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GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatnoaie familiar to you. To assist you in readinig thocument, we have provided
below definitions of some of these terms.

Access Line<Telephone lines reaching from the custc’s premises to connection with the public switched telephone nekw
When we refer to our access lines we mean all @ssmrmarkets, wholesale and business access ligkgling those used by us and
our affiliates.

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

Competitive Local Exchange Carriers (CLECTelecommunications providers that compete withnuysroviding local voice service
in our local service are

Data Integration.Voice and data telecommunications customer prengigagpment (CPE) and associated professional s,
including network management, the installation arantenance of data equipment and the buildingabpetary fiber-optic
broadband networks, for our governmental and bssicastomer:

Frame RelayA high speed data switching technology primarilgdiso interconnect multiple local networ

Incumbent Local Exchange Carrier (ILE(A traditional telecommunications provider, sucitagest Corporation, that, prior to the
Telecommunications Act of 1996, had the exclusigbtrand responsibility for providing local telecoranications services in its
local service are

Integrated Services Digital Network (ISDIA telecommunications standard that uses digitalstreission technology to supp:
voice, video and data communications applicatiores cegular telephone line

Interexchange Carriers (IXCsTelecommunications providers that provide longatise services to end-users by handling calls that
extend beyond a custon’s local exchange service ar

InterLATA lon¢distance serviceTelecommunications services, includi“80C" services, that cross LATA boundari

Internet Dial Access<Provides ISPs and business customers with a comipsete, reliable and cost-effective dial-up network
infrastructure

Internet Protocol (IP) Those protocols that facilitate transferring infation in packets of data and that enable each pack
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraadnend to confirm that
message has been accurately transmitted and rdc

Internet Service Providers (ISPBusinesses that provide Internet access to retaibmers

IntraLATA lon¢-distance serviceS.hese services include calls that terminate outsidaller’s local calling area but within their
LATA, including wide area telecommunications seevar “800” services for customers with geograpliycaighly concentrated
demand

Local Access Transport Area (LAT.A geographical area associated with the provisfcelecommunications services by los
exchange and long distance carriers. There are AB3s in the United States, of which 27 are in ddrstate local service are

Local Calling Area A geographical area, usually smaller than a LATA&him which a customer can make telephone callbouit
incurring lon¢-distance charges. Multiple local calling areas galhemake up a LATA

Private LinesDirect circuits or channels specifically dedicatedhe use of an end-user organization for the geef directly
connecting two or more site
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* Public Switched Telephone Network (PSTThe worldwide voice telephone network that is asii#e to every person with
telephone equipped with dial tor

* Unbundled Network Elements (UNEB)screte elements of our network that are soldeaséd to competitive telecommunications
providers and that may be combined to provide the&il telecommunications servict

» Virtual Private Network (VPN)A private network that operates securely withirualjz network (such as the Internet) by means of
encrypting transmission

* Voice over Internet Protocol (VolFAn application that provides re-time, twc-way voice capability originating in the Interr
protocol over a broadband connecti

* Web HostingThe providing of space, power and bandwidth in dataters for hosting of custom’ Internet equipment as well
related service:

* Wide Area Network (WANA communications network that covers a wide gedgiaprea, such as a state or country. A WAN
typically extends a local area network outsidelthitding, over telephone common carrier lines i io other local area networks in
remote locations, such as branch offices -home workers and telecommute
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

QWEST CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005

(Dollars in millions)
Operating revenug

Operating revenu $2,22( $2,21¢ $ 6,68 $6,74¢
Operating reveni—affiliates 25€ 251 732 814
Total operating revent 2,47¢ 2,47( 7,414 7,56:
Operating expense
Cost of sales (exclusive of depreciation and armmatitin) 53E 554 1,57¢ 1,611
Cost of sale—affiliates 60 56 16¢ 174
Selling, general and administrati 447 43¢ 1,33 1,30¢
Selling, general and administrat—affiliates 257 274 79€ 82¢
Depreciatior 52E 587 1,57: 1,744
Capitalized software amortizatic 64 79 204 25E
Total operating expens 1,88¢ 1,98: 5,65:¢ 5,922
Other expense (incon—net:
Interest expen—net 154 15E 462 45t
Loss on early retirement of d—net 9 — 9 37
Other—net (4) (8) (8) (15)
Total other expense (incon—net 15¢ 147 464 477
Income before income tax 42¢ 34C 1,29i 1,164
Income tax expens (152 (130) (479) (442
Net income $ 277 $ 21C $ 824 $ 722

The accompanying notes are an integral part oktobeadensed consolidated financial statements.

1
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QWEST CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS
(UNAUDITED)

December 31

2005

(Dollars in millions)

September 3C
2006
ASSETS
Current asset:
Cash and cash equivalel $ 23t
Shor-term investment 42
Accounts receivable (less allowance of $56 and &hectively’ 1,007
Accounts receivab—affiliates 16t
Deferred income taxe 11t
Prepaid expenses and other current a: 21¢
Total current asse 1,78:
Property, plant and equipm~—net 13,27(
Capitalized softwar—net 45¢
Prepaid pension ass 971
Other asset 267
Total asset $ 16,75!
LIABILITIES AND STOCKHOLDER 'S EQUITY
Current liabilities:
Current borrowing: $ 71
Accounts payabl 44¢
Accounts payab-affiliates 541
Dividends payab—QSC 20t
Accrued expenses and other current liabili 66<
Deferred revenue and advance billit 47C
Total current liabilities 2,40
Long-term borrowings (net of unamortized debt discodr#i®?7 and $129, respectivel 7,61(
Pos-retirement and other pi-employment benefit obligatior 2,82
Deferred revenu 182
Deferred income taxe 1,661
Other lon¢-term liabilities 27C
Total liabilities 14,95;
Commitments and contingencies (Note
Stockholde’'s equity:
Common stoc—one share without par value, owned by G 10,19°
Accumulated defici (8,396
Total stockholde's equity 1,801
Total liabilities and stockhold’s equity $ 16,75!

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

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

Operating activities
Net income
Adjustments to reconcile net income to net caskigea by operating activitie!
Depreciation and amortizatic
Provision for bad det—net
Deferred income taxe
Loss on early retirement of d—net
Other nor-cash charge—net
Changes in operating assets and liabilil
Accounts receivabl
Accounts receivab—affiliates
Prepaid expenses and other current a:
Accounts payable and accrued expenses and othentliabilities
Accounts payab—affiliates
Deferred revenue and advance billit
Other nor-current assets and liabiliti
Cash provided by operating activiti
Investing activities
Expenditures for property and equipment and intalegassets (net of tax refund of $33 million in 2D
Interest in net proceeds from investments manageg3C
Proceeds from sale of property and equipn
Other
Cash used for investing activiti
Financing activities
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Dividends paid to QSt¢
Other
Cash used for financing activiti
Cash and cash equivaler
Increase (decrease) in cash and cash equivi
Beginning balanc
Ending balanci

Nine Months Ended
September 30,

2006

2005

(Dollars in millions)

$ 824

1,77
50

(241)
9

12

(39)
(38
30

4
(70)
(33
44
2,33(

(916)
(34)

The accompanying notes are an integral part oktheadensed consolidated financial statements.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Unless the context requires otherwise, referenaékis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,”
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe$XCII” refer to our ultimate parent
company, Qwest Communications International Ined &s consolidated subsidiaries.

Note 1: Basis of Presentation

These condensed consolidated interim financiaéstahts are unaudited and are prepared in accordaiicthe instructions for Form 10-
Q. In compliance with those instructions, certaiformation and footnote disclosures normally inelddn consolidated financial statements
prepared in accordance with accounting principkysegally accepted in the United States of AmeriGAQP”) have been condensed or
omitted.

In the opinion of management, these statementadedll the adjustments necessary to fairly presentondensed consolidated results
of operations, financial position and cash flow®aSeptember 30, 2006 and for all periods presefteese condensed consolidated financial
statements should be read in conjunction with tidited consolidated financial statements and thesihereto included in our annual repot
Form 10-K for the year ended December 31, 2005“@h85 Form 10-K”). The condensed consolidated Itesaf operations for the three and
nine months ended September 30, 2006 and the ceadeonsolidated statement of cash flows for the mionths ended September 30, 2006
are not necessarily indicative of the results ehdéows expected for the full year or of the résure would have incurred had we operated as &
stand-alone entity during the periods presented.

Certain prior period balances have been recladsificonform to the current presentation.

Use of Estimates

Our condensed consolidated financial statementprapared in accordance with GAAP. These accoumtiimgiples require us to make
certain estimates, judgments and assumptions. \ilvbéhat the estimates, judgments and assumpti@ue when accounting for items and
matters such as, but not limited to, long-term xts, customer retention patterns, allowance éordebts, depreciation, amortization, asset
valuations, internal labor capitalization rategoneerability of assets, impairment assessmentsloye@ benefits, taxes, reserves and other
provisions and contingencies are reasonable, bas@dormation available at the time they are madeese estimates, judgments and
assumptions can affect the reported amounts ofsaaed liabilities as of the date of the conderetsolidated financial statements, as well as
the reported amounts of revenue and expenses dhengeriods presented. We also assess potergi@dan relation to threatened or pending
legal matters and, if a loss is considered probabtethe amount can be reasonably estimated, wgmee an expense for the estimated loss.
Actual results could differ from these estimatese 8lote 5—Commitments and Contingencies.

Allocations from Affiliates

We purchase services from our affiliates. Theseises include marketing and advertising, informatiechnology, product and technical
services as well as general support services. filliates charge us for these services based okaeharice or fully distributed cost (“FDC”).
Most services are priced by applying an FDC methago FDC rates are determined using salary ratbgh include factors for payroll taxes,
employee benefits, facilities and overhead costseiéver possible, costs are directly assigned foruke services we

4
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

use. If costs cannot be directly assigned, theyaboeated among all affiliates, including QC, tdhsgon cost usage measures; or if no cost
usage measure is available, these costs are &ltbbased on a general allocator. From time to tip€&] adjusts the basis for allocating the
costs of a shared service among affiliates. Suahgds in allocation methodologies are generallgdijprospectively.

Depreciation and Amortizatiot

Property, plant and equipment are shown net ofraatated depreciation on our condensed consolidzdéthce sheets. As of
September 30, 2006 and December 31, 2005, acclwedudapreciation was $30.4 billion and $29.3 billimspectively.

Capitalized software is shown net of accumulatedréimation on our condensed consolidated balaneetshAccumulated amortization
was $1.1 billion and $861 million as of Septemb@r2006 and December 31, 2005, respectively.

Recently Adopted Accounting Pronouncemel

In May 2005, the Financial Accounting Standardsfda-ASB”), as part of an effort to conform to émhational accounting standards,
issued Statement of Financial Accounting Stand@®IEAS”) No. 154, “Accounting Changes and Error f&ations” (“SFAS No. 154”), which
was effective for us beginning on January 1, 2@¥AS No. 154 requires that all voluntary changescicounting principles be retrospectively
applied to prior financial statements as if thamgiple had always been used, unless it is imprabte to do so. When it is impracticable to
calculate the effects on all prior periods, SFAS Na4 requires that the new principle be appliethéoearliest period practicable. The adoption
of SFAS No. 154 has not had a material effect arfioancial position or results of operations.

Effective January 1, 2006, we adopted SFAS No.RP3Chare-Based Payment” (“SFAS No. 123(R)"), whievises SFAS No. 123,
“Accounting for Stock-Based Compensation.” See Nbter additional information on this recently atiegh accounting pronouncement.

Recently Issued Accounting Pronouncemel

In July 2006, the FASB issued FASB Interpretatian M8, “Accounting for Uncertainty in Income Taxd&8IN 48"), which is effective
for us beginning on January 1, 2007. The validftamy tax position is a matter of tax law, and getig there is no controversy about
recognizing the benefit of a tax position in a camgs financial statements when the degree of denfie is high that the tax position will be
sustained upon examination by a taxing authorigweler, in some cases, the law is subject to vamiedpretation, and whether a tax position
will ultimately be sustained may be uncertain. &srFIN 48 establishes a different process to nreake impact of uncertainty associated \
the income tax provision than we are currently gsishnder FIN 48, the impact of an uncertain incdeeposition on the income tax provision
must be recognized at the largest amount that ie fileely than not to be sustained upon audit lyrilevant taxing authority. An uncertain
income tax position will not be recognized if itshiass than a 50% likelihood of being sustainel. 48 also requires additional disclosures
about unrecognized tax benefits associated witlemaic income tax positions and a reconciliatiothef change in the unrecognized benefit.
We currently recognize an uncertain income taxtmosrelated to the timing of recognition if we amore likely than not to prevail. For
uncertain income tax positions not related to tomif recognition, we recognize the position ifsitgrobable that

5
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

we will prevail. We are evaluating the impact oNF48 on our financial statements. The standardéskees a lower threshold for recognizing
the benefit of some uncertain tax positions tharhese historically used. Therefore, the adoptiomaddave a significant impact on our
financial statements.

