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Public Service Commission
State of North Dakota

COMMISSIONERS

600 E Boulevard Ave Dept 408
Bismarck, North Dakota 58505-0480
web www psc state nd us

e-mail ndpsc@psc state nd us

TDD 800-366-6888

Fax 701-328-2410

Phone 701-328-2400

Tony Clark, President
Susan E Wefald
Kevin Cramer

Executive Secretary
Illona A Jeffcoat-Sacco

July 22, 2004

Melissa K Thompson
Qwest Corporation

1801 California St Ste 4900
Denver CO 80202

Dear Ms. Thompson-

On July 21, 2004, the Commission issued Certificate of Public Convenience and
Necessity No. 5130 to Qwest Communications Corporation to provide facilities based
local exchange telecommunications services in North Dakota, Case No. PU-04-160.
The onginal certificate is enclosed for your files

Sincerely,

w@wfuwk\dm , :

Sharon Helbling
Public Utiltiiles Division

sdh ’

Enclosure

27 PU-04-160 Pages 1

l_etter re approval of application

by Public Service Commission
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that

she Is over the age of 18 years and not a party to this action and, on the 22nd day of
July, 2004, she deposited in the United States Mail, Bismarck, North Dakota, two
envelopes with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of

Order

The envelopes were addressed as follows:

Melissa K Thompson Scott Macintosh

Qwest Corporation Qwest

1801 California St Ste 4900 P O Box 5508

Denver CO 80202 Bismarck ND 58502-5508

Cert. No. 7002 2410 0003 4912 6007 Cert. No. 7002 2410 0003 4912 6014

Each address shown is the respective addressee's last reasonably ascertainable post

g%am/@? S

Notary Public

Subscribed and sworn to before me
this 22nd day of July, 2004

SEAL

7

26 PU-04-160 Pages 1
Affidavit of Service

by Public Service Commission
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APPROVED APPROVED
oatE:__ 7= 2[-0F MOTION DATE: 7-2/-0%

Kot K,
July 21, 2004

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

I move the Commission adopt the Order and issue a certificate of public
convenience and necessity to Qwest Communications Corporation to provide facilities
based competitive local exchange telecommunication services in North Dakota, Case
No. PU-04-160.

JRL/sdh

25 PU-04-160 Pages 1
Motion

by Public Service Commission

07/21/2004 CC Comm Legal llona Jerry Mike
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STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

ORDER
July 21, 2004

On April 7, 2004, Qwest Communications Corporation (QCC) of Denver, CO,
filed an application for a certificate of public convenience and necessity to provide
faciliies-based competitive local exchange telecommunication services throughout
North Dakota.

On April 12, 2004, the Public Service Commission’s Director of Accounting filed a
memorandum indicating that QCC has the financial ability to provide service.

On April 27, 2004 the Commission issued a Notice of Opportunity for Hearing,
which provided until April 20, 2004 for receiving comments or hearing requests. In
accordance with North Dakota Century Code chapter 49-03.1 and North Dakota
Administrative Code section 69-09-05-11(3), the Commission’s notice identified the
following issues to be considered in this matter:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. Technical, financial and managerial ability of the applicant to

provide service.

On June 1, 2004, Myer Shark of St. Louis Park, MN filed comments raising
several issues, some of which were legislative in nature or otherwise beyond the scope
of this proceeding.

Also on June 1, 2004, the Rural Telephone Company Group (RTCG) filed
comments stating that it does not request intervention or hearing. RTCG requests that
any order include limitations similar to those in previous cases to preserve the “rural
safeguard” rights under 47 U.S.C. 251(f).

On June 9, 2004, QCC filed a response to RTCG’s comments agreeing that a
statewide certificate would not affect the section 251(f) rights of any specific rural
telephone company.

;o
, 24 PU-04-160 Pages 3

Order

by Public Service Commission
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On June 23, 2004, the Commission discussed the issues in this matter with the
applicant, Myer Shark and Commission staff at an informal hearing. Concerns were
raised during the discussions about shared customer service departments and possible
customer confusion between services provided by QCC and affiliated incumbent local
exchange service provider Qwest Corporation. As a result, QCC agreed to file
supplemental information assuring that: (1) any access lines QCC serves would not be
reported by Qwest Corporation to demonstrate competition by telecommunications
providers of local exchange service in North Dakota; and (2) customers or potential
customers within Qwest Corporation exchanges will first be informed about the
availability of Qwest Corporation’s price-capped basic essential services before any
attempt to explain or sell other services is made. QCC filed the supplemental
information on June 30, July 2 and July 19, 2004.

QCC is a Delaware corporation and a wholly-owned subsidiary of Qwest
Services Corporation, which in turn is a subsidiary of Qwest Communications
International, Inc. Qwest Corporation f/k/a U S West Communications, Inc., a Regional
Bell Operating Company, is also a subsidiary of Qwest Communications International,
Inc. and provides incumbent local exchange carrier (ILEC) services with approximately
225,000 access lines serving approximately 150,000 customers in North Dakota.

Myer Shark contended that the Commission’s records of Qwest Corporation
customer complaints indicate a lack of financial and managerial ability to provide
adequate, dependable service The Commission’s consumer contacts database
indicates approximately 165 Qwest customer complaints or other contacts recorded
during the year ending June, 2004. Considering the number of North Dakota customers
and access lines served by Qwest Corporation, the Commission does not find this
complaint level excessive or indicative of a lack of financial or managerial ability to
provide adequate, dependable service.

QCC currently provides long distance services nationwide with the exception of
Alaska. On August 16, 2002 in Case No. PU-1716-02-114, QCC was issued Certificate
of Public Convenience and Necessity No. 4860 authorizing QCC to provide facllities-
based interexchange telecommunications services throughout North Dakota.

QCC proposes to provide CLEC services that include both voice and data using
facilities owned or leased by QCC. QCC intends to provide both essential and
nonessential services, which may be provided in conjunction with the interexchange
services provided under its current certificate.

The informal hearing included discussion about whether a QCC certificate is
needed when affiliate Qwest Corporation already has certificates for existing ILEC
operations. QCC stated during the informal hearing that the decision to seek
competitive local exchange carrier (CLEC) authorization reflects a business strategy for
competing in the telecommunications market that includes the provision of a bundled
long distance and local service offering. In addition, under N.D. Admin. Code section

Order in Case No PU-04-160
Page 2



69-09-05-11(3) need for service is not an Issue to be considered when determining
whether to grant a certificate for telecommunications service.

Myer Shark raised further concerns generally related to rate-of-return regulation,
including facilities investments and financial resource commitments in North Dakota.
CLEC'’s have never been subject to rate-of-return regulation in North Dakota and ILEC
Qwest Corporation has been statutorily exempted from rate-of-return regulation since
1989. Therefore, these further concerns raised by Shark are not within the
Commission'’s jurisdiction.

QCC states that the proposed service would be provided by the same technical
and managerial employees that currently provide Qwest Corporation services both in
region and out of region. Exhibit 5 to the application includes a list of QCC’s current
officers and directors.

The Commission finds QCC'’s proposed service adequate.

The Commission finds QCC is fit, able, and has the technical, financial and
managerial ability to provide service.

In this Case, as in other cases in which statewide authority was requested, the
Commission will adhere to the precedent established in the AT&T certificate case, Case
No. PU-453-96-83. In AT&T, the Commission held that its determination of the public
interest with regard to the service territories of rural telephone companies is subject to
any future proceedings under Section 251(f)(1) or (2) of the Telecommunications Act of
1996 (47 U.S.C. §251(f)(1) or (2)). The Commission also held that granting the
certificate on a statewide basis is not a ruling that affects the rights of specific rural
telephone companies under 47 U.S.C. §251(f).

Order

The Commission Orders the application of Qwest Communications Corporation
for a certificate of public convenience and necessity to provide facilities-based
competitive local exchange telecommunications services throughout North Dakota is
GRANTED.

PUBLIC SERVICE COMMISSION

DISSENTING %AM ﬁz Z/M

Susan E. Wefald ~ Tony Clark Kevin Cramer
Commissioner President Commissioner

Order in Case No PU-04-160
Page 3



STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

DISSENTING COMMENTS
COMMISSIONER SUSAN E. WEFALD

July 21, 2004

Qwest, the parent holding company, 1s now proposing to have not just one Qwest
company offering local service in North Dakota, but now proposes to have two Qwest
companies offering local service to customers. Qwest Communications Corporation (Qwest
Junior) has been offering long distance services to customers in North Dakota in conjunction
with Qwest Corporation (Qwest Senior) Qwest Senior I1s the local telephone company that
used to be Northwestern Bell

Now, Qwest Junior wants to also provide local services as a Competitive Local
Exchange Carrier (CLEC) They want to compete for local exchange customers throughout the
state of North Dakota This means that they plan to compete not only with other companies In
the state, but also with Qwest Senior, the Incumbent Local Exchange Carrier (ILEC), their sister
company, for customers

| understand that this may be very confusing to telephone customers in North Dakota,
and that 1s one reason why | have serious concerns about this application But there are other
reasons to be even more concerned

I am voting no on Qwest Junior's application for a certificate of public convenience and
necessity (PC&N), because of concerns regarding adequacy of proposed service within the
Qwest Senior service area By approving this Local Exchange PC&N, the Commission is
effectively paving the way for customers to lose important protections under North
Dakota law, and for the Commission to lose important jurisdiction.

At the informal hearing held by the Commission on June 23, Qwest Junior stated that it
plans to have only one phone contact number for customers to call Qwest, and that number will
connect customers to both Qwest Senior and Qwest Junior When Qwest Junior chooses to
offer local exchange service in North Dakota to residential customers, it will be very difficult for
customers to be able to distinguish between the two companies At a minimum, the
Commission should require Qwest Junior to have a separate phone number from Qwest Senior
so that customers may have some idea that they are dealing with a different company for
services The Commission should also put some requirements on marketing, when marketing
to Qwest Senior customers These are adequacy of proposed service Issues, which it 1s
appropriate for the Commission to address at this time Since it has not been addressed, the
Commission should have only approved the Qwest Junior certificate for a Local Exchange
PC&N In service territories outside of the areas currently being served by its sister, Qwest
Senior e . .

23 PU-04-160 Pages 2

Dissenting Comments by Commissioner

Susan E Wefald
by Public Service Commission

07/21/2004 CC Comm Legal lllona Jerry Mike



Using only one marketing phone number for both companies and joint marketing efforts,
Qwest has the ability to move customers easily from Qwest Senior to Qwest Junior without
customers ever knowing that they are changing companies This I1s a concern, because certain
protections are in place now for Qwest Senior customers, which may not be in place for Qwest
Junior customers Also, the Commission has important junisdiction over Qwest Senior that it
may not have over Qwest Junior As a CLEC, Qwest Junior may not be subject to important
sections of North Dakota telecommunications law One example I1s the price cap law 49-21-
01 3, which caps the price of basic local service At the present time, under the price cap law,
Qwest Senior I1s required to offer basic local services for $18 17 in Bismarck Qwest Junior has
to offer basic local services separately from other services, but it could price them at whatever
price it wants (for example, $30 00), to make basic service less attractive than “service
packages ”

In effect, with its planned confusing marketing of Qwest Senior and Qwest
Junior products, Qwest Senior can move customers to Qwest Junior and achieve
deregulation without ever going to the legislature.

s D fr AN

Susan E Wefald, C'omﬁsswner




PUBLIC SERVICE COMMISSION
STATE OF NORTH DAKOTA

Certificate of Public Convenience and Necessity

Certificate Number 5130

This is to certify that public convenience and necessity
require, and permission is granted for Qwest Communications
Corporation, a telecommunications public utility, to provide
statewide local exchange telecommunications services, with
facilities, in North Dakota.

This cettificate is issued in Case No. PU-04-160 and is
conditioned upon Qwest Communications Corporation securing
the franchise or other authority of the proper municipal or other
authority for the exercise of these rights and privileges.

Bismarck, North Dakota, July 21, 2004.

ATTEST:

PUBLIC SERVICE COMMISSION

%M ot

etary Commisbioner

Executive

ke

22 PU-04-160 Pages 1
Certificate # 5130

by Public Service Commission

07/0712004 CC Comm Legal lllona Jerry Mike



o0 L

APPROVED
MOTION pate:__ Z-2/-0F

_ArmE,

July 21, 2004

Qwest Corporation Case No. PU-04-160
Local Exchange
Public Convenience & Necessity

| move the Commission bill Qwest Corporation for costs incurred to date
in Case No. PU-04-160, Qwest Corporation, Local Exchange, Public

Convenience & Necessity.

