily by applying théyfdistributed 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 thartlyexpenses.

The methodologies discussed above for ohéténg affiliates revenue and charges are baseadles that the FCC adopted pursuant to the
Communications Act, as amended by the TelecommtioiaAct. We believe the accounting estimategsedl#o affiliates revenue and char
are "critical accounting estimates" because deténgimarket rates and determining the allocatiotho@nlogy and the supporting allocation
factors: (i) requires judgment and is subject fonesment as facts and circumstances change onasost drivers are identified, (ii) are based
on regulatory rules which are subject to change(@@CII occasionally changes which affiliateeopide them services which can impact
overall costs and related affiliates charges, fallttich require significant judgment and assumpion

Affiliates Transactions

We record intercompany charges at the amsduitled to us by our affiliates. Regulatory rutegjuire certain expenses to be recorded at
market price or fully distributed cost. Our complig with regulations is subject to review by reguis. Adjustments to intercompany charges
that result from these reviews are recorded irpréod they become known.

Because of the significance of the servigeprovide to our affiliates and our other aftdia transactions, the results of operations,
financial position and cash flows presented heaeénnot necessarily indicative of the results agfraions, financial position and cash flows we
would have achieved had we operated as a stand-alttity during the periods presented.
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Income Taxes

Until April 1, 2011, we were included ireticonsolidated federal income tax return of QCiicE CenturyLink's acquisition of QCII on
April 1, 2011, we are included in the consolidafederal income tax return of CenturyLink. Under @eylLink's tax allocation policy,
CenturyLink treats our consolidated results asdfwere a separate taxpayer. The policy requirés pay our tax liabilities in cash based upon
our separate return taxable income. We are aldodad in the combined state tax returns filed bptGe/Link and the same payment and
allocation policy applies.

Our provision for income taxes includes amnts for tax consequences deferred to future peridte record deferred income tax assets
liabilities reflecting future tax consequencesihtttable to tax credit carryforwards and differembetween 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 im#réd that includes the enactment date.

The measurement of deferred taxes oftenlweg an exercise of judgment related to the ratitin of tax basis. Our deferred tax assets
liabilities reflect our assessment that tax posgitaken and the resulting tax basis, are moréyltkan not to be sustained if they are audited by
taxing authorities. Also, assessing tax ratesuleaéxpect to apply and determining the years whernd@mporary differences are expected to
affect taxable income requires judgment about tiheré apportionment of our income among the siatasich we operate. These and other
matters involve the exercise of significant judgmémy changes in our practices or judgments inedlin the measurement of deferred tax
assets and liabilities could materially impact imancial condition or results of operations.

We record deferred income tax assets aflities as described above. Valuation allowararesestablished when necessary to reduce
deferred income tax assets to amounts that wevieediee more likely than not to be recovered. Weduata our deferred tax assets quarterly to
determine whether adjustments to our valuationnalce are appropriate. In making this evaluatiomyely on our recent history of pre-tax
earnings, estimated timing of future deductions laaadefits represented by the deferred tax assdtewrforecasts of future earnings, the latter
two of which involve the exercise of significantgment. As of the successor date of December 311,,2@e concluded that it was more likely
than not that we would realize the majority of deferred tax assets; therefore, our valuation alme did not require material adjustments. If
forecasts of future earnings and the nature anchatgd timing of future deductions and benefitsngjeain the future, we may determine that a
valuation allowance for certain deferred tax asisesppropriate, which could materially impact éinancial condition or results of operations.
See Note 12- Income Taxes for additional infornratio

Recently Issued Accounting Pronouncements

In September 2011, the Financial AccounStandards Board ("FASB") issued Accounting Statslafpdate ("ASU") 2011-08,
Intangible—Goodwill and Other (Topic 350): Testing Goodwalt fmpairment This update simplifies the goodwill impairmensessment by
allowing a company to first review qualitative fag to determine the likelihood of whether the faitue of a reporting unit is less than its
carrying amount before applying the two-step goddmipairment test. If it is determined that itnsore likely than not that the fair value of a
reporting unit is greater than its carrying amoantompany would not be required to perform the-$tep goodwill impairment test for that
reporting unit. This update is effective for intarand annual goodwill impairment tests performedifral years beginning after December
2011 with early adoption permitted. This ASU, whigh adopted during the third quarter of 2011, ditihrave any impact on our consolidated
financial statements as
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our qualitative analysis as of September 30, 20licated that more likely than not, the fair vabfeour single reporting unit exceeded its
carrying value as of that date.

In October 2009, the FASB issued ASU 2089Revenue Recognition (Topic 605): Multiple-DelivdeaBevenue Arrangementhis
update requires the use of the relative sellingepmethod when allocating revenue in these typesrahgements. This method requires a
vendor to use its best estimate of selling prigeeither vendor specific objective evidence nardtipiarty evidence of selling price exists when
evaluating multiple deliverable arrangements. Biesmdard update was effective for us on Janua2@11 and we have adopted it prospecti
for revenue arrangements entered into or mateniadiglified after January 1, 2011. This standard teptlas not had and is not expected to have
a material impact on our consolidated financiatesteents since the allocation of revenue has héstltyibeen based upon the relative fair value
of the elements as determined by reference to vespkific objective evidence of fair value whea tlements have been sold on a stalode
basis.

Liquidity and Capital Resources
Overview

We are a wholly owned subsidiary of QSCiclths a direct wholly owned subsidiary of QCII aaslof April 1, 2011, became an indirect
wholly owned subsidiary of CenturyLink. As suchctfars relating to, or affecting, CenturyLink's lidity and capital resources could have
material impacts on us, including impacts on oedirratings, our access to capital markets andgdsin the financial market's perception of
us.

CenturyLink has cash management arrangentetiveen certain of its subsidiaries that inclirtes of credit, affiliate obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide liiesealit to certain other affiliates.
Amounts outstanding under these lines of creditintedcompany obligations vary from time to timedare classified as short-term loans.
Under these arrangements, the majority of our badmce is transferred on a daily basis to Centukyhs a short-term affiliate loan. From
time to time we may declare and pay dividends t€@Bexcess of our earnings to the extent permittedpplicable law. Given our upgrade to
an investment grade rating on April 1, 2011, owtd®venants do not limit the amount of dividendsaan pay to QSC. Given our cash
management arrangement with our ultimate parentfu®d ink, and the resulting amounts due to us f@emturyLink, a significant compon
of our liquidity is dependent upon CenturyLink'sliépto repay its obligation to us.

As of the successor date of December 311 ,26ur current liabilities exceeded our curresess by $918 million compared to
$3.734 billion as of April 1, 2011. Our working d¢tgb deficit decreased $2.816 billion primarily digenet income before depreciation,
amortization and net proceeds from our long terbit dsuances, partially offset by capital expernéisuand dividends declared to QSC. We
have historically operated with a working capitafidit due to our practice of declaring and payiagular cash dividends to QSC. As long as
we continue declaring cash dividends to QSC, likedy that we will continue to operate with a wor§ capital deficit in the future. We
anticipate that any future liquidity needs not trebugh our cash provided by operating activitied amounts due to us from CenturyLink
could be met through capital contributions or lofnsn CenturyLink.

Debt and Other Financing Arrangement

Until April 1, 2011, QCII had a revolvingedlit facility, which made available to us $1.03lidn of additional credit subject to certain
restrictions. That credit facility was terminatedcionjunction with CenturyLink's acquisition of Q0h January 2011, CenturyLink entered
into a new four-year revolving credit facility (tH€redit Facility") that allows CenturyLink to banw up to $1.700 billion including
$400 million of letter of credit capacity, for tigeneral corporate purposes of itself and its
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subsidiaries. CenturyLink also maintains a sepdedter of credit arrangement with a financial ington to which we have access. As of the
successor date of December 31, 2011, CenturyLidkaparoximately $1.4 billion and $31 million avdile for future use under the Credit
Facility and the separate letter of credit arrangiyrespectively.

As of the successor date of December 311 26ur long-term debt (including current matusji¢éotaled $8.325 billion, compared to
$8.012 billion outstanding as of the predecesste daDecember 31, 2010. Substantially all of tB&@Fmillion increase in our debt is
attributable to our recent debt issuances offseepgyments of maturing long-term debt.

Subject to market conditions, from timditoe we expect to continue to issue debt securitiesfinance our maturing debt. The
availability, interest rate and other terms of aey borrowings will depend on the ratings assigmety the three major credit rating agencies,
among other factors.

On October 4, 2011, we issued $950 miliggregate principal amount of our 6.75% Notes di#12n exchange for net proceeds, after
deducting underwriting discounts and expenses9a¥ $nillion. The notes are our senior unsecuredjatibns and may be redeemed, in whole
or in part, at a redemption price equal to the tgreaf their principal amount or the present vadfighe remaining principal and interest
payments discounted at a U.S. Treasury interestsgacified in the indenture agreement plus 5Ghasints. In October 2011, we used the net
proceeds from this offering, together with the $5&lion of net proceeds received on Septembe2R11 from the debt issuance described
below and available cash, to redeem the $1.50@mi#lggregate principal amount of our 8.875% Ndigs 2012 and to pay all related fees and
expenses, which resulted in an immaterial loss.

On September 21, 2011, we issued $575amiliggregate principal amount of our 7.50% Notes2061 in exchange for net proceeds,
after deducting underwriting discounts and expense®$557 million. The notes are our senior unsedwbligations and may be redeemed, in
whole or in part, on or after September 15, 201% rademption price equal to 100% of the princgrabunt redeemed plus accrued and unpaid
interest to the redemption date.

On June 8, 2011, we issued $661 milliorregate principal amount of our 7.375% Notes duel2@fxchange for net proceeds, after
deducting underwriting discounts and expenses6423%nillion. The notes are our unsecured obligatiand may be redeemed, in whole or in
part, on or after June 1, 2016 at a redemptioregrgual to 100% of the principal amount redeemes atcrued and unpaid interest to the
redemption date. We used the net proceeds, togeitireavailable cash, to redeem $825 million aggtegrincipal amount of our 7.875%
Notes due 2011 and to pay related fees and expe

We were in compliance with all provisionslacovenants of our debt agreements as of the ssmicdate of December 31, 2011. See
Note ~—Long-Term Debt to our consolidated financial sta¢ats in Item 8 of this report for additional infoation about our long-term debt.
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Future Contractual Obligations

The following table summarizes our estirddtgure contractual obligations as of the sucaedate of December 31, 2011:

2017 and
2012 2013 2014 2015 2016 thereafter Total
(Dollars in millions)

Long-term debt, including

current maturities and capite

lease obligation $ 64 80t 634  42C 812 5,27(C 8,00t
Interest on long-term debt and

capital leases(] 553 53¢ 51&  45¢ 40¢ 6,207 8,68(
Operating lease 50 33 27 22 18 36 18¢€
Purchase commitments( 70 47 33 3C 30 35 24E
Non-qualified pension obligatic 2 2 2 2 2 18 28
Other 2 2 2 2 1 31 40
Total future contractual

obligations(3) $ 741 1,42 1,21€ 934 1,271 11,597 17,18¢

(1)

@

3)

Interest paid in all years may differ due to futeeéinancing of debt. Interest on our floating rdébt was calculated for
all years using the rates effective at Decembe@11.

We have various long-term, non-cancelable purchasemitments for advertising and promotion servigesuding
advertising and marketing at sports arenas and vémies and events. We also have service relatachitments with
various vendors for data processing, technicalsarfitvare support services. Future payments undtioeservice
contracts will vary depending on our actual usagé¢he table above we estimated payments for thesdce contracts
based on the level of services we expect to receive

The table does not include:

our open purchase orders as of the successorfdaszember 31, 2011. These purchase orders areadigred
fair value, and are generally cancelable withouaity;

other long-term liabilities, such as accruals &gdl matters and other taxes that are not conatbghligations by
nature. We cannot determine with any degree ddlvéify the years in which these liabilities mightimately
settle;

affiliate cash funding requirements for pensiondjis payable to certain eligible current and fetuetirees
allocated to us by QCII. Benefits paid by QCII'slified pension plan are paid through a trust. Gaskding
requirements for this trust are not included irs tiable as QCII is not able to reliably estimatpieed
contributions to the trust. QCII's cash fundingjpctions are discussed further below;

affiliate post-retirement benefits payable to dertdigible current and future retirees. Not all@€ll's post-
retirement benefit obligation amount is a contrattbligation and are not contractual obligatiohswrs and
therefore are not reported in the table. See axhditinformation on QCII's benefits plans in Note-Bmployee
Benefits Item 8 of QCII's annual report on FormKL0-

contract termination fees. These fees are non-iegupayments, the timing and payment of whiclany, is
uncertain. In the ordinary course of business araptimize our cost structure, we enter into caittravith terms
greater than one year to purchase goods and serfissuming we exited these contracts in 2012, itextion fees
for these contracts would be $56 million. In themal course of business, we believe the paymetitasfe fees is
likely to be remote; an
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. potential indemnification obligations to counteres in certain agreements entered into in the aboourse of
business. The nature and terms of these arrangewenyt Historically, we have not incurred sigrdiitt costs
related to performance under these types of arraagss.

Capital Expenditures

We incur capital expenditures on an ongdiasis in order to enhance and modernize our nksyoompete effectively in our markets and
expand our service offerings. We evaluate capkpeaditure projects based on a variety of factoduding expected strategic impacts (such
as forecasted revenue growth or productivity, expeand service impacts) and our expected retumnvastment. The amount of capital
investment is influenced by, among other thingsyaied for our services and products, cash genebgtegerating activities and regulatory
considerations.

Our capital expenditures continue to beiged on our strategic services primarily our breadbservices. In 2012, we anticipate that our
fiber investment, which includes fiber to the towar FTTT, will be similar to that spent in 201IT'FT is a type of telecommunications
network consisting of fiber-optic cables that roonfi a telecommunication provider's broadband imt@nection points to cellular towers. FTTT
allows for the delivery of higher bandwidth serdipporting mobile technologies than would otheevgienerally be available through a r
traditional telecommunications network.

Pension and Pox-retirement Benefit Obligations

QCIl is subject to material obligations enits existing defined benefit pension and othestpetirement benefit plans. As of the April 1,
2011, the acquisition date, QCII recognized lidieii for the accounting unfunded status of penaiwhother postetirement benefit obligatior
of $627 million and $2.706 billion, respectivelyee&SNote 8—Employee Benefits to our consolidated financialesteents in Item 8 of this repc
for additional information about our pension ankestpost-retirement benefit arrangements.

A substantial portion of our employees ipgrate in the QCII pension plan. Historically, @Q@bs only required us to pay our portion of
pension contribution. Our contributions are notreggted or restricted to pay amounts due to out@raps and may be used to provide
benefits to other employees of QCllI's affiliates.