In September 2006, the Securities and Exchange Gssion (“SEC”) issued Staff Accounting Bulletin Nt08, “Considering the Effects
of Prior Year Misstatements when Quantifying Misstaents in Current Year Financial Statements” (“SKIB”), which is effective for us
beginning with our fiscal year ending on DecembkrZ006. Additionally, in September 2006, the FAS&ied SFAS No. 157, “Fair Value
Measurements,” which is effective for us beginniaguary 1, 2008 and provides a definition of faiue, establishes a framework for
measuring fair value, and expands disclosures dhoutalue measurements for future transactions.d& not expect the adoption of these
pronouncements to have an impact on our finantaaééments.

Also in September 2006, the FASB issued SFAS N8, Ibmployers’ Accounting for Defined Benefit Pemsiand Other Postretirement
Plans-An amendment of FASB Statements No. 87,88, dnd 132(R)” (“SFAS No. 158"). SFAS No. 158 meg@nts the first phase of the
FASB'’s two phase project to reconsider defined benefispn and other postretirement plan accountindSSNo. 158 requires recognition
the over-funded or under-funded status of a defregtefit postretirement plan as an asset or lighilia company’s statement of financial
position and requires a company to recognize ctamgthat funded status in comprehensive incomhberyear in which the changes occur.
SFAS No 158 also requires measurement of the fuati¢ds of a plan as of the date of its year-eagstent of financial position. Phase two
will be a comprehensive examination of accountorgdefined benefit pension and other postretirerparis and may reconsider the guidance
of SFAS No. 158.

The guidance of SFAS No. 158 is effective for usain steps. Step one is effective for us beginmiith our fiscal year ending on
December 31, 2006 and requires us to recognizeionamsolidated balance sheet the over-funded d@ersfunded amount of our defined
benefit postretirement plans. This amount is defiag the difference between the fair value of plssets and the benefit obligation. We are
required to recognize as a component of other cehgmsive income, net of tax, the actuarial gainkslasses and the prior service costs and
credits that arise but are not currently requitele recognized as components of net periodic berwestt. Other comprehensive income is then
adjusted as these amounts are later recognizethizame as components of net periodic benefit ddst. adoption of step one requires us to
record on our consolidated balance sheet incréagesst-retirement and other post-employment béoéfigations and increases in
accumulated other comprehensive loss. The adopfietep one could have a significant impact onfmancial statements. Step two is
effective for us beginning with our fiscal year erglon December 31, 2008 and requires us to disdtothe notes to our financial statements
additional information about the expected effectset periodic benefit cost of delayed recognitibthe actuarial gains and losses and the
prior service costs and credits. It also requilissldsure of information about any transition assetbligation remaining from the application
of pre-existing rules and requires a year end nreagnt date. We currently use December 31 as tiasunement date of the funded status of
our plans, which is the same date as our year ensbtidated balance sheet. We do not expect thaetiadoof step two to have an impact on
financial statements.

Note 2: Stock-Based Compensation

Effective January 1, 2006, we adopted SFAS No.RR3Frior to 2006, we accounted for awards of Lk granted to our employees
under the intrinsic-value recognition and measurgmpenciples of Accounting

6
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)

FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Principles Board Opinion No. 25, “Accounting foilo8k Issued to Employees” (“APB No. 25"). HoweveFAS No. 123(R) requires that
compensation expense be measured using estimates fair value of all stock-based awards and aglh new awards and to awards
modified, repurchased, or cancelled after DeceritheP005, as well as to the unvested portion ofrdsvautstanding as of January 1, 2006.

We are applying the “modified prospective methant’fecognizing the expense over the remaining nggteriod for awards that were
outstanding but unvested at January 1, 2006. Wthéemodified prospective method, we have not adflitie financial statements for periods
ended prior to December 31, 2005. Compensationac@shg from stockased awards granted to our employees is recogagzegpense usir
the straight-line method over the vesting period @rincluded in the cost of sales and selling egelhnand administrative expense in our
condensed consolidated statements of operatiomstofél compensation cost for awards of QCII sipanted to our employees was less than
$1 million for the three and nine months ended &aper 30, 2006. Because we purchase a significantiat of services from our parent, the
direct stock-based compensation costs recorded ligristockbased awards granted to our employees are notsmtesndicative of the cos
we would have incurred had we operated as a stiame-antity during the periods presented.

The following table illustrates the effect on netame for the three and nine months ended Septe3@h@005 as if compensation costs
arising from stock-based awards of QCII stock ggdrib our employees had been determined basecddaittvalue at the grant dates:

September 30, 2005
Three Months

Nine Months
Ended Ended
(Dollars in millions)
Net income:
As reportec $ 21C $ 722

Deduct: Total stock-based employee compensatioaresgdetermined
under the fair-valudased method for all awards, net of related tasctd

of $26 and $33, respective (42) (59
Pro forma net incom $ 16€ $ 66€&

Our direct parent also adopted SFAS No. 123(R)amnudry 1, 2006, and as a result of its increasstbcib increased its billings to us
during the three and nine months ended Septemh@086 by approximately $3 and $10 million, respety. These costs are not directly
assigned, but are billed to us based on a genlezehtor and are included in the selling, general administrative—affiliates expense line in
our condensed consolidated statements of operathansf September 30, 2006, QCII had $56 millioriaiél unrecognized compensation cost
related to unvested stock-based awards, whichlit@dognize over the remaining weighted averagsting terms of 2.8 years, and because our
direct parent will continue to record such stockdzthcompensation, it will continue to bill a pontiof such costs to us. However, based on the
many factors that affect the allocation, the amdhat is ultimately billed to us as a result ofcétdnased compensation recorded at our direct
parent may fluctuate.
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)
Note 3: Borrowings
As of September 30, 2006 and December 31, 2005 awowings, net of discounts and premiums, coedisf the following:

September 3C December 31
2006 2005
(Dollars in millions)
Current borrowings

Current portion of lon-term borrowings $ 70 $ —

Current portion of capital lease obligatic 1 1
Total current borrowing $ 71 $ 1
Long-term borrowings

Long-term notes $ 7,602 $ 7,66(

Long-term capital lease obligatiol 8 4
Total lon¢-term borrowings $ 7,61( $ 7,664

On August 8, 2006, we issued $600 million aggregatecipal amount of our 7.5% Notes due 2014. Toees are unsecured obligations
and rank equally in right of payment with all ofrather unsecured and unsubordinated indebtedfibescovenant and default terms are
substantially the same as those associated witbtber long-term debt. We plan to file an exchaoffer registration statement with the SEC
for a new issue of substantially identical notegigtered under the Securities Act of 1933, as am@éndithin 315 calendar days of the date of
issuance of the notes. If we fail to file this ggation statement or fail to satisfy other obligas under the registration rights agreement
relating to the notes, we will be required to pdgitional interest on the notes at a rate of 25%shaaints per year. The net proceeds of
approximately $592 million have been or will be diser general corporate purposes, including repayrogindebtedness and funding and
refinancing investments in our telecommunicatiossess. Concurrent with the issuance of the notegsalled the remaining $500 million
aggregate principal amount of our floating ratentésan maturing in June 2007, plus accrued intexe$8 million. The prepayment resulted in
a loss on early retirement of debt of $9 million.

On September 21, 2006, we also redeemed the remga#8D million aggregate principal amount of oury&ar 6.25% debentures due
January 1, 2007 at face value plus accrued intefegt million.

Note 4: Contribution to QCIl Segments

Our operations are integrated into and are pati@egments of the QCII consolidated group. Thef dperating decision maker
(“CODM") for us is the same as that for the condated group. The CODM makes resource allocatiorsibes and assessments of financial
performance for the consolidated group based oeliwé services, wireless services and other segtient Our business contributes to the
segments reported by QCII, but the QCIl CODM redewr financial information only in connection witkir quarterly and annual reports that
we file with the SEC. Consequently, we do not pdevour discrete financial information to the CODNaregular basis.

8
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QWEST CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S—(Continued)
FOR THE THREE AND NINE MONTHS ENDED SEPTEMBER 30, 2006
(UNAUDITED)

Revenue derived from external customers for theetland nine months ended September 30, 2006 ahd280mmarized in the
following table:

Three Months Ended Nine Months Ended
September 30, September 30,
2006 2005 2006 2005
(Dollars in millions)
Voice service: $ 1,55¢ $ 1,66¢ $4,76¢ $5,09¢
Data and Internet servic 65¢ 54t 1,90: 1,63¢
Other service 5 6 15 13
Total operating revent $ 2,22( $ 2,21¢ $6,68: $6,74¢

Voice servicesvoice services revenue includes local voice, IN&8A long-distance voice and access services. Looigle services
revenue includes basic local exchange, switchingaeced voice, operator and collocation servicescastom calling features. Local voice
services revenue also includes the provisioningedivork transport, billing services and accessutolacal network on a wholesale basis.
IntraLATA long-distance voice services revenuetigs IntraLATA long-distance services within ourdbservice area. Access services
revenue includes fees charged to other data aacbt®munications providers to connect their custsraad their networks to our network.

Data and Internet serviceBata and Internet services revenue includes datécse (such as traditional private lines, wholegaivate
lines, and WAN) and Internet services (such as-sjgged Internet and ISDN).

Other servicesOther services revenue is predominantly derivechftioe sublease of some of our real estate, suspaa® in our office
buildings, warehouses and other properties.

Affiliate services revenue is derived from telecoumications and other services provided to ouriaféd entities. In addition to voice
services, data and Internet services and otheicesiwe provide to our affiliates sales and mamnkeservices relating to our affiliategfoducts
and services and other miscellaneous servicesidimg billing and collection services.

Depending on the products or services purchasedstamer may pay an up-front or monthly fee, a esdmrge or a combination of
these.

While revenue from affiliates provided approximgtesn percent of our total operating revenue, waaltchave any single customer that
provides more than ten percent of our total revedereved from external customers.

Note 5: Commitments and Contingencies

QCllis involved in several legal proceedings taaskhhwe are not a party that, if resolved againstiQeuld have a material adverse
effect on our business and financial condition. Ngge included below a discussion of these mattegether with a discussion of those matters
to which we are a party (primarily the matter dissed below under the heading “Regulatory Matted' twe matter discussed below under the
heading “DOJ Investigation and Remaining Securitiesons — Other”). Only those matters to which ave a party represent contingencies for
which we have recorded, or could reasonably arieipecording, an accrual if appropriate to do so.
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Throughout this note, when we refer to a clasoads “putative” it is because a class has beegedl, but not certified in that matter.
Until and unless a class has been certified bythet, it has not been established that the narfaudtiffs represent the class of plaintiffs they
purport to represent.

Settlement of Consolidated Securities Acti

Twelve putative class actions purportedly broughbehalf of purchasers of QCII’s publicly tradedsdties between May 24, 1999 and
February 14, 2002 were consolidated into a conatditisecurities action pending in federal distairt in Colorado. The first of these actions
was filed on July 27, 2001. Plaintiffs alleged, amg@ther things, that defendants issued false aslgading financial results and made false
statements about QCII's business and investmertdisiding making materially false statements inaierof QCII’s registration statements. T
most recent complaint in this matter sought undietcompensatory damages and other relief. Howeeemsel for plaintiffs indicated that
the putative class would seek damages in the teiniflions of dollars.

On November 23, 2005, QCII, certain other deferglaantd the putative class representatives entetecid filed with the federal distr
court in Colorado a Stipulation of Partial Settlernthat, if implemented, will settle the consoliglétsecurities action against QCIl and certain
other defendants. In September 2006, the fedestalaticourt in Colorado issued an order approvivgproposed settlement on behalf of
purchasers of QCII's publicly traded securitiesn®tn May 24, 1999 and July 28, 2002. The ordeuligest to appeal.

Under the settlement, QCII will pay a total of $4@dlion in cash—$100 million of which was depositito an escrow account in the
first quarter of 2006, $100 million of which waspdsited on October 27, 2006, and $200 million ofoltwill be deposited on January 15,
2007, plus interest on the $200 million at 3.75%yw&r for the period from October 29, 2006 throdghuary 14, 2007.

The settlement resolves and releases the individamhs of the class representatives and the clafitise class they represent against
QCIl and all defendants except Joseph Nacchio, @€itmer chief executive officer, and Robert Wadaiir QClI's former chief financial
officer. As part of the settlement, QCII receivekD3nillion from Arthur Andersen LLP, which is albeing released by the class represente
and the class they represent. If the settlemeamtisiltimately effected, QCII will repay the $10lhein to Arthur Andersen. No parties admit
any wrongdoing as part of the settlement.

As noted below under “Remaining Securities Actibaspumber of persons, including large pension &jneere excluded from the
settlement class at their request. Some of thesg@efunds have filed individual suits against QQICII will vigorously defend against such
claims.