21 PU-04-160 Pages 3

Utility Valuation Motion/Letter/Billing

Statement
by Public Service Commission
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Public Service Commission

State of North Dakota
COMMISSIONERS
600 E Boulevard Ave Dept 408
Tony Clark, President Bismarck, North Dakota 58505-0480
Susan E Wefald web www psc state nd us
Kevin Cramer e-mail ndpsc@psc state nd us
Excoutive Secrat TDD 800-366-6888
xecutive Secretary Fax 701-328-2410
Illona A Jeffcoat-Sacco JUIy 21 ! 2004 Pho?l); 701-328-2400
Scott Macintosh
Qwest Corporation
PO Box 5508

Bismarck ND 58502-5508

RE: Case No. PU-04-160
Qwest Corporation
Local Exchange

Public Convenience & Necessity

Enclosed is a copy of the statement approved at the July 21, 2004 Public
Service Commission meeting for the expenses incurred to date in Case No

PU-04-160.

Under N.D C.C 49-21-01.7, these expenses are billed through the Valuation
Fund and must be paid for by the telecommunications company involved.

Please make your check payable to the Public Service Commission.

Sincerely,

lorig@ Geiger

Admin Staff Officer

701-328-2401
Enc



Billing Statement

July 21, 2004

Qwest Corporation Case No PU-04-160
Local Exchange
Public Convenience & Necessity

Bill To:

Qwest Corporation ............coeveeees ciieeiiies e $283.29

Expenses Incurred to Date:

Advertising COStS ..... wooviiiiiiiii s et 283.29

Send Payment and a Copy of this Statement To:
Public Service Commission

600 E Boulevard Ave Dept 408

Bismarck ND 58505-0480

Federal Tax ID 45-0309764



Qwest
1801 California Street, Suite 4900

o M Denver, Colorado 80202
W e s ° Phone 303 672 2734
Facsimile 303 295 7069
Sp/flt Of Serwce"‘ Melssa Thompson@qwest com

Melissa K Thompson
Senior Attorney

mywos  [HECEIVE =

| N
JUL 26 2004

Ms. llona Jeffcoat-Sacco SSion

Executive Secretary ND PUBLIC SERVICE COMMI
IVISION

North Dakota Public Service Commission PUBLIC UTILITIES D

600 East Boulevard Avenue -- 12th Floor

Bismarck, North Dakota 58505-0480

Re:  Case No. PU-04-160 - Third Supplemental Filing of Additional Information for
the Application of Qwest Communications Corporation for a Certificate of Public
Convenience and Necessity

Dear Ms. Jeffcoat-Sacco:

Please find enclosed for filing an original and seven copies of the Third Supplemental
Filing of Additional Information for the Application of Qwest Communications Corporation for
a Certificate of Public Convenience and Necessity to provide competitive local exchange
telecommunications services in North Dakota.

We have also enclosed extra copies of this letter and of the filing. Please date stamp the
extra copies and return them to us for our files.

Thank you for your help with this matter. Please contact me if you have any questions or
concerns.

Sincerely,

Jllitn T

Melissa K. Thompson
Encl.

cc: Scott Macintosh
Mel Kambeitz

20 PU-04-160 Pages 3

Third Supplemental Filing of Additional

, Information
: by Qwest Communications Corporation by
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation

Certificate of Public Convenience &
Necessity Application

Case No. PU-04-160

SN N N N’

THIRD SUPPLEMENTAL FILING OF ADDITIONAL INFORMATION FOR THE
APPLICATION OF QWEST COMMUNICATIONS CORPORATION FOR A
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY

Qwest Communications Corporation ("QCC"), 1801 California Street, 49th Floor,
Denver, Colorado 80202, submits the following supplemental information to its Application for a
Certificate of Public Convenience and Necessity ("Application").

1. The North Dakota Public Service Commission conducted an informal work
session on July 19, 2004 to discuss QCC's Application to provide competitive local exchange
services 1n North Dakota. During the informal work session, the Commission asked QCC to
provide it with additional information.

2. In response to the Commission's request, QCC hereby represents that all potential
North Dakota local exchange customers located within the existing Qwest Corporation ("QC")
local service area will continue to be advised of the availability of the capped pricing for
essential services If QCC offers local exchange services in North Dakota, it will follow
procedures consistent with QC's present practice and any potential customer residing in Qwest
ILEC territory will be informed of and offered price-capped rates for 1FR and 1FB.

3 Finally, to address at least in part the Commission's questions about QC's and
QCC's marketing efforts, undersigned respectfully advises the Commussion that QC and QCC are
permitted to engage in joint marketing under 47 U S.C section 272(g)(2).

SUBMITTED this 19th day of July, 2004.

By: MM% —

Melissa K. Thompsén ~ # S
Qwest Services Corporation

1801 California Street, 49th Floor

Denver, Colorado 80212 '

(303) 672-2734

ATTORNEY FOR QWEST
COMMUNICATIONS CORPORATION
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CERTIFICATE OF SERVICE

I hereby certify that on this 19" day of July, 2004, an original and seven (7) copies of
THIRD SUPPLEMENTAL FILING OF ADDITIONAL INFORMATION FOR THE
APPLICATION OF QWEST COMMUNICATIONS CORPORATION FOR A
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY was forwarded via UPS
Overnight, to the following:

Ms. Ilona Jeffcoat-Sacco

Executive Secretary

North Dakota Public Service Commussion
600 East Boulevard Avenue -- 12th Floor

Bismarck, North Dakota 58505-0480
[/




2 Qwest
1801 Califorma Street, Suite 4900
Denver, Colorado 80202
Q W e S t . Phone 303 672 2734
2.3

Facsimile 3032957069 _

Spirit of Service™ MenssaTFrﬁp'ﬁn' WSSLD F ﬂ \\-/7 W\\

Meliss KJ;\hompson U
Senior Al o|rney\ “ \\
L oL -2 200
July 1, 2004 a i B

PUBLIC SERVICE COMMISSION
N EXECUTIVE SECRETARY

Ms. Nlona Jeffcoat-Sacco VIA UPS OVERNIGHT
Executive Secretary

North Dakota Public Service Commission

600 East Boulevard Avenue -- 12th Floor

Bismarck, North Dakota 58505-0480

Re:  Filing of Amended Supplemental Information for the Application of
Qwest Communications Corporation for a Certificate of Public
Convenience and Necessity

Dear Ms. Jeffcoat-Sacco:

On June 29, 2004, QCC submutted a filing to you titled "Supplemental Information for
the Application of Qwest Communications Corporation for a Certificate of Public Convenience
and Necessity." I am sending you the enclosed documents for filing and for substitution in place
of the filing on June 29™ This filing, which is titled the "Amended Supplemental Information
for the Application of Qwest Communications Corporation for a Certificate of Public
Convenience and Necessity," 1s in accordance with suggestions that we recerved from Mr. Jerry
Lein at the Commussion.

If you have any questions or concerns, please contact me. We have enclosed extra copies

of this letter and of the filing. Please date stamp the extra copies and return them to us for our
files.

Thank you for your help with this matter.

Sincerely,

Melissa K. :Ehomp@n/—ﬁ

Encl.

cc:  Scott Macintosh
Mel Kambeitz

19 PU-04-160 Pages 4
Substitution Supplemental Information

by Qwest Communications Corporation by
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STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Qwest Communications Corporation
Certificate of Public Convenience &
Necessity Application

Case No PU-04-160

R s

AMENDED SUPPLEMENTAL INFORMATION FOR THE APPLICATION OF
QWEST COMMUNICATIONS CORPORATION FOR A CERTIFICATE OF

PUBLIC CONVENIENCE AND NECESSITY

Qwest Communications Corporation ("QCC"), 1801 California Street, 49th Floor,
Denver, Colorado 80202, submuts the following supplemental information to 1ts Application for a
Certificate of Public Convenience and Necessity ("Application”):

1 The North Dakota Public Service Commuission conducted an informal hearing on
June 23, 2004 to discuss QCC's Application to provide competitive local exchange services in
North Dakota. During the informal hearing, the Commission asked QCC to provide 1t with
additional information in writing.

2 In response to the Commussion's request, QCC hereby represents formally 1n
writing that any access lines 1t may serve will not be reported by QC to demonstrate competition
by telecommunications providers of local exchange services in North Dakota.

3 A second 1ssue raised by the Commussion at the informal hearing involves the sale
of basic local exchange service through the existing QC sales channel. The Commuission
expressed concern about QC's and QCC's methods of operation when a residential or small
business customer requests basic local exchange service. QC, as a matter of both policy and
everyday operations, requires that 1ts sales representatives inform local customers about North
Dakota's essential services and the availability of basic service at low capped prices within the
QC local service franchise area QC's sales personnel advise callers seeking local exchange
service for residences or small businesses of the availability of a 1FR or 1FB at the capped rates
first. Only after providing this information do QC's sales representatives explain and attempt to
sell other services and packages. QC operates under this policy and procedure regionwide. If
the Commussion grants QCC's Application to provide competitive local exchange services, there
will be no change to this policy and procedure for QC sales representatives. Therefore, all
potential North Dakota customers located within the existing QC local service area will continue
to be advised of the availability of the capped pricing for essential services. QC monitors a



statistical sample of all in-bound calls to 1ts regional call centers monthly to assure compliance
with this policy and procedure.

RESPECTFULLY SUBMITTED this _/ _ day of July, 2004.

By: W%ﬁ
Melissa K. Télompéﬁ
Qwest Services Corporation
1801 California Street, 49th Floor

Denver, Colorado 80212
(303) 672-2734

ATTORNEY FOR QWEST COMMUNICATIONS
CORPORATION



CERTIFICATE OF SERVICE

I hereby certify that on this 1* day of July, 2004, an origial and seven (7) copies of
AMENDED SUPPLEMENTAL INFORMATION FOR THE APPLICATION OF QWEST
COMMUNICATIONS CORPORATION FOR A CERTIFICATE OF PUBLIC
CONVENIENCE AND NECESSITY was forwarded via UPS Overnight, to the following

Pamela Bonrud, Executive Director

South Dakota Public Utilities Commusston
500 East Capatol

Pierre, South Dakota 57501
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Qwest
1801 Califorria Street, Suite 4900

. . Denver, Colorado 80202
W e S . Phone 303 672 2734
Facsimile 303 295 7069
Splflt Of serw'ce"’ Melissa Thompson@qgwest com

Melissa K. Thompson
Senior Attorney

June 29, 2004

Ms. lona Jeffcoat-Sacco

Executive Secretary

North Dakota Public Service Commuission
600 East Boulevard Avenue -- 12th Floor
Bismarck, North Dakota 58505-0480

\'Sg
C SERVICE COMiV
° ‘;L\JJBBH‘C UT‘UT‘ES D'V\\l\

Re:  Filing of Supplemental Information for the Application of Qwest
Communications Corporation for a Certificate of Public Convenience and
Necessity

Dear Ms. Jeffcoat-Sacco:

Please find enclosed for filing an original and seven copies of the Supplemental
Information for the Application of Qwest Communications Corporation for a Certificate of
Public Convenience and Necessity to provide competitive local exchange telecommunications
services 1n North Dakota.

We have also enclosed extra copies of this letter and of the filing. Please date stamp the
extra copies and return them to us for our files.

Thank you for your help with this matter. Please contact me if you have any questions or
concerns.

Sincerely,

pL.

Melissa K. Thompson
Encl.

cc: Scott Macintosh
Mel Kambeitz

18 PU-04-160 Pages 1
Cover letter re Supplemental Information
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STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

N OO e 70 i |

) ;Q)E;@[@U%’Eiﬁ

Qwest Communications Corporation ) i’r: 4 ‘;§§ P
Certificate of Public Convenience & ) Case No. PU-04-160 L@; " ; i
Necessity Application ) L‘ i JUN 30 2004 R

ND PUBLIC SERVICE COMAISSION
EXECUT WE SECALIARY

SUPPLEMENTAL INFORMATION FOR THE APPLICATION OF
QWEST COMMUNICATIONS CORPORATION FOR A CERTIFICATE OF

PUBLIC CONVENIENCE AND NECESSITY

Qwest Communications Corporation ("QCC"), 1801 California Street, 49th Floor,
Denver, Colorado 80202, submuts the following supplemental information to its
Application for a Certificate of Public Convenience and Necessity ("Application"):

1. The North Dakota Public Service Commussion conducted an informal
hearing on June 23, 2004 to discuss QCC’s Application to provide competitive local
exchange services in North Dakota. During the informal hearing, the Commission asked
QCC to provide 1t with additional information in writing.