Benefits paid by QCII's qualified pensidarpare paid through a trust. Cash funding requér@sican be significantly impacted by
earnings on investments, discount rates, changaarinbenefits and funding laws and regulationsli@@ted to make a contribution of
$307 million in December 2011, and therefore, wilt be required to make a contribution in 2012 Hasecurrent funding laws and
regulations. Although potentially significant iretlhggregate, QCII currently expects that plan doutions in 2013 and beyond will decrease
from the 2011 contribution amount. However, thaiacamount of required plan contributions in 20h8 &eyond will depend on earnings on
investments, discount rates, demographic experjainanges in plan benefits and changes in fundiwg Bnd regulations.

Certain of QCII's post-retirement healthecand life insurance benefits plans are unfunfadust holds assets that are used to help cover
the health care costs of certain retirees. As@fticcessor date of December 31, 2011, the faiewaflthe trust assets was $643 million;
however, a portion of these assets is compriséuvestments with restricted liquidity. QCII estireatthat the more liquid assets in the trust
be adequate to provide continuing reimbursememtsdeered post-retirement health care costs foregdmately four years. Thereafter,
covered benefits will be paid either directly by Q@r from the trust as the remaining assets beclguoél. This projected four year period
could be substantially shorter or longer dependimgeturns on plan assets, the timing of maturifafiquid plan assets and future changes in
benefits.
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Other Matters

CenturyLink and QCII are involved in sevdegal proceedings to which we are not a party, tfiaesolved against them, could have a
material adverse effect on their business and €ii@hicondition. As a wholly owned subsidiary of @QeyLink and QCII, our business and
financial condition could be similarly affected. Yean find descriptions of these legal proceeding3enturyLink's and QCII's quarterly and
annual reports filed with the SEC. Because we atarparty to any of the matters, we have not axtany liabilities for these matters

Historical Information

The following table summarizes cash flowiaties:

Increase /
Successo Predecesso Combined Predecesso (Decrease)
Nine Three
Months Months Year Year Combined
Ended Ended Ended Ended 2011v
December 31, March 31, December 31, December 31, Predecessor
2011 2011 2011 2010 2010
(Dollars in millions)
Net cash provide
by operating
activities $ 2,201 86¢ 3,07( 3,23t (16%)
Net cash used i
investing
activities (1,197 (335) (1,52¢) (1,25€) 27C
Net cash used i
financing
activities (1,20¢) (525) (1,739 (2,80]) (1,06¢)

Net cash provided by operating activitiesr@ased primarily due to decreased cash paynmesgwed from customers as a result of
decreased revenues in the combined year ended Dec&h, 2011 compared to the predecessor year éwtember 31, 2010. For additional
information about our operating results, see "Rexfl Operations™” above.

Net cash used in investing activities iasex in the combined year ended December 31, 20&dnapared to the predecessor year ended
December 31, 2010 primarily due to increases imtsieom affiliate loans resulting from the majorit§ our cash balance being transferred on a
daily basis to CenturyLink and payments for propgstant and equipment.

Net cash used in financing activities dasesl primarily due to $2.126 billion of net proceé&m the issuance of debt, as well as a
$830 million decrease in dividends paid to QSCiliercombined year ended December 31, 2011, as cethfiathe predecessor year ended
December 31, 2010. This decrease was partiallgbiffg a $1.848 billion increase in payments of keign debt for the combined year ended
December 31, 2011 compared to the predecessoegpdad December 31, 2010. For additional informatémarding our financing activities,
see Note 4—Long-Term Debt to our consolidated fomrstatements in Item 8 of this report.

Certain Matters Related to CenturyLink's Acquisiticof QCII

Effective after CenturyLink's indirect adsjtion of us, we are included in the consoliddkederal income tax return of CenturyLink.
CenturyLink is in the process of developing a poEjuisition intercompany agreement for allocatibnansolidated income tax liabilities. We
will continue to account for income tax expenseaatand-alone basis. We are also included in cectanbined state tax returns filed by
CenturyLink and the same accounting will apply.

As the successor date of December 31, 204 had paid certain costs that were associatddtiét CenturyLink acquisition. These costs
include compensation costs comprised of retentaubes
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and severance. The final amounts and timing ottimepensation costs to be paid is partially depetnaieon personnel decisions that continue
to be made as part of the continuing integratidresSeE amounts may be material.

In accounting for the CenturyLink's indit@cquisition of us, we recorded our debt secwritietheir estimated fair values, which totaled
$8.688 billion as of April 1, 2011. Our acquisitidate fair value estimates were based primarilgusted market prices in active markets and
other observable inputs where quoted market priee not available. The fair value our debt semsiéxceeded their stated principal balal
on the acquisition date by $672 million, which &g recognized as a reduction to interest expensethe remaining terms of the debt.

Market Risk

We are exposed to market risk from chamg@sterest rates on our variable rate long-teriot ddbligations. We seek to maintain a
favorable mix of fixed and variable rate debt inedfort to limit interest costs and cash flow vdigt resulting from changes in rates.

From time to time over the past severatyeae have used derivative instruments to (i) dmckr swap our exposure to changing or
variable interest rates for fixed interest rate§ipto swap obligations to pay fixed interestamfor variable interest rates; however, as of the
successor date of December 31, 2011 we had narsstchments outstanding. We have established jesliand procedures for risk assessment
and the approval, reporting and monitoring of datiixe instrument activities. We do not hold or sslerivative financial instruments for
trading or speculative purposes. Management peadigireviews our exposure to interest rate flugores and implements strategies to mar
the exposure.

As of the successor date of December 311 2@e have approximately $8.1 billion (excludirapital lease and other obligations) of long-
term debt outstanding, 91% of which bears intesefiked rates and is therefore not exposed taéstaate risk. We also held $750 million of
floating rate debt exposed to changes in the LondtmmBank Offered Rate (LIBOR). A hypothetical irase of 100 basis points in LIBOR
relative to this debt would decrease our annuat@xesarnings by $8 million.

Certain shortcomings are inherent in théhoe of analysis presented in the computation pbexres to market risks. Actual values may
differ materially from those presented above if keaiconditions vary from the assumptions used énathalyses performed. These analyses
incorporate the risk exposures that existed akestccessor date of December 31, 2011.

Off-Balance Sheet Arrangements

We have no special purpose or limited psepentities that provide off-balance sheet finagdiquidity, or market or credit risk support
and we do not engage in leasing, hedging, or cingifar activities that expose us to any significkabilities that are not (i) reflected on the
face of the consolidated financial statements @hénFuture Contractual Obligations table abov@ipdiscussed under the heading "Market
Risk" above.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

The information in "Management's Discussiod Analysis of Financial Condition and Result©perations—Market Risk" in Item 7 of
this report is incorporated herein by reference.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SU PPLEMENTARY DATA
Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholder
Qwest Corporation:

We have audited the accompanying cons@ibtlance sheets of Qwest Corporation and subisslighe Company) as of December 31,
2011(Successor date) and 2010 (Predecessor ddt&)erelated consolidated statements of operatgtaskholder's (deficit) equity and
comprehensive income, and cash flows for the periimam April 1, 2011 to December 31, 2011 (Succepsood), and from January 1, 2011
to March 31, 2011 (Predecessor period) and eatieofears in the two-year period ended Decembe2@1l) (Predecessor periods). These
consolidated financial statements are the respiitbsitf the Company's management. Our responsjhili to express an opinion on these
consolidated financial statements based on outsaudi

We conducted our audits in accordance thighstandards of the Public Company Accounting €ight Board (United States). Those
standards require that we plan and perform thet &mdbtain reasonable assurance about whethdinthecial 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 managemeniglhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated finanattements referred to above present fairly, imallerial respects, the financial position of Qv
Corporation and subsidiaries as of December 311 28(liccessor period) and 2010 (Predecessor datehamesults of their operations and
their cash flows for the periods from April 1, 20tblDecember 31, 2011 (Successor period), and damoary 1, 2011 to March 31, 2011 and
each of the years in the two-year period ended mDbee 31, 2010 (Predecessor periods), in conformitly U.S. generally accepted accounting
principles.

As discussed in note 2 to the consoliditeahcial statements, effective April 1, 2011, Gegtink, Inc. acquired all of the outstanding
stock of Qwest Corporation's indirect parent, Quastnmunications International Inc., in a busines®lgination accounted for as a purchase.
As a result of the acquisition, the consolidatedficial information for the periods after the asifign is presented on a different cost basis
than that for the periods before the acquisitiod, &inerefore, is not comparable.

/s KPMG LLP
KPMG LLP
Denver, Colorado
March 2, 2012
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF OPERATIONS

OPERATING REVENUES
Operating revenue
Operating revenu—affiliates

Total operating revenut

OPERATING EXPENSE!

Cost of services and produs
(exclusive of depreciation
and amortization)

Selling, general an
administrative

Operating expens—affiliates

Depreciation and amortizatic
Total operating expens:

OPERATING INCOME
OTHER INCOME (EXPENSE
Interest expens
Other income (expens

Total other income (expen:

INCOME BEFORE INCOME
TAX EXPENSE
Income tax expens

NET INCOME

See accompanying notes to consolidated financissents.

Successo Predecesso
Nine Months
Ended Three Months Year Ended Year Ended
December 31, Ended December 31, December 31,
2011 March 31, 2011 2010 2009
(Dollars in millions)
$ 5,41¢ 1,87( 7,70( 8,07¢
1,21¢€ 39¢ 1,571 1,65¢
6,63¢ 2,26¢ 9,271 9,731
1,83¢ 62€ 2,58t 2,79¢
1,49¢ 501 2,13¢ 2,22z
23¢ 52 194 17¢
1,86¢€ 451 1,87: 1,97¢
5,43¢ 1,63( 6,78¢ 7,16¢
1,19¢ 63¢ 2,48: 2,562
(299) (150) (615) (632)
(8) 2 5 9)
(307) (14€) (610) (641)
892 49C 1,87: 1,921
34¢ 191 791 724
$ 54z 29¢ 1,08: 1,197
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Successol Predecesso
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
NET INCOME $ 543 29¢ 1,08z 1,197
OTHER COMPREHENSIVE
INCOME
Unrealized gain (loss) on
investments and other, net «
tax — 1 (4 9
Other comprehensive incor — 1 4 9
COMPREHENSIVE INCOME $ 5432 30C 1,07¢ 1,20¢

See accompanying notes to consolidated financigsents.
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QWEST CORPORATION

CONSOLIDATED BALANCE SHEETS

Successor Predecessor
December 31 December 31
2011 2010
(Dollars in millions)
ASSETS
CURRENT ASSET¢
Cash and cash equivale $ 3 192
Accounts receivable, less allowance of $42 and 71z 72C
Shor-term affiliate loan: 19¢ —
Deferred income taxes, r 16¢€ 15¢
Other 98 181
Total current asse 1,17¢ 1,252
NET PROPERTY, PLANT AND EQUIPMEN"
Property, plant and equipme 8,457 44,20¢
Accumulated depreciatic (915) (34,044
Net property, plant and equipme 7,54z 10,16(
GOODWILL AND OTHER ASSETS
Goodwill 9,45: —
Customer relationships, n 5,101 —
Other intangible assets, r 1,46( 88¢
Other 197 27C
Total goodwill and other asse 16,21 1,15¢
TOTAL ASSETS $ 24,93: 12,57(
LIABILITIES AND STOCKHOLDER'S EQUITY (DEFICIT)
CURRENT LIABILITIES
Current maturities of lor-term debi $ 64 871
Accounts payabl 654 67¢
Accounts payab—affiliates, nel 18¢ 20t
Dividends payab—Qwest Services Corporati 31C 14C
Accrued expenses and other liabilit
Salaries and benefi 257 32¢
Other taxe: 221 19z
Other 12¢ 17C
Advance billings and customer depo: 27:¢ 37z
Total current liabilities 2,097 2,95¢
LONG-TERM DEBT 8,261 7,141
DEFERRED CREDITS AND OTHER LIABILITIES
Deferred income taxes, r 2,86( 1,327
Affiliates obligations, ne 1,572 1,60z
Other 25¢E 37¢
Total deferred credits and other liabiliti 4,68 3,30¢
COMMITMENTS AND CONTINGENCIES (Note 1€
STOCKHOLDER'S EQUITY (DEFICIT
Common stock—one share without par value, owne@\est
Services Corporatio 9,97 11,42¢
Accumulated defici (85) (12,25¢)
Total stockholder's equity (defici 9,88 (831)
TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY
(DEFICIT) $ 24,93: 12,57(

See accompanying notes to consolidated financissents.
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
OPERATING ACTIVITIES
Net income $ 545 29¢ 1,08: 1,197
Adjustments to reconcile n
income to net cash provided |
operating activities
Depreciation and amortizatic 1,86¢ 451 1,87: 1,97¢
Deferred income taxe 15C 7€ 241 (137)
Provision for uncollectibli
accounts 44 17 70 85
Long-term debt (premium)
discount amortizatio (133 3 11 8
Changes in current assets and
liabilities:
Accounts receivabl (72) 18 (22 48
Accounts payabl (47 (20 51 19
Accounts receivable ar
payabl—affiliates, nel (20¢) 93 (82) —
Accrued income and other
taxes (36) 5C (16) (122
Other current assets and othg
current liabilities, ne (6) (89) 11 10
Changes in other noncurre
assets and liabilitie 11 (36) 15 27
Changes in other noncurrent
assets and liabiliti—affiliates (53 — 7 44
Other, ne 41 7 ) 12
Net cash provided by
operating activitie: 2,201 86¢ 3,23t 3,167
INVESTING ACTIVITIES
Payments for property, plant ar
equipment and capitalized
software (1,03¢) (341) (1,240 (1,20€)
Changes in interest in investme
managed by Qwest Services
Corporation — 4 ()] 13
Changes in shc-term affiliate
loans (157) — — —
Other, ne 2 2 1 (7
Net cash used in investit
activities (2,197 (335) (1,25¢6) (1,100
FINANCING ACTIVITIES
Payments of lor-term debi (2,36¢) (14) (539 (25)
Net proceeds from issuance
long-term debt 2,12¢ — — 73€
Dividends paid to Qwest Servic
Corporation (900) (530 (2,260 (2,000
Other, ne (66) 19 ) 1
Net cash used in financir
activities (1,20¢) (52%) (2,807) (1,28¢)
Net (decrease) increase in cash
cash equivaleni (19¢) 9 (822) 781
Cash and cash equivalents at
beginning of periot 201 192 1,01« 233

Cash and cash equivalents at en



period $ 3 201 19z 1,01¢

Supplemental cash flo
information:

Income taxes (paid to) refunded
from Qwest Services

Corporation, ne $ (327) 11€ (677) (96°%)
Interest paid (net of capitalized
interest of $8, $3, $12 and $1  $ (464) (149) (603) (597)

See accompanying notes to consolidated financisents.
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QWEST CORPORATION

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY (DE FICIT)

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)

COMMON STOCK

Balance at beginning of peric  $ 9,97: 11,42¢ 11,34¢ 11,32¢

Asset transfer (D) — 79 20

Balance at end of peric 9,972 11,42¢ 11,42t 11,34¢
ACCUMULATED DEFICIT

Balance at beginning of peri — (12,25¢) (11,039 (10,540

Net income 543 29¢ 1,082 1,19

Dividends declared to Qwe

Services Corporatio (62¢) (1,000 (2,300 (1,700
Change in other comprehensi
income — 1 4 9

Balance at end of peric (85) (12,95¢) (12,25¢) (11,039
TOTAL STOCKHOLDER'S

EQUITY (DEFICIT) $ 9,881 (1,537 (8371) 312

See accompanying notes to consolidated financigstents.
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QWEST CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Unless the context requires otherwise regfees in this report to "QC" refer to Qwest Cogpian, references to "Qwest," "we," "us," and
"our" refer to Qwest Corporation and its consokabsubsidiaries, references to "QSC" refer to aectiparent company, Qwest Services
Corporation and its consolidated subsidiaries regfees to "QCII" refer to QSC's direct parent conypand our indirect parent company, Qu
Communications International Inc., and its consakd subsidiaries and references to "CenturyLieférrto QCII's direct parent company and
our ultimate parent company, CenturyLink, Inc. #sdonsolidated subsidiaries.