Settlement of Consolidated ERISA Actic

Seven putative class actions purportedly brougairsg QCIl on behalf of all participants and bedciefies of the Qwest Savings and
Investment Plan and predecessor plans, or the fftem March 7, 1999 until January 12, 2004 haventmmnsolidated into a consolidated ac
in federal district court in Colorado. Other defants in this action include current and former ctives of QCII, former officers and employees
of QCII and Deutsche Bank Trust Company Americafeutsche Bank (formerly doing business as Bankerst Company). These suits also
purport to seek relief on behalf of the Plan. Tingt bf these actions was filed in March 2002. ®i#fs assert breach of fiduciary duty claims
against QCII and others under the Employee
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Retirement Income Security Act of 1974, as amendielging, among other things, various impropriefiemanaging holdings of QCII stock
the Plan. Plaintiffs seek damages, equitable anthggory relief, along with attorneys’ fees andtscand restitution. Counsel for plaintiffs
indicated that the putative class would seek biliof dollars of damages.

On April 26, 2006, QCII, the other defendants, #reputative class representatives entered intipal&ion of Settlement that, if
implemented, will settle the consolidated ERISA@ttQCII has deposited $33 million in cash inteettlement fund for the benefit of the Plan
in connection with the proposed settlement. Dewtd&taink has deposited $4.5 million in cash intotdeseent fund for the benefit of the Plar
settle the claims against it in connection with pheposed settlement. No parties admit any wrorgglas part of the proposed settlement. ¢
received certain insurance proceeds as a conwibby individual defendants to this settlement,chitoffset $10 million of QCII's $33 million
payment. If the settlement is not ultimately eféetQCII will repay these insurance proceeds. bfitamh to the $33 million cash settlement,
QCII has also agreed to pay, subject to certaitingencies, the amount (if any) by which the Plaesovery from the settlement of the
consolidated securities action is less than $20amillf approved by the district court, the propdssettiement will settle and release the claims
of the class against QCII and all other defendentse consolidated ERISA action. The federal @isttourt in Colorado has issued orders
(1) preliminarily approving the proposed settlemé&R} setting a hearing for November 17, 2006 tesider final approval of the proposed
settlement, and (3) certifying a settlement clasbehalf of participants in and beneficiaries @& Blan who owned, bought, sold or held shares
or units of the Qwest Shares Fund, U S WEST SHauwad or QCII common stock in their Plan accountsnfiMarch 7, 1999 until January 12,
2004. The proposed settlement is subject to reviewappeal if the district court were finally to apye it.

DOJ Investigation and Remaining Securities Actio

The Department of Justice, or DOJ, investigatioth e securities actions described below presetermband significant risks to QCII.
The size, scope and nature of the restatement€tfszonsolidated financial statements for 2008l @000, which are described in QCII's
previously issued consolidated financial stateméortthe year ended December 31, 2002, or QClIG22Binancial Statements, affect the risks
presented by this investigation and these actm#hese matters involve, among other things, @@lior accounting practices and related
disclosures. Plaintiffs in certain of the secustéetions have alleged QCII's restatement of itenssipport of their claims. We can give no
assurance as to the impacts on our or QCII's fir@mesults or financial condition that may ultirat result from these matters.

QCII has a reserve recorded in its financial statgs for the minimum estimated amount of loss Q€lieves is probable with respect to
the remaining securities actions described belowedkas any additional actions that may be broloyhparties that, as described below under
“Remaining Securities Actions,” have opted outhd settlement of the consolidated securities ac@®l has recorded its estimate of the
minimum liability for these matters because nomeate of probable loss for these matters is a bestémate than any other amount. If the
recorded reserve is insufficient to cover theseensit QCII will need to record additional chargedt$ consolidated statement of operations in
future periods. The amount QCII has reserved fese¢matters is its estimate of the lowest endeptissible range of loss. The ultimate
outcomes of these matters are still uncertain hacdmount of loss QCII may ultimately incur coudubstantially more than the reserve it
provided.

QCII continues to defend against the remaining stes actions described below vigorously and igently unable to provide any
estimate as to the timing of the resolution of ¢hastions. Any settlement of or
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judgment in one or more of these actions substfnimexcess of QC’s recorded reserves could have a significant impadCll, and QCII
can give no assurance that it will have the resmiavailable to pay any such judgment. The magaitdidny settlement or judgment resulting
from these actions could materially and advers#icaQCII's financial condition and ability to meis debt obligations, potentially impacting
its credit ratings, its ability to access capitalrkets and its compliance with debt covenantsdtiten, the magnitude of any such settlement
or judgment may cause QCII to draw down signifibanh its cash balances, which might force QClbktain additional financing or explore
other methods to generate cash. Such methods icmlddie issuing additional securities or sellingets. As a wholly owned subsidiary of
QCII, our business operations and financial coaditivould be similarly affected.

The terms and conditions of applicable bylaws,ifieates or articles of incorporation, agreementaplicable law may obligate QCII to
indemnify its current and former directors, offis@nd employees with respect to certain liabiliteesd QCII has been advancing legal fees and
costs to many current and former directors, officand employees in connection with the DOJ invatitig, securities actions and certain other
matters.

DOJ Investigation

On July 9, 2002, QCII was informed by the U.S. Atey’s Office for the District of Colorado of a irinal investigation of QCII's
business. QCII believes the U.S. Attorney’s Offiees investigated various matters that include &eticns related to the various adjustments
and restatements described in QCII's 2002 Finar8tatements, transactions between QCII and cesfata vendors and certain investments in
the securities of those vendors by individuals eissed with QCII, and certain prior disclosures mag QCII. QCII is continuing in its efforts
to cooperate fully with the U.S. Attorney’s Offigeits investigation. However, QCII cannot predio¢ outcome of this investigation or the
timing of its resolution.

Remaining Securities Actions

QCIl is a defendant in the securities actions diesdrbelow. At their request, plaintiffs in thesgians were excluded from the settlement
class of the consolidated securities action. Assalt, their claims were not released by the distourt's order approving the settlement of the
consolidated securities action. These plaintifigeheariously alleged, among other things, that Q@U others violated federal and state
securities laws, engaged in fraud, civil conspiraoy negligent misrepresentation, and breachedifiduduties owed to investors by issuing
false and misleading financial reports and statésyéalsely inflating revenue and decreasing expgnsreating false perceptions of revenue
and growth prospects and/or employing improper aieting practices. Other defendants in one or mbtkese actions include current and
former directors of QCII, former officers and emyses of QCII, Arthur Andersen LLP, certain investrinleanks and others. Plaintiffs
variously seek, among other things, compensatodypamitive damages, restitution, equitable andateatbry relief, prgudgment interest, cos
and attorneys’ fees.
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Together, the parties to these lawsuits contericttiey have incurred losses resulting from therestments in QCII’s securities in excess
of $1.51 billion; they have also asserted claimpimitive damages and interest, in addition tint$ato recover their alleged losses.

Plaintiff(s) Date Filed Court Where Action Is Pending
State of New Jersey (Treasury Department, Divisit November 27, 200 New Jersey Superior Court, Merc
Investment County
California State Teachers’ Retirement System December 10, 2002 Superior Court, State of California,
County of San Francisc
State Universities Retirement System of Illinois January 10, 2003 Circuit Court of Cook County,
lllinois
Stichting Pensioenfonds ABP (SP February 9, 200 Federal District Court in Colorac
Shriners Hospital for Childre March 22, 200 Federal District Court in Colorac
Teacher Retirement System of Louisial March 30, 200« Federal District Court in Colorac
A number of New York City pension and retiremenida September 22, 20( Federal District Court in Colorac
New York State Common Retirement Ft April 18, 2006 Federal District Court in Colorac
San Francisco Employees Retirement Sys April 18, 2006 Federal District Court in Colorac
Fire and Police Pension Association of Color April 18, 2006 Federal District Court in Colorac
Commonwealth of Pennsylvania Public School Emple’ May 1, 200€ Federal District Court in Colorac
Retirement Syster
Merrill Lynch Investment Master Basic Value Trustrid, June 21, 2006 Federal District Court in Colorado
et al.
Denver Employees Retirement P August 7, 200¢ Federal District Court in Colorac
FTWF Franklin Mutual Beacon Fund, et al. October 17, 2006 Superior Court, State of California,

County of San Francisc

At their request, other persons (including largesien funds) who have not yet filed suit were agoluded from the settlement class. As
a result, their claims were not released by theragproving the settlement of the consolidatedrities action. QCII expects that some of
these other persons will file actions againstiit i unable to resolve those matters amicablyhénaggregate, the persons who have requested
exclusion from the settlement class, excluding éhisted in the table above, contend that they lramerred losses resulting from their
investments in QCII's securities of approximately® billion, which does not include any claims pomitive damages or interest. Due to the
fact that many of the persons who requested exxoidsom the settlement class have not filed lavesitiiis difficult to evaluate the claims that
they may assert. Regardless, QCII will vigorousdfethd against any such claims.

Other

A putative class action purportedly brought on Wiebigpurchasers of QCII's stock between June Z®)®and June 27, 2002 and owners
of U S WEST, Inc. stock on June 28, 2000 is pendingolorado in the District
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Court for the County of Boulder. We are also a ddét in this action. This action was filed on J@@e2002. Plaintiffs allege, among other
things, that QCII and other defendants issued fatgsemisleading statements and engaged in impeg@e&unting practices in order to
accomplish the U S WEST/Qwest merger, to make @@bear successful and to inflate the value of @&tidck. Plaintiffs seek unspecified
monetary damages, disgorgement of illegal gainsodimer relief.

KPNQwest Litigation/Investigatior
Settlement of Putative Securities Class Action

A putative class action is pending in the federstritt court for the Southern District of New Yoalgainst QCII, certain of its former
executives who were also on the supervisory boakPdNQwest, N.V. (of which QCII was a major sharkt®es), and others. This lawsuit was
initially filed on October 4, 2002. The current golaint alleges, on behalf of certain purchasensPNQwest securities, that, among other
things, defendants engaged in a fraudulent scheehéeceptive course of business in order to inf&®&lQwest’s revenue and the value of
KPNQwest securities. Plaintiffs seek compensatamages and/or rescission as appropriate agairestdigits, as well as an award of
plaintiffs’ attorneys’ fees and costs. On Februzr2006, QCII, certain other defendants and thatpugt class representative in this action
executed an agreement to settle the case againka@Ccertain other defendants. Under the settiéragreement, QCII has deposited
$5.5 million in cash into a settlement fund on Bebathe settlement class, and no later than 3&dallowing final approval by the court, Q(
will issue shares of its stock to the settlementfthen valued at $5.5 million as additional coaesadion for the settlement. The settlement
agreement would settle the individual claims ofpli¢ative class representative and the claimseotliiss he purports to represent against QCII
and all defendants except Koninklijke KPN N.V. a/lRoyal KPN N.V., Willem Ackermans, Eelco Blok, gobrechsel, Martin Pieters, and
Rhett Williams. Those defendants are parties tepasate proposed settlement agreement with théymutdass representative. The federal
district court for the Southern District of New Ydnas issued orders (1) preliminarily approving pheposed settlements, (2) setting a hearing
for January 4, 2007 to consider final approvalhef proposed settlements, and (3) certifying aesettht class on behalf of purchasers of
KPNQwest’s publicly traded securities from NovemBgfl999 through May 31, 2002.

QClI's settlement agreement with the putative cltagsesentative is subject to a number of conditamd future contingencies. Among
others, it (i) requires final court approval; fijovides QCII with the right to terminate the sstikent if class members representing more than a
specified amount of alleged securities losses ébegpt out of the settlement; (iii) provides Q®@iith the right to terminate the settlement if it
does not receive adequate protections for claitasimg to substantive liabilities of non-settlingfdndants; and (iv) is subject to review on
appeal even if the district court were finally fgpeove it. Any lawsuits that may be brought by jgarbpting out of the settlement will be
vigorously defended regardless of whether the pegsettiement is consummated. No parties admitvaoggdoing as part of the proposed
settlement.

Certain individuals and entities have opted ouhefKPNQwest securities settlement class. As dtrekair claims will not be released
even if the settlement is finally approved by thetritt court. Some of these individuals and eesithave already filed actions against QCII, as
described below. QCII expects that at least sonteenbthers who opted out will also pursue actagainst it if it is unable to resolve their
claims amicably. In the aggregate, those who hagaested exclusion from the settlement class cilyreontend that they have incurred losses
resulting from their investments in KPNQwest setiesiduring the settlement class period of at I8Z8tmillion, which does not include any
claims for punitive damages or interest. The amo@ithese alleged losses may increase or decrede future as QCII learns more about the
potential claims of
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those who opted out of the settlement class. Dtlegtdact that many of those who requested exatusam the settlement class have not filed
lawsuits based on the losses they claim to hawetied from their investments in KPNQwest securitlasng the settlement class period, it is
difficult to evaluate the claims that they may asdRegardless, QCII will vigorously defend agaiasy such claims.

Other KPNQwest-Related Proceedings

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court which, as amendglges, among other things, that the defendaolated state and federal securities laws
and breached their fiduciary duty in connectiortwititvestments by plaintiffs in securities of KPN@ueQCll was a defendant in this lawsuit
along with Qwest B.V. (one of QCII's subsidiarie3)seph Nacchio and John McMaster, the former @asand Chief Executive Officer of
KPNQwest. Plaintiffs claim to have lost approxintat®10 million in their investments in KPNQwest. & Buperior court granted defendants’
motion for partial summary judgment with respecatsubstantial portion of plaintiffs’ claims anetremainder of plaintiffs’ claims were
dismissed without prejudice. Plaintiffs have appddahe summary judgment order to the Arizona ColAppeals.