2. In response to the Commuission’s request, QCC hereby represents formally
1n writing that any access lines 1t may serve will not be reported by Qwest Corporation
(“QC”) to demonstrate competition by telecommunications providers of local exchange
services 1n North Dakota.

3. A second 1ssue raised by the Commussion at the informal hearing involves
the sale of basic local exchange service through the existing QC sales channel. The
Commnussion expressed concern about QC's and QCC's methods of operation when a
residential or small business customer requests basic local exchange service. QC, as a
matter of both policy and everyday operations, requires that its sales representatives
inform local customers about North Dakota's capped 1FR and the availability of basic
service at that low price within the QC local service franchise area. Only after QC's sales
personnel advise callers of the availability of the capped 1FR do they explain and attempt
to sell other services and packages. QC operates under this policy and procedure
regionwide. If the Commussion grants QCC's Application to provide competitive local
exchange services, there will be no change to this policy and procedure for QC sales
representatives. Therefore, all potential North Dakota customers located within the
existing QC local service area will continue to be advised of the availability of the capped

r1 7 PU-04-160 Pages 3

Supplemental Information for the

Application
by Qwest Corporation
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1FR pricing. QC monitors a statistical sample of all in-bound calls to 1ts regional call
centers monthly to assure compliance with this policy and procedure

o
RESPECTFULLY SUBMITTED this ﬁ day of June, 2004.

By: Mé«é‘wﬁ’f/—’—\

Melissa K. Thémpsén

Qwest Services Corporation

1801 California Street, 49th Floor
Denver, Colorado 80212

(303) 672-2734

ATTORNEY FOR QWEST
COMMUNICATIONS CORPORATION
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CERTIFICATE OF SERVICE

I hereby certify that on this 29™ day of June, 2004, an original and seven (7)
copies of SUPPLEMENTAL INFORMATION FOR THE APPLICATION OF
QWEST COMMUNICATIONS CORPORATION FOR A CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY was forwarded via UPS Overnight, to
the following:

Ms. Ilona Jeffcoat-Sacco

Executive Secretary

North Dakota Public Service Commussion
600 East Boulevard Avenue -- 12th Floor
Bismarck, North Dakota 58505-0480

Ceprifhos ), Wouriidi




North Dakota Public Service Commission
INFORMAL HEARING
June 23, 2004

QWEST COMMUNICATIONS CORPORATION PU-04-160
Local Exchange Filed: 4/07/04
Public Convenience & Necessity

Summary of Proposal: Qwest Communications Corporation (QCC) of Denver,
CO. has filed an application for a certificate of public convenience and necessity
to provide facilities-based competitive local exchange telecommunications
services throughout North Dakota.

Procedural History: On April 27, 2004, the Commission issued a Notice of
Opportunity for Hearing, which provided until June 2, 2004 for receiving
comments or hearing requests.

On June 1, 2004, Myer Shark of St. Louis Park, MN filed comments that appear
to request a hearing to the extent one may be needed to address the issues he
raises. Myer has not filed a petition to intervene. Myer questioned whether a
certificate is needed when Qwest already has certificates for existing operations.

Myer requests the record in this case include Commission records of service
complaints from Qwest customers and contends these complaints indicate the
applicant lacks financial and managerial ability to provide adequate, dependable
service. A listing of Qwest customer contacts for the past year is attached.

Myer further requests the record from Qwest’s previous selling of exchanges in
Case No. PU-314-94-688 be incorporated into this proceeding and that a hearing
is needed for Qwest to reconcile its policy of not investing in rural North Dakota
with the current request for a certificate.

Myer contends that past performance indicates the applicant will not willingly
submit to reasonable regulation and provides several examples of legislative and
other activities to demonstrate that “the regulated are regulating the regulators.”

Myer concludes his comments with a list of information he believes needs to be
developed in the proceeding and hearings:

A. Financial resources available and those that would actually be
committed.

B. What facilities would be installed and what county tax revenues would
they provide.

C. Will applicant commit to rate-of-return regulation

D. Will applicant commit to how long they will continue to provide service.

E. Other matters that seem necessary or advisable.
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Also on June 1, 2004, the Rural Telephone Company Group (RTCG) filed
comments stating that it does not request intervention or hearing. RTCG
requests that any order include limitations similar to those in previous cases to
preserve the “rural safeguard” rights under 47 U S.C. 251(f). On June 9, 2004,
QCC filed a response agreeing that a statewide certificate would not affect the
section 251(f) rights of any specific rural telephone company.

Discussion: QCC is a Delaware corporation and a wholly-owned subsidiary of
Qwest Services Corporation, which in turn is a subsidiary of Qwest
Communications International, Inc. Qwest Corporation flk/a U S West
Communications, Inc., a former Regional Bell Operating Company, is also a
subsidiary of Qwest Communications International, Inc. and provides incumbent
local exchange service in North Dakota.

QCC currently provides long distance services nationwide with the exception of
Alaska. On August 16, 2002, in Case No. PU-1716-02-114, QCC was issued
Certificate of Public Convenience and Necessity No. 4860 authorizing QCC to
provide facilties-based interexchange telecommunications services throughout
North Dakota.

QCC proposes to provide CLEC services that include both voice and data using
facilities owned or leased by QCC. QCC intends to provide both essential and
nonessential services, which may be provided in conjunction with the
interexchange services provided under its current certificate.

QCC states that the proposed service would be provided by the same technical
and managerial employees that currently provide services both in region and out
of region. Exhibit 5 to the application includes a list of QCC's current officers and
directors.

A limited staff financial review (see staff memo dated April 12") indicated that
QCC has access to sufficient equity through its parent company to provide
service in North Dakota.

Recommendation: At the time of this memo (prepared June 11") Qwest had
not yet responded to Myer's comments. Therefore, | would prefer to wait with
staff recommendations. Myer has made arrangements to participate by
telephone in the informal hearing.

Prepared by: Jerry Lein
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Disconnect/Rec

McLeod/Qwest

Fargo

Called to disconnect 813/03 and phone 1s still not disconnected

9/8/2003

200000011271

9/8/2003 10

Disconnect/Rec

McLeod/Qwest

Fargo

Called to disconnect 8/13/03 and phone 1s still not disconnected 1 called
Wendy, McLeod and she said an order was processed 8/13 and request to
expediate but the company 1s allowed 10

8/21/2003

200000011182

8/19/2003 15

Excess Constru

McLeod/Qwest

Bismarck

service 11/10  On 11/17 he received a call from McLeod saying that Qwest
needed him to sign a contract and pay $566 or they would not install his
phone He wanted to know If this was

12/9/2003

200000011702

12/1/2003 15

Installation Char

Qwest Commun

Bismarck

getting phone service to their new home northeast of Bismarck Because
there is presently no phone line to their property, they would have to pay
approximately $2400 to get Qwe

Billing

Qwest Corporati

Bismarck

9/5/2003

200000011255

9/5/2003 11

Rec'dtetter-andcopy of her bili—She has $5 switchingcharge-on herbili-and
she said she hasn't switched any services | faxed it to Qwest, asked them to
check into it and let me know what they find

Billing

Qwest Corporati

Fargo

8/4/2003

200000011122

7/28/2003 11

Rec'd e-mail-message concerning the complexity of his bill for tus business
and the charges for cancelling his service He had a contract with Qwest and
was told this was negotiated by the PSC

9/19/2003

200000011359

9/19/2003 10

Billing

Qwest Corporati

Fargo

She qualified and recd discount one month Her bill went down from $36 to
$20+ The last 2 months it1s up to $33 56

|
9/17/2003

200000011346

9/17/2003 11

Billing

Qwest Corporati

Dickinson

Now they are being billed by both AT&T & MCI She called both and was told
the switch never completed She called Qwest and they told her to call us
Please check into this to

7/28/2003

200000011097

7/24/2003 11

10

Billing

Qwest Corporati

Fargo

company he's never heard of His bookkeeper paid the last one, but he
noticed 1t this time before she paild He called Qwest and was told to call the
other company and Qwest would cre

11

Billing

Qwest Corporati

West Farg

6/5/2003

200000010861

6/5/2003 11

Rec'd fetter & copyof bill—He has $19-79tharges for mew service provider
which he doesn't understand He hasn't ordered any new services He paid
his bill minus that amount

2/10/2004

400000011405

1/8/2004 10

12

Billing

Qwest Corporati

Bismarck

$46 payment by Western Union on 1-8-04 She has a disc notice She has
been put on "perpetual hold" every times she calls Perhaps you can flag her
account so you know her p

1/8/2004

400000011403

1/8/2004 09.

13

Billing

Qwest Corporati

Moorhead

day tech came and hooked up 701-287-1894 11-6 different tech was there
She called Qwest to cancel everything and she went with another company
Now she has bill for $99 59 & d

12/29/200

300000011386

12/29/2003 1




D

14

Billing

Qwest Corporati

Grafton

never worked b/c ine was crossed with Margaret Anderson’s line 701-352-
2552 Called Qwest and repair came fix line  Now when people call, they
hear a ring, but it doesn't n

12/29/200

300000011384

12/29/2003 1

15

Billing

Qwest Corporati

Bismarck

applicable add ons For 4 months in a row he has been billed incorrectly He
has called each time and received an apology and offer to correct Last
month, he requested a correcte

200000011764

12/23/2003 1

16

Billing

Qwest Corporati

Moorhead

an error, and he should have gotten the bill six months ago He feels he
should not have to pay for Qwest's mistakes Also, this 1s a Minnesota
account and the number to call

12/23/200
[

12/29/200

200000011752

12/18/2003 1

17

Billing

Qwest Corporati

Fargo

found out he has been charged for d-lines since 1991 It's the only thing left
on the bill $88/Mo He called Qwest to find out what a d-line was and nobody
was able to tell im

9/15/2003

200000011297

9/10/2003 10

18

Billing

Qwest Corporati

Bismarck

ago He continues to be billed by both companies He's made several calls
to both companies and is told it will be taken care of Now he has a disc
notice from McLeod Please che

12/9/2003

200000011724

12/8/2003 14

19

Billing

Qwest Corporat

Dickinson

Qwest long distance rates She called Qwest and the man she spoke with
was very rude She's an elderly lady and I'm not sure she understands what
she has Can you check into this a

12/9/2003

200000011719

12/5/2003 11

20

Billing

Qwest Corporati

Fargo

Did not get the plan per confirmation # C17145858 and now is told that plan is
no longer available and rate would be 9 cents per min and $4 per month
Wants plan that was orde

400000012026

6/9/2004 16

21

Billing

Qwest Corporati

Casselton

distance from AT&T to Qwest Qwest keeps assuring him it will be taken care
of As of this morning, 1t still wasn't done He's getting bills from Qwest and
AT&T services

7/21/2003

200000011057

7/14/2003 10

22

Billing

Qwest Corporati

Larimore

as he has seasonal income Qwest sends big bill saying credits were mistake
and she has been paying on that bill though cannot understand how 1t could
have gotten so high when she

2/10/2004

200000011692

11/26/2003 1

23

Billing

Qwest Corporati

Bismarck

Rec'd letter complaining about federal charges and taxes on his phone bill

11/20/200

200000011675

11/20/2003 1

24

Billing

Qwest Corporati

Bismarck

due the 17th of the month Her husband's SS check doesn't come until the
4th She would like to extend payment of the phone bill until the 4th of the
month, instead of the 17

11/18/200

200000011649

11/17/2003 O

25

Biiling

Qwest Corporati

Fargo

talked to Nathan at Qwest and asked for the picture of Dr back b/c of death
and said there was no need for advertising 1n yellow pages and could they
cancel She was told fine b/c not g

5/18/ 20041,

400000011955

5/18/2004 14
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D

26

Billing

Qwest Corporati

Bismarck

E

F

G

SRHE received notice her bl was due by November 13 VVnere can she pay it
locally

11/10/200

200000011599

11/10/2003 1

27

Billing

Qwest Corporati

Fargo

never received a bill and doesn't know who he switched to, that #
disconnected He called Qwest and was told they don't have those records
He 1s getting service with Qwest the en

10/29/200

200000011224

9/2/2003 09

28

Billing

Qwest Corporati

Grand For

find 2nd ine Called Qwest In March-was told they would check 1t out 5-4
contractor (Darren) buried line-told Jerry there's only 1 ine  Today they came
to finish bury and fou

5/11/2004

400000011903

5/6/2004 10

29

Billing

Qwest Corporati

Bismarck

to Qwest She now has Clear Choice and Telecom USA on her bills | faxed
her bills to Qwest and asked them to check into it and make sure all her
services are with Qwest and |