(1) Basis of Presentation and Summary of SignificarAccounting Policies
Basis of Presentatiol

We are an integrated communications comgaggaged primarily in providing an array of comnoations services to our residential,
business, governmental and wholesale customersc@umunications services include local, networkeasg private line (including special
access), broadband, data, wireless and video ssit certain local and regional markets, we ptewide local access and fiber transport
services to competitive local exchange carriers.

We generate the majority of our revenuemfservices provided in the 14-state region of é&wi, Colorado, Idaho, lowa, Minnesota,
Montana, Nebraska, New Mexico, North Dakota, Ore@outh Dakota, Utah, Washington and Wyoming. Werr this region as our local
service area.

The accompanying consolidated financiakstents include our accounts and the accountsrafudisidiaries over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been eliteit.

On April 1, 2011, our indirect parent Q@Hcame a wholly owned subsidiary of CenturyLinlc,. lim a tax-free, stock-for-stock
transaction. Although we continued as a surviviagporation and legal entity after the acquisitithe accompanying consolidated statements
of operations, comprehensive income, cash flowsstmckholder's equity (deficit) are presented Yov periods: predecessor and successor,
which relates to the period preceding the acquisiéind the period succeeding the acquisition. @rd#te of the acquisition, April 1, 2011, our
assets and liabilities were recognized at theinfalue. This revaluation has been reflected infmancial statements and, therefore, has
resulted in a new basis of accounting for the "sasor period". This new basis of accounting melaaisaur financial statements for the
successor periods are not comparable to our prelyioeported financial statements, including thedgcessor period financial statements in
this report.

During the first quarter of 2011, we chahgfee definitions we use to classify expenses asafeservices and products and selling, ger
and administrative, and as a result, we reclassffieviously reported amounts to conform to theenirperiod presentation. We revised our
definitions so that our expense classificationsmaoee consistent with the expense classificatiaeslby our new ultimate parent company,
CenturyLink. These revisions resulted in the resifasmtion of $930 million and $1.092 billion froselling, general and administrative to cost
of services and products for the predecessor ygated December 31, 2010 and 2009, respectivelyc@uent definitions are as follows:

. Cost of services and products (exclusive of deptieci and amortizationare expenses incurred in providing products
services to our customers. These expenses inanagpyee-related expenses directly attributablgpierating and maintaining
our network (such as salaries, wages, benefitpesfdssional fees); facilities expenses (whichthirel-party
telecommunications expenses we incur for usingratagiers' networks to provide services to out@oers); rents
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Basis of Presentation and Summary of SignificarAccounting Policies (Continued)

and utilities expenses; equipment sales expengebl & modem expenses); costs for universal sefwicks ("USF") (which are
federal and state funds that are established to@ethe availability of telecommunications sersite all consumers at
reasonable and affordable rates, among other thamgkto which we are often required to contribgua@d other expenses
directly related to our network.

. Selling, general and administrative expenare expenses incurred in selling products and Ges\b our customers, corpor
overhead and other operating expenses. These egigictude: employee-related expenses (such atesalaages, internal
commissions, benefits and professional fees) dyrettributable to selling products or services antployee-related expenses
for administrative functions; marketing and adwnti; taxes (such as property and other taxesjess] external commissions;
bad debt expense; and other selling, general amihétrative expenses.

These expense classifications may not bepasable to those of other companies. We also tenlassified certain other prior period
amounts to conform to the current period presamaiihese changes had no impact on total operaxipgnses or net income for any period.

We have reclassified certain prior yeaabak sheet amounts presented in our Annual Repdfoon 10-K as of the predecessor date of
December 31, 2010. We made these changes so ¢helatisifications of our assets and liabilitiesramre consistent with the asset and liability
classifications used by our new ultimate parentgamy, CenturyLink. These reclassifications primairiicluded combining $899 million non-
current prepaid pension asset—affiliates and $20&n non-current post-retirement, other postpémyment benefits and other—affiliates
into $1.602 billion non-current affiliates obligattis, net. We also combined $193 million accourtsivable—affiliates, $180 million current
portion of post-retirement, other post-employmesnédfits and other—affiliates into accounts payabééfitates, net. We reclassified
$220 million from accrued expenses and other culigilities to accounts payable. In addition, weelassified $25 million from capitalized
software, net into net property, plant and equipmen

Summary of Significant Accounting Policie
Use of Estimates

Our consolidated financial statements aepg@red in accordance with U.S. generally accegtedunting principles. These accounting
principles require us to make certain estimatedguents and assumptions. We believe that the d@smadgments and assumptions we made
when accounting for items and matters such asydiuimited to, investments, long-term contractsstomer retention patterns, allowance for
doubtful accounts, depreciation, amortization, tgakiations, internal labor capitalization rates;overability of assets (including deferred tax
assets), impairment assessments, pension, pastanetit and other post-employment benefits, taxataia liabilities and other provisions and
contingencies are reasonable, based on informatiaitable at the time they were made. Our accogritin CenturyLink's indirect acquisition
of us required extensive use of estimates in detémmthe acquisition date fair values of our assetd liabilities. These estimates, judgments
and assumptions can affect the reported amourassets, liabilities and components of stockholaristy or deficit as of the dates of the
consolidated balance sheets, as well as the repant@unts of revenue, expenses and componentstofloavs during the periods presented in
our consolidated statements of operations, ouraimaed statements of comprehensive income andansolidated
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(1) Basis of Presentation and Summary of SignificarAccounting Policies (Continued)

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 16—Comants and Contingencies for additional information

For matters not related to income taxes,ldss is considered probable and the amounteaeasonably estimated, 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, ifithgact of an uncertain tax position is more likéhlgn not to be 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 thesjiimn has less than a 50% likelihood of being @nsd. Interest is recognized on the amou
unrecognized benefit from uncertain tax positions.

For all of these and other matters, aatesillts could differ from our estimates.
Revenue Recognition

We recognize revenue for services whendlsed services are provided. Recognition of gegiayments received in advance of services
being provided is deferred until the service isviled. These advance payments include activatidrirastallation charges, which we recogr
as revenue over the expected customer relatiopshnipd, which ranges from eighteen months to ogeryears depending on the service. We
also defer costs for customer acquisitions. Therdaff of customer acquisition costs is limitedhe amount of revenue deferred on advance
payments. Costs in excess of advance paymente@eled as expense in the period such costs angedc Expected customer relationship
periods are estimated using historical experiefeemination fees or other fees on existing congrfitat are negotiated in conjunction with 1
contracts are deferred and recognized over thecoeivact term.

We offer bundle discounts to our custonvens receive certain groupings of services. Theselleudiscounts are recognized concurrently
with the associated revenues and are allocatdtktedrious services in the bundled offering basethe estimated selling price of services
included in each bundled combination. Revenues frtallation activities are deferred and recogaias revenue over the estimated life of
customer relationship. The costs associated with gwstallation activities, up to the related amoofrdeferred revenue, are deferred and
recognized as an operating expense over the saniog pe

Customer arrangements that include botlipegent and services are evaluated to determinehghéte elements are separable. If the
elements are deemed separable and separate egirongsses exist, the revenue associated withedactent is allocated to each element
based on the relative estimated selling price efséparate elements. We have estimated the spiites of each element by reference to
vendor-specific objective evidence of selling psieghen the elements are sold separately. The revessociated with each element is then
recognized as earned. For example, if we receiveedgance payment when we sell equipment and cangrservice together, we immediately
recognize as revenue the amount allocated to thipregnt as long as all the conditions for reveragagnition have been satisfied. The por
of the advance payment allocated to the servicedbas
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(1) Basis of Presentation and Summary of SignificarAccounting Policies (Continued)
upon its relative selling price is recognized rétadver the longer of the contractual period or ¢éixpected customer relationship period.

We have periodically transferred opticglaeity assets on our network to other telecommutinits. service carriers. These transactions
structured as indefeasible rights of use, commupefigrred to as IRUs, which are the exclusive righise a specified amount of capacity or
fiber for a specified term, typically 20 years. \Aerount for the cash consideration received orsteas of optical capacity assets and on all of
the other elements deliverable under an IRU, asme® ratably over the term of the agreement. We havrecognized revenue on any
contemporaneous exchanges of our optical capassigtafor other optical capacity assets.

We offer some products and services ttapesvided by third-party vendors. We review thatienship between us, the vendor and the
end customer to assess whether revenue shoulghide®d on a gross or net basis. In assessing wirethenue should be reported on a gros
net basis, we consider whether we act as a prihicihe transaction, take title to the productyénrisk and rewards of ownership and act ¢
agent or broker. Based on our agreements with DIRE&nd Verizon Wireless, we offer these servicesufjh sales agency relationships
which are reported on a net basis.

Affiliates Transactions

We record intercompany charges at the amsduiled to us by our affiliates. Regulatory rutegjuire certain expenses to be recorded at
market price or fully distributed cost. Our complig with regulations is subject to review by reguis. Adjustments to intercompany charges
that result from these reviews are recorded irpréod they become known.

Because of the significance of the servigeprovide to our affiliates and our other aftdia transactions, the results of operations,
financial position and cash flows presented heaeinnot necessarily indicative of the results agdrafions, financial position and cash flows we
would have achieved had we operated as a stané-alttity during the periods presented.

In the normal course of business, we tema$sets to and from our parent, QSC which amrded through our equity. It is our policy to
record asset transfers based on carrying valuehawe recorded $28 million of noncash dividendeeissed with asset transfers to QSC
during the successor nine months ended Decemb@031,

USF, Gross Receipts Taxes and Other Surcharges

In determining whether to include in ouwerue and expenses the taxes and surcharges edlfemin customers and remitted to
governmental authorities, including USF chargefgessaise, 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 éxe$ on a gross basis and include them in our vevand costs of services and products.

In jurisdictions where we determine thatave merely a collection agent for the governmeittharity, we record the taxes on a net basis
and do not include them in our revenue and cossgices and products.
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Advertising Costs

Costs related to advertising are expensedcarred. For the successor nine months endedrbleer 31, 2011 our advertising expense was
$174 million and $65 million for the predecessaethmonths ended March 31, 2011 and $292 millieh%828 million for the predecessor
years ended December 31, 2010 and 2009, respgcfiles expense is included in selling, general atichinistrative expenses in ¢
consolidated statements of operations.

Legal Costs

In the normal course of our business, veaiiitosts to hire and retain external legal couttsatlvise us on regulatory, litigation and other
matters. We expense these costs as the relatédeseave received.

Income Taxes

Until April 1, 2011, we were included ireticonsolidated federal income tax return of QCiic& CenturyLink's acquisition of QCII on
April 1, 2011, we are included in the consolidatederal income tax return of CenturyLink. Under €eyLink's tax allocation policy,
CenturyLink treats our consolidated results asdfwere a separate taxpayer. The policy requirés pay our tax liabilities in cash based upon
our separate return taxable income. We are aldodad in the combined state tax returns filed bptGe/Link and the same payment and
allocation policy applies.

The provision for income taxes consistamfimount for taxes currently payable, an amourttfoconsequences 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 finandialesnent 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 incorhe.effect on deferred income tax assets andiligsilof a change in tax rate is recognized in
earnings in the period that includes the enactrdat#.

We use the deferral method of accountimgeideral investment tax credits earned prior torpeal of such credits in 1986. We also defer
certain transitional investment tax credits earaitel the repeal, as well as investment tax creditaed in certain states. In the predecessor
periods, we amortized these credits ratably oveestimated service lives of the related assedscasdit to our income tax expense in our
consolidated statements of operations.

Cash and Cash Equivalents

Cash and cash equivalents include highlyidi investments that are readily convertible iceish and are not subject to significant risk 1
fluctuations in interest rates. As a result, thei@at which cash and cash equivalents are reportedr consolidated financial statements
approximates their fair value. Subsequent to Cghtok's indirect acquisition of us, our cash cotlens are transferred to CenturyLink on a
daily basis and our parent funds our cash disbugaeneeds. The net cash transferred to Centunhaskbeen reflected as short-term affiliate
loans in our consolidated balance sheets. As dtreassh and cash equivalents in the successarchare comprised of demand deposits with
financial institutions. During the predecessor @asi in evaluating investments for classificatisn a
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cash equivalents, we required that individual séesrhave original maturities of three monthsesd and that individual investment funds
dollar-weighted average maturities of ninety daykess. To preserve capital and maintain liquiditg, invest with financial institutions we
deem to be of sound financial condition and in highlity and relatively risk-free investment protiud®ur cash investment policy limits the
concentration of investments with specific finahaistitutions or among certain products and inelidriteria related to credit worthiness of
any particular financial institution.

Book overdrafts occur when checks have lgsred but have not been presented to our caedrdisbursement bank accounts for
payment. Disbursement bank accounts allow us @ydehding of issued checks until the checks aesqmted for payment. Until the issued
checks are presented for payment, the book ovésdaed included in accounts payable on our cora@iibalance sheet. This activity is
included in the operating activities section in oansolidated statements of cash flows.