On June 25, 2004, J.C. van Apeldoorn and E.T. Meijeheir capacities as trustees in the Dutctkhaptcy proceeding for KPNQwest,
filed a lawsuit in the federal district court fdret District of New Jersey alleging violations o tRacketeer Influenced and Corrupt
Organizations Act, and breach of fiduciary duty amdmanagement under Dutch law. QCIl was a defdridahis lawsuit along with Joseph
Nacchio, Robert S. Woodruff and John McMaster.rRifi$ allege, among other things, that defenc’ actions were a cause of the bankruptcy
of KPNQwest and they sought damages for the bamngyugeficit of KPNQwest of approximately $2.4 hilfi. Plaintiffs also sought treble
damages as well as an award of plaintiffs’ attoshéges and costs. On October 17, 2006, the cssuied an order granting defendants’ motion
to dismiss the lawsuit, concluding that the disglteuld not be adjudicated in the United Statest @lkcision is subject to appeal.

On June 17, 2005, Appaloosa Investment Limitedneaship I, Palomino Fund Ltd., and Appaloosa Managyg L.P. filed a lawsuit in
the federal district court for the Southern Digto€New York against QCII, Joseph Nacchio, Johrvdster and Koninklijke KPN N.V., or
KPN. The complaint alleges that defendants violée¢egral securities laws in connection with thechaise by plaintiffs of certain KPNQwest
debt securities. Plaintiffs seek compensatory dasaas well as an award of plaintiffs’ attorneysd and costs.

On September 13, 2006, Cargill Financial Markels,a@Rd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, The
Netherlands against QCII, KPN Telecom B.V., Konijidd KPN N.V., Joseph Nacchio, John McMaster, atiteoformer employees
supervisory board members of QCII, KPNQwest, or KIPhe lawsuit alleges that defendants misrepredgfiBNQwest'’s financial and
business condition in connection with the origioatof a credit facility and wrongfully allowed KPN¥@st to borrow funds under that facility.
The plaintiffs allege damages of approximately €&fifion (or $278 million based on the exchangera September 30, 2006).

On August 23, 2005, the Dutch Shareholders AssoaidV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB seeks an inquiry into the
policies and course of business at KPNQwest tleabbeged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etreeumanagement, supervisory board members, j@nture entities (QCIl and KPN),
and KPNQwest's outside auditors and accountants.
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Other than the putative class action in which Q@l$ entered into a proposed settlement (and faztwhhas a remaining reserve of
$5.5 million in connection with the proposed settént), QCII will continue to defend against the gieg KPNQwest litigation matters
vigorously.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatamymission opened a proceeding to investigate whetbevere in compliance with
were likely to meet a commitment that we made i822® invest $788 million in communications infrasture in New Mexico through March
2006 pursuant to an Alternative Form of Regulaptam, or AFOR. Multiple parties filed comments Irat proceeding and variously argued
we should be subject to a range of requirementaditty an escrow account for capital spending, mgstment obligations, and customer
credits or price reductions.

On April 14, 2005, the Commission issued its Fi@adier in connection with this investigation. Then@uission concluded in this Final
Order that we had an unconditional commitment @&t $788 million over
the life of the AFOR. The Commission also ruled thave failed to satisfy this investment commitnheainy shortfall must be credited or
refunded to our New Mexico customers. The Commisaigo opened an enforcement and implementatioketléa review our investments &
consider the structure and size of any refundsemtits to be issued to customers. On May 12 an@0®5, we filed appeals in federal district
court and in the New Mexico State Supreme Couspeetively, challenging the lawfulness of the Cossitin’s Final Order. On February 24,
2006, the federal district court granted the dederts! motion to dismiss and on June 29, 2006, the Nexico Supreme Court issued its
opinion affirming the Commission’s Final Order. Ttyginion concluded that the Commission had theaitthto add to the AFOR the
incentive requiring Qwest to issue credits or reffaim the amount of the shortfall between the itmesit commitment and the amount invested
during the term of the AFOR.

On July 26, 2006, we entered into a settlement thithNew Mexico General Services Department andNthe Mexico Attorney General
that would resolve the disputes described abovis. Sdttlement must be approved by the Commissimhtlze hearing to consider the
settlement is set for November 2006. Under théeseéint, we would contribute $15 million, for whiale have established a liability, to the
Students and Teachers Reaching Optimal New Goajed®ra program established and operated underusgces of the New Mexico
Department of Education. In addition, we would istvi@a our New Mexico network a total of $250 mitliover 42 months in specific categor
of telecommunications infrastructure projects. Obligation to make these expenditures and invessneifl arise only upon approval of the
settlement by the Commission. In the unlikely ewat we do not achieve the required investmergllever the 42 month period, we would
required under the settlement to refund any defigie¢o our New Mexico customers.

Other Matters

Several putative class actions relating to thealfatton of fiber optic cable in certain rights-afy were filed against QCII on behalf of
landowners on various dates and in various conr@aiifornia, Colorado, Georgia, Illinois, Indiartéansas, Mississippi, Missouri, Oregon,
South Carolina, Tennessee and Texas. For the radstipe complaints challenge QCII's right to idisita fiber optic cable in railroad rights-of-
way. Complaints in Colorado, lllinois and Texascathallenge QCII's right to install fiber optichia in utility and pipeline rights-of-way. The
complaints allege that the railroads, utilities gijgeline companies own the right-of-way as an eese that did not include the right to permit
QCII to install its fiber optic cable in the righf-way without the plaintiffs’ consent. Most act®(California, Colorado, Georgia, Kansas,
Mississippi, Missouri, Oregon, South Carolina, Tessee and Texas) purport to be brought on behathtd-wide classes in
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the named plaintiffs’ respective states. Severébas purport to be brought on behalf of multi-stalasses. The lllinois state court action
purports to be on behalf of landowners in lllind@ya, Kentucky, Michigan, Minnesota, Nebraska, @éind Wisconsin. The lllinois federal
court action purports to be on behalf of landowrnerarkansas, California, Florida, lllinois, IndianMissouri, Nevada, New Mexico, Montana
and Oregon. The Indiana action purports to be dralbef a national class of landowners adjacemaiiooad rights-of-way over which QCIlI's
network passes. The complaints seek damages oretheb trespass and unjust enrichment, as wellagtive damages.

On September 1, 2006, Ronald A. Katz Technologeghsing, L.P. (“Katz”) filed a lawsuit in Federaldbiict Court in Delaware against
QCII (including a number of its subsidiaries). Tawsuit alleges infringement by QCII of 24 pateritee lawsuit also names as defendants a
number of other entities that are unrelated to QK4kz is also involved in approximately 24 othases against numerous other unrelated
entities both in Delaware and in the Eastern Qistf Texas. Although the complaint against QCNagjue, it generally alleges infringement
based on QCII's use of interactive voice resposéems to automate processing of customer caitsKatz seeks unspecified damages,
trebling of the damages based on alleged willffringement, attorney’s fees and injunctive relief.

The Internal Revenue Service (“IRS”) proposed aa@djxstment for tax years 1994 through 1996. Ticgral issue involves the
allocation of costs between long-term contracté witstomers for the installation of conduit or filogtic cable and additional conduit or fiber
optic cable retained by QCII. The IRS disputesathecation of the costs between QCII and thirdipartSimilar claims have been asserted
against QCII with respect to the 1997 to 1998 &ed1t998 to 2001 audit periods. On March 13, 20@8,Tiax Court issued a decision for the
years 1994 to 1996, which was favorable to QClk TRS may appeal the decision to the 10th Circaitr€of Appeals. The trial for the 18-
1998 tax years has been scheduled for April 2003ClI ultimately were to lose this issue for tlae tyears 1994 through 1998, QCII estimates
it would have to pay approximately $57 million axtplus approximately $51 million in interest puaatito tax sharing agreements with the
Anschutz Company relating to those time periods.

QCII has tax related matters pending against itageof which are before the Appeals Office of tR&. In addition, tax sharing
agreements have been executed between QCII andpseaffiliates, and QCII believes the liabilitiesany, arising from adjustments to
previously filed returns would be borne by theleffed group member determined to have a deficiemder the terms and conditions of such
agreements and applicable tax law. Generally, @&s$lnot provided for liabilities of former affiled members or for claims they have asserted
or may assert against QCII. QCII believes it hasgadtely provided for these tax-related matterthdfrecorded reserves for these tax-related
matters are insufficient, QCIl may need to recatdiional amounts in future periods.

Note 6: Severance Accruals

We continue to manage our cost structure and tefiecdmpact of productivity gains achieved. Far three and nine months ended
September 30, 2006, we recorded $32 million andr®n of severance costs, respectively. Thesgcwere included in our condensed
consolidated statements of operations in selliegegal and administrative expenses. We expectastantially complete these payments in
2007.

Note 7: Dividends

During the three and nine months ended Septemh&08®, we declared dividends to our parent of $@dlon and $1.4 billion,
respectively. On October 16, 2006 we declared meind of $600 million to our parent.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Unless the context requires otherwise, referencekis report to “QC” refer to Qwest Corporationeferences to “Qwest,” “we,” “us,
the “Company” and “our” refer to Qwest Corporatioand its consolidated subsidiaries, and referenoe€XCII” refer to our ultimate parent
company, Qwest Communications International Ined &s consolidated subsidiaries.

Certain statements set forth below under this oaptbnstitute forward-looking statements. See “&pétote Regarding Forward-
Looking Statements” at the end of this Item 2 fdditional factors relating to such statements, sewl “Risk Factors” in Item 1A of Part Il of
this report for a discussion of certain risk fastapplicable to our business, financial conditiod eesults of operations.

Business Overview and Presentation

We provide local telecommunications and relatedises, IntraLATA long-distance services and dataises within our local service
area, which consists of the 14-state region of&u& Colorado, Idaho, lowa, Minnesota, Montana,riighka, New Mexico, North Dakota,
Oregon, South Dakota, Utah, Washington and Wyoninhg.operations are included in the consolidatestatons of our ultimate parent,
QCIl, and generally account for the majority of @€tonsolidated revenue. Our telecommunicatiomslpcts and services are provided
through our telephone network located within owalcservice area. In addition to our operations]I@tintains a wireless business and a
national fiber optic network. Through its fiber mphetwork, QCII provides the following wireline gfucts and services that we do not prov

» InterLATA long-distance service:
» Dedicated Internet acces

e Virtual private network

* Web hosting; an

» Data Integration

For certain other products and services we prowdd,for a variety of internal communications fumes, we utilize QCII’s fiber optic
network to transport voice and data traffic. Algopugh its fiber optic network, QCII provides ratally some data and Internet access
services, including private line, ATM and Frame&glwhich are similar to what we provide within docal service area.

Our analysis presented below is organized to pmothé information we believe will be instructive flnderstanding the relevant trends
going forward. However, this discussion shoulddedrin conjunction with our condensed consolidéitexhcial statements in Iltem 1 of Part |
of this report, including the notes thereto.

Our operations are integrated into and are pati@gegments of the QCII consolidated group. Tlef dperating decision maker, or
CODM, for us is the same as that for the consaidigroup. The CODM makes resource allocation datésand assessments of financial
performance for the consolidated group based oeliwé services, wireless services and other ses\gegments. For more information about
QCII's reporting segments, see QCII's Annual ReporForm 10-K for the year ended December 31, 2006.business contributes to the
segments reported by QCII, but the QCII CODM rexdewr financial information only in connection withir quarterly and annual reports that
we file with the Securities and Exchange CommissiorSEC. Consequently, we do not provide our discfinancial information to the
CODM on a regular basis. See further discussidwate 4—Contribution to QCII Segments to our conéehsonsolidated financial statements
in Item 1 of Part | of this report. Certain pricgar revenue, expense and access line amounts bangdrlassified to conform to the current
year presentation
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Business Trends
Our financial results continue to be impacted byesal significant trends, which are described below

Access line losseOur revenue has been, and we expect it to contmbe, adversely affected by access line lossesedsed
competition, including product substitution, conis to be the primary reason for our access lisge For example, consumers are
increasingly substituting other telephony servimedraditional telecommunications services, whias increased the number and
type of competitors within our industry and decesheur market share. Product bundling, as descriteeé fully below, has been

one of our responses to our declining revenue adaedtess line losse

Data and Internet growttData and Internet revenue and subscribers contingew as customers continue to migrate Internet
service to higher speed connections. We have exboar availability of these services. In additiae, continue to increase the
available connection speeds in order to meet custal®mand and expect this trend will continue theofuture. We also expect to
face continuing competition for these subscrib

Product bundlingWe believe consumers increasingly value the comvexa of receiving multiple services from a singlevider. As
such, we increased our marketing and advertisiegdipg levels in 2005 and 2006 focusing on prothucidling and packaging.
Product bundles and packages represent combinatigoreducts and services (such as local voicey-ldistance, higlspeed Interne
video and wireless) and features and services (@sithree-way calling and call forwarding) relatedn access line. To do so, we
rely on joint marketing relationships with our &ftes, which allow us to bundle our services wifreless, long distance, video and
other services. As a result of these offerings,sales of bundled products have increa

Operational efficienciedVe have continued to evaluate our operating straand focus, and we continue to rigite our workforc
in response to changes in the telecommunicatiahssiny and productivity improvements. Through téederestructuring plans in
prior years, focused improvements in operationi@iehcy, process improvements through automatiwhr@gormal employee attritia
we have reduced our workforce and empl«-related costs while achieving operational gc

While these trends are important to understandirtesvaluating our financial results, the other $eagtions, events and trends discussed
in “Risk Factors” in Item 1A of Part Il of this reg may also materially impact our business openatiand financial results.