30

Bitling

Qwest Corporati

Dickinson

5/18/2004

400000011858

4/26/2004 14

Hecalled-Qwest to have tis'long distance service switched fromAT&T to
Qwest He 1s still getting bills from AT&T Has Qwest actually done the
switch? Please check into this and get back to me Thanks

9/4/2003

200000011204

8/28/2003 11

31

Billing

Qwest Corporati

Moorhead

They called AT&T and were told AT&T would refund $125 to Qwest to refund
to customer Now Qwest has turned it over for collection Josh Mjoness
called me His #1s 701-364-04

11/7/2003

200000011549

10/30/2003 1

32

Bilhng

Qwest Corporati

Kindred

charges on her bill for services she did not order and has been trying
unsuccessfully to get the charges removed | faxed letter to Qwest and AT&T
and asked them to investigate an

4/21/2004

400000011811

4/13/2004 11

33

Billing

Qwest Corporati

Fargo

move In Dec Qwest said they couldn't get service b/c ground frozen Were
without service from Jan thru March Apnil were told installation would be
waived Now they ar

7/14/2003

200000010996

7/8/2003 11

34

Billing

Qwest Corporati

Fargo

noticed MSN on her bill at first and got that changed At a point she
mentioned to her mother that her bill was $45 for basic service and when they
looked at it, she was charged

9/4/2003

200000011198

8/27/2003 07

35

Billing

Qwest Corporati

Bismarck

doesn't use AT&T-she uses phone cards to make long distance calls |
suggested she call Qwest and ask for a no PIC on her line | also contacted
AT&T Can you check on this to

4/8/2004

400000011796

4/8/2004 10

36

Bithng

Qwest Corporati

Bismarck

She switched long distance services When she called Qwest to do this she
asked if she would be charged and was told no Now she has a Service
Order charge on her bill Please check into this and get back to me Thanks

8/26/2003

200000011195

8/25/2003 15

37

Billing

Qwest Corporati

Bismarck

residence Talked to Josh Was given a date of 8-15 b/c Qwest has to put
second line into home Qwest didn’t show up 8-15 He also got two bills,
both postmarked 8-4 One had credit

8/27/2003

200000011194

18/25/2003 15




D

38

Billing

Qwest Corporati

Mandan

charged every month for Federal Universal Service Fund They don't have a
long distance carrier picked to their ine  Should they have Federal Universal
Service Fund charges if

400000011753

3/29/2004 09

39

Billing

Qwest Corporati

Casselton

services, and has never requested their services He's called Qwest who told
him to call MSN He's called MSN and they won't take the charge off Now
Qwest Is threatening disconnect if

400000011749

3/26/2004 11

40

Billing

Qwest Corporati

Fargo

chasing after them ever since ESBI says charges were from Netpage Now
(Brenda 800-775-3144), and customer Is attempting to contact them, but no
call back yet He's still being bil

200000010988

7/7/2003 16

41

Billing

Qwest Corporati

Fargo

continued to billed for these and the bill has been sent to collection Please
research and see If he deserves a credit and his credit problem erased
Thanks

400000011745

3/26/2004 0§

42

Billing

Qwest Corporati

Fargo

had She thought all she had was basic service-she's been paying for
Custom Choice since Sept 02 She said she didn't ask for that-just wanted
basic service Qwest offered to re

200000011178

8/19/2003 13

43

Billing

Qwest Corporati

Grafton

distance service He also requested a second line last May and was told it
would be around $50/Mo for the two lines His bills have been over $100
every month He's called Qwest

200000011498

10/21/2003 1

44

Billing

Qwest Corporati

Bismarck

on his ine He was told his bills would be $32 95/Mo  Jan bill was $8 60-
letter said this was first mo discount Feb bill was $17 90 with letter saying
this was second of two

400000011721

3/22/2004 14

45

Billing

Qwest Corporati

Thompson

Qwest rep came to his house to verify the ine was operational outside the
house Nobody came into the house He was told this was the phone
company's responsibility FCC for

200000011172

8/18/2003 10

46

Billing

Qwest Corporati

Grafton

been since May Has contacted the company about not getting unhmited long
distance many times and each time has rec'd assurance that the credit will be
made Sent me copies of a

47

Billing

Qwest Corporati

Bismarck

200000011478

10/17/2003 1

Cameintooffice re phone bills—He switched to IDT and s stiligettmig bills
from Qwest He doesn't want to have anything to do with Qwest so does he
have to pay the bill

48

Billing

Qwest Corporati

Grand For

200000010906

6/13/2003 12

Rec'd letter and copies of his bills from Qwestand MCI™ He wanted 1o know if
there was any duplication of charges

200000011457

10/14/2003 1

49

Bitling

Qwest Corporati

Mandan

Bill due March 14 has three $1 25 (totalling $3 75) charges for Directory
Assistance Only made one DA call and that was in December Wil pay for
that one made in December if it hasn't been billed yet but wants bill credited

400000011613

3/3/2004 09




D

50

Billing

Qwest Corporati

Fargo

$30 68 for a collect call He said he never accepts collect calls and never
makes them b/c he has a specific plan with Qwest He's called Qwest and
MCI and hasn't been able to

2/26/2004

400000011597

2/25/2004 09

51

Billing

Qwest Corporati

Grand For

high long distance bills His dad, Lowell Oak 701-894-6165 would ike Qwest
to consider some kind of compensation under the circumstances He has had
Bradly's long distance blocke

2/26/2004

400000011594

2/24/2004 15

52

Billing

Qwest Corporati

Bismarck

called Qwest and asked If the $25 99 would include everything they already
have and Qwest said yes When they got therr first bill, there was an extra
charge of 60 cents for Extende

2/26/2004

400000011589

2/24/2004 09

53

Billing

Qwest Corporati

Fargo

was AT&T charges ($18 79) Since then he's been getting calls from AT&T
saying he owes them money b/c he didn't pay the bill He called Qwest and
was told they can't help him

10/22/200

200000011424

10/6/2003 08

54

Billing

Qwest Corporati

Grand For

it customary for Qwest to charge when a service i1s dropped? | know they
charge for any changes, but $5 1s usually the switching charge and he 1sn't
swithing his services, he's

55

Billing

Qwest Corporati

Bismarck

2/18/2004

400000011568

2/17/2004 14

She-didn't'understand-her Qwest bill—ithad-Dand she said she nevermade
long distance calls She also thought she only paid her telephone bill once a
year

2/12/2004

400000011560

2/12/2004 08

56

Billing

Qwest Corporati

Jamestow

assistance He called and was told he used the service 9/13 and 9/16 but
was only charged for 9/13 usage at 5 48 He was out of town from 9 12 In
Wyoming for one week Would

10/6/2003

200000011393

10/1/2003 08§

57

Cramming

Qwest Corporati

Grand For

They have not asked for that service and he's written Mercury and called
them He called Qwest and was told there's nothing they can do about it |
suggested he not pay that pa

1/15/2004

400000011460

1/14/2004 10

58

Cramming

Qwest Corporati

Bismarck

phone bill  She called 14MATION and they promised to remove the charges
but it would take 4 billing cycles She called Qwest and said she wasn't going
to pay the charges anymore-

6/11/2003

200000010891

6/10/2003 0§

59

Cramming

Qwest Corporati

Bismarck

there 1s a block on her Qwest account because of charges for DSL and MSN
This was never ordered or used Each month there appears a charge and
corresponding credit for this charge

5/24/2004

400000011957

5/18/2004 15

60

Cramming

Qwest Corporati

Fargo

been able to get them taken off A Qwest rep (Angie-503-425-8839) told her
the PUC requires Qwest to put those charges on her bill, | got a name this
time lllona & | had a length

4/6/2004

400000011783

4/6/2004 08




D

61

Cramming

Qwest Corporat

Grand For

agent) The charges are from SBN, Inc a yellow pages company Mrs
Baden said he I1s in the yellow pages but they get billed separately for that
They did get credited the last

10/28/200

200000011475

10/16/2003 1

62

Cramming

Qwest Corporati

Fargo

tell im how much he owed He wanted to pay today by credit card He
accepted a new LD plan from Qwest and somehow they sent him a phone
He said he did not order it and Qwest

2/12/2004

400000011561

2/12/2004 08

63

Customer ServicQwest Corporati

Fargo

OK They offered him 3 mos free credit He got the first month, but nothing
since He called Qwest and was told they can't do that in ND b/c the PSC
won't allow it He'sb

2/2/2004

400000011516

1/29/2004 12

64

Customer Servic

Qwest Corporati

Moorhead

phone number 701 280-0050, but now that number has been disconnected
and new number 701 287-8988 assigned Called Qwest and was told old
number was disconnected Dec 9, but absolutely kn

2/10/2004

400000011493

1/23/2004 17

65

Customer Servic

Qwest Corporati

West Farg

allowing her to do so Please check into this and let me know what you find
She's out of town now, but she does have an answering service Her cell # is
261-5315 Thanks

8/6/2003

200000010893

6/10/2003 08

66

Customer Servic

Qwest Corporati

Bismarck

accomplished, but is still getting bills from MCl Can you check into this,
respond directly to Alvin, and let me know how you resolve | will also contact
MCI

67

Customer ServicQwest Corporati

Fargo

4/23/2004

400000011462

1/15/2004 12

Rec'd fetter statingshedrd not getservices requested from Qwest and isTiow
changing companies | faxed her letter to Qwest and asked them to check
into it and respond to her

7/24/2003

200000011093

7/24/2003 07

68

Customer Serwc{'Qwest Corporati

Bismarck

She needs a list of all oufgoing local calls Qwest said they do not track them
and do not have that information | promised to double check

7/24/2003

200000011092

7/23/2003 15

69

Customer Servic

Qwest Corporati

Fargo

Unlimited plan for $30/Mo , but never received the plan at those rates She
tried to get it fixed, but couldn't and 1s now in the process of going to a
different company She's

7/22/2003

200000011089

7/22/2003 11

70

Customer Servic

Qwest Corporati

Bismarck

remove the block by Wednesday afternoon He still can't make long distance
calls Confirmation # for removing the block was DJC17107876 He was not
given a reason for the block

12/22/200

200000011754

12/19/2003 1

71

Customer Servic

Qwest Corporati

Bismarck

the phone book It's in the new phone book She called Qwest and asked
how that could happen-Qwest asked her if she made any changes in her
service which she has not Qwest

12/10/200

200000011727

12/10/2003 0

72

Customer ServicQwest Corporati

can do to help, but this consumer did want this at least reported to the PSC
Janine Dosch (224-8988 or cell 471-7350) had a problem with Qwest She is
going through a divorc

7/17/2003

200000011075

7/17/2003 0§




D

73

Customer ServicQwest Corporati

Mandan

for hne through July even though, due to construction he didn't complete
inside wiring to install second phone When it came time to install inside
wiring, noticed no interface

12/4/2003

200000011691

11/26/2003 1

74

Customer Servic

Qwest Corporati

Fargo

was told it would be buried in a couple weeks In June she called again and
was told they shouldn't have told her it would be two weeks and it would be a
month It's still there S

12/1/2003

200000011683

11/25/2003 G

75

Customer Servic

Qwest Corporati

Bismarck

from AT&T to Qwest with no luck He calls and gets all kinds of excuses
Please check into this, respond directly to Mr Bittner and let me know when
and how you resolve |'v

7/21/2003

200000011063

7/15/2003 07

76

Customer Servic

Qwest Corporati

Fargo

tned calling Qwest on the 1-800-244-1111 # and none of the messages fit
When he presses 0 he gets a message telling him that option 1s not available
Please call him-he wants to

11/18/200

200000011632

11/13/2003 1

77

Customer Servic

Qwest Corporati

Bismarck

before that, Patt requested Greg's name be taken off the account and put into
her name Greg works for the Burleigh County Shenff's office and it has been
that Department's policy to

4/2/2004

400000011978

5/25/2004 15

78

Customer Servic

Qwest Corporati

Bismarck

because Qwest tells her VarTec has a PIC freeze on her ines  She called
VarTec and they told her they have released the freezes Please check into
this and make sure her services a

6/3/2004

400000011954

5/18/2004 13

79

Customer Servic

Qwest Corporati

Belfield

He wants the line removed because it's on his property He called Qwest and
was told they have the nght to go on property whenever they want and if he
doesn't like it he shou

9/4/2003

200000011233

9/3/2003 09

80

Customer Servic

Qwest Corporati

West Farg

line put into her home (282-2580) and 1t still isn't done She called Excel and
was told Qwest 1s having problems She wants the line now, now two months
from now Can you check