Accounts Receivable and Allowance for Doubtful Acaants

Accounts receivable are recognized based thee amount due from customers for the servioagiged or at cost for purchased and other
receivables less an allowance for doubtful accourie allowance for doubtful accounts receivabfiects our best estimate of probable losses
inherent in our receivable portfolio determinedtioa basis of historical experience, specific alloees for known troubled accounts and other
currently available evidence. We generally consaeraccounts past due if they are outstanding 89eatays. Our collection process varies by
the customer segment, amount of the receivablepandvaluation of the customer's credit risk. @ast due accounts are written off against
our allowance for doubtful accounts when colleci®nonsidered to be not probable. Any recoverfescoounts previously written off are
generally recognized as a reduction in bad debersgin the period received. The carrying valugcobunts receivable net of the allowance
for doubtful accounts approximates fair value.

Property, Plant and Equipment

As a result of CenturyLink's indirect acgjtion of us, the purchase price was allocateth¢caissets acquired and liabilities assumed basec
on their estimated fair values at the date of aitjon. Therefore, the allocated fair values of issets represent their new basis of accounting
in our consolidated financial statements. This ltegin adjustments to our property, plant and popugnt accounts, including accumulated
depreciation at the acquisition date. The adjustseriated to CenturyLink's indirect acquisitionusfare described in Note 2—Acquisition of
QCII by CenturyLink and Note 6—Property, Plant &glipment.

Property, plant and equipment acquiredesthe acquisition date is stated at original cast fhe estimated value of any associated legally
or contractually required retirement obligationsogerty, plant and equipment is depreciated prifpasing the straight-line group method.
Under the straight-line group method, assets destica providing telecommunications services (whiomprise the majority of our property,
plant and equipment) that have similar physicalatristics, use and expected useful lives aegoaized in the year acquired on the basis of
equal life groups for purposes of depreciation madking. Generally, under the straight-line groogthod, when an asset is sold or retired, the
cost is deducted from property, plant and equipraedtcharged to accumulated depreciation withadgeition of a gain or loss. A gain or
loss is recognized in our consolidated

59




Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(1) Basis of Presentation and Summary of SignificarAccounting Policies (Continued)

statements of operations only if a disposal is amabor unusual. Leasehold improvements are ansattizer the shorter of the useful lives of
the assets or the expected lease term. Expendfarresintenance and repairs are expensed as @ttunterest is capitalized during the
construction phase of network and other internalagpital projects. Employee-related costs for tanson of network and other internal use
assets are also capitalized during the construgti@se. Property, plant and equipment supplies insechally are carried at average cost,
except for significant individual items for whicbst is based on specific identification.

We perform annual internal reviews to eaéduthe reasonableness of the depreciable livesufgproperty, plant and equipment. Our
reviews utilize models that take into account datisage, physical wear and tear, replacement gisagsumptions about technology evolution
and, in certain instances, actuarially determinetabilities to estimate the remaining life of @sset base. The changes in our estimates
incorporated as a result of our most recent revidids1ot have a material impact on the level of depreciation expense.

We review property, plant and equipmentifiogpairment whenever facts and circumstances itgitent the carrying amounts of the assets
may not be recoverable. For measurement purposgseny, plant and equipment is grouped with otismrets and liabilities at the lowest level
for which identifiable cash flows are largely inéglent of the cash flows of other assets and iligisil absent a material change in operations.
An impairment loss is recognized only if the cangyamount of the asset group is not recoverablesaodeds its fair value. Recoverability of
the asset group to be held and used is measuredhiyyaring the carrying amount of the asset groupeaastimated undiscounted future net
cash flows expected to be generated by the assap gif the asset group's carrying value is nobvecable, an impairment charge is recogn
for the amount by which the carrying amount ofdlseet group exceeds its fair value. We determin@didues by using a combination of
comparable market values and discounted cash flasvappropriate.

Goodwill, Customer Relationships and Other Intangilbe Assets

Intangible assets arising from businesshinaiions, such as goodwill and customer relatigossare initially recorded at fair value. We
amortize customer relationships primarily over atineated life of 10 years, using either the sunthefyears-digits or straight-line methods,
depending on the type of customer. We amortizetaliged software using the straight-line methodrastimated lives ranging up to seven
years. Where there are no legal, regulatory, cotuahor other factors that would reasonably lithé useful life of an intangible asset,
classify the intangible asset as indefinite lived auch intangible assets are not amortized.

As a result of CenturyLink's indirect acgjtion of us, the software used by us for intetrssd was adjusted to fair value as of the
acquisition date. During the predecessor and ssocgeriods, we have capitalized certain costscéastea with software such as costs of
employees devoting time to the projects and extalinect costs for materials and services. Cosss@ated with software to be used for
internal purposes are expensed until the pointétiwthe project has reached the development siagesequent additions, modifications or
upgrades to internal-use software are capitalizey to the extent that they allow the software éofprm a task it previously did not perform.
Software maintenance, data conversion and traicisgs are expensed in the period in which theyratared. We review the remaining
economic lives of our capitalized software annualgpitalized software is included in other intdolgiassets, net, in our consolidated balance
sheets.
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We review customer relationships for impant whenever facts and circumstances indicatehiatarrying amount may not be
recoverable. An impairment loss is recognized dintlye carrying amount is not recoverable and edséts fair value. Recoverability of the ¢
customer relationships is measured by comparingdhgying amount to the estimated undiscountedéutet cash flows expected to be
generated by them. If the customer relationshig@sying value is not recoverable, an impairmentgaas recognized for the amount by which
the carrying amount exceeds its fair value. Werdgtee fair values by using a combination of comptranarket values and discounted cash
flows, as appropriate.

We are required to review goodwill for inmpaent at least annually, or more frequently if igeor a change in circumstances indicate that
an impairment may have occurred. Our annual meammedate for testing goodwill impairment is Septem30. We are required to write-
down the value of goodwill in periods in which tleeorded amount of goodwill exceeds the fair valliee impairment testing is at the
reporting unit level, and in reviewing the critefta reporting units when allocating the goodwikulting from CenturyLink's indirect
acquisition of us, we have determined that our aip@ns consist of one reporting unit, consisterthwur determination that our business
consists of one operating segment. See Note 3—Gtp@wstomer Relationships and Other Intangiblesdts for additional information.

Pension and Post-Retirement Benefits

Substantially all of our employees part&tgin the QCII pension plan. QCII also maintaimoa-qualified pension plan for certain of our
eligible highly compensated employees. In addita@tain employees may become eligible to partteip@QCIl'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 contribdifee amounts contributed by us through
QCII are not segregated or restricted to pay ansodné to our employees and may be used to proeidefits to other employees of QCllI'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 othenm@hensive income may not have a significantahithpact on the affiliate receivable or
payable that is allocated to us.

For further information on QCII pensionmagualified pension, post-retirement and other q@osployment benefit plans, see QCII's
Annual Report on Form 10-K for the year ended Ddwmem31, 2011.

Recently Issued Accounting Pronouncemel

In September 2011, the Financial Accoungitandards Board ("FASB") issued Accounting Stadsldipdate ("ASU") 2011-08,
Intangible—Goodwill and Other (Topic 350): Testing Goodwalt fmpairment This update simplifies the goodwill impairmensessment by
allowing a company to first review qualitative fag to determine the likelihood of whether the faitue of a reporting unit is less than its
carrying amount before applying the two-step godidmipairment test. If it is determined that itrizore likely than not that the fair value of a
reporting unit is greater than its carrying amoantompany would not be required to perform the-$tep goodwill impairment test for that
reporting
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unit. This update is effective for interim and aahgoodwill impairment tests performed for fiscalys beginning after December 15, 2011
with early adoption permitted. This ASU, which waoated during the third quarter of 2011, did notéhany impact on our consolidated
financial statements as our qualitative analysisfé&&eptember 30, 2011, indicated that more liklein not, the fair value of our single
reporting unit exceeded its carrying value as af thate.

In October 2009, the FASB issued ASU 2089Revenue Recognition (Topic 605): Multiple-DelivdeaBevenue Arrangemenihis
update requires the use of the relative sellingepmethod when allocating revenue in these typesrahgements. This method requires a
vendor to use its best estimate of selling prigeeither vendor specific objective evidence nardtiparty evidence of selling price exists when
evaluating multiple deliverable arrangements. Btésidard update was effective for us on Janua2911 and we have adopted it prospecti
for revenue arrangements entered into or matemadigified after January 1, 2011. This standard tgptlas not had and is not expected to have
a material impact on our consolidated financiatesteents since the allocation of revenue has héstltyibeen based upon the relative fair value
of the elements as determined by reference to vespkzific objective evidence of fair value whea tlements have been sold on a stalode
basis.

(2) Acquisition of QCII by CenturyLink
On April 1, 2011, our indirect parent Q@Hcame a wholly owned subsidiary of CenturyLink.

Since April 1, 2011, our results of opeyati have been included in the consolidated restittperations of CenturyLink. CenturyLink has
accounted for its acquisition of QCII and us untther acquisition method of accounting, which resultethe assignment of the purchase price
to the assets acquired and liabilities assumeddb@s®ur preliminary estimates of their acquisititaie fair values. The determination of the
fair values of the acquired assets and assumeaititieb(and the related determination of estimédieels of depreciable tangible and identifiable
intangible assets) requires significant judgmestsAch, we have not completed our valuation arebysil calculations in sufficient detail
necessary to arrive at the final estimates of slirevialue of the assets acquired and liabilitiesiaged, along with the related allocations to
goodwill and intangible assets. The fair valuesartain tangible assets, certain liabilities argideal goodwill are the most significant areas
not yet finalized and therefore are subject chakée expect to complete our final fair value deterations no later than the first quarter of
2012. Our final fair value determinations may kgndicantly different than those reflected in omneolidated financial statements as of the
successor date of December 31, 2011.

Based on our preliminary estimate, the eggte consideration exceeds the aggregate estifisitedlue of the assets acquired and
liabilities assumed by $9.453 billion, which amobias been recognized as goodwill. This goodwéitisbutable to strategic benefits, includ
enhanced financial and operational scale, marketsification and leveraged combined networks Weaexpect to realize. None of the
goodwill associated with this acquisition is dedhletfor income tax purposes. Our aggregate congiida allocation is based on our
preliminary estimate of enterprise value of $18.68llon less the fair value of our debt of $8.@&8ion.
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The following is our preliminary assignmefithe aggregate consideration:

April 1, 2011
(Dollars in millions)

Cash, accounts receivable and other current e $ 1,102
Property, plant and equipme 7,49¢
Identifiable intangible asset

Customer relationshiy 5,69¢

Capitalized softwar 1,70z
Other noncurrent asse 201
Current liabilities, excluding current maturitieSlong-term

debt (2,45¢)
Current maturities of lor-term deb! (2,379
Long-term debt (6,310
Deferred credits and other liabiliti (4,539
Goodwill 9,45:
Aggregate consideratic $ 9,97¢

We retrospectively adjusted our previousiyorted preliminary assignment of the aggregatespwaonsideration for changes to our
original estimates of the fair value of certainmteat the acquisition date. These changes aresiét of additional information obtained since
the filing of our Form 10-Q for the quarter endegp@mber 30, 2011. Identifiable intangible assetsehsed due to a $353 million decrease in
customer relationships valuation. Property, plant equipment increased by $69 million primarilyrfra revision to our buildings asset
valuation. Deferred credits and other liabilitiecrteased by $103 million primarily from a changeééferred income taxes and a revision to
pension and post retirement asset valuation. Gdbitheieased by $171 million as an offset to thexabmentioned changes. The adjustment to
intangible assets and property, plant and equipwedntitions and the resulting application of dejatan and amortization expense did not
result in a material change to previously repodegreciation and amortization expense.

We have recognized $146 million of expeassociated with activities related to CenturyLinktdirect acquisition of us during the
successor nine months ended December 31, 2011e Expenses were comprised primarily of severaetention bonuses, share-based
compensation allocated to us by QCII and systesgnation consulting. During the predecessor threeths ended March 31, 2011, we
recognized $2 million of expenses associated withaativities related to the acquisition. As of Afdr, 2011, as part of acquisition accounting,
we also included in our goodwill $22 million forrtain performance awards and $14 million relatecetention bonuses, all of which were
contingent solely on the completion of the acqigriand had no benefit to CenturyLink after thelasigion.
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Goodwill, customer relationships and ofinégingible assets consisted of the following:

Successor Predecessor
Weighted
Average of December 31 December 31
Remaining Lives 2011 2010
(Dollars in millions)
Goodwill N/A $ 9,45: —
Customer relationships, less accumulated
amortization of $598 anc— 9.3years % 5,101 —
Other intangible assets subject to amortiza
Capitalized software, less accumulated
amortization of $354 and $1,7. 4.1lyears $ 1,46( 88¢

As of the successor date of December 311 2hie gross carrying amounts of goodwill, custoretationships and other intangible assets
were $16.966 billion. These assets were recordédratalue on April 1, 2011 as a result of Centiink's indirect acquisition of us.

Total amortization expense for intangitdsets was as follows:

Successol Predecesso

Nine Months Three Months
Ended Ended Year Ended Year Ended

December 31, March 31, December 31, December 31,
2011 2011 2010 2009

(Dollars in millions)
Amortization expense fc
intangible assel $ 952 58 221 20¢

We amortize customer relationships oveestimated life of 10 years, using either the surthefyears-digits or straight-line methods,
depending on the type of customer. We amortizetaiged software using the straight-line methodrasatimated lives ranging up to seven
years. The estimated future amortization expensmfangible assets is as follow

(Dollars in millions)

Year ending December 3

2012 $ 1,07¢
2013 1,01C
2014 884
2015 77€
2016 67C
2017 and thereafte 2,143

We regularly review the estimated lives amethods used to amortize our software and custostegionships. The actual amounts of
amortization expense may differ materially from estimated future amortization, depending on tkelte of our periodic reviews of estima
lives, amortization methods and our final deterriares of acquisition date fair value related to miangible assets.

We early adopted the provisions of ASU 2081 Testing Goodwill for Impairment, during thérthquarter of 2011, which permits us to

make a qualitative assessment of whether it is il
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than not that a reporting unit's fair value is l#sm its carrying amount before applying the ttepsgoodwill impairment test. If, after
completing our qualitative assessment we deterthiaieit is more likely than not that the carryingwe exceeds estimated fair value, we
compare the fair value to ourcarrying value (inahgdgoodwill). If the estimated fair valueis greatiean the carrying value, we conclude that
no impairment exists. If the estimated fair valfi¢he reporting unit is less than the carrying eala second calculation is required in which the
implied fair value of goodwill is compared to itarcying value. If the implied fair value of gooding less than its carrying value, goodwill
must be written down to its implied fair value. \®ected to early adopt the provisions of ASU 201dr8 perform a qualitative assessment
given the six month proximity of the goodwill impeient date and the acquisition date resulting éncfeation of the goodwill.