Results of Operations

Overview

We generate revenue from the provision of voiceises, data and Internet services and other sesvicewell as from the provision of
services to our affiliates.

Voice servicesVoice services revenue includes local voice alb&TA long-distance voice and access services. Lauige services
revenue includes basic local exchange, switchingaeced voice, operator and collocation servicescastom calling features. Lot
voice services revenue also includes the provisgoi network transport, billing services and asdesour local network on a
wholesale basis. IntraLATA long-distance voice g9 revenue includes IntraLATA long-distance ssgiwithin our local service
area. Access services revenue includes fees chargeler data and telecommunications providerotmect their customers and
their networks to our networ

Data and Internet service. Data and Internet services revenue includesstataces (such as traditional private lines, whelke
private lines and WAN) and Internet services (sashigl-speed Internet and ISDN

Other servicesOther services revenue is predominantly derivedhftioe sublease of some of our real estate, suspaa® in our
office buildings, warehouses and other proper
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» Affiliate servicesAffiliate services revenue is derived from telecoomications and other services provided to ouriaféd entities
In addition to voice services, data and Internetises and other services, we provide to our ati#$ sales and marketing services
relating to our affiliate’ products and services and other miscellaneouscespincluding billing and collection servic

Depending on the products or services purchasedstamer may pay an up-front or monthly fee, a esdmrge or a combination of
these.

The following table summarizes our results of ofiers for the three and nine months ended SepteB()e&2006 and 2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change
(Dollars in millions)
Operating revenu $2,47¢  $2,47C $ 6 0% $7,41¢ $7,565 $ (149 2%
Operating expenst 1,88¢ 1,98: (95) (5%  5,65: 5,927 (269) (5)%
Other expens—net 15¢ 147 12 8% 464 477 (13 ()%
Income before income tax 42¢ 34C 89 26% 1,297 1,16¢ 13< 11%
Income tax expens 152 13C 22 17% 473 442 31 7%
Net income $ 277 $ 21C $ 67 3% $ 824 $ 722 $ 10z 14%

Operating Revenue
The following table compares operating revenueterthree and nine months ended September 30,£2@08005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change
(Dollars in millions)
Voice service: $1,55¢ $1,66¢ $ (112) (% $4,76¢ $5,09¢ $ (339 (M%
Data and Internet servic 65¢ 54t 114 21% 1,90 1,63¢ 265 16%
Affiliate services 25€ 251 5 2% 732 814 (82) (10)%
Other service 5 6 (1) 17% 15 13 2 15%
Total operating revent $2,47¢ $2,47C $ 6 0%  $7,414¢ $7,560 $ (149 2%

Voice Services

The decrease in voice services revenue for the and nine months ended September 30, 2006 waandyiue to mass markets and
business access line losses from competitive pressimcluding wireless and cable substitutioraddition, we are seeing a decline in local
voice services revenue related to our bundle distsod\ccess services revenue also decreased dyirdad to a $23 million favorable
settlement of a customer billing dispute in theosetquarter of 2005 and the recognition of a nanunéng benefit due to favorable regulatory
rulings during the nine months ended Septembe2@0%. Additionally, for the three and nine monthged September 30, 2006, regulated
access rates decreased due to legislative acticeriain states and wholesale volumes decreasedoWimue to see declines in wholesale
access lines as demand for UNEs decreases.

The following table summarizes our access linestiannel as of September 30, 2006 and 2005:
As of September 30

Increase/ %
2006 2005 (Decrease Change
(in thousands)
Mass market 9,601 10,14¢ (5449 5)%
Business 2,87: 3,03: (160) (5)%
Wholesale 1,564 1,75¢€ (192 (11)%
Total access line 14,03: 14,93: (896 (6)%
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Data and Internet Services

The increase in data and Internet services revinube three and nine months ended September0B® @mpared to the same periods
of 2005 was primarily due to the transfer of a ieternet service to us from an affiliate and to6al8s increase in high-speed Internet
subscribers. To a lesser extent, the increase laaslae to an increase in satellite subscribers.grbwth in high-speed Internet revenue
resulted from increased penetration and expandeitseavailability and from customers migratingrfralial-up connections to higher speed
plans.

Affiliate Services

The decrease in affiliate services revenue fonihe months ended September 30, 2006 comparee@ &athe period of 2005 was
primarily due to a price reduction for billing andllection services provided. Additionally, in camtion with our affiliate’s transition to a third
party wireless provider, we no longer provide dertervices to that affiliate. This transition wasmpleted in 2005. These decreases were
partially offset by increased Private Line and otservices primarily in support of our affiliateata and Internet businesses.

Operating Expenses

The following table provides further detail regagliour operating expenses for the three and nimghmended September 30, 2006 and
2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change

(Dollars in millions)
Cost of sales

Employetrelated cost $ 351 ¢ 35 $ 2 ()% $1,03¢ $1,04¢ $ (13 (1)%
Network expense 55 56 (D) 2% 143 16C a7 (11)%
Other nor-employee related cos 12¢ 14& (16) (11)% 39¢ 40z 3 (1)%
Affiliate costs 60 56 4 7% 16¢ 174 (5) ()%
Total cost of sale 59E 61C (15) (2)% 1,745 1,78¢ (38) (2%
Selling, general and administrati\
Employesrelated cost 14¢ 14¢ — 0% 43¢ 46€ (28 (6)%
Bad debt 15 13 2 15% 50 53 (©) (6)%
Property and other tax 82 82 — 0% 242 26¢ 27 (10)%
Restructuring, realignment and severa
related cost 36 4 32 nm 41 6 35 nm
Other nor-employee related cos 16€ 18¢€ (20 (11)% 562 51E 47 9%
Affiliate costs 257 274 (27) (6)% 79€ 82¢ (33) (4%
Total selling, general and administrat 704 707 3 0% 2,12¢ 2,13¢ (9 (0%
Depreciatior 52t 587 (62) a)% 157 1,744 a7y (10)%
Capitalized software amortizatic 64 79 (15) (19)% 204 25E (512) (20)%
Total operating expens $1,88¢ $1,98: $ (95 (5% $5,65¢ $592: $ (269 (5)%

nm—percentages greater than 200% and comparisamspiositive to negative values or to zero valuesnat considered meaningful
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Cost of Sales

Cost of sales includes employee-related costs (@sidalaries, wages and benefits directly attrideteo products or services), network
expenses and other nemployee related costs (such as real estate, WaivBervice Fund charges, call termination feesenads and supplie
contracted engineering services and computer systgmport), which are incurred by us or on our biemalour affiliates. Cost of sales as a
percentage of revenue remained flat at 24% of newdor the three and nine months ended Septemh&086 and 2005.

Network expenses decreased primarily due to arfrexit the wholesale modem services market duriegsétond quarter of 2005,
partially offset by higher contract labor cost2B06. Other non-employee-related costs decreasdledhird quarter of 2006 compared to the
same period of 2005 primarily due to lower calheration fees.

The increase in affiliate costs for the three merghded September 30, 2006 was primarily due tpuhehase of wholesale support for
data and Internet services from an affiliate. Thereéase was partially offset by reductions in ifid billing primarily for software developme
The decrease in affiliate costs for the nine moetided September 30, 2006 was primarily due to @epl reductions at our affiliates, reduced
contract labor and purchases by our affiliates, r@ddctions in affiliate billing for software dewgiment. These cost reductions were partially
offset by increased charges for the purchase ofeghte support for data and Internet services fmoraffiliate.

Selling, General and Administrative Expenses

Selling, general and administrative expenses, &A@ clude employee-related costs (such as saavimges and benefits not directly
attributable to products or services and sales dggsioms), severance related costs, bad debt changeserty and other taxes and other non-
employee related costs such as real estate, naglkaatid advertising, professional service fees anapeiter systems support incurred by us or
on our behalf by our affiliates.

SG&A was flat for the third quarter of 2006 comphte the same period of 2005. In the third quasfe2006, we incurred $32 million of
severance related costs, primarily associated tWélclosing of two call centers and a planned rédén network employees as we continu
right-size our workforce in response to changdhéntelecommunications industry and productivitpiovements. This increase was partially
offset by decreased marketing and advertising cedtieh are included in other non-employee relatests.

SG&A remained flat for the nine months ended Sep&m30, 2006 compared to same period of 2005. Byaploelated costs decreased
due to lower salaries and wages as a result otestiheadcount. Property and other taxes decreasearity due to a net taxable property tax
base decrease and favorable property tax settlsmafet do not expect property tax reductions toinaetat this level. Increases in other non-
employee-related costs were due to marketing anertising costs, other professional services feeslass contingency accruals.

SG&A affiliate costs include services for corporatéministration, information technology, sales, keting and advertising and technical
support. Affiliate costs decreased primarily agsuit of employee reductions at our affiliates esdliced contract labor and purchases by our
affiliates. These decreases were partially offgahbreases in marketing and advertising costs.

Combined Pension and Post-Retirement Benefits

Our employees patrticipate in the QCII pension, gaalified pension and post-retirement healthcacklid@ insurance benefit plans. The
amounts contributed by us are not segregated wicted to pay amounts due to our employees andbmaysed to provide benefits to other
employees of QCII or its affiliates. QCII allocathe cost of pension, non-qualified pension, anstpetirement healthcare and life insurance
benefits and the associated obligations and assatsand determines our required contribution. dlheeation is based upon demographics of
our employees compared to all the remaining paditis.
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Our results include expenses of $40 million andd®ddlion for the three and nine months ended Saptr 30, 2006 compared to
$24 million and $134 million for the three and nmenths ended September 30, 2005, respectivelyeXpense is a function of the amount of
pension, non-qualified pension and post-retirerbeniefits earned, interest on projected benefigakitbns, amortization of costs and credits
from prior benefit changes and the expected ratarthe assets held in the various plans. The erperalocated to cost of sales and SG&A.

Depreciation

Depreciation expense for the three and nine mamdsed September 30, 2006 was $525 million and 81b8lfon, respectively, or 11%
and 10% lower than the same periods in the priar.yEhe primary driver of this decrease was deekaapital expenditures since 2002 and
the changing mix of our investment in property npland equipment over that period of time. If oapital investment program stays
approximately the same and there are no signifidaateases in our estimates of the useful livesséts, we expect that our year-over-year
depreciation expense will continue to decrease.

Capitalized Software Amortization

Amortization expense for the three and nine moatided September 30, 2006 was $64 million and $2Midm or 19% and 20% lower
than the same periods in the prior year, respdgtiifdis reduction reflects the lower capital spegdon software related assets since 2001.

Other Expense (Income)—Net

Other expense (income)—net generally includes éstegxpense, net of capitalized interest, gaind@ssds on early retirement of debt
and other—net, which includes interest income. fitlewing table provides further detail regardingr @ther expense—net for the three and
nine months ended September 30, 2006 and 2005:

Three Months Ended Nine Months Ended
September 30, September 30,
Increase/ % Increase/ %
2006 2005 (Decrease Change 2006 2005 (Decrease Change

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

Interest expen—net $154 $15¢ $ 1) )% %462 $45E $ 8 2%
Loss on early retirement of d—net 9 — 9 nm 9 37 (28) (76)%
Other—net (4) (8) 4 50% (8) (15) 7 47%
Total other expense (incon—net $15¢ $147 $ 12 8% $464 $477 $ (13 (3)%

nm—percentages greater than 200% and comparistmsdie positive and negative values or to zero \wéue considered not meaningful.

The increase in other expense (income)—net fottting quarter of 2006 was primarily due to a lo6$® million from the early
retirement of debt. The decrease in other expanserfie)—net for the nine months ended Septembe2@16 was primarily due to a loss of
$37 million from the early retirement of debt im&2005.

Income Taxes

The effective income tax rate is the provisionifmome taxes as a percentage of income before imd¢axes. The effective income tax
rate declined for the three months ended SepteBhet006 to 35.4% as compared to 38.2% for theethmenths ended September 30, 2005.
The rate declined to 36.5% for the nine
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months ended September 30, 2006 as compared % 38tQhe nine months ended September 30, 2005d&brase was primarily due to an
increase in the non-taxable income associatedthtliederal subsidy under the Medicare Prescrifbinrg, Improvement and Modernization
Act of 2003 and lower state taxes, partially offsgian increase in expense associated with ourtaiceax positions.