9/10/2003

200000011230

9/2/2003 15

81

Customer Servic

Qwest Corporati

Bismarck

and they wanted 1t to be DSL (winback offer) On 6-5-03 Qwest notified
McLeod they took 258-7072 (wrong #) Qwest Order #C11280028 Venfied by
James Schmidt of McLeod 701-250-0777

9/4/2003

200000011227

9/2/2003 14

82

Customer ServicQwest Corporation

second line They charged previous owners and her for same bills She was
not told she had to pay developer charge She paid and Qwest lost check
and asked twice for her to send the

10/30/200

200000011225

9/2/2003 10

83

Customer ServicQwest Corporati

Fargo

reconnected in time for his return to Fargo Applied for service in March and
was suppose to be reconnected May 1, but didn't happen till Wednesday and
was given a temporary number

5/7/2004

400000011906

5/7/2004 10




C

| D

84

Customer Servic

Qwest Corporati

Mandan

number changed, unlisted and unpublished They want Dick listed as the
responsible party b/c she has alzheimers Bills are going to Dick in
Dickinson Lee in Bismarck takes care o

85

Customer Servic

Qwest Corporati

Bismarck

8/28/2003

200000011202

8/28/2003 09

Hejust finrshed residing the business-and before replacing the gray
equipment boxes on the building, he requested Qwest come our and remove
a number of dead lines that are no longer used coming to the building

4/13/2004

400000011809

4/13/2004 10

86

Customer Servic

Qwest Corporatl

Bismarck

he needs He will be out or business a day and a half because Qwest does
not keep this item in stock locally Itis a $60 item He requested information
to contact Qwest personnel

4/13/2004

400000011806

4/13/2004 08§

87

Customer Servic

Qwest Corporati

Fargo

requested switch from McLeod to Qwest Got work order # but order
forgotten In June he called again and was given all kinds of promotions etc
and wanted to swith Switch finally hap

7/16/2003

200000010995

7/8/2003 10

88

Customer Servic

Qwest Corporati

Fargo

getting Qwest to discontinue the service and the fact that they continue to
send bills | faxed his correspondence to Mary and asked her to investigate,
respond to Larry, and let

4/1/2004

400000011773

4/1/2004 10

89

Customer Servic

Qwest Corporati

Moorhead

straightened out, to no avall This 1s a Minnesota account, but Kan said the
NDPSC phone number is on there if they have questions We have no
jurisdiction in Minnesota, s

3/16/2004

400000011711

3/16/2004 08

90

Customer Servic

Qwest Corporati

Hillsboro

436-4032 3 mos 1s over and now when people call old number it just rings
Qwest told her they are keeping # for their own purposes to technicians can
call it to test lines Peop

8/25/2003

200000011170

8/18/2003 09

91

Customer Servic

Qwest Corporatl

Bismarck

Yesterday she got a bill from MCI for long distance charges up to 2-24-04
She called both MCI and Qwest and was told she didn't do third-party
vernfication She said she did Please ch

3/8/2004

400000011640

3/4/2004 15.

92

Customer Servic

Qwest Corporatt

Grand For

from AT&T long distance to Qwest He will not give out SS#, birth date, or
mother's maiden name to third party verifier, so they wouldn't switch He
called another #-got someone

3/3/2004

400000011615

3/3/2004 11

93

Customer Servic

Qwest Corporati

Bismarck

distance switched from Global Crossing to Qwest on both lines She's called
Qwest 800-244-1111 and they tell her b/c she's a retired employee she has to
call 866-533-6879-she's do

8/18/2003

200000011146

8/6/2003 08

94

Customer ServicQwest Corporati

Fargo

says MCI has a PIC freeze and MCI says they don't Please check into this,
respond directly to Debbie, and let me know how you resolve 1 also
contacted MCl Thank you

3/1/2004

400000011607

3/1/2004 12




D

95

Customer ServicQwest Corporati

Fargo

Qwest says there are pic freezes on her line and MCI claims there aren't
Please check into this, respond directly to Karen and let me know how you
resolve | am also contactin

2/26/2004

400000011588

2/24/2004 09

96

Customer Servic

Qwest Corporati

Bismarck

remove the message that comes when a called number i1s busy and was on
the phone 45 minutes Finally he was told to call back later He switched
away from Qwest because of the

10/6/2003

200000011412

10/3/2003 09

97

Customer Servig

Qwest Corporati

Jamestow

service for her in Feb they chose Qwest as the local carrier and North Dakota
Long Distance as the long distance camer This morning Mrs Jungroth tned
to call her sister in Calif

4/13/2004

400000011774

4/1/2004 11

98

Customer Servic

Qwest Corporati

Fargo

NSICITIVSITIATITT TUU ISSUCUa WU TTUNuUIr G euit ivira winliodon™ rictiag a 1
year commitment and was only due 1 month credit He knows he had a 1-
year commitment, but he claims when he signed for that, he was told he
would have 3 months winback So he wants

2/9/2004

400000011534

2/6/2004 08

99

Disconnect/Rec

Qwest Corporati

Fargo

bill She's been ill and has had some surgury and hasn't been able to keep
up with things  She would like till the end of February Can you check into
this and see if you ca

2/2/2004

400000011521

2/2/2004 08

100

Disconnect/Rec

Qwest Corporati

Fargo

has been treated very unfairly He didn't get his payment in the mail until
Monday, 1-19, and it was due Fnday, 1-16 His telephone was disconnected
and since the check has not

21212004

400000011518

1/29/2004 13

10

-

Disconnect/Rec

Qwest Corporati

Maybille

machine without saying what it was about Called back and got automated
operator, but no options appled so gave up Then last night phone service
was disconnected Didn't realize bil

12/19/200

200000011379

9/26/2003 10

102

Disconnect/Rec

Qwest Corporati

West Farg

told by Excel that they are unable to switch them because there I1s a block on
their phone as well as "toll restriction” on their ine  Qwest keeps telling them
that everything

8/1/2003

200000010894

6/10/2003 08

103

Disconnect/Rec

Qwest Corporati

Jamestow

already had jacks in place but is being charged $99 for 1st jack and wiring
and $60 for 2nd jack and winng Repairman was there about 20 minutes He
feels the charges must be inco

11/17/200

200000011626

11/13/2003 1

104

Disconnect/Rec

Qwest Corporati

Grand For

she made arrangements for automatic pmt of bills thru her bank She thinks
Qwest dropped the ball because evidently the bills aren't being paid She
gave Qwest her acct #an

5/17/2004

400000011934

5/13/2004 14

105

Disconnect/Rec

Qwest Corporati

Hatton

She had already sent $80 but got a disconnect notice for 4/5/04 with amount
due of $168 86 She has mailed that payment as well knowing it probably
overpays the account with both paymen

3/31/2004

400000011754

3/29/2004 09




D

106

Disconnect/Rec

Qwest Corporati

Bismarck

was disconnected Qwest told him they never got teh $144 03 His records
show the check cleared on 2-5 Common sense tells hm Qwest wouldn't
have hooked him up If they didn't ge

107

Disconnect/Rec

Qwest Corporati

Grafton

3/26/2004

400000011736

3/24/2004 15

Shehas been sick forafong ime and today opened-her mai-and found-a
notice from Qwest She immediately sent a check for $112 14 She s
tremendously hard of hearing and couldn't foliow a conversation

3/18/2004

400000011639

3/4/2004 14

108

Excess Constru

Qwest Corporatt

Bismarck

$566 development fees are paid  Builder says was not aware of any fee and
burlder 1s not the developer Wants to know who should have paid the fee
When was extension made to su

12/29/200

200000011766

12/23/2003 1

109

Excess Constru

Qwest Corporati

Bismarck

$694 land development fee Qwest will allow payment over 24 months The
builder said he built 3 other homes and none of those had to pay this fee
How were they exempt?

12/22/200

200000011746

12/16/2003 1

110

Excess Constru

Qwest Corporati

Fargo

There is very hmited space and the new foundation will require the easement
for Xcel, Qwest, and Cable One be moved Xcel installed 2 new poles at no
charge Cable One move

6/1/2004

400000011989

5/28/2004 11

111

Excess Constru

Qwest Corporati

Bismarck

LDA charge of $695 b4 he can get phone service He talked to the developer,
Keith Larson, who said he 1s not aware of ever paying any LDA charges He
also talked to some neighbor

112

Excess Constru

Qwest Corporatl

Bismarck

11/18/200

200000011609

11/12/2003 O

Building house east of Bismarck—Called-Qwest forphone service-and was
told 1t would cost $2400-$2500 to get service He called us to find out If that's
normal

10/6/2003

200000011425

10/6/2003 08

113

Installation Char

Qwest Corporati

Bismarck

Closed on new home on Thursday, Aug 29 After closing, Qwest service rep
called and said there would be an additional installation charge of $356 00
Wants additional installation char

10/24/200

200000011263

9/5/2003 17

114

Internet Service

Qwest Corporati

Fargo

Bussiness DSL was turned off by mistake on Sunday night and was promised
back on Monday, but still isn't on  Need line for business or will loose
customers Qwest says will be a couple more days, but that is too long

4/1/2004

400000011769

3/30/2004 16

115

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commission if they have questions
after contacting their local phone company - the PSC's phone number I1s the
only one listed

7/25/2003

200000011110

7/25/2003 15

116

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commussion if they have questions
after contacting their local phone company - the PSC's phone number i1s the
only one listed

1/12/2004

400000011454

1/12/2004 10




D

117

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commission if they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

118

Link Up/Lifeline

Qwest Corporati

Bismarck

1/9/2004

400000011450

1/9/2004 17

He mailed-a-qualifying certficate to-Omaha-the1stpartof Mayandisvery
concerned because the discount 1s not yet on his bill  Please investigate and
apply retroactive to the effective date

6/10/2004

400000012028

6/10/2004 10

119

Link Up/Lifeline

Qwest Corporati

Mandan

He recd a qualifying certificate and wanted to know what it covered

12/8/2003

200000011721

12/8/2003 1

120

Link Up/Lifeline

Qwest Corporati

Fargo

certificate  She had questions because the phone he uses is In his sister's
name He uses the number in the downstairs apartment She might drop that
service In the near future S

12/3/2003

200000011677

11/21/2003 0

12

-—

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commussion if they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

11/18/200

200000011661

11/18/2003 1

122

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commission if they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

11/17/200

200000011652

11/17/2003 1

123

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commission If they have questions
after contacting their local phone company - the PSC's phone number ts the
only one listed

124

Link Up/Lifeline

Qwest Corporati

Mandan

6/7/2004

400000012019

6/7/2004 16

Shemailed-aqualifying certificate for fifeline discount 2-monthsago-andstilt
does not see the credit on her bill  Please check and see if she can be given
credit for last couple of months too

11117/200

200000011628

11/13/2003 1

125

Link Up/Lifeline

Qwest Corporati

Jamestow

She recd a qualfying certificate and what it covered and what to do with it

11/12/200

200000011618

11/12/2003 1

126

Link Up/Lifeline

Qwest Corporati

Fargo

appearing on her bill Please check if it was processed and hopefully can be
given from the date 1t was effective | explained that it might just have missed
her current

5/21/2004

400000011972

5/21/2004 07

127

Link Up/Lifeline

Qwest Corporation

She has a qualifying certificate and wanted to know how to géeta phone and
submit the form

111 0/200|

200000011598

11/10/2003 1

12

[o2]

Link Up/Lifeline

Qwest Corporation

certificate states to call the Public Service Commisston If they have questions
after contacting their local phone company - the PSC's phone number 1s the
only one listed

129

Link Up/Lifeline

Qwest Corporati

Wahpeton

8/29/2003

200000011223

8/29/2003 12

Herquallfied forfifeline discount mJanuary —The SSoffice neglected to
provide him with the certificate until this week He 1s 1n danger of disconnect
and urgently need credit back to January

4/19/2004

400000011829

4/16/2004 11

130

Link Up/Lifeline

Qwest Corporation

Recd qualifying certificate and needed information about the discount and
what to do with the certificate

|
4/15/2004

400000011821

4/15/2004 10




A

B

{ C

13

-—

Link Up/Lifeline

Qwest Corporati

on

E

F

G

D
Has Tifenne quantymg certficate - needed information on the program and
what to do with the certificate

132

Link Up/Lifeline

Qwest Corporati

Bismarck

4/15/2004

400000011820

4/15/2004 10

Above phoneshecalled inon but not lers—Sheneeded to know how touse
the qualfying certificate to hook a phone up under Link Up and receive the
Lifeline discount

3/23/2004

400000011731

3/23/2004 15

133

Link Up/Lifeline

Qwest Corporati

on

certificate states to call the Public Service Commussion if they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