As a result of the acquisition and relaeduisition accounting, the carrying value of ossets and liabilities equaled our fair value as of
April 1, 2011. A decrease in our fair value in essef a reduction in the carrying value of ourasets will result in us having a carrying ve
in excess of our fair value, which may result inrpairment of our goodwill. There is significantdgment in estimating the fair value of the
company. The factors that most significantly impaat estimate of fair value include forecasted déshis and a risk adjusted discount rate.
The applicable risk adjusted discount rate is inghby the market risk free rate of return andsk premium associated with a group of peer
telecommunications companies, which have been de¢onge market participants for purposes of deteimgithe fair value of the company.

The qualitative analysis included assesiegmpact of changes in certain factors from Apri2011 (the acquisition date on which all
assets and liabilities were assigned a fair valu&eptember 30, 2011 (the goodwill impairmentingstiate), including (i) changes in
forecasted operating results and comparing acésalts to those utilized in the April 1, 2011 fa@ue assignment; (ii) changes in our weig}
average cost of capital from April 1, 2011 to Segter 30, 2011; (iii) changes in the industry or coimpetitive environment since the
acquisition date; (iv) changes in the overall ecopoour market share and market interest rate® shme acquisition date; (v) trends in the st
price of CenturyLink and related market capitalizatand enterprise values; (vi) trends in peer camgs total enterprise value metrics;

(vii) control premiums paid for recent industryrtsactions; and (viii) additional factors such anagement turnover, changes in regulation
changes in litigation matters.

Based on our qualitative assessment, weleded that it was more likely than not that théneated fair value of our reporting unit
exceeded its carrying value as of September 3@, 26ail thus, determined it was not necessary toperthe two step goodwill impairment
test. We believe the more impactful assessmenltisde®ur actual results compared to those foredasgef April 1, 2011 and the decline in
our weighted average cost of capital since Apr2a11. To date, our actual operating results ha@enltomparable to those forecasted as of
April 1, 2011 and, as of September 30, 2011, wiebelthe forecasted results of future periods atamaterially different than those estimated
as of April 1, 2011.
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Long-term debt, including unamortized discts and premiums, is as follows:

Successor Predecessor
Year Ended | Year Ended
December 31, December 31,
Interest Rates Maturities 2011 | 2010
(Dollars in millions)
Notes(1) 6.500%-8.375% 20132051 $ 4,64 4,78¢
Debenture: 6.875%-7.750% 20142043 3,18 3,182
Capital lease and other
obligations Various Various 17¢€ 19¢
Unamortized premium
(discounts’ 32C (154)
Total lon¢-term debt 8,32¢ 8,012
Less current maturitie (64) (871
Long-term debt, excluding
current maturitie: $ 8,261 7,141

(1) Our $750 million Notes due 2013 are floating ratées which are re-measured every three monthsf keonost recent
measurement date (December 15, 2011) the ratbdeetnotes was 3.796% which is not included inmadtes stated
above.

New Issuance:

On October 4, 2011, we issued $950 miliggregate principal amount of our 6.75% Notes di#1 2n exchange for net proceeds, after
deducting underwriting discounts and expenses9a¥ $nillion. The notes are our senior unsecure@yatibns and may be redeemed, in whole
or in part, at a redemption price equal to the tgreaf their principal amount or the present vadfithe remaining principal and interest
payments discounted at a U.S. Treasury interestsgacified in the indenture agreement plus 5Ghasints.

On September 21, 2011, we issued $575amiliggregate principal amount of our 7.50% Notes2061 in exchange for net proceeds,
after deducting underwriting discounts and expense$557 million. The notes are our senior unsedwbligations and may be redeemed, in
whole or in part, on or after September 15, 2016 redemption price equal to 100% of the princgrabunt redeemed plus accrued and unpaid
interest to the redemption date.

On June 8, 2011, we issued $661 milliorregate principal amount of our 7.375% Notes duel2@%xchange for net proceeds, after
deducting underwriting discounts and expenses6423$nillion. The notes are our unsecured obligatiand may be redeemed, in whole or in
part, on or after June 1, 2016 at a redemptiorepgual to 100% of the principal amount redeemasd atcrued and unpaid interest to the
redemption date.

Until April 1, 2011, QCII had a revolvingedlit facility, which made available to us $1.03lidn of additional credit subject to certain
restrictions. That credit facility was terminatedcionjunction with CenturyLink's acquisition of QClh January 2011, CenturyLink entered
into a new four-year revolving credit facility witharious lenders (the "Credit Facility") that alleW@enturyLink to borrow up to $1.700 billion
for the general corporate purposes of itself andubsidiaries. Up to $400 million
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of the Credit Facility can be used for letters idit, which reduce the amount available for oisd¢ensions of credit. Interest is assessed on
borrowings using the London Interbank Offered Rét¢BOR") plus an applicable margin between 0.5% 26% per annum depending on
type of loan and CenturyLink's then-current seniosecured long-term debt rating. As of the succedate of December 31, 2011,
CenturyLink had approximately $277 million and $X8Blion outstanding under the Credit Facility atheé separate letter of credit
arrangement, respectively. We are not guarantottseo€redit Facility or any other debt obligatimiur affiliates.

In April 2009, we issued approximately $8tillion aggregate principal amount of 8.375% Nales 2016. We used the net proceeds,
after deducting underwriting discounts and expense$738 million for general corporate purposesjuding repayment of indebtedness and
funding or refinancing investments in our telecomimation assets. The notes are unsecured obligatiod rank equally in right of payment
with all other unsecured and unsubordinated inditges. The covenant and default terms are sulaiantie same as those associated with
our other long-term borrowings.

Repayment:

In October 2011, we used the net proce€@927 million from the October 4, 2011 debt isstmrtogether with the $557 million of net
proceeds received from the September 21, 201lisllrnce described above and available cash, ¢emethe $1.5 billion aggregate principal
amount of our 8.875% Notes due 2012 and to pagkted fees and expenses, which resulted in aratemal loss.

In June 2011, we used the net proceed84i fillion from the June 8, 2011 debt issuanogetioer with available cash, to redeem
$825 million aggregate principal amount of our B%7Notes due 2011 and to pay related fees and sgpewhich resulted in an immaterial
loss.

In June 2010, we paid at maturity the $80ion aggregate principal amount of our 6.95%mdroan due 2010.
Aggregate maturities of our long-term d@btcluding unamortized premiums, discounts, anémth

(Dollars in millions)

2012 $ 64
2013 80t
2014 634
2015 42C
2016 817
2017 and thereafte 5,27(

Total notes and debentur $ 8,00¢

67




Table of Contents

QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(4) Long-Term Debt (Continued)

Interest Expenst

Interest expense includes interest on lemgr debt and capital lease obligations. The falhgwtable presents the amount of gross interest
expense, net of capitalized interest:

Successol Predecesso
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009

(Dollars in millions)
Interest expense on lo-term debt

Gross interest expen $ 304 152 627 642

Capitalized interes 5) 3 (12 (10
Total interest expense on Ic-termr

debt $ 29¢ 15C 61F 632

Long-Term Debt Covenants

The indentures governing our notes contaitain covenants including, but not limited tQ:giprohibition on certain liens on our assets;
and (ii) a limitation on mergers or sales of atlsabstantially all, of our assets, which limitatieequires that a successor assume the obligation
with regard to these notes. These indentures doardtin any cross-default provisions. We weredmpliance with all of the provisions and
covenants of our debt agreements as of the sucastsoof December 31, 2011.

(5) Accounts Receivable

The following table presents details of aacounts receivable balances:

Successol Predecesso
December 31 December 31
2011 2010
(Dollars in millions)

Trade receivable $ 47C 46¢
Earned and unbilled receivabl 134 14C
Purchased and other receivak 15C 15¢
Total accounts receivab 754 76¢
Less: allowance for doubtful accoul (42 (48)
Accounts receivable, less allowar $ 71z 72C

We are exposed to concentrations of cregktfrom residential customers within our locahsee area and from other telecommunications
service providers. We generally do not requireatetal to secure our receivable balances. We hgre=ments with other telecommunications
service providers whereby we agree to bill andemblbn their behalf for services rendered by thpyseiders to our customers within our local

service area. We purchase accounts receivabledtber telecommunications service providers prirgasii a recourse basis and include these
amounts in our
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accounts receivable balance. We have not expedemte significant loss associated with these pusetiaeceivables.

The following table presents details of allowance for doubtful accounts:

Allowance for
Doubtful Accounts
(Dollars in millions)

Balance at January 1, 2009 (Predeces $ 52
Charged to expen-net 85
Deductions (84)

Balance at December 31, 2009 (Predece: 53
Charged to expen-net 70
Deductions (75)

Balance at December 31, 2010 (Predece:! 48
Charged to expen-net 17
Deductions (18)

Balance at March 31, 2011 (Predeces $ 47
Fair value adjustmet (47

Balance at April 1, 2011 (Success $ —
Charged to expen-net 44
Deductions 2

Balance at December 31, 2011 (Succes $ 42

As a result of CenturyLink's indirect acgjtion of us, the allowance for doubtful accourgoathe acquisition date of $47 million was
reduced to zero and our gross accounts receivarie reduced by $47 million to reflect its acquasitdate fair value.

(6) Property, Plant and Equipment

CenturyLink accounted for its indirect aigifion of us under the acquisition method of actg, which requires the assignment of the
purchase price to the assets acquired based gmelminary estimates of their fair values at tieguisition date.
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Net property, plant and equipment is coneplasf the following:

Successor Predecessor
December 31 December 31
Depreciable Lives 2011 2010
(Dollars in millions)
Property, plant and equipme!
Land N/A $ 36¢ 97
Fiber, conduit and other outside plant 8-45 year 3,25¢ 20,43:
Central office and other network electrot
(2) 7-10 year 2,18¢ 18,93:
Support assets(: 5-30 year 2,48¢ 4,631
Construction in progress(: N/A 162 10¢
Gross property, plant and equipm 8,457 44,20¢
Accumulated depreciatic (915) (34,049
Net property, plant and equipme $ 7,54: 10,16(

1) Fiber, conduit and other outside plant consistiber and metallic cable, conduit, poles and othgrporting structures.

2) Central office and other network electronics caissig circuit and packet switches, routers, trassion electronics and
electronics providing service to customers.

3) Support assets consist of buildings, computerso#imel administrative and support equipment.

4) Construction in progress includes property of tiredoing categories that has not been placed wiceeas it is still under
construction

We recorded depreciation expense of $91kbmi$393 million, $1.652 billion and $1.768 lih for the successor nine months ended
December 31, 2011, the predecessor three montlesidnadrch 31, 2011 and the predecessor years englgghiber 31, 2010 and 2009,
respectively.

(7) Severance

Periodically, we have reductions in our kforce and have accrued liabilities for relatedesance costs. These workforce reductions
resulted primarily from the progression of our grition plans related to CenturyLink's indirect@siion of us, increased competitive
pressures and reduced workload demands due togbef access lines.

We report severance liabilities within agmt expenses and other liabilities-salaries andfiierin our consolidated balance sheets and
report severance expenses in cost of servicesraddigts and selling, general and administrativeeagps in our consolidated statements of
operations.
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Changes in our accrued liabilities for samee expenses were as follows:

Severance
(Dollars in millions)
Balance at January 1, 2009 (Predeces $ 54
Accrued to expens 11€
Payments, ne (88)
Reversal and adjustmer @)
Balance at December 31, 2009 (Predece:! 75
Accrued to expens 67
Payments, ne (209
Reversals and adjustmel (5)
Balance at December 31, 2010 (Predece:! 28
Accrued to expens 3
Payments, ne (12)
Reversals and adjustmel @
Balance at March 31, 2011 (Predeces 19
Fair value adjustmel 2
Balance at April 1, 2011 (Success 17
Accrued to expens 11¢
Payments, ne (97)
Reversals and adjustmel 9
Balance at December 31, 2011 (Succes $ 28

Our severance expenses for the succegsmmnminths ended December 31, 2011 also includedn#ili@n of share-based compensation
associated with the accelerated vesting of stocrdsvthat occurred in connection with workforceucttbns relating to CenturyLink's indirect
acquisition of us.

(8) Employee Benefits
Pension and Po-Retirement Benefits

We are required to disclose the amountofoentributions to QCII relative to the QCII pemsiand post-retirement benefit plans. QCII
opted to make a pension contribution of $307 millio December 2011, and therefore, will not be neglto make a pension contribution in
2012 based on current funding laws and regulatidlisough potentially significant in the aggregaf¥C1l currently expects that pension
contributions in 2013 and beyond will decrease ftbm2011 pension contribution amount. However gtteial amount of required
contributions in 2013 and beyond will depend ome®ys on investments, discount rates, demograpiuiereence, changes in the plan and
funding laws and regulations. No post-retiremerupational health care trust contributions were enduting the successor year ended
December 31, 2011 or the predecessor years endeshiber 31, 2010 and 2009 and we do not expect ke maontribution in 2012.
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The unfunded status of QCII's pension fteiraccounting purposes was $627 million and $58bom as of the successor date of
December 31, 2011 and as of the predecessor dBteceinber 31, 2010, respectively. The unfundedsitits post-retirement benefit plans
for accounting purposes was $2.706 billion and $2 illion as of the successor date of DecembeP311 and as of the predecessor date of
December 31, 2010, respectively. QCII allocatepétssion, non-qualified pension and post-retirerbeniefit obligations to us using the
amount of its funded or unfunded status and i&steel accumulated other comprehensive income bal@heeefore, significant year over year
changes in QCIlI's funded status affecting accuradlather comprehensive income may not have a &gntfinitial impact on the assets or
obligations that are allocated to us.

We recognized an allocated $51 million é@mgion income for the successor nine months eneéedrbber 31, 2011, as well as $11 milli
$53 million and $104 million in pension expensetfte predecessor three months ended March 31, &t the predecessor years ended
December 31, 2010 and 2009, respectively. Our abatpost-retirement benefit expense for the ssocesne months ended December 31,
2011, the predecessor three months ended Marc031,and the predecessor years ended DecembedB31afd 2009 was $84 million,
$16 million, $72 million and $89 million, respeatly. These allocated amounts represent our shahegfension and post-retirement benefit
expenses based on the actuarially determined asmdduat allocated portion of QCII's total pensionl @ost-retirement benefit expenses were
96%, 102%, 101% and 99% for the successor ninelmartded December 31, 2011, the predecessor tlmesrended March 31, 2011 and
the predecessor years ended December 31, 201®a8dr2spectively. QCII allocates the expensebede plans to us and its other affiliates.
The allocation of expense to us is based upon deapb@s of our employees compared to all remaipigicipants. The combined net pens
and post-retirement benefits (income) expensexladed in general, administrative and other ofreyagxpenses.