Liquidity and Capital Resources

We are a wholly owned subsidiary of Qwest Servicegoration, or QSC, which is wholly owned by Q@k such, factors relating to
affecting QCII's liquidity and capital resourcesuh have material impacts on us, including changelse market's perception of us and
impacts on our credit ratings and on our accessjpital markets. QCII and its consolidated subsieshad total borrowings of $14.9 billion at
September 30, 2006 and $15.5 billion at Decembg2@a5.

QCII has cash management arrangements betweeimagries subsidiaries that include lines of crediter-company obligations, capital
contributions and dividends. As part of these caghagement arrangements, affiliates provide lifiesealit to certain other affiliates.
Amounts outstanding under these lines of creditintet-company obligations vary from time to timedeaare classified as short-term
borrowings.

Near-Term View

We had $235 million in cash and cash equivalents®&#2 million of short-term investments availabi&Saptember 30, 2006. For the nine
months ended September 30, 2006, our primary sadfrtends was cash provided by operating activities the next twelve months, we
expect to use our available excess cash primaripay dividends to our parent and make additiamastment in our network. For the nine
months ended September 30, 2006, we declared diksdef $1.4 billion to our parent.

Our working capital deficit, or the amount by whiatrr current liabilities exceed our current assets $619 million and $737 million as
of September 30, 2006 and December 31, 2005, reagplgc Our working capital increased $118 milliprimarily due to cash generated by
operating activities partially offset by the red#igation to current of $70 million of debt obligens maturing within twelve months, capital
expenditures of $916 million and dividends declas€@i1.4 billion.

We continue to pursue our strategy to improve @ar+term liquidity and our capital structure in @rdo reduce financial risk. During the
guarter ended September 30, 2006, we took thenipmeasures to improve our near-term financiaitmm:

* On August 8, 2006, we issued $600 million aggregatecipal amount of our 7.5% Notes due 2014. Téepmoceeds from the
issuance have been or will be used for generalocatp purposes, including repayment of indebtedardsunding and refinancing
investments in our telecommunications ass¢

» Concurrent with the issuance of these notes, wed#ie remaining $500 million aggregate principalount of our floating rate ter
loan maturing in June 2007, plus accrued intere$8anillion; and

* On September 21, 2006, we redeemed the remainidigniiBon aggregate principal amount of our 39-y8&5% debentures due
January 1, 2007 at face value plus accrued intefegt million.

Our working capital deficit is primarily caused bividends that we pay to QSC. The timing of casynpents for declared dividends to
QSC is at our discretion in consultation with QS continue to produce significant cash from opegaactivities, and we believe that our
cash on hand together with our cash flows from apans should be sufficient to meet our cash némdsigh the next twelve months.
However, if we or QCIl become subject to signifitardgments, settlements and/or tax payments, réseiudiscussed in Note 5—
Commitments and Contingencies to our condenseddtidated financial statements in Iltem 1 of Part this report, we or QCII could be
required to make significant payments that we otl@ty not have the resources to
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make. The magnitude of any settlements or judgnrestdting from these actions could materially adgersely affect QCII’s financial
condition and ability to meet its debt obligatiopstentially impacting its credit ratings, its atyilto access capital markets and its compliance
with debt covenants. In addition, the magnitudarmyf settlements or judgments may cause QCII to di@awn significantly on its cash
balances, which might force it to obtain additiofia&ncing or explore other methods to generatd.casch methods could include issuing
additional securities or selling assets. As a whollned subsidiary of QCII, our business operatamd financial condition could be similarly
affected.

To the extent that QCII's EBITDA (as defined in Q€Ildebt covenants) is reduced by cash judgmeattements and/or tax payments,
its debt to consolidated EBITDA ratios under certdebt agreements will be adversely affected. Thigd reduce QCII’s liquidity and
flexibility due to potential restrictions on drawgiton its line of credit and potential restrictiarsincurring additional debt under certain
provisions of its debt agreements. As a wholly odveebsidiary of QCII, our business operations amanfcial condition could be similarly
affected, potentially impacting our credit ratiregsd access to capital markets.

QCIl has $850 million available to it under a rexing credit facility (referred to as the Credit Hag), which is currently undrawn and
which expires in October 2010. Until July 2006, Q88&s the potential borrower under the Credit Fgcilihe Credit Facility contains various
limitations, including a restriction on using amppeeds from the facility to pay settlements ogjménts relating to the investigation and
securities actions discussed in Note 5—CommitmantésContingencies to our condensed consolidateddial statements in Item 1 of Part |
of this report. The Credit Facility is guarantegd@SC and is secured by a senior lien on our stock.

We expect our 2006 capital expenditures to appraténour 2005 level.

On October 4, 2006, QCII's Board of Directors ap a stock repurchase program for up to $2 bikib@CII’s common stock over tl
next two years. It is QCII’s intention to fully aelre this plan over the next two years, while rexng, on a regular basis, opportunities to
enhance shareholder returns.

Long-Term View

We have historically operated with a working calpitficit due to our practice of declaring and peyregular cash dividends and it is
likely that we will operate with a working capit@éficit in the future. As discussed below, we cond to generate substantial cash from
operations. We believe that cash provided by ofmrst combined with our current cash position amdtioued access to capital markets to
refinance our current portion of debt, should allessmMo meet our cash requirements for the foresedatoire.

We may periodically need to obtain financing inertb meet our debt obligations as they come dueemaly also need to obtain
additional financing or investigate other methaalgénerate cash (such as further cost reductiotiee@ale of assets) if revenue and cash
provided by operations decline, if economic coldisi weaken, if competitive pressures increasewe ibr QCIl become subject to significant
judgments, settlements and/or tax payments asdiudiscussed in Note—Commitments and Contingencies to our condensescotiolated
financial statements in Item 1 of Part | of thipag. In the event of an adverse outcome in ormeare of these matters, we or QCII could be
required to make significant payments that we dohawe the resources to make. The magnitude o$attements or judgments resulting from
these actions could materially and adversely affgctl’s financial condition and ability to meet debt obligations, potentially impacting its
credit ratings, its ability to access capital méslkand its compliance with debt covenants. In &uithe magnitude of any settlements or
judgments may cause QCII to draw down significantlyits cash balances, which might force it to wbgalditional financing or explore oth
methods to generate cash. Such methods could s@gding additional securities or selling ass&ssa wholly owned subsidiary of QCII, our
business operations and financial condition coelgimilarly affected, potentially impacting our diteratings and access to the capital markets.
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The Credit Facility makes available to QCII $850liom of additional credit subject to certain réstions as described below and is
currently undrawn. This facility has a cross paytmafault provision and this facility and certaither debt issues of QCII and its other
subsidiaries also have cross acceleration prodsidthen present, such provisions could have a vifdgact on liquidity than might otherwise
arise from a default or acceleration of a singletdestrument. These provisions generally provit® & cross default under these debt
instruments could occur if:

* QClIl fails to pay any indebtedness when due inggregate principal amount greater than $100 mill

e any indebtedness is accelerated in an aggregaigigal amount greater than $100 million ($25 millio the case of one of the debt
instruments), o

» judicial proceedings are commenced to foreclosarmgnof QCl’s assets that secure indebtedness in an aggregatgal amount
greater than $100 milliol

Upon such a cross default, the creditors of a rnzdt@mount of QCII's debt may elect to declare thatefault has occurred under their
debt instruments and to accelerate the principalusans due such creditors. Cross acceleration pomdsare similar to cross default provisions,
but permit a default in a second debt instrumetbietaleclared only if in addition to a default octuy under the first debt instrument, the
indebtedness due under the first debt instrumeanttisally accelerated. As a wholly owned subsid&rQCll, in the event of such a cross-
default or cross-acceleration, our business omersitand financial condition could be affected, po#dly impacting our credit ratings and
access to the capital markets. In addition, theli€Feacility contains various limitations, includjra restriction on using any proceeds from the
facility to pay settlements or judgments relatioghe investigation and securities actions disaigs&ote 5—Commitments and
Contingencies to our condensed consolidated fimhstatements in Item 1 of Part | of this report.

Historical View
The following table summarizes cash flow activitiesthe nine months ended September 30, 2006 @08: 2

Nine Months Ended

September 30,
Increase/ %
2006 2005 (Decrease Change
(Dollars in millions)
Cash flows:
Provided by operating activitie $2,33( $ 2,512 $ (182 (N%
Used for investing activitie (902) (69C (212 31%
Used for financing activitie (1,359 (1,849 494 2%
Increase (decrease) in cash and cash equiv: $ 75 $ (@5 $ 10C nm

nm—percentages greater than 200% and comparistmedie positive and negative values or to zero \éue considered not meaningful.

Operating Activities

The decrease in cash provided by operating aet#visi primarily attributable to a decrease in rexeeaind an increase in income taxes
to our parent of $62 million during the nine monémgled September 30, 2006 compared to the sanoel@ér2005, partially offset by
decreases in cost of goods sold and SG&A duringdnee period.
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Investing Activities

Our capital expenditures for the nine months er8kgotember 30, 2006 and 2005 were $916 million &3d $nillion (net of tax refund «
$33 million), respectively. The increase in cap&apenditures was due primarily to increased spenfilir strategic products and outside plant,
which includes network assets, such as cabless patpiipment and other components that are phiysloahted outside of our company
buildings. Although our capital expenditures foe thine months ended September 30, 2006 increasgdim/same period in 2005, we expect
our 2006 capital expenditures to approximate o@526vel. In addition, our investments in secusitieanaged by our parent resulted in a $34
million net use of cash in 2006 compared to a $h4Bon net source of cash in 2005 primarily duehie changes in the balance of our parent’s
investments in auction rate securities.

Financing Activities

The decrease in cash used for financing actiwtias primarily attributable to decreased dividengnpents made to QSC during the nine
months ended September 30, 2006 compared to the zariod of 2005.

Credit Ratings
The table below summarizes our long-term debt gatat September 30, 2006:

Moody's Ba2
S&P BB
Fitch BB+

These ratings are the same as they were at Dec&hp2005, except that Moody's rating was Ba3 @ thate.

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

Given our current credit ratings, as noted aboue ability to raise additional capital under acedye terms and conditions may be
negatively impacted.

Risk Managemen

We are exposed to market risks arising from chairgegerest rates. The objective of our interasé risk management program is to
manage the level and volatility of our interestexge. We may employ derivative financial instruragaotmanage our interest rate risk
exposure.

Approximately $750 million and $1.25 billion of ofloating-rate debt was exposed to changes ingstentes as of September 30, 2006
and December 31, 2005, respectively. This expasuieked to LIBOR. A hypothetical increase of 188sis points in LIBOR would not have
had a material effect on interest expense for the months ended September 30, 2006. As of SepteB®@006 and December 31, 2005, we
had approximately $70 million and $0 million, respreely, of long-term fixed rate debt obligationstaring in the subsequent 12 months. We
are exposed to changes in interest rates at amyttiat we choose to refinance this debt. A hypathkincrease of 100 basis points in the
interest rates on any refinancing of the curremtipo of long-term debt would not have a materfée on our earnings.

As of September 30, 2006, our proportionate shif@Qil’s investments was $167 million of cash integsin money market instruments
and $42 million invested in short-term investmeMsst cash investments are
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invested at floating rates. As interest rates chang will the interest income derived from thesruments. Assuming that these investment
balances were to remain constant, a hypotheticakdse of 100 basis points in interest rates woatdhave a material effect on our earnings.

Off-Balance Sheet Arrangements

There were no substantial changes to our off-balaheet arrangements or contractual commitmertkeinine months ended
September 30, 2006, when compared to the discleguiovided in our Annual Report on Form 10-K foe tear ended December 31, 2005.

Special Note Regarding Forward Looking Stateme

This Form 10-Q contains or incorporates by refeeefiocward-looking statements about our financialdition, results of operations and
business. These statements include, among others:

» statements concerning the benefits that we expdlatesult from our business activities and certaansactions we have completed,
such as increased revenue, decreased expensegaheleexpenses and expenditures;

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

These statements may be made expressly in thisydodwor may be incorporated by reference to otheuchents we have filed or will
file with the Securities and Exchange Commissid®HC”). You can find many of these statements biitggpfor words such as “may,”
“would,” “could,” “should,” “plan,” “believes,” “exects,” “anticipates,” “estimates,” or similar egpsions used in this document or documents
incorporated by reference in this document.

These forward-looking statements are subject toemaos assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results exmed or implied by us in those statements. Sombkesfet risks are described in “Risk Factons”
Item 1A of Part Il of this report. These risk fact@hould be considered in connection with any egient written or oral forward-looking
statements that we or persons acting on our bafalfissue. Given these uncertainties, we cautieesitors not to unduly rely on our forward-
looking statements. We do not undertake any olitigab review or confirm analysts’ expectationsestimates or to release publicly any
revisions to any forward-looking statements togefflevents or circumstances after the date offitisiment or to reflect the occurrence of
unanticipated events. Further, the information aloam intentions contained in this document isageshent of our intention as of the date of
document and is based upon, among other thinggxikng regulatory environment, industry condigspmarket conditions and prices, the
economy in general and our assumptions as of sateh @We may change our intentions, at any timevétitbut notice, based upon any char
in such factors, in our assumptions or otherwise.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The information under the caption “Risk Managemeént™Management’s Discussion and Analysis of Finah€ondition and Results of
Operations” in Item 2 of Part | of this report micorporated herein by reference.