4/15/2004

400000011822

4/15/2004 13

134

Link Up/Lifeline

Qwest Corporati

on

certificate states to call the Public Service Commussion if they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

3/15/2004

400000011709

3/15/2004 1§

135

Link Up/Lifeline

Qwest Corporati

on

certificate states to call the Public Service Commussion If they have questions
after contacting their local phone company - the PSC's phone number is the
only one listed

3/15/2004

400000011706

3/15/2004 16

136

Link Up/Lifeline

Qwest Corporati

West Farg

and she mailed it 10/23 She kept dated copies She has called many times
to see why she had not received credits In December she again mailed the
forms Each time she t

137

Link Up/Lifeline

Qwest Corporati

on

4/1/2004

400000011593

2/24/2004 15

Shecalled forinforon'tink Upand-bifelineShecalled backand saidshe
chose Qwest and called to order the phone She was told what her monthly
discount would be but was told Qwest does not give the Link Up discount

2/24/2004

400000011592

2/24/2004 14

138

Link Up/Lifeline

Qwest Corporati

on

certificate states to call the Public Service Commission if they have questions
after contacting their local phone company - the PSC's phone number 1s the
only one listed

2/17/2004

400000011569

2/17/2004 15

139

Link Up/Lifeline

Qwest Corporati

on

certificate states to call the Public Service Commission if they have questions
after contacting their local phone company - the PSC's phone number 1s the
only one listed

6/27/2003

200000010963

6/27/2003 14

140

Mandated ChargQwest Corporati| Valley City,

He was wondering If the $6 50 Access Charge on his Qwest bill 1s nght

14

=N

Mandated ChargQwest Corporation

5/26/2004

400000011982

5/26/2004 14

He was told by a-politician-that hecould have the federal-accesscharge
removed from his bill He called Qwest and was told to call the PSC to have it
removed He was again told it could be removed

142

Qualtty of Servic Qwest Corporat

Bismarck

4/13/2004

400000011807

4/13/2004 08

He has-anonpublished number that Qwestpublished intherdirectory He
needs to have this corrected and necessary compensation If he has to
change his number, he should not be charged

1/23/2004

400000011444

1/9/2004 10

143

Quality of Servic Qwest Corporati

Bismarck

See below

7/28/2003

200000011085

7/21/2003 15

144

Quality of Servic Qwest Corporati

Hatton

He wished to take advantage of the new Caller ID Biock feafure advertised
but was told he couldn’t get it in hus area Please check

9N 2/2003|

200000011285

9/9/2003 07




D

145

Quality of Servic

Qwest Corporati

Cartwright

and long distance with Qwest, but said the service is really bad Half the time
it doesn't work at all Please check into this, respond to Marvin and let me
know how you resolve T

6/7/2004

400000012002

6/3/2004 09

146

Quality of Servic

Qwest Corporati

Bismarck

lines went dead about 12 30 until 3 00 the next afternoon  When customer
came to work at 7 00 he called Qwest and was assured that they would get
nighton it At 11 30 the per

5/19/2004

400000011952

5/18/2004 0§

147

Quality of Servic

Qwest Corporati

Fargo

busy signal She has been unable to use her internet service over the Qwest
lines and her Internet company said it was because something was wrong
with her Qwest lines | off

4/30/2004

400000011884

4/30/2004 13

148

Quality of Servic

Qwest Corporati

Fargo

disconnected 701-280-1638 Has been working for a month to restore
service Has talked to many people Many different promises - usually
should be restored within 72 hours  She has recd a

11/4/2003

200000011565

11/4/2003 10

149

Quality of Servic

Qwest Corporati

West Farg

pedestal in front to his house and caused damage to his property He already
had a line to his home from an IdeaOne pedestal in back of his house He
doesn't know why he needed 2 line

11/4/2003

200000011553

10/30/2003 1

150

Quality of Servic

Qwest Corporati

Bismarck

"unknown out of area” and he concludes 1t 1s computer generated He
requested help contacting Qwest to talk to a person to discuss tracking this
call and stopping it | conferenc

11/14/200

200000011645

11/14/2003 1

15

=

Quality of Servic

Qwest Corporati

Bismarck

This year they said they did not want to spend any more than last year even If
they had to made adjustments She asked the salesperson to fax a copy of
what they were currently p

3/17/2004

400000011715

3/16/2004 15

152

Quality of Servic

Qwest Corporati

Bismarck

to get calls which he answers and gets only a beep Isn't Qwest offering a
new service that identifies iIncoming calls and allows a block? | thought | saw
a flyer in one of my bi

10/30/200

200000011448

10/13/2003 1

15

W

Quality of Servic

Qwest Corporat:

Moorhead

287-2413 218-287-3917 for computer use The phones were going to be in
12-31-03 and one line was installed approx 1-20-04 The computer line was
worked on 2/20/04 but 1s dead

2/26/2004

400000011586

2/23/2004 14

154

Quality of Servic

Qwest Corporatt

Fargo

one line He began getting calls on the second line and discovered it was
reactivated and when he picked it up other people were talking to each other
onit Heis not being billed

6/12/2003

200000010900

6/11/2003 09

155

Rates Tariffs Ru

Qwest Corporati

Fargo

sets that charge | told him we don't set those charges He called Qwest back
and was told | was "lying" because the states set those rates The number he
called 1s 800-582-0655

1/30/2004

400000011496

1/26/2004 10




D

156

Rates Tariffs Ru

Qwest Corporatl

Bismarck

requested a change Qwest processed her request, but K&L Apartments
received a bill for $85 He is concerned because Qwest has access to the
switching equipment in his building but

7/18/2003

200000011056

7/14/2003 10

157

Rates Tariffs Ru

Qwest Corporati

Fargo

month When he complained about the cost he was told the PSC authonzed
the charges Explained that they were probably tariffed charges that we
allowed but did not set He wanted

5/13/2004

400000011937

5/13/2004 15

158

Rates Tariffs Ru

Qwest Corporati

Bismarck

tree has a telephone line screwed to it and the city told the Krafts that line has
to be removed before they can cut down the tree Krafts called Qwest and
were told it would cos

7/10/2003

200000010984

7/7/2003 09

159

Rates Tanffs Ru

Qwest Corporati

Bismarck

Sprint without his authorization but caught it and called Qwest and was
changed back after 3 or 4 days All charges were waived Sprint told him
that they received a "BALLOTED R

8/20/2003

200000011162

8/12/2003 13

160

Rates Tarniffs Ru

Qwest Corporati

Jamestow

received correspondence from Sprint that indicated that they were still their
carmer They called Sprint and cancelled again  Sprint said that Qwest had
sent them a message to re

8/13/2003

200000011155

8/8/2003 14

161

Rates Tariffs Ru

Qwest Corporat

Thompson

made It clear that he was not interested in information on inside wiring He
was charged $85 even though he had not requested help with his inside
wiring Instead of telling hi

162

Service Extras

Qwest Corporation

8/7/2003

200000011137

8/1/2003 14.

catling-about-Qwest moving @ buned-cable along the Kindred Hiway (Cass
County # 15) north of Kindred (from 2 miles north to 4 miles north) | phoned
in the matter to Mel Kambettz at Qwest

9/8/2003

200000011282

9/8/2003 14

163

Service Extras

Qwest Corporat

Bismarck

She wants to getrid of the Qwest service that answers when she gets a busy
signal and doesn't know how

7/9/2003

200000011045

7/9/2003 09

164

Telemarketing

Qwest Corporati

Grand For

at $60/Mo She wants to know If Qwest really has such an offer or if it's "too
good to be true” | called Sharon Bishop at Qwest, she's going to check and
get back to me

10/28/200

200000011527

10/27/2003 1

165

Telemarketing

Qwest Corporati

Bismarck

services Wetsch is already on Qwest Lisa did her sale pitch then switched
Carla to a third-party venfier who said the long distance rates would be 25
cpm Carla immediately call

3/31/2004

400000011771

3/31/2004 12
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Spirit of Service™

Ms. Ilona Jeffcoat-Sacco
Executive Secretary

North Dakota Public Service Commission
600 East Boulevard Avenue -- 12th Floor
Bismarck, North Dakota 58505-0480

e |
June 8, 2004 U \1 s -9 70 LIL:;}.//

—
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Qwest

1801 Califormia Street, Suite 4900
Denver, Colorado 80202

Phone 303 672 2734

Facstmile 303 295 7069

Melissa Thompson@qwest com

Melissa K. Thompson
Senior Attorney

ECEIWE
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1
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BLIC SERVICE COMMISSION
N gBBLIC UTILITIES DIVISION

Re:  Response to Comments Filed by the Rural Telephone Company Group

Dear Ms. Jeffcoat-Sacco:

Please find enclosed for filing an original and seven copies of Qwest Communications
Corporation’s Response to Comments of the Rural Telephone Company Group ("RTCG") on the
Application for Certificate of Public Convenience and Necessity of Qwest Communications

Corporation.

If you have any questions or concerns, please contact me.

Thank you.

Encl.

cc: Scott Macintosh
Mel Kambeitz

Sincerely,

Wl o, —

Melissa K. Thompson

Ve T -— - - - — [

15 PU-04-160 Pages 1

Cover letter re Qwest's Response to
Comments of RTCG
by Qwest Corporation by Melissa K Thompson, Attorn

06/09/2004 CC Comm Legal lllona Jerry Mike




STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation

Certificate of Public Conventence &
Necessity Application

Case No. PU-04-160

N’ N’ N’ N

RESPONSE TO COMMENTS OF THE RURAL TELEPHONE
COMPANY GROUP ("RTCG") ON THE APPLICATION FOR CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY OF

QWEST COMMUNICATIONS CORPORATION

Qwest Communications Corporation ("QCC"), 1801 Calhifornia Street, 49th Floor,
Denver, Colorado 80202, submuts the following response to comments submitted by the RTCG:

QCC agrees with the assertion by the RTCG 1n 1ts Comments filed on June 1, 2004 that
granting QCC's application for a statewide certificate to provide local exchange services 1s not a
ruling that affects the rights of any specific rural telephone company pursuant to 47 U.S.C
§251(f).

f—
DATED this 2 day of June, 2004

vy Ll o Tl

Melissa K. Thompéon

Qwest Communications Corporation
1801 Califorma Street, 49th Floor
Denver, Colorado 80212

(303) 672-2734

ATTORNEY FOR QWEST
COMMUNICATIONS CORPORATION

14  PU-04-160 Pages 2
Response to Comments of RTCG

by Cwest Corporation

06/09/2004 CC Comm Legal llona Jerry Mike



CERTIFICATE OF SERVICE

I hereby certify that on this 8™ day of June, 2004, an oniginal and seven (7) copies of
RESPONSE TO COMMENTS OF THE RURAL TELEPHONE COMPANY GROUP
("RTCG'") ON THE APPLICATION FOR CERTIFICATE OF PUBLIC
CONVENIENCE AND NECESSITY OF QWEST COMMUNICATIONS
CORPORATION was forwarded via UPS Overnight, to the following:

Ms. Ilona Jeffcoat-Sacco

Executive Secretary

North Dakota Public Service Commission
600 East Boulevard Avenue -- 12th Floor
Bismarck, North Dakota 58505-0480

With a copy sent via U. S Mail, postage prepaid, to the following:

Don Negaard

Pringle & Henigstad, P.C. Myer Shark

Second Floor Bremer Bank Building 3630 Phillips Parkway, Suite 221
20 First Street SW St. Lous Park, MN 55426-3777
P.O. Box 1000

Minot, ND 58702-1000




JFARSrIllona Je. oat Sacco at 701 328 2410
TR .

MYER SHARK, ATTORNEY
3630 Phillips Parkway, Suite 221
St. Louis Park, MN 55426 3777
952 935 0743
ezmark@webtv.net

'FAX to 701 328 2410

Illona Jeffcoat sSacco, kxecutive Secreta
PUBLIC SERVICE COMMISSION OF NORTH DAKOTA
State Capitol 12th Floor

800 E Boulevard Ave Dept 408

Bismarck, ND 58505 0480

Re: Application of Qwest
Case No. PU-04-160

Dear Illona:

I herewith enclose for filing, original and five copies
of Comments Of Witness Myer Shark in the above matter.

Please handle in the usual way.