QCII sponsors a noncontributory qualifiedfided benefit pension plan (referred to as Q@k'ssion plan) for substantially all of our
employees. In addition to this tax qualified pengitan, QCII also maintains a non-qualified pengitan for certain eligible highly
compensated employees. These plans also providie@uand disability benefits to certain employelesNovember 2009, QCIl amended the
pension plan and the non-qualified pension plamtonger provide pension benefit accruals foivaaton-represented employees after
December 31, 2009. In addition, non-represented@raps hired after January 1, 2009 are not eligiblgarticipate in the plans. Active non-
represented employees who participate in theses pktain their accrued pension benefit earned &eoémber 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 CenturyLink. Thenplalso provided a death benefit for eligible fieizgies of certain retirees; however,
QCII has eliminated this benefit effective Marct20,10 for retirees who retired prior to Januar2d04 and whose deaths occur after
February 28, 2010. QCII previously eliminated tieatth benefit for eligible beneficiaries of certegtirees who retired after December 31,
2003.

QCII maintains post-retirement benefit glainat provide health care and life insurance benfefr certain eligible retirees. The benefit
obligation for QCII's occupational health care $ifelinsurance post-retirement plans is estimatsel on the terms of QCII's written benefit
plans. In calculating this obligation, QCII congisl@umerous assumptions, estimates and judgmantsding 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 13,000 of our unionized employeesfdle successor date of December 31, 2011. Thevpds amended to
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reflect changes affecting eligible post-1990 retirgvho are former represented employees, includiing:Letter of Agreement that states such
post-1990 retirees will begin contributing to thestof health care benefits in excess of specliieils on the company-funded portion of
retiree health care costs (also referred to ass™¢dqeginning January 1, 2009 and (ii) a providivat such post-1990 retirees will pay increased
out-of-pocket costs through plan design changes stariingaly 1, 2009, including the elimination of Med&&art B premium reimburseme

for post-1990 retirees who are former representgpl@yees. These changes have been considerectiiatalg the benefit obligation under
QCIlI's occupational health care plan.

The terms of the post-retirement healtte @ad life insurance plans between QCII and itsil#dé non-represented employees and its
eligible post-1990 non-represented retirees aabbéshed by QCIl and are subject to change atistsretion. QCIl has a practice of sharing
some of the cost of providing health care benégfith its non-represented employees and post-198erepresented retirees. The benefit
obligation for the non-represented postirement health care benefits is based on tmestef the current written plan documents and isstdf
for anticipated continued cost sharing with nonrespnted employees and post-1990 non-represettiexse However, QCII's contribution
under its post-1990 non-represented retirees'theate plan is capped at a specific dollar amdgiffiective January 1, 2009, QCII amended its
post-1990 non-represented retiree plan to, amdmgy ¢hings, (i) require retirees to pay increasatdad-pocket costs and (ii) eliminate the
reimbursement of Medicare Part B premiums.

Medicare Prescription Drug, Improvement and Modemaition Act of 200:

QCII sponsors post-retirement health cédmapwith several benefit options that provide priggion drug benefits that QCII deems
actuarially equivalent to or exceeding Medicaret BatQCII recognizes the impact of the federal siypseceived under the Medicare
Prescription Drug, Improvement and Modernizatiort &c2003 in the calculation of its post-retirembenefit obligation and net periodic post-
retirement benefit expense.

Other Benefit Plans
Health Care and Life Insurance

We provide health care and life insuraneedfits to essentially all of our active employad'® are largely self-funded for the cost of the
health care plan. Our active health care benefierges were $167 million, $57 million, $224 milliand $233 million for the successor nine
months ended December 31, 2011, the predecesserttionths ended March 31, 2011 and the predecgssi ended December 31, 2010
2009, respectively. Represented employee beneéitbased on negotiated collective bargaining agea¢sn Employees are required to parti
fund the health care benefits provided by us, wiitagh to paying their own out-of-pocket costs. tit@pating non-represented employees
contributed $25 million, $8 million, $33 million dr$32 million for the successor nine months endeddinber 31, 2011, the predecessor three
months ended March 31, 2011 and the predecess geded December 31, 2010 and 2009, respectRealicipating represented employees
contributed $9 million, $2 million, $11 million ar®iLO million for the successor nine months endedeD®er 31, 2011, the predecessor three
months ended March 31, 2011 and the predecess geded December 31, 2010 and 2009, respecti®elygroup life insurance plan is fu
insured and the premiums are paid by us.
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No contributions were made to the posteatent occupational health care trust in 2011 d&02fhd we do not expect to make a
contribution in 2012.

401(k) Plan

QCIl sponsors a qualified defined contribntbenefit plan covering substantially all of @mployees. Under this plan, employees may
contribute a percentage of their annual compensadiohe plan up to certain maximums, as definethbyplan and by the Internal Revenue
Service ("IRS"). Currently, QCII, on our behalf, ttlaes a percentage of our employees' contributionash. We recognized $36 million,
$12 million, $51 million and $54 million in expeneaated to this plan for the successor nine moetiied December 31, 2011, the predect
three months ended March 31, 2011 and the predmcgsars ended December 31, 2010 and 2009, regplgcti

Deferred Compensation Plans

QCII sponsors a non-qualified unfunded defi: compensation plan for various groups thatitkelcertain of our current and former
highly compensated employees. Participants in thiese may, at their discretion, invest their defdrcompensation in various investment
choices including CenturyLink's common stock. Th&ie of the assets and liabilities related to piés is not significant.

(9) Stock-Based Compensation

During the predecessor year ended DeceB1he2010, our employees participate in QClI's Bglritentive Plan ("EIP") and Employee
Stock Purchase Plan ("ESPP"). Due to CenturyLiagtpuiisition of QCIl and the purchasing of its casting stock, QCII no longer offers th
plans.

Stock-Based Compensation Expense

Stockbased compensation expenses were included in testwices and products, and selling, general aamiinistrative expenses in ¢
consolidated statements of operations. During oetgressor years, we recognized compensation expelating to awards granted to our
employees under the EIP using the stralgte-method over the applicable vesting periods.alée recognized compensation expense whe
employees purchased QCII's common stock under &&PHor the difference between the employees' psechrice and the fair value of
QCII's stock.

For the successor nine months ended Deaedih@011, we were allocated a stock based comfiensexpense of $19 million from our
ultimate parent company, CenturyLink. For the poegsor three months ended March 31, 2011 and éuegessor years ended December 31,
2010, and 2009, our total stock-based compenseakpanse was approximately $3 million, $121 milleord $48 million, respectively. We
recognized an income tax benefit of $7 million,riillion, $30 million and $19 million associated tibur stock compensation expense during
the successor nine months ended December 31, 2@lpredecessor three months ended March 31, Zlltha predecessor years ended
December 31, 2010, and 2009, respectively.

On December 21, 2010, QCII accelerated/ésting of certain restricted stock and performasiwre awards issued under its Equity
Incentive Plan in order to preserve certain ecordienefits to its stockholders that otherwise wddde been lost in connection with
CenturyLink's acquisition of
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QCII. As the vast majority of affected employees amployed by us, QCII allocated substantiallyoathe $63 million expense associated \
this accelerated vesting to us.

Due to CenturyLink's acquisition of QCllewow record the stock-based compensation expbasestallocated to us from CenturyLink
which is included in operating expenses-affilidtesur consolidated statements of operations. Basdtie many factors that affect the
allocation, the amount of stock-based compensatipense recorded at CenturyLink and ultimatelycalled to us may fluctuate. We cash
settle the stock-based compensation expense abbtaus from CenturyLink.

(10) Products and Services Revenues

We are an integrated communications compag@ged primarily in providing an array of comnoations services in 14 states, including
local, network access, broadband, data and videtices. We strive to maintain our customer relagtdps by, among other things, bundling
service offerings to provide our customers wittomplete offering of integrated communications segsi We categorize our products and
services into the following three categories:

. Strategic service, which include primarily private line (includingacial access), broadband, video (including DIRETawd
Verizon Wireless services;

. Legacy servicewhich include primarily local, integrated serviaigital network ("ISDN") (which uses regular telepte lines
to support voice, video and data applications)icweid access and traditional wide area network (NYAervices (which
allows a local communications network to link tawerks in remote locations); and

. Affiliates and other service, which consist primarily of USF surcharges andises we provide to our affiliates. We provide
our affiliates data, local services and billing adlections services that we also provide to exkbcustomers. In addition, we
provide to our affiliates: marketing, sales andeatising services; computer system developmensapgort services; network
support and technical services; and other suppovices, such as legal, regulatory, finance andating, tax and human
resources.

Since the April 1, 2011 closing of Centuink's indirect acquisition of us, our operations artegrated into and are reported as part of the
segments of CenturyLink. CenturyLink's chief opergdecision maker ("CODM") has become our CODM, fiewiews our financial
information on an aggregate basis only in connaatigh our quarterly and annual reports that we \iith the SEC. Consequently, we do not
provide our discrete financial information to th®BM on a regular basis.
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Our operating revenues for our productssardices consisted of the following categories:

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
Strategic service $ 2,40¢ 798 3,05¢ 2,90(¢
Legacy service 2,79¢ 1,00 4,32 4,92z
Affiliates and other service 1,43: 472 1,88¢ 1,90¢
Total operating revenue $ 6,63t 2,26¢ 9,271 9,731

We do not have any single customer thatiges more than 10% of our total revenue. Substiyll of our revenue comes from
customers located in the United States.

The table below presents the aggregate du&tharges recognized on a gross basis:

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009

(Dollars in millions)
Taxes and surcharges included
operating revenues and exper 122 43 18¢€ 182

(11) Related Party Transactions

We provide to our affiliates telecommunicas services as well as local and billing andesilbns services that we also provide to
external customers. In addition, we provide to affifiates, marketing, sales and advertising, cotepaystem and development support
services, network support and technical servicesoéimer support services.

Below are details of the services we preditb our affiliates:

. Telecommunications service Data, Internet and voice services in supportufaffiliates service offering:
. Billing and collections servicesBilling and collections services in support dfil&ftes long-distance business.
. Marketing, sales and advertisingMarketing, sales and advertising support jointketing of our services, including the

development of marketing and advertising plangssahit forecasts, market research, product managesseales training and
compensation plans.

. Computer system and development support servit@®rmation technology services primarily inclutthe labor cost of

developing, testing and implementing the systenmgha necessary to support order entry, provisiomiitiing, network and
financial systems, as well as the cost of
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improving, maintaining and operating our operatisapport systems and shared internal communicatietvgorks.

. Network support and technical servic Network support and technical services relat®tecasting demand volumes &
developing plans around network utilization androfation, developing and implementing plans foexall product
development, provisioning and customer care.

. Other support service Other support services include legal, regulatbngnce and accounting, tax, human resources
executive support. In addition, we sublease spaoeii office buildings, warehouses and other prigsr

We charge our affiliates for services basednarket price or fully distributed cost ("FDCW.e charge 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 wazmspoll taxes, employee benefits, miscellaneougeses, and charges for the use of our
buildings, computing and software assets. Whengossible, costs are directly assigned to our aféB 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, we
adjust the basis for allocating the costs of aeshaervice among affiliates. Such changes in dilmtanethodologies are generally billed
prospectively.

We also purchase services from our aféiBahcluding telecommunication services, insurafiight services and other support services
such as legal, regulatory, finance and accounting,human resources and executive support. Ollintdé charge us for these services based
on market price or FDC.

(12) Income Taxes

We were included in the consolidated feli@@me tax returns and the combined state inctaxeeturns of QCII until CenturyLink's
April 1, 2011 acquisition of QCII and the consolieid federal income tax returns and certain combsta income tax returns of CenturyLink
subsequent to the acquisition. Both CenturyLink @I treat our consolidated results as if we waeseparate taxpayer. The policy require
to pay our tax liabilities in cash based upon @asate return taxable income. Because we arediedlin the consolidated federal income tax
returns and the combined state income tax retudr@sCdl, any tax audits involving QCII will also imlve us. The IRS examines all of QCII's
federal income tax returns because QCII is includetie coordinated industry case program.

As of December 31, 2010, the QCII fedemabime tax returns for tax years 2006-2007 and prése examined by the IRS. We received
$11 million in the third quarter of 2010 as our ighaf the settlements and we recorded a $4 milisset transfer with QSC to recognize the
difference between the settlements recorded anddiual cash payment. In 2010, QCII filed amendsktfal income tax returns for 2006-2007
to make protective claims with respect to itemernesd in QCII's audit settlements and to correrhg not addressed in prior audits. Those
amended federal income tax returns are subjedjtstment in an IRS audit.
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In 2009, QCII filed amended federal incotae returns for 2002-2005 to make protective claivith respect to items reserved in our audit
settlements and to correct items not addresseddngudits. Those amended federal income taxmstare subject to adjustment in an IRS
audit. Additionally, our federal income tax retuffiied for tax years after 2008 are still subjexatjustment in an IRS audit.

QCII also files combined income tax retuimsnany states, and these combined returns reopgin for adjustments to its federal income
tax returns. In addition, certain combined stat®ine tax returns filed since 1996 are still oparsfate specific adjustments.