ITEM 4. CONTROLS AND PROCEDURES

The effectiveness of our or any system of disclesumntrols and procedures is subject to certaiitdtions, including the exercise of
judgment in designing, implementing and evaluathregcontrols and procedures, the assumptions nsdeértifying the likelihood of futur
events, and the inability to eliminate misconduct
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completely. As a result, there can be no assurdnateur disclosure controls and procedures wikkdeall errors or fraud. By their nature, our
or any system of disclosure controls and procedeaiasprovide only reasonable assurance regardimggeanent’s control objectives.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our discocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) aseptember 30, 2006. On the basis of this reviewpmnagement, including our Chief
Executive Officer and Chief Financial Officer, cduded that our disclosure controls and proceduresiesigned, 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 undher Exchange 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 control divancial reporting that occurred in the third geaiof 2006 that materially affected, or
are reasonably likely to materially affect, oureimtal control over financial reporting.
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PART Il—OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information contained in Note 5—Commitments @uwahtingencies to our condensed consolidated fiahatatements in Item 1 of
Part | of this report is incorporated herein byerehce.

ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substitioh, continues to cause access line losses, whichld adversely affect our operatin
results and financial performance.

We compete in a rapidly evolving and highly comipeti market, and we expect competition to contitaimtensify. We are facing
greater competition in our core local business foaile companies, wireless providers (including oiheur affiliates), facilities-based
providers using their own networks as well as tHeasing parts of our network, and resellers. lditazh, regulatory developments over the
past few years have generally increased competiti@ssures on our business. Due to these andfatiiers, we continue to lose access lines
and are experiencing pressure on profit margins.

We seek to distinguish ourselves from our compegtiby providing new or expanded services suchgis-$peed Internet, packaging of
expanded feature-rich products and improving thedityuof our customer service. In addition, throygimt marketing relationships with our
affiliates, we are able to bundle our services witteless, long-distance, private line, and otlevises. However, we may not be successful in
these efforts. We may not have sufficient resoutaesstinguish our service levels from those of competitors, and we may not be succes
in integrating our product offerings. Even if we @uccessful, these initiatives may not be sufiicie offset our continuing loss of access lir
If these initiatives are unsuccessful or insufiitiand our revenue declines significantly withoatresponding cost reductions, this will cause a
significant deterioration to our results of opesas and financial condition and adversely affectatility to service debt and pay other
obligations.

Consolidation among participants in the telecommauations industry may allow our competitors to con@enore effectively against us,
which could adversely affect our operating resustad financial performance.

The telecommunications industry is experiencingagoing trend towards consolidation, and severalunfcompetitors have
consolidated, or have announced plans to conseligath other telecommunications providers. Thestt will result in competitors that are
larger and better financed and will afford our cetitprs increased resources and greater geograpbazh, thereby enabling such competitors
to compete more effectively against us. We haveibeg experience and expect further increased presss a result of this trend and in turn
have been and may continue to be forced to respithdower profit margin product offerings and prig plans in an effort to retain and attr
customers. These pressures could adversely affectperating results and financial performance.

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 chasgeould reduce our market share.

The telecommunications industry is experiencinguisicant technological changes, and our abilitgxecute our business plans and
compete depends upon our ability to develop antbgiepew products and services, such as broadbaadadd video services. The
development and deployment of new products andcgreould require substantial expenditure of faianand other resources in excess of
contemplated levels. If we are not able to develeyw products and services to keep pace with teolieal advances, or if such products and
services are not widely accepted by customersability to compete could be adversely affected amdmarket share could decline. Any
inability to keep up with changes in technology amarkets could also adversely affect the tradingepof our securities and our ability to
service our debt.

30



Table of Contents

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

From time to time, we receive notices from thirdtigs claiming we have or are infringing upon thatellectual property rights. We may
receive similar notices in the future. Respondmthese claims may require us to expend signifiiareg and money defending our use of
affected technology, may require us to enter in@lty or licensing agreements on less favorablagehan we could otherwise obtain or may
require us to pay damages. If we are requiredk® éme or more of these actions, our profit margiay decline. In addition, in responding to
these claims, we may be required to stop sellingodesign one or more of our products or serviedg;h could significantly and adversely
affect the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the investigation of Q’s business currently being conducted by the DO material litigation pending agains
QCIl and us, including the securities actions, calhave a material adverse impact on our financiaralition and operating results, on the
trading price of our debt securities and on our #byj to access the capital markets.

The DOJ investigation and the remaining securai®ns described in Note 5—Commitments and Coatinges to our condensed
consolidated financial statements in Item 1 of Paftthis report present material and significegks to QCIl and us. In the aggregate, the
plaintiffs in the remaining securities actions g&asons who, at their request, were excluded flaseéttliement class in the consolidated
securities action seek billions of dollars in dassgnd the outcome of one or more of these matteéhee DOJ investigation could have a
negative impact on the outcomes of the other astiBarther, the size, scope and nature of thetezstmts of QCII's consolidated financial
statements for 2001 and 2000, which are describ€xdIl’'s Annual Report on Form 10-K/A for the fisgeear ended December 31, 2002,
affect the risks presented by these actions anBD@&investigation, as these matters involve, amathgr things, QCII’s prior accounting
practices and related disclosures. Plaintiffs inade of the securities actions have alleged Qi'statement of items in support of their clai
QCIl and we continue to defend against the remgis&turities actions vigorously and are currentighle to provide any estimate as to the
timing of their resolution.

We can give no assurance as to the impacts on &t our financial results or financial condittbat may ultimately result from all of
these matters. QCII has a recorded reserve iim#dadial statements for the minimum estimated arhofitoss it believes is probable with
respect to the remaining securities actions desdrito Note 5—Commitments and Contingencies to ondensed consolidated financial
statements in Item 1 of Part | of this report, &l &s any additional actions that may be broughtdrties who, at their request, were excluded
from the settlement class in the consolidated $Esiaction, but who have not yet filed suit. Haeg the ultimate outcomes of these matters
are still uncertain and the amount of loss QCliludttely incurs could be substantially more thanrdeerves it has provided. If the recorded
reserves are insufficient, QCII will need to recadtlitional charges to its consolidated statem&aperations in future periods. In addition,
any settlement of or judgment in one or more of¢hactions substantially in excess of QCII's reedrreserves could have a significant impact
on QCII and us, and we can give no assurance tG#tapd we will have the resources available to @ay such judgment. The magnitude of
any settlement or judgment resulting from thesetensicould materially and adversely affect QClirshcial condition and ability to meet its
debt obligations, potentially impacting its cregitings, its ability to access capital markets émdompliance with debt covenants. In addition,
the magnitude of any settlement or judgment mage&CII to draw down significantly on its cash Ingkas, which might force it to obtain
additional financing or explore other methods toggate cash. Such methods could include issuinigiaaa securities or selling assets. As a
wholly owned subsidiary of QCII, our business opierss and financial condition would be similarlyexfted.

Further, there exist other material proceedingslipgnagainst QCII and us as described in Note 5—@itments and Contingencies to
our condensed consolidated financial statemeriteim 1 of Part | of this report that, dependingtiogir outcome, may have a material adverse
effect on QCII's and our financial position. Thug can give no assurances as to the impacts or<@id our financial results or financial
condition as a result of these matters.
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Current or future civil or criminal actions againsQCII’'s former officers and employees could reduiterestor confidence in QCII and us
and cause the trading price for our debt securitigsdecline.

As a result of QCII's past accounting issues, itmesonfidence in QCII and us has suffered andasuffer further. Although QCII has
consummated a settlement with the SEC concerrsriguestigation of QCII, in March 2005, the SE@dilsuit against QCII's former chief
executive officer, Joseph Nacchio, two of QCII'smieer chief financial officers, Robert Woodruff aRébin Szeliga, and other former QCII
officers and employees. In December 2005, a crihimbctment was filed against Mr. Nacchio chargimig with 42 counts of insider trading.

Trials could take place in the pending SEC lawagdinst Mr. Nacchio and others or in connectiomlie criminal charges against
Mr. Nacchio. Evidence introduced at such trials andther matters may result in further scrutinygmwernmental authorities and others. The
existence of this heightened scrutiny could advg#ect investor confidence in QCII and us andsmthe trading price for our debt securities
to decline.

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

Our operations are subject to significant fedezglitation, including the Communications Act of 1984 amended, and Federal
Communications Commission, or FCC, regulationsatieder. We are also subject to the applicable &awdsregulations of various states,
including regulation by public utility commissiorsy, PUCs, and other state agencies. Federal law&@Q regulations generally apply to
regulated interstate telecommunications (includirgrnational telecommunications that originatéesminate in the United States), while state
regulatory authorities generally have jurisdictarer regulated telecommunications services thaindr@state in nature. The local competition
aspects of the Telecommunications Act of 1996 abjest to FCC rulemaking, but the state regulatarthorities play a significant role in
implementing those FCC rules. Generally, we mugtiakand maintain certificates of authority fronguéatory bodies in most states where we
offer regulated services and must obtain prior l&guy approval of rates, terms and conditionsofiar intrastate services, where required. Our
businesses are subject to numerous, and oftendptitded, requirements under federal, state aral laws, rules and regulations. Accordin
we cannot ensure that we are always in compliariteall these requirements at any single pointriret The agencies responsible for the
enforcement of these laws, rules and regulationsimtiate inquiries or actions based on their gvanceptions of our conduct, or based on
customer complaints.

Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
Recently a number of state legislatures and stdt@sPadopted reduced or modified forms of regulatorrretail services. This is generally
beneficial to us because it reduces regulatorysasd regulatory filing and reporting requiremeiitsese changes also generally allow more
flexibility for new product introduction and enhanour ability to respond to competition. At the gatime, some of the changes, occurring at
both the state and federal level, may have thenpiateeffect of reducing some regulatory protecsicimcluding having FCC-approved tariffs
that include rates, terms and conditions. Thesagdgmmay necessitate the need for customer-speoifittacts to address matters previously
covered in our tariffs. Despite these regulatorgraies, a substantial portion of our local voic&ises revenue remains subject to FCC and
state PUC pricing regulation, which could exposéousnanticipated price declines. There can bessarance that future regulatory, judicial or
legislative activities will not have a material &dse effect on our operations, or that regulatothiod parties will not raise material issues with
regard to our compliance or noncompliance with @aple regulations.

All of our operations are also subject to a varigdtgnvironmental, safety, health and other govesmtad regulations. We monitor our
compliance with federal, state and local regulatigaverning the discharge and disposal of hazardod€nvironmentally sensitive materials,
including the emission of electromagnetic radiatidbhough we believe that we are in compliancehvgitich regulations, any such discharge,
disposal or emission might expose us to claimstios that could have a material adverse effeawrbusiness, financial condition and
operating results.
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Risks Affecting Our Liquidity

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

Our ultimate parent, QCI|, is highly leveraged ocoasolidated basis. As of September 30, 2006¢onsolidated debt was
approximately $7.7 billion, which was included if©@s consolidated debt of $14.9 billion as of tllate. Approximately $2.4 billion of
QCII's debt, which includes approximately $390 iifl of our debt obligations, comes due over the tiemee years. In addition, holders of
QCII's $1.265 billion 3.50% Convertible Senior Nstdue 2025 may elect to convert the principal efrthotes into cash during periods when
specified, market-based conversion requirementsate However, QCII does not anticipate holders méke such an election because QCI|
believes it would likely result in adverse econornnsequences to such holders. While we curreetigwe QCIl and we will have the
financial resources to meet our obligations whey ttome due, we cannot anticipate what QCII's andfture condition will be. We may
have unexpected costs and liabilities and we mag hited access to financing. In addition, on @etr 4, 2006, QCII's Board of Directors
approved a stock repurchase program for up to ifi@rbof QCII's common stock over the next two yea€ash used by QCII in connection
with purchases of its common stock would not bélalvke for other purposes, including the repaynwdrdebt.

We may periodically need to obtain financing inertb meet our debt obligations as they come dueemaly also need to obtain
additional financing or investigate other methanlgénerate cash (such as further cost reductiotiee@ale of assets) if revenue and cash
provided by operations decline, if economic codisi weaken, if competitive pressures increase@QCifl or we become subject to significant
judgments, settlements and/or tax payments asgiudiscussed in Note—Commitments and Contingencies to our condensesotidlated
financial statements in Item 1 of Part | of thipge and in “Management’s Discussion and Analy$iBinancial Condition and Results of
Operations—Liquidity and Capital Resources” in It2raf Part | of this report. We can give no assaeathat such additional financing will be
available on terms that are acceptable. Also, w lmeaimpacted by factors relating to or affecting quidity and capital resources due to
perception in the market, impacts on our credihgat or provisions in our financing agreements thay restrict our flexibility under certain
conditions.

QCII's $850 million revolving Credit Facility, whitis currently undrawn, has a cross payment defaaitision, and the Credit Facility
and certain other debt issues of QCII and its athsidiaries have cross acceleration provisiorteeMpresent, such provisions could have a
wider impact on liquidity than might otherwise &rifsom a default or acceleration of a single dabtrument. As a wholly owned subsidiary of
QCIl and QSC, any such event could adversely affaciability to conduct business or access thetalampiarkets and could adversely impact
our credit ratings. In addition, the Credit Fagilitontains various limitations, including a region on using any proceeds from the facility to
pay settlements or judgments relating to the D®dstigation and securities actions discussed i SetCommitments and Contingencies to
our condensed consolidated financial statemeriteim 1 of Part | of this report.

Our high debt levels could adversely impact ouditnatings. Additionally, the degree to which wegether with QCII, are leveraged
may have other important limiting consequencesuding the following:

» placing us at a competitive disadvantage as cordpaitd our less leveraged competitc

* making us more vulnerable to downturns in genezahemic conditions or in any of our busines:

» limiting our flexibility in planning for, or reaatig to, changes in our business and the industshioh we operate; ar

* impairing our ability to obtain additional finangjrin the future for working capital, capital expéndes or general corporate
purposes
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We may be unable to significantly reduce the sulbgial capital requirements or operating expensescessary to continue to operate our
business, which may in turn affect our operatingselts.

The industry in which we operate is capital inteasand as such we anticipate that our capitalireepents will continue to be significa
in the coming years. Although we have reduced apital expenditures and operating expenses ovarasiefew years, we may be unable to
further significantly reduce these costs, eveevienue is decreasing. While we believe that oueatilevel of capital expenditures will meet
both our maintenance and our core growth requirésrgoing forward, this may not be the case if aginstances underlying our expectations
change.

Declines in the value of QC’s qualified pension plan assets, or unfavorableasiges in laws or regulations that govern pensiomipl
funding, could require it to provide significant aounts of funding for its qualified pension plar

Our employees patrticipate in a qualified defineddfi pension plan sponsored by QCII. While QCledmot expect to be required to
make material cash contributions to its qualifiedined benefit pension plan in the near term bageoh current actuarial analyses and
forecasts, a significant decline in the value ddlijied pension plan assets in the future or unfalste changes in laws or regulations that
govern pension plan funding could materially chatigetiming and amount of required pension fundikga result, QCII and we may be
required to fund QCII's qualified defined benefénsion plan with cash from operations, perhaps tmaterial amount.

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

We regularly declare and pay dividends to our dipacent, QSC. We may declare and pay dividen@ésdess of our earnings to the
extent permitted by applicable law, which may canela significant amount of the cash we generate d@bt covenants do not limit the
amount of dividends we can pay to our parent.

Our debt agreements and the debt agreements of Q@dw us and QCII to incur significantly more deptvhich could exacerbate the other
risks described herein.

The terms of QCII's and our debt instruments peboith QCII and us to incur additional indebtedn&sh additional debt may be
necessary for many reasons, including to adequegspyond to competition, to comply with regulatoeguirements related to our service
obligations or for financial reasons alone. Incratakborrowings or borrowings at maturity on tertinat impose additional financial risks to
our various efforts to improve our financial comalit and results of operations could exacerbatether risks described herein.

Other Risks Relating to Qwest

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 coblg affected

The preparation of financial statements and reldiedosures in conformity with accounting prineiplgenerally accepted in the United
States, or GAAP, requires management to make judtgnassumptions and estimates that affect the aimoeported in our consolidated
financial statements and accompanying notes. Qigatraccounting policies, which are describe@im Annual Report on Form 10-K for the
year ended December 31, 2005, describe thoseis@gmifaccounting policies and methods used in thpgration of our consolidated financ
statements that are considered “critical” becahsg tequire judgments, assumptions and estimad¢srthterially impact our consolidated
financial statements and related disclosures. Aesalt, if future events differ significantly frothe judgments, assumptions and estimates i
critical accounting policies, such events or asdionp could have a material impact on our constdiddinancial statements and related
disclosures.
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Taxing authorities may determine we owe additionakes relating to various matters, which could adsely affect our financial results.

We are included in the consolidated federal inctemeaeturn of QCII. As such, we could be severhdlle for tax examinations and
adjustments attributed to other members of the @@illated group. As a significant taxpayer, Q@Isubject to frequent and regular audits
from the Internal Revenue Service, or IRS, as aglirom state and local tax authorities. Thesetawduld subject us to risks due to adverse
positions that may be taken by these tax autheriBéease see Note 5—Commitments and Contingetoc@s condensed consolidated
financial statements in Item 1 of Part | of thipagt for examples of legal proceedings involvingheoof these adverse positions. In addition
example, in the fourth quarter of 2004, QCII ree€éiwotices of proposed adjustments on severalfgigni issues for its 1998001 audit cycle
Certain of these proposed adjustments are beferdppeals Office of the IRS. And in June 2006 Q@Heived notices of proposed
adjustments on several significant issues for0@222003 audit cycle, including a proposed adjustrdésallowing a loss recognized by QCII
relating to the sale of its DEX directory publisgibusiness. There is no assurance that QCII ankiR®Bavill reach settlements on any of these
issues or that, if QCII does reach settlementstetras will be favorable to QCII.

Because prior to 1999 QCII was a member of aféiliagroups filing consolidated U.S. federal incomereturns, QCII could be severally
liable for tax examinations and adjustments naatly applicable to current members of the QCliliated group. Tax sharing agreements f
been executed between QCII and previous affiliatrd, QCII believes the liabilities, if any, arisirgm adjustments to previously filed returns
would be borne by the affiliated group member dateed to have a deficiency under the terms anditiond of such agreements and
applicable tax law. Generally, QCII has not prodider liabilities of former affiliated members asrfclaims they have asserted or may assert
against QCII.

While QCII believes its tax reserves adequatelyiol@for the associated tax contingencies, QC#Hssaudits and examinations may
result in tax liabilities that differ materiallydm those QCII has recorded in its consolidatedniiie statements. Also, the ultimate outcome
all of these matters are uncertain, and QCII cae gb assurance as to whether an adverse resultdine or more of them will have a material
effect on its financial results or its net opergtiass carryforwards, which could in turn affect éinancial condition and operating results to
extent the matters affect us.

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

We are a party to collective bargaining agreemsiitts our labor unions, which represent a signiftcammber of our employees. In
August 2005, we reached agreements with the Conuations Workers of America and the InternationatBerhood of Electrical Workers «
threeyear labor agreements. Each of these agreementsatifeesd by union members and expires on August2088. Although we believe tr
our relations with our employees are satisfactooyassurance can be given that we will be abledoessfully extend or renegotiate our
collective bargaining agreements as they expina fiime to time. The impact of future negotiatioimeluding changes in wages and benefit
levels, could have a material impact on our finah@sults. Also, if we fail to extend or renegtiaur collective bargaining agreements, if
disputes with our unions arise, or if our unionizestkers engage in a strike or other work stoppagecould incur higher ongoing labor costs
or experience a significant disruption of operagiomhich could have a material adverse effect arbaginess.
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ITEM 6. EXHIBITS
Exhibits filed for Qwest through the filing of thiform 10-Q:

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

Exhibit
Number

(3.1)

(3.2
(3.9

@.1)

4.2)

4.9

(4.9

(4.5)

(4.6)

4.7)

(4.9

(10.7)

Description
Restated Articles of Incorporation of Qwest Corpiora(incorporated by reference to Qwest Corporasidnnual Report on
Form 1(-K for the year ended December 31, 1997, File NG4-03040).

Articles of Amendment to the Articles of Incorpadoat of Qwest Corporation (incorporated by referetftc®west Corporatios’
Quarterly Report on Form -Q for the quarter ended June 30, 2000, File No-03040).

Amended and Restated Bylaws of Qwest Corporatimeo(porated by reference to Qwest Corporation’suahiReport on
Form 1(-K for the year ended December 31, 2002, File NG4-03040).

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

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

Indenture, dated as of October 15, 1999, by andd®et U S West Communications, Inc. and Bank OnstT@ompany, N.A
(incorporated by reference to Qwest Corporatiomsdal Report on Form 10-K for the year ended Deeer3tt, 1999, File
No. 00303040).

Officer’s Certificate of Qwest Corporation, datesiai March 12, 2002 (including forms of’@ 8 % notes due March 15, 2012)
(incorporated by reference to Qwest Corporés Form &4, File No. 33-115119).

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

Second Supplemental Indenture, dated as of NoveB#2004, by and between Qwest Corporation and BaSk National
Association (incorporated by reference to Qwesip@ration’s Current Report on Form 8-K filed NovemB8, 2004, File
No. 002-03040).

Third Supplemental Indenture, dated as of Jun@Qgd5, by and between Qwest Corporation and U.Sk Biational
Association (incorporated by reference to QwespGration’s Current Report on Form 8-K filed June 2305, File No. 001-
03040).

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

Registration Rights Agreement, dated November 2842by and among Qwest Corporation and the irptiathasers liste
therein (incorporated by reference to Qwest Cotpmmas Current Report on Form 8-K dated November2®4, File No. 001-
03040).
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Exhibit
Number Description
(10.2) Registration Rights Agreement, dated June 17, 200%nd among Qwest Corporation and the initiatpasers listed therein
(incorporated by reference to Qwest Corporés Current Report on Forn-K filed June 23, 2005, File No. 0-03040).
(10.9) Registration Rights Agreement, dated August 8, 269Gnd among Qwest Corporation and the initiatpasers listed therein
(incorporated by reference to Qwest Corporé s Current Report on Forn-K filing August 8, 2006, File No. 0(-03040).
12 Calculation of Ratio of Earnings to Fixed Char¢
31.1 Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002
31.2 Chief Financial Officer Certification pursuant teion 302 of the Sarbar-Oxley Act of 2002
32 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sar-Oxley Act of 2002

() Previously filed.

In accordance with Item 601(b)(4)(iii)(A) of Regtitm S-K, copies of certain instruments defining tights of holders of certain of our
long-term debt are not filed herewith. Pursuarthis regulation, we hereby agree to furnish a amipgny such instrument to the SEC upon
request.
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SIGNATURE

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
the undersigned thereunto duly authorized.

Q WESTC ORPORATION

By: /s/ John W. Richardsc
John W. Richardson
Senior Vice President and Controller
(Duly Authorized Officer and Chief Accounting Offier)

October 31, 2006
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QWEST CORPORATION

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

Exhibit 12

(Unaudited)
Nine Months
Ended Years Ended December 31,
September 3C
2006 2005 2004 2003 2002 2001
(Dollars in millions)
Income from continuing operations before incomegax
discontinued operations and cumulative effect @hde in
accounting principls $ 1,297 $1,53( $1,74% $1,75¢ $2,43¢ $2,83:
Add: estimated fixed charg: 503 66¢ 647 643 634 58¢€
Add: estimated amortization of capitalized inte! 9 12 12 13 14 14
Less: interest capitalize (6) (7 (9 (13 (24) (44)
Total earnings available for fixed char¢ $ 1,80 $2,20: $2,397 $2,401 $3,05¢ $3,391
Estimate of interest factor on rent $ 34 $ 54 $ 54 $ 57 $ 69 $ 79
Interest expense, including amortization of premsudiscounts ant
debt issuance cos 463 607 584 573 541 465
Interest capitalize 6 7 9 13 24 44
Total fixed charge $ 502 $ 66¢ $ 647 $ 642 $ 634 $ 58¢
Ratio of earnings to fixed charg 3.6 3.2 3.7 3.7 4.8 5.8



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Richard C. Notebaert, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Qwest Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

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

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

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

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

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

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: October 31, 20C

/s/ Richard C. Notebae

Richard C. Notebaert
Chief Executive Officer and President



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Oren G. Shaffer, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Qwest Corporatior

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

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

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

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

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

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

b)  Any fraud, whether or not material, that invawaanagement or other employees who have a signifiole in the registrant’s
internal control over financial reportin

Date: October 31, 20C

/s/ Oren G. Shaffe

Oren G. Shaffer
Vice Chairman and Chief Financial Officer



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for tlnppses of section 1350 of chapter 63 of title flhe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D02, in his capacity as an officer of Qwest @ugtion (“Qwest”) that, to his knowledg
the Quarterly Report of Qwest on Form QUor the quarter ended September 30, 2006, fuliymies with the requirements of Section 13(e
the Securities Exchange Act of 1934 and that tharimation contained in such report fairly preseitsll material respects, the financial
condition and results of operation of Qwest. Thitten statement is being furnished to the Seasitind Exchange Commission as an exhibit
to such Form 10-Q. A signed original of this sta¢@trhas been provided to Qwest and will be retabye@west and furnished to the Securities
and Exchange Commission or its staff upon request.

Dated: October 31, 2006 By: /s/ Richard C. Notebaert
Richard C. Notebaert
Chief Executive Officer and President

Dated: October 31, 20( By: /s/ Oren G. Shaffe

Oren G. Shaffer
Vice Chairman and Chief Financial Officer