Thank you.

e

MS/td

Hard copies by US Mail 5/31/04

Postt°FaxNote 7671 [Dae /gy [ESLs» -

:’ po s Zm deory Loéin 13 PU-04-160 Pages 5
o /D

Phone: &"Ue S f Phog}eg,\/jDB 2/;; ‘(/0 3¢ [ Comments filed

Fax# Tof 222~ 67 76 Fax# by Myer Shark

06/01/2004 CC Comm Legal lllona Jerry Mike



FAX +& Illona. J¢ coat Sacco at 701 328 241

STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation CASE No. PU-04-160
Local Exchange

Public Convenience and Necessity

COMMENTS OF WITNESS MYER SHARK
URGING CAUTION IN CONSIDERING THE THE APPLICATION FOR CERTIFICATE

I.
INTRODUCTION

In an April 27, 2004 Order, the Commission invited those in-
terested to comment on the April 7, 2004 application of Qwest Comm-
unications for a Certificate of Public Convenience & Necessity (here-
inafter "CPCN" or "Certificate"). The invitation is accepted. Under-
signed does not have standing as a customer of Qwest in North Dakota;
but, by virtue of his experience and intense involvement in relevant
past proceedings of the Commission, is qualified to comment as a wit-
ness bringing important Qwest "track record" information to the att-
ention of the current Commission and staff.

II.
IS A CERTIFICATE NECESSARY?

Presumably, Applicant has a Certificate covering their operat-
ions in the larger cities of North Dakota. Unless their CPCN is
limited to only certain areas, it would permit operations in the new
areas Qwest now proposes to serve. Perhap; this question is answered
in the application; but if it is not, an explanation is in order.In
any event, the within record should include the Commission's records
of service complaints from their present customers.

ITT. .

APPLICANT'S TRACK RECORD DOES NOT SUPPORT THE CLAIM THAT IT HAS
FINANCIAL AND MANAGERIAL ABILITY TO.-PROVIDE ADEQUATE,
DEPENDABLE SERVICE

This section deals with issues 1 and 3 as stated in the April
27, 2004 Order: The applicant does not have the fitness and ability

to provide service; and does not have the technical, financial and

-1, -



FAX to Illona Jef at Sacco at 701 328 2410

managerial ability to provide service because:

1.) Applicant's Track Record Does Not Provide Assurance Of Depend-
able Service.

The monthly reports of customer Complaints, which are hereby in-
corporated herein by reference; show that in most of such reports,
there were more Complaints against Applicant than any other local
service provider. We are not aware of measures put in place to im-
prove performance.

The Commission's hearing, legislative, Court and staff exper-
ience record in the 1994-45 Docket PU314-94-688 are relevant here and
we ask that same be incorporated herein by reference.

2.) Applicant's officially announced policy is to exit the rural
North Dakota scene.

Applicant's firm policy not to invest in communication service
for rural North Dakota is a matter of record. In the Monday, February
6, 1995 Edition of the Turtle Mountain Star, and in other newspapers,
a then Qwest official is quoted as saying they no longer wanted to in-
vest in rural North Dakota exchanges and wished to invest only " . . .
where we can get the best return on our investment and that's in the
cities and urban areas." A hearing is necessary to give Qwest an opp-
ortunity to reconcile that policy with the current request for a CPCN.
In this Docket, applicant's record makes it necessary to determine not

only if applicant has the financial and human resources necessary for

service, but also whether applicant can be depended on to employ those

resources in delivering dependable service.
The core of the plan not to invest in rural North Dakota, was
the sale of 49000 rural telephone lines to several cooperatives for

137.5 million dollars (of which 56.8 million dollars. was pure profit).
Despite the efforts of the’then PSCND .andNDiofficials to persuade-US West
to reinvest the sale proceeds in fiber-optic lines in North Dakota,

Qwest successfully battled in the legislature and the Courts to

- 2. -
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remove eigh£y one million dollars of sale proceeds and 56 million
dollars of profit from North Dakota, reportedly to overseas ventures.
In addition, the transaction threanened to cut off substantial tax
revenues of the counties in which the sold property was located.
The Commission should require a showing, at a hearing, as to just what
investments are going to be made in North Dakota to provide the res-
sources and equipment necessary to provide the proposed service.

3.) Past performance indicates that Applicant will not willingly
submit, in good faith, to reasonable regulation.

The records of the Commission will demonstrate that the policy
and practices of Applicant remind us of the old adage that the regul-
atED are regulatING the regulatORS. A few examples will show such a
Qwest track record.

A 1999 Commission proceeding resulted in an order partially de-
regulating directory assistance rates, but denying total deregulation.
In March 1999, Applicant's legislative lobby attached a total deregul-
ation rider to the Public Service Commission's Budget bill.

In May of 1999, Qwesé threatened to discontinue providing long
distance switching service to rural telephone exchanges, because, as
a company official ezid,.it's not profitable to provide long distance
for rural phone companies.

Also in 1999, Applicant chose to regulate the Commission by
opting for legislative action (by Senate bill 2420) raising resident-
ial telephone rates to subsidize lower long distace rates.

The transcript of a NDPSC hearing in early 1999 and other Comm-
ission records show that Applicant threatened to eliminate one of two
Commission attorney positions unless the NDPSC advanced the hearing
date on approval of sale of several US West exchanges described above
(last paragraph, page 2). Although the Commission capitulated and ad-

vanced the date, the position was eliminated in violation of the

1. "QWest" "US West" and “Apollcant“ are used interchangeably herein
to refer to Applicant.

- 3. -
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commitment of the US West lobby not to do so. This was the U.S. West
ruthless response to the attorney's suggestion that their rates were
above those permitted by then current regulations.

III.

The conduct of applicant as recorded in Commission archives,
makes it necessary and advisable to conduct proceedings and hearings
to assure that North Dakota communication customers will "receive rel-
iable and safe service at reasonable rates from financially sound
companies."

If the application and the files of Case No. PU-04-160 do not
provide the following information, the proceeding and hearings should
develop information on, but not exclusively, the following.

A.) The financial resources available to support the service,
and more importantly what financial resources will actually be
committed to provide dependable service at reasonable rates.

B.) What additional property and facilities will be installed
in what locations to support the service, and what tax revenues on
such property will be provided to the counties in which same are
located.

C.) Will Applicant commit to rate-of-return regulation, in view
of the difficulty encountered in administering incentive regulation.

D.) Will Applicant make a reasonable commitment as to how long
they will continue to provide service.

E.) Such oﬁher and further matters as to the Commission seems
necessary or advisable to protect the right of ND Communication custom-
ers to dependable service at reasonable rates.

Respectfully submitted this 30th day of May, 2004.

AoY¥ney
3630 Phillips Parkway, Ste 221

St. Louis Park, MN 55426 3777
952 935 0743

- 4, - ezmark@webtv.net
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QWEST COMMUNICATIONS CORPORATION LOCAL EXCHANGE PUBLIC
CONVENIENCE AND NECESSITY
CASE NO. PU-04-160

Enclosed herewith for filing in the above matter are an original and seven copies of the

Comments of the Rural Telephone Company Group on the Applicaiton for Certficate of
Public venience and Necessity of Qwest Communications Corporation, including a

@nj te of Service

Don Negaard

It
Enclosures

cc/lenc Daniel S Kuntz
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

COMMENTS OF THE RURAL TELEPHONE COMPANY GROUP (“RTCG”)
ON THE APPLICATION FOR CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY
OF QWEST COMMUNICATIONS CORPORATION (“QCC”)

The Rural Telephone Company Group (RTCG) I1s a group of telecommunications
carriers, each of which 1s an “incumbent local exchange carrier’ and a “rural telephone
company” under the federal Telecommunications Act of 1996 (the Act) and each has legal
interests in this case under the Act

The RTCG Includes

BEK Communications Cooperative

Consolidated Telcom

Dickey Rural Telephone Cooperative, Dickey Rural Communications, Inc, and
Dickey Rural Access, Inc

Griggs County Telephone Company

Midstate Telephone Company and Midstate Communications, Inc
Moore & Liberty Telephone Company

Northwest Communications Cooperative

Reservation Telephone Cooperative

SRT Communications, Inc

West River Telecommunications Cooperative

In PSC Case No PU-453-96-83, AT&T applied for and was granted a Certificate
of Public Convenience and Necessity to provide local telecommunications service
throughout the state of North Dakota, subject to limitations in the Commission’s Order

“8 Public convenience and necessity requires the granting of a statewide
certificate to AT&T to provide local service However, the Commission’s
determination of the public interest with regard to the service territories of
rural telephone companies I1s subject to any future proceedings under
§251(f)(1) or (2) of the Act



9 Granting AT&T’s application for a statewide certificate 1s not a ruling that
affects the nghts of specific rural telephone company pursuant to 447 U S C
§251(f)”

In PSC Case No PU-987-96-390, Sprint applied for and was granted a Certificate
of Public Convenience and Necessity to provide local telecommunications service
throughout the state of North Dakota, subject to limitations based on the precedent
established in the AT&T case

“One 1ssue which has been addressed In other Certificate of Public
Convenience and Necessity cases was raised by the intervener, NDATC
This 1ssue concems rural telephone companies and what effect the grant of
a certificate would have on them NDATC identified its interest in this
proceeding, and the interests of its members, as a concern that the grant of
a certificate of public convenience and necessity not defeat the rural
protections provided by the Telecommunications Act of 1996

The Commission agrees with NDATC that the question 1s important
and must be addressed This 1ssue will apply to all certificate requests
affecting any service area of any rural telephone company in North Dakota
It 1s the opinion of the Commission that in all such cases, any determination
of public interest 1s subject to future proceedings regarding rural protections
or exemptions

In the instant case the Commission will adhere to the precedent
established in the AT&T certificate case, Docket No PU-453-96-83, on this
issue In AT&T, the Commission held that its determination of the public
interest with regard to the service territories of rural telephone companies is
subject to any future proceedings under Section 251(f)(1) or (2) of the
Telecommunications Act of 1996 (47 US C §251(f)(1) or (2)) The
Commussion also held that granting the certificate on a statewide basis is not
a ruling that affects the rights of specific rural telephone companies under
47 U S C §251(f) Both Sprint and NDATC agree that the qualifications
expressed in the AT&T case appropriately apply to Sprint's request for a
statewide certificate of public convenience and necessity The inclusion of
these conditions satisfles NDATC’s concerns, and i1s not objectionable to
Sprint”

The AT&T precedent has been cited at least one time following the Sprint case, In
Case No PU-1693-97-269, where a statewide certificate was granted to Eclipse
Communications Corp (a subsidiary of Western Wireless Corporation), subject to the rights
of rural telephone companies under 47 U S C 251(f)



In reliance on the precedent established by the Commission in the AT&T, Sprint,
and Eclipse/Western Wireless cases, the RTCG does not request intervention and does
not request a hearing on the pending applicaton The RTCG does request that any order
issued to grant the pending application should include Imitations substantially the same
as those In the AT&T, Sprint, and Eclipse/Western Wireless cases, to preserve the “rural
safeguard” rights of rural telephone companies under 47 U S C 251(f)

By the comments contained herein, none of the above-named companies shall be
deemed to have waived its nights to claim that QCC or its parent company are prohibited
from competing with the RTCG or therr subsidiaries due to the sale of local exchanges to
any of the RTCG

Dated at Minot, North Dakota, this 28th day of May, 2004

FRIGSTAD, P C

By Don Negaard, ND Bar ID #03598
Attorneys for RTCG

Second Floor, Bremer Bank Building
20 1st Street SW

P O Box 1000

Minot, ND 58702-1000

(701) 852-3081



CERTIFICATE OF SERVICE

A true and correct copy of the foregoing Comments of the Rural Telephone
Company Group was mailed on the 28th day of May, 2004, to

Daniel S Kuntz

Zuger Kirmis & Smith

310 North 5th Street
Provident Building

P O Box 1695

Bismarck, ND 58502-1695

Don Negaard
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Affidavit of Public tmn N

1

§ H

5

I
é MAY 13 2004

'—'-5

(O//eéﬂ /g‘/K , being duly sworn, state as follows:

1. 1 am the designated agent, under the provisions and for the purposes of, Section 31-04-06,
NDCC, for the newspapers listed on the attached exhibits.

2. The newspapers listed on the exhibits published the advertisement of:

)DS(/; @,ueg(‘ ,;[)C('Off‘/éO L time(s)

as required by law or ordinance.

3. All of the listed newspapers are legal newspapers in the State of North Dakota and, under the
provisions of Section 46-05-01, NDCC, are qualified to publish any public notice or any matter
required by law or ordinance to be printed or published in a newspaper in North Dakota.

sgres: Lt Sk _

State of MD

County of :BM/V ,‘ﬂfd}’\
Subscribed and sworn to before me this L H/Aaay of W(// 20 0(’{ .