A reconciliation of the unrecognized taxbfits:

Unrecognized Tax Benefits
Successo Predecesso
2011 2010
(Dollars in millions)

Balance at January $ = 13
Additions for current year tax positio — —
Additions for prior year tax positior — —
Reductions for prior year tax positio — —
Settlement: — (13
Reductions related to expirations of statute oftations — —

Balance at December : $ — —

Effective on April 1, 2011 in conjunctiorittv CenturyLink's indirect acquisition of us, weattyed our accounting policy to recognize
interest expense and penalties related to incoras t@s income tax expense. Prior to April 1, 2iterest expense and penalties related to
income taxes were included in the other incomedngp) line of our consolidated statements of ofmerat For the successor nine months
ended December 31, 2011 and the predecessor tlordsrended March 31, 2011, we recognized immatamaunts for interest related to
uncertain tax positions. For the predecessor yaated December 31, 2010 and 2009, we recognizedldn and $9 million of interest
benefit related to uncertain tax positions, respelit. As of the successor date of December 311201 the predecessor date of December 31,
2010, we had recorded liabilities for interest tedeto uncertain tax positions in the amounts ofrfiion and $6 million, respectively. We
made no accrual for penalties related to incometesitions. The interest benefit and accrued istdrability recognized as of the successor
date of December 31, 2011 is related to the caeyeffects of settled positions.
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Income Tax Expens:

The components of the income tax experma frontinuing operations are as follows:

Income tax expens:

Current tax provision
Federa
State and loce

Total current tax provisio

Deferred tax expense (benef
Federa
State and loce

Total deferred tax expense
(benefit)

Income tax expens

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(Dollars in millions)
$ 173 104 47C 74C
26 11 80 121
19¢ 11& 55C 861
12¢ 61 20€ (109)
22 15 33 (29)
15C 76 241 (137)
$ 34¢ 191 791 724

The effective income tax rate for contirgipperations differs from the statutory tax ratécdiews:

Effective income tax rate

Federal statutory income tax r:

State income tax—net of federa
effect

Medicare subsidiar

Excess compensatic

Other

Effective income tax rat

Successol Predecesso
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009
(in percent)
35.(% 35.(% 35.(% 35.(%
3.5 3.4 3.9 3.1
— — 2.7 —
_ — 1.0 —
0.6 0.€ (0.4 (0.4)
39.1% 39.(% 42.2% 37.1%
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Deferred Tax Assets and Liabilitie
The components of the deferred tax assetdiabilities are as follows:

Successor Predecessor
December 31, 201 December 31, 201/
(Dollars in millions)
Deferred tax assets and liabiliti¢

Deferred tax liabilities

Property, plant and equipme $ (1,315 (2,03))
Intangibles asse (2,30¢6)
Receivable from an affiliate due to pension plan
participation (364) (340
Other (147 (99
Total deferred tax liabilitie (4,132 (2,465

Deferred tax asset
Payable to affiliate due to p«-retirement benefi

plan participatior 941 1,031

Debt premium: 16€
Other 332 26€
Total deferred tax asse 1,44( 1,297
Net deferred tax liabilitie $ (2,692 (1,169%)

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

Other Income Tax Information

We paid $211 million, $677 million, and $@illion, including $103 million as our share o€Q's 2002-2005 tax years settlement with
the IRS, to QSC related to income taxes in theesgmr year ended 2011 and the predecessor yead 2080 and 2009, respectively. As of
the successor date of December 31, 2011 we hagproxdmate $19 million receivable from QSC relatiogncome taxes reflected in accou
receivable-affiliates. As of the predecessor daeexember 31, 2010 we had approximately $8 milliloamounts relating to taxes payable to
QSC reflected in accounts payable-affiliates onamnsolidated balance sheets.

Income tax expense for the predecessorgraded December 31, 2010 compared to 2009 incrégs®85 million as a result of the March
2010 enactments of the Patient Protection and Affiole Care Act and the Health Care and Educati@ofdiation Act of 2010. Among oth
things, these laws will disallow federal income theductions for retiree prescription drug bendéitthe extent we receive reimbursements for
those benefits under the Medicare Part D progrdthofgh this tax increase does not take effect 20ti3, under accounting principles
generally accepted in the U.S. we recognize tHeafidounting impact in the period in which the laave enacted.
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In the predecessor year ended Decemb&03D, we increased our state tax rate based orieawef our state apportionment factors and
the current tax rate of the states where we cortulugihess. This change resulted in a $2 millioteddaferred tax expense, net of federal effect.

In the predecessor year ended Decemb&0BB, we reduced our state tax rate based on ewefiour state apportionment factors and
the current tax rate of the states where we corulusihess. This change resulted in a $4 millioteddeferred tax benefit, net of federal effect.

We had unamortized investment tax credit&2omillion, $61 million and $68 million as of tleiccessor date of December 31, 2011, and
the predecessor dates of December 31, 2010 and &3p@ctively, which are included in other Idegm liabilities on our consolidated balat
sheets. These investment credits are amortizedtbgdives of the related assets. Amortizatiometbstment tax credits was immaterial in
2011. Amortization of investment tax credits ofréilion is included in the provision for income t&s«for the predecessor years ended
December 31, 2010 and 2009.

(13) Fair Value Disclosure

Our financial instruments consist of castl aash equivalents, accounts receivable, accoecgs/able—affiliates, short-term affiliate
loans, accounts payable, accounts payable—afSliabel long-term debt excluding capital lease obtiga. The carrying amounts of our cash
and cash equivalents, accounts receivable, accoerds/able—affiliates, short-term affiliate loamscounts payable and accounts payable—
affiliates approximate their fair values.

Fair value is defined as the price that Mdoe received to sell an asset or paid to traresfebility in an orderly transaction between
independent and knowledgeable parties who arengilind able to transact for an asset or liabilithhea measurement date. We use valuation
techniques that maximize the use of observableténgod minimize the use of unobservable inputs velegarmining fair value and then we
rank the estimated values based on the relialifithe inputs used following the fair value hietarcset forth by the FASB.

The three input levels in the hierarchyaif value measurements are defined by the FASER gy as follows:

Input Level Description of Input

Level 1 Observable inputs such as quoted market pricestiveamarkets

Level 2 Inputs other than quoted prices in active markes are either directly or indirectly observal
Level 3 Unobservable inputs in which little or no marketadexists
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(13) Fair Value Disclosure (Continued)

The following table presents the carryingoaints and estimated fair values of our investrsentrrities, which are reported in noncurrent
other assets, and long-term debt, excluding caleiéale obligations, as well as the input levelslugaletermine the fair values:

Successo Predecesso

December 31, 2011 December 31, 2010

Input Carrying Fair Carrying Fair

Level Amount Value Amount Value

(Dollars in millions)
Asset—Investments securitie 3 ¢ — — 52 52
Liabilities—Long-term debt excluding

capital lease obligatior 2 8,14¢ 8,35z 7,814 8,48:

During the second quarter of 2011, thetdadgb our auction rate securities were assigneditalltimate parent CenturyLink. Upon
assignment, the fair value of those securities $d&smillion. We did not recognize a gain or losstlis assignment.

The table below presents a rollforward of auction rate securities valued using Level 3itap

Auction Rate

Securities
(Dollars in millions)
Balance at January 1, 20 $ 41
Additions 16
Dispositions and settlemer 5)
Included in other comprehensive income (expe —
Balance at December 31, 2010 (Predece: 52
Dispositions and settlemer 4
Included in other comprehensive income (expe 1
Balance at March 31, 2011 (Predeces $ 49
Fair value adjustmet $ @)
Balance at April 1, 2011 (Success 42
Assignments to CenturyLin (42
Balance at December 31, 2011 (Succes $ —

For the assets and liabilities measurddiavalue on our acquisition date, we employedasdety of methods to determine these fair va
including quoted market price, observable mark&iesof comparable assets, current replacemerg aastdiscounted cash flow analysis. The
factors that most significantly impact our estimetdair value included forecasted cash flows amdaaket participant discount rate. The
applicable market participant discount rate is ioipd by the market risk free rate of return ankl piemium associated with a group of peer
telecommunication companies which have been de¢mleel market participants for determining the falue. The discount rates used in our
valuations ranged from 7.5% of 9.5% depending uperaesset or liability valued and relative riskaasated with the cash flows.
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Common Stock
We have one share of common stock (no alaey issued and outstanding, which is owned by QSC
Other Net Asset Transfers

During 2010, we recorded a $56 million égtiansaction for excess tax deductions, the diffee between the acceleration of stbekec
compensation expense for both performance andatestishares and the tax deduction.

In addition, in the normal course of busimewe transfer assets and liabilities to and f@@BC and its affiliates, which are recorded
through our equity. It is our policy to record thessset transfers based on carrying values.

Dividends

We declared the following cash and non-afigidends to QSC:

| Predecesso
Successo
Nine Months Three Months Years Ended
Ended Ended December 31,
December 31, March 31,
2011 2011 2010 2009
(Dollars in millions)
Non-cash dividend to QSC(: $ 28 — — —
Cash dividend declared to Q¢ 60C 1,00C 2,30C 1,70C
Cash dividend paid to QS 90C 53C 2,26( 2,00(

(1)  This was a nc-cash transaction whereby we transferred assetiividends to our parent company, Q¢

The timing of cash payments for declareddainds to QSC is at our discretion in consultatigthh QSC. We 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.

(15) Quarterly Financial Data (Unaudited)

Quarterly Financial Data

Predecessor Successor
Nine
First Second Third Fourth Months
Quarter Quarter Quarter Quarter Total
(Dollars in millions)
2011
Operating revenue $ 2,26¢ 2,231 2,19( 2,21 6,63t
Operating incom 63€ 37C 412 417 1,19¢
Income tax expens 191 11€ 11¢€ 11F 34¢
Net income 29¢ 16& 19¢ 17¢ 543
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(15) Quarterly Financial Data (Unaudited) (Continued)

Quarterly Financial Data

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

2010

Operating revenue $ 2,345 2,31 2,311 2,30C 9,271
Operating incomi 661 64¢ 61€ 557 2,48¢
Income tax expens 25% 187 181 17C 791
Net income 252 304 28€ 24C 1,082

Second Quarter 201

We recognized $123 million of certain expenassociated with activities related to Centurykiindirect acquisition of us during the
successor three months ended June 30, 2011. Theseses were comprised primarily of severance 8friflion, retention bonuses of
$12 million, share-based compensation of $11 mmilatlocated to us by QCII and system integratiomsadting of $1 million.

Fourth Quarter 2010

Net income for the fourth quarter of 201&@smaffected by an increase in stock-based compensapense of $63 million due to QClI's
decision to accelerate the vesting of certain iigstt stock and performance share awards issuegt itscEquity Incentive Plan in order to
preserve certain economic benefits to its stoclérslthat otherwise would have been lost in conoratiith CenturyLink's indirect acquisition
of us.

Income tax expense for the fourth quarfeddi 0 was affected by the tax treatment of theeegps incurred when QCIl accelerated the
vesting of certain stock-based compensation.

First Quarter 2010

Income tax expense for the first quarte2@f0 increased by $55 million as a result of therd¥t 2010 enactments of the Patient Protection
and Affordable Care Act and the Health Care andcBtion Reconciliation Act of 2010. Among other tgnthese laws disallow, beginning in
2013, federal income tax deductions for retireesgription drug benefits to the extent we receivmbairsements for those benefits under the
Medicare Part D program.

(16) Commitments and Contingencies

CenturyLink and QCII are involved in sevdegal proceedings to which we are not a party, tfiaesolved against them, could have a
material adverse effect on their business and €i@hicondition. As a wholly owned subsidiary of @ayLink and QCII, our business and
financial condition could be similarly affected. Yean find descriptions of these legal proceeding3enturyLink's and QCII's quarterly and
annual reports filed with the SEC. Because we ataparty to any of the matters, we have not agtany liabilities for these matters.

Capital Leases

We lease certain facilities and equipmerttar various capital lease arrangements. Depreniafiassets under capital leases is includ:
depreciation and amortization expense. Paymentspital leases are included in repayments of lengridebt, including current maturities in
the consolidated statements of cash flows.
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The table below summarizes our capitaldesdivity:

Successor Predecessor
Nine Months Three Months
Ended Ended Year Ended Year Ended
December 31, March 31, December 31, December 31,
2011 2011 2010 2009

(Dollars in millions)
Assets acquired through capi

leases $ 2 16 11€ 61
Depreciation expens 41 11 28 20
Cash payments towards cap

leases 35 11 25 24

Successor Predecessor
December 31 December 31
2011 2010
(Dollars in millions)
Assets included in property, plant and equipn $ 192 228
Accumulated depreciatic 41 51

The future minimum payments under capéakks as of December 31, 2011 are included inomsotidated balance sheet as follows:

Future Minimum

Payments
(Dollars in millions)

Capital lease obligation

2012 $ 49
2013 45
2014 35
2015 21
2016 2
2017 and thereafte 7
Total minimum payment 15¢
Less: amount representing interest and executats (20
Present value of minimum payme 13¢
Less: current portio (472)
Long-term portion $ 98

Operating Leases

We lease various equipment, office fa@itiretail outlets, switching facilities and othetwork sites. These leases, with few exceptions,
provide for renewal options and escalations thatedther fixed or based on the consumer price inday rent abatements, along with rent
escalations, are included in the computation of expense calculated on a straigihe basis over the lease term. The lease terrmémt lease
includes the initial non-cancelable term plus amyntunder renewal options
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)
(16) Commitments and Contingencies (Continued)

that are reasonably assured. For the successomuinths ended December 31, 2011, our gross rexpahse was $125 million and was
$58 million, $200 million and $206 million for theredecessor three months ended March 31, 201lhamuédecessor years ended
December 31, 2010 and 2009, respectively. We alseived sublease rental income for the same peoifoBis0 million, $4 million,

$15 million, and $18 million, respectively.

The future minimum payments under operdtages as of December 31, 2011 are as follows:

Future Minimum
Payments
(Dollars in millions)

Operating lease:

2012 $ 50
2013 33
2014 27
2015 22
2016 18
2017 and thereafte 36
Total future minimum payments( $ 18¢

(1) Minimum payments have not been reduced by minimulbfesise rentals of $36 million due in the futuredemnon-
cancelable sublease

Purchase Obligation:

We have several commitments primarily f@arketing activities and support services from aetgrof vendors to be used in the ordinary
course of business totaling $245 million as ofgshecessor date of December 31, 2011. Of this amaenéxpect to purchase $70 million in
2012, $80 million in 2013 through 2014, $60 million2015 through 2016 and $35 million in 2017 dmeréafter. These amounts do not
represent our entire anticipated purchases inutued, but represent only those items for whichaneecontractually committed.

(17) Other Financial Information

Other Current Assets

Successol Predecesso
December 31 December 31
2011 2010
(Dollars in millions)

Prepaid expenst $ 57 68
Deferred activation and installation char 18 91
Other 23 22
Total other current asse $ 98 181
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QWEST CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continu ed)

(18) Labor Union Contracts

We are a party to collective bargainingeggnents with our labor unions, the Communicatiomskéts of America and the International
Brotherhood of Electrical Workers. We believe tredations with our employees continue to be gehegalod. Our current four-year collective
bargaining agreements expire on October 6, 2012fAse successor date of December 31, 2011, ermetogovered under these collective
bargaining agreements totaled approximately 13,0083% of all our employees.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES

Conclusion Regarding the Effectiveness of DiscloserControls and Procedures

The effectiveness of our or any systemisgldsure controls and procedures is subject t@icelimitations, including the exercise of
judgment in designing, implementing and evaluatirgycontrols and procedures, the assumptions nsddritifying the likelihood of futur
events and the inability to eliminate misconduanptetely. As a result, there can be no assurarateotir 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 parttign of our management, including our Chief Exa®uOfficer and Chief Financial Officer, v
evaluated the design and operation of our discéosantrols and procedures (as defined in RuleslB58a) and 15d-15(e) of the Securities
Exchange Act of 1934, or the "Exchange Act") aBetember 31, 2011. 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 unéherExchange Act is accumulated and communicateditonanagement, including our Chief
Executive Officer and Chief Financial Officer, imenner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal @biver financial reporting that occurred in theifiln quarter of 2011 that materially affected, or
are reasonably likely to materially affect, oureimtal control over financial reporting.