KLU Fnhey

KELL! RICHEY
Notary Public t
State of North Dakota )
: My Commlssmn Expures Oct 13, 2006

——— - T T T - T T T 77 _“""“‘_j
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! Affidavit of Publication

by North Dakota Advertising Service Inc
05/13/2004 CC Comm Legal lllona Jerry Mike



) ;%‘;: .orth Dakota Newspaper Assoc ion

NORTH DAKOTA NEWSPAPER ASSOCIATION 1435 Interstate Loop TR T s I
Bismarck, ND 58503-0567 I A
Ph (701) 223-6397 * Fax (701) 223-8185 e
INVOICE A T
o
LA e ~;x4’x~‘1
Order 18995-04052PP0 Invoice # 37568 May 12,2004 | T

Attn: ILLONAA. JEFFCOAT-SACCO Advertiser Public Service Commission

PUBLIC SERVICE COMMISSION PO#
600 E. BOULEVARD AVE. 5
STATE CAPITOL Amount Due $283.29

BISMARCK, ND 58505
Voice 701-328-4076

Amount Paid

Please detach and return this portion with your payment

) Public Service Commxsénon Invoice # 18995-04052PP0-37568

Ad Size Rate Type Rate Total Discount (%) Caption Page Run Date
DAILY
Bismarck Tribune (Bismarck ND)
4300 SPR2 064 27 52 000 Qwest PU-04-160 05/01/04
Devils Lake Daily Journal (Devils Lake ND)
4400 SPR2 063 2772 000 Qwest PU-04-160 05/03/04
Dickinson Press (Dickinson ND)
48 00 SPR2 057 27 36 000 Qwest PU-04-160 05/01/04
Fargo, The Forum (Fargo ND)
3800 SPR2 07 26 98 000 Qwest PU-04-160 05/10/04
Grand Forks Herald (Grand Forks ND)
42 00 SPR2 069 28 98 000 Qwest PU-04-160 05/01/04
Jamestown Sun (Jamestown ND)
49 00 SPR2 054 26 46 000 Qwest PU-04-160 05/01/04
Minot Daily News (Minot ND)
62 00 SPR2 054 3348 000 Qwest PU-04-160 05/01/04
Valley City Times-Record (Valley City ND)
44 00 SPR2 061 26 84 000 Qwest PU-04-160 05/03/04
Wahpeton Daily News (Wahpeton ND)
6100 SPR2 051 3111 000 Qwest PU-04-160 05/02/04
Williston Herald (Williston ND)
4400 SPR2 061 26 84 000 Qwest PU-04-160 05/02/04
Gross Advertising 28329 Total Misc 000 Amount Paid 000
Agency Discount Tax 000 Adjustments 000
Other Discount 000 Total Billed 28329 Payment Date
Service Charge 000 Unbulled 000 Balance Due 283 29
11 PU-04-160 Pages 1

Affidavit of Publication

by North Dakota Advertising Service, Inc

05/13/2004 CC Comm Legal llona Jerry Mike
North Dakota Newspaper Associaion  05/12/04 OneSys accounting # paulah PR
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HerlirE, Sharon D.

From: Helbling, Sharon D

Sent: Tuesday, May 04, 2004 12 05 PM

To: 'Don Negaard'

Subject: RE Notice of Opportunity for Hearing, Case No PU-04-160
Don,

We can't maintain mailing lists for this sort of request for cases before us.
However, | will be happy to copy anything you want that has been filed in this
case to date. After that you could call us or have someone call or e-mail me to
see if anything new has been filed and we will be happy to send it to you. If it
isn't a lot, we can fax it to you. Anything voluminous we would copy and mail
and bill you for the copies.

Let me know what you decide. Thanks.

Sharon

From: Don Negaard [mailto:donn@srt.com]

Sent: Monday, May 03, 2004 3:08 PM

To: Helbling, Sharon D.

Subject: Re: Notice of Opportunity for Hearing, Case No. PU-04-160

| would like to receive a copy of the Qwest filings and have my appearance
noted as an interested party on behalf of the ND Rural Telephone Group so that |
can receive copies of documents filed in the future. If you need anything else
from me in that regard to get included on the mailing list, please let me know.

Thanks

Don Negara

PO Box 1000

Minot, ND 58702-1000

----- Original Message -----

From: "Helbling, Sharon D." <sdh@psc.state.nd.us>

To: <anthony.gillman@verizon.com>; <bgipson@vartec.net>;
<bgipson@vartec.net>; <bonniek@westriv.com>;
<bryan@consolidatedtelcom.com>; <carl.billek@corp.idt.net>;
<christm@srttel.com>; <cooperstown@mligc cam>- .- - — - —— - — —

: . / -04-
<ddunning@polarcomm.com>; <ddunning@ '° FY041%° Pages 2

i E-Mail Response to Don Negaard
1
li by Pubiic Service Commission
|

(5/04/2004 CC Comm Legal lona Jerry Mike



<ddunning@polarcomn..com>; <dennis.kelley@reconex.com>;
<dhill@ndarec.com>; <donn@srt.com>; <drtc@drtel.net>;
<dwights@nccray.com>; <gerrya@midrivers.com>;
<glenn.richards@shawpittman.com>; <gregory.diamond@nextelpartners.com>;
<info@newaccess.cc>; <jamie@ignus.com>; <janehp@srttel.com>;
<janetkeller@att.com>; <jeffolson@rrt.net>; <jeffolson@rrt.net>;
<jennifer.arnold@uslink.com>; <jlchapman@acomminc.com>;
<johnar@srttel.com>; <jsilveira@netlojix.com>; <jtmgr@bektel.com>;
<jtmgr@bektel.com>; <kander@ictc.com>; <kander@ictc.com>;
<karen.johnson@integratelecom.com>; <kblicke@qwest.com>;
<ken@consolidatedtelcom.com>; <ken@consolidatedtelcom.com>;
<kimrw@srttel.com>; <kjvannin@usgs.gov>; <knations@mmfn.com>;
<lahall@usgs.gov>; <laurie.willman@nbne.info>; <iclemens@nft.net>;
<maneill@qwest.com>; <mannawiz@pacbell.net>;
<mariep@telcogroupinc.com>; <mbrestel@ndak.net>;
<mdickerson@state.nd.us>; <meredith.gifford@ge.com>;
<mickg@westriv.com>; <mjrasher@msn.com>; <mkambei@qwest.com>;
<mspead@universalservice.org>; <pam@tnics.com>; <pam@tnics.com>;
<pat@ndta.net>; <paul@consolidatedtelcom.com>; <paulihland@wtc-mail.net>;
<pbannack@windfallintl.com>; <pschaner@ndarec.com>; <rer@norlight.com>;
<rlaqua@rrv.net>; <rostberg@nemontel.net>; <royce@restel.net>;
<saberry@qwest.com>; <sbunn@milgc.com>; <shaneh@restel.net>;
<sheba.chacko@btna.com>; <smacint@qwest.com>; <smassey@bepc.com>;
<sschwan@qwest.com>; <stevedl@srttel.com>; <sthomas@talk.com>;
<suelh@srttel.com>; <susan.a.travis@mci.com>; <susan.p.green@lmco.com>;
<wbauza@telfile.com>; <wbrudvik@ohnstadlaw.com>

Sent: Wednesday, April 28, 2004 8:15 AM

Subject: Notice of Opportunity for Hearing, Case No. PU-04-160



HerIing, Sharon D.

From: Don Negaard [donn@srt com]

Sent: Monday, May 03, 2004 3 08 PM

To: Helbling, Sharon D

Subject: Re Notice of Opportunity for Hearing, Case No PU-04-160

| would like to receive a copy of the Qwest filings and have my appearance
noted as an interested party on behalf of the ND Rural Telephone Group so that |
can receive copies of documents filed in the future. If you need anything else
from me in that regard to get included on the mailing list, please let me know.

Thanks

Don Negara

PO Box 1000

Minot, ND 58702-1000

----- Original Message -----

From: "Helbling, Sharon D." <sdh@psc.state.nd.us>

To: <anthony.gillman@yverizon.com>; <bgipson@vartec.net>;
<bgipson@vartec.net>; <bonniek@westriv.com>;
<bryan@consolidatedtelcom.com>; <carl.billek@corp.idt.net>;
<christm@srttel.com>; <cooperstown@mligc.com>;
<ddunning@polarcomm.com>; <ddunning@polarcomm.com>;
<ddunning@polarcomm.com>; <dennis.kelley@reconex.com>;
<dhill@ndarec.com>; <donn@srt.com>; <drtc@drtel.net>;
<dwights@nccray.com>; <gerrya@midrivers.com>;
<glenn.richards@shawpittman.com>; <gregory.diamond@nextelpartners.com>;
<info@newaccess.cc>; <jamie@ignus.com>; <janehp@srttel.com>;
<janetkeller@att.com>; <jeffolson@rrt.net>; <jeffolson@rrt.net>;
<jennifer.arnold@uslink.com>; <jlchapman@acomminc.com>;
<johnar@srttel.com>; <jsilveira@netlojix.com>; <jtmgr@bektel.com>;
<jtmgr@bektel.com>; <kander@ictc.com>; <kander@ictc.com>;
<karen.johnson@integratelecom.com>; <kblicke@qwest.com>;
<ken@consolidatedtelcom.com>; <ken@consolidatedtelcom.com>;
<kimrw@srttel.com>; <kjvannin@usgs.gov>; <knations@mmfn.com>;
<lahall@usgs.gov>; <laurie.willman@nbne.info>; <Iclemens@nft.net>;
<maneill@qwest.com>; <mannawiz@pacbell.net>;
<mariep@telcogroupinc.com>; <mbrestel@ndak.net>;
<mdickerson@state.nd.us>; <meredith.gifford@ge.com>;
<mickg@westriv.com>; <mjrasher@msn.com>; <mkambei@qgwest.com>;
<mspead@universalservice.org>; <pam@tnics.com>; <pam@tnics.com>;
<pat@ndta.net>; <pauI@consolidatedtelcorpf.vqgm>; <paulihland@wtc-mail.net>;

1 9 PU-04-160 Pages 2

E-mail requesting copy of Qwest filings

hy Pringle & Hengstad by Don Negaard Attorney



<pbannack@windfallinti.com>; <pschaner@ndarec.com>; <rer@norlight.com>;
<rlaqua@rrv.net>; <rostberg@nemontel.net>; <royce@restel.net>;
<saberry@qwest.com>; <sbunn@migc.com>; <shaneh@restel.net>;
<sheba.chacko@btna.com>; <smacint@qwest.com>; <smassey@bepc.com>;
<sschwan@qwest.com>; <stevedl@srttel.com>; <sthomas@talk.com>;
<suelh@srttel.com>; <susan.a.travis@mci.com>; <susan.p.green@lmco.com>;
<wbauza@telfile.com>; <wbrudvik@ohnstadlaw.com>

Sent: Wednesday, April 28, 2004 8:15 AM

Subject: Notice of Opportunity for Hearing, Case No. PU-04-160



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

AFFIDAVIT OF SERVICE BY CERTIFIED MAIL

STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH

Sharon Helbling deposes and says that

she is over the age of 18 years and not a party to this action and, on the 28th day of
April, 2004, she deposited in the United States Mail, Bismarck, North Dakota, two
envelopes with certified postage, return receipt requested, fully prepaid, securely sealed
and each containing a photocopy of*

Notice of Opportunity for Hearing

The envelopes were addressed as follows:

Dan Kuntz Scott Macintosh
P O Box 1695 Qwest
Bismarck ND 58502-1695 P O Box 5508
Bismarck ND 58502-5508
Cert. No. 7002 2410 0003 4911 4974 Cert. No. 7002 2410 0003 4911 4981

Each address shown is the respective addressee's last reasonably ascertainable post

office address. \d
Q/l(%/aw 7V

195

_SCOTT " Notary Public
SEAL Noﬁﬁt:’lUEHRc.ASTl;TE OF NORTH DAKOTA

My Commission Expires JUNE 11, 2004

Subscribed and sworn to before me
this 28th day of April, 2004

( - —_ - - —
8 PU'04'1 60 Pages 14

Affidavits of Service
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STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity
AFFIDAVIT OF SERVICE BY ORDINARY MAIL OR E-MAIL
STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH
Sharon Helbling deposes and says that:
she 1s over the age of 18 years and not a party to this action and, on the 28th day of
April, 2004, she deposited in the United States Mail, Bismarck, North Dakota,
envelopes by first class mail, fully prepaid, securely sealed, and e-mailed, each
containing a photocopy of:
Notice of Opportunity for Hearing