Management's Report on Internal Control Over Finangal Reporting

Our management is responsible for estahlishnd maintaining adequate internal control diremcial reporting, 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 Frameworksued by the Committee of Sponsoring Organizatidriie 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, 2011.

ITEM9B. OTHER INFORMATION
None.
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PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE
We have omitted this information pursuanGeneral Instruction 1(2).
ITEM 11. EXECUTIVE COMPENSATION
We have omitted this information pursuanGeneral Instruction 1(2).

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

We have omitted this information pursuanGieneral Instruction 1(2).

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS AND DIRECTOR INDEPENDENCE
We have omitted this information pursuanGieneral Instruction 1(2).

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Pre-Approval Policies and Procedures

The Audit Committee of CenturyLink's BoafdDirectors is responsible for the appointmentmpensation and oversight of the work of
our independent registered public accounting flidmder the Audit Committee's charter, the Audit Cattew pre-approves all audit and
permissible non-audit services provided by our peaelent registered public accounting firm. The apakmay be given as part of the Audit
Committee's approval of the scope of the engageofenir independent registered public accountimg fir on an individual basis. The pre-
approval of non-audit services may be delegatexh&or more of the Audit Committee's members, betdecision must be reported to the full
Audit Committee. Our independent registered pubticounting firm may not be retained to performnba-audit services specified in
Section 10A(g) of the Exchange Act.

Fees Paid to the Independent Registered Public Aageting Firm

QCIl first engaged KPMG LLP to be our indedent registered public accounting firm in May 200he aggregate fees billed or alloce
to us for the years ended December 31, 2011 an@ fa0rofessional accounting services, includifgMG's audit of our annual consolidated
financial statements, are set forth in the tablewe

Year Ended Year Ended
December 31, 2011 December 31, 2010
(Dollars in thousands)

Audit fees $ 3,281 2,55¢
Audit-related fee! 137 104
Total fees $ 3,41¢ 2,65¢

KPMG did not provide to us any professioseivices for tax compliance, tax advice or taxiplag in 2011 or 2010.
For purposes of the preceding table, tioéegsional fees are classified as follows:

Audit fees—These are fees billed for tharyghown for professional services performed ferehdit of the consolidated financial
statements included in our Form 10-K filing fortlyaar, the review of condensed consolidated firzustatements included in our Form 10-Q
filings made during that
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year, comfort letters, consents and assistanceamibreview of documents filed with the SEC. Addgs for each year shown include amol
that have been billed through the date of thiadiland any additional amounts that are expectée tulled thereafter.

Audit-related fees—These are fees billedafssurance and related services that were peroimbe year shown and that are traditionally
performed by our independent registered public aeting firm. More specifically, these services i regulatory filings and employee
benefit plan audits. Audit-related fees for eacaryghown include amounts that have been billedugitdhe date of this filing.

The Audit Committee approved in advancefthe services performed by KPMG described above.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDU LES

(a) Documents filed as part of this report:

Page

(1) Report of Independent Registered Public Accounfinm 48
Financial Statements covered by the Report of laddpnt Registered Public Accounting

Firm: 48

Consolidated Statements of Operations for the ssoecenine months ended December
2011, the predecessor three months ended Marc021,and the predecessor years
ended December 31, 2010 and 2! 48
Consolidated Statements Comprehensive Income for the successor nine mamtesc
December 31, 2011, the predecessor three montlesi édrch 31, 2011 and the

predecessor years ended December 31, 2010 anc 50
Consolidated Balance Sheets as of the successootiBecember 31, 2011 and !
predecessor date of December 31, 2 51

Consolidated Statements of Cash Flows for the ssoceine months ended Decembet
2011, the predecessor three months ended Marc031,and the predecessor years
ended December 31, 2010 and 2! 52
Consolidated Statements of Stockholder's Equityfi{idefor the successor nine mont
ended December 31, 2011, the predecessor thredqwsnemded March 31, 2011 and the
predecessor years ended December 31, 2010 anc 53
Notes to the Consolidated Financial Statem 54

(a)(3) and (b) Exhibits required by Item 601 of Riagjon S-K:

Exhibits identified in parentheses below an file with the SEC and are incorporated hebgineference. All other exhibits are provided
as part of this electronic submission.

Exhibit
Number Description
(3.1) Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qw
Corporation's Annual Report on Form 10-K for tharyended December 31, 1997, File
No. 001-03040).

(3.2)
’ Articles of Amendment to the Articles of Incorpdaoat of Qwest Corporation (incorporated
by reference to Qwest Corporation's Quarterly Repoi-orm 10-Q for the quarter ended
June 30, 2000, File No. 0-03040).

(3.3)
) Amended and Restated Bylaws of Qwest Corporatimco(porated by reference to Qwest
Corporation's Annual Report on Form 10-K for tharyended December 31, 2002, File
No. 003-03040).

4.1)

5 Indenture, dated as of April 15, 1990, by and betwilountain States Telephone and
Telegraph Company and The First National Bank at&jo (incorporated by reference to
Qwest Corporation's Annual Report on Form 10-Ktfar year ended December 31, 2002,
File No. 00:-03040).

4.2)

*.2 First Supplemental Indenture, dated as of Aprill¥91, by and between U S WEST
Communications, Inc. and The First National BankChfcago (incorporated by reference to
Qwest Corporation's Annual Report on Form 10-Ktfar year ended December 31, 2002,
File No. 00:-03040).
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Exhibit
Number

Description

(4.3)

(4.4)

(4.5)

(4.6)

4.7

(4.8

(4.9)

(4.10

(4.11

(4.12

(4.13

12

31.1

31.2

Indenture, dated as of October 15, 1999, by ataden U S West Communications, Inc.
and Bank One Trust Company, N.A. (incorporateddignence to Qwest Corporation's
Annual Report on Form -K for the year ended December 31, 1999, File Na-03040).

Officer's Certificate of Qwest Corporation, datedof March 12, 2002 (including forms of 8

71 8% notes due March 15, 2012) (incorporated by refsg¢o Qwest Corporation's Form S-
4, File No. 33-115119).

First Supplemental Indenture, dated as of Augus2@04, by and between Qwest
Corporation and U.S. Bank National Association ¢giporated by reference to Qwest
Communications International Inc.'s Quarterly Répor Form 10-Q for the quarter ended
September 30, 2004, File No. (-15577).

Second Supplemental Indenture, dated as of Nove##)er004, by and between Qwest
Corporation and U.S. Bank National Association ¢giporated by reference to Qwest
Corporation's Current Report on Fori-K filed November 23, 2004, File No. C-03040).

Third Supplemental Indenture, dated as of Jun@Qd5, by and between Qwest Corpora
and U.S. Bank National Association (incorporateddfgrence to Qwest Corporation's
Current Report on Formr-K filed June 23, 2005, File No. 0-03040).

Fourth Supplemental Indenture, dated August 8, 2b@@&nd between Qwest Corporation
and U.S. Bank National Association (incorporateddfgrence to Qwest Corporation's
Current Report on Formr-K filed August 8, 2006, File No. 0-03040).

Fifth Supplemental Indenture, dated May 16, 20§7afid between Qwest Corporation and
U.S. Bank National Association (incorporated byerefice to Qwest Corporation's Current
Report on Form -K filed May 18, 2007, File No. 0(-03040).

Sixth Supplemental Indenture, dated April 13, 2d89and between Qwest Corporation and
U.S. Bank National Association (incorporated byerefice to Qwest Corporation's Current
Report on Form -K filed April 13, 2009, File No. 0C-03040).

Seventh Supplemental Indenture, dated June 8, D@tieen Qwest Corporation and U.S.
Bank National Association (incorporated by refeete Qwest Corporation's Form/filed
June 7, 2011, File No. 0-03040).

Eighth Supplemental Indenture, dated Septembe2@11, between Qwest Corporation and
U.S. Bank National Association (incorporated byerehce to Qwest Corporation's Forr8-
filed September 20, 2011, File Nc-03040).

Ninth Supplemental Indenture, dated October 4, 2B&fiween Qwest Corporation and L
Bank National Association (incorporated by refeeete Qwest Corporation's Current Re|
on Form K filed on October 4, 2011, File No-03040).

Calculation of Ratio of Earnings to Fixed Charg

Chief Executive Officer Certification pursuant teciion 302 of the Sarbanes-Oxley Act of
2002.



32

Chief Financial Officer Certification pursuant teion 302 of the Sarbanes-Oxley Act of
2002.

Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the
Sarbane-Oxley Act of 2002
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Exhibit
Number Description

101 Financial statements from the Annual Report omFd0-K of Qwest Corporation for the
year ended December 31, 2011, formatted in XBRLthé Consolidated Statements
Operations, (ii) the Consolidated Statements of @@mensive (Loss) Income, (iii) the
Consolidated Balance Sheets, (iv) the Consolidgtatements of Cash Flows, (v) the
Consolidated Statements of Stockholder's Equitffi(eand (vi) the Notes to the
Consolidated Financial Statemer

( ) Previously filed

In accordance with Item 601(b) (4) (iii)(&f Regulation S-K, copies of certain instrumeag$ining the rights of holders of
certain of our long-term debt are not filed heréwRursuant to this regulation, we hereby agrdartish a copy of any such

instrument to the SEC upon requg
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, ribgistrant has duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized on March 2, 2012.

QWEST CORPORATION,
A COLORADO CORPORATION

By: /sl DAVID D. COLE

David D. Cole
Senior Vice President—Controller and
Operations Support
(Chief Accounting Officer and
Duly Authorized Officer)

Pursuant to the requirements of the Seéeariixchange Act of 1934, this report has beeresidrelow by the following persons on behalf
of the registrant and in the capacities and ord#ite indicated.

Signature Title

/s/ GLEN F. POST, Il Chief Executive Officer and Preside

(Principal Executive Officer)

Glen F. Post, Il
/sl R. STEWART EWING, JR. Director, Executive Vice President and
Chief Financial Officer
R. Stewart Ewing, J (Principal Financial Officer
/s STACEY W. GOFF
Director

Stacey W. Gof
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Income before income tax
expense

Add: estimated fixed
charges

Add: estimated amortizatic
of capitalized interes

Less: interest capitalize

Total earnings available fi
fixed charge:

Estimate of interest factt
on rentals

Interest expense, includin
amortization of
premiums, discounts an
debt issuance cos

Interest capitalize

Total fixed charge

Ratio of earnings to fixe
charges

QWEST CORPORATION
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

(UNAUDITED)

Successo Predecesso
Nine Months Three Months
Ended Ended
December 31, March 31, Years Ended December 31
2011 2011 2010 2009 2008 2007
(Dollars in millions)
$ 89z 49C 1,87 1,921 2,267 2,44(
34z 171 68¢ 70¢E 671 682
7 2 10 11 12 10
5) ® (12 a9 (@4 (@12
$ 1,237 66C 2,56C 2,627 293¢ 3,12
$ 38 18 62 63 68 62
29¢ 15C 61% 632 58¢ 60¢
5 3 12 10 14 12
$ 34z 171 68¢ 70% 671 682
3.€ 3.9 3.7 3.7 4.4 4.6
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Exhibit 31.1
CERTIFICATION
I, Glen F. Post, lll, certify that:
1. I have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer 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 report;

4, The registrant's other certifying officer and | a@gponsible for establishing and maintaining disete controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15¢)kand internal control over financial reportifag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b) designed such internal control over financial réipgy or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C) evaluated the effectiveness of the registrantdabsre controls and procedures and presentedsimgport our conclusions abi
the effectiveness of the disclosure controls andguaiures, as of the end of the period coveredibyé¢port based on such
evaluation; and

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

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's Board of Directors

a) all significant deficiencies and material weaknedsethe design or operation of internal contradiofimancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apbrt financial information; ar

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

Date: March 2, 2012

/sl GLEN F. POST, lll

Glen F. Post, Il
Chief Executive Officer and Preside
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Exhibit 31.2
CERTIFICATION
I, R. Stewart Ewing, Jr., certify that:
1. I have reviewed this annual report on Form 10-KQufest Corporation;
2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar

make the statements made, in light of the circunt&ts.under which such statements were made, nkadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsatimer 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 report;

4, The registrant's other certifying officer and | a@gponsible for establishing and maintaining disete controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15¢)kand internal control over financial reportifag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

a) designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pneggh

b) designed such internal control over financial réipgy or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamoce with generally accepted accounting princjples

C) evaluated the effectiveness of the registrantdabsre controls and procedures and presentedsimgport our conclusions abi
the effectiveness of the disclosure controls andguaiures, as of the end of the period coveredibyé¢port based on such
evaluation; and

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

5. The registrant's other certifying officer and | balisclosed, based on our most recent evaluatiorteyhal control over financial
reporting, to the registrant's auditors and thetaummmittee of the registrant's Board of Directors

a) all significant deficiencies and material weaknedsethe design or operation of internal contradiofimancial reporting whic
are reasonably likely to adversely affect the itegig's ability to record, process, summarize apbrt financial information; ar

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

Date: March 2, 2012

/sl R. STEWART EWING, JR.

R. Stewart Ewing, Jr.
Executive Vice President and Chief Financial Offi
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Exhibit 32

CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned, acting in his capas the Chief Executive Officer or Chief Finai®fficer of Qwest Corporation ("Qwest"),
certifies that, to his knowledge, the Annual Remort~orm 10-K for the year ended December 31, 20Qwest fully complies with the
requirements of Section 13(a) of the SecuritieshBrge Act of 1934 and that the information contdiimethe Form 10-K fairly presents, in all
material respects, the financial condition and ltesaf operations of Qwest as of the dates andhieiperiods covered by such report.

A signed original of this statement hasrbpevided to Qwest and will be retained by Qwest urnished to the Securities and Exchange
Commission or its staff upon request.

Dated: March 2, 2012 By: /s GLEN F. POST, llI

Glen F. Post, Il
Chief Executive Officer and Preside

Dated: March 2, 2012 By: /sl R. STEWART EWING, JR.

R. Stewart Ewing, Jr.
Executive Vice President and
Chief Financial Officel
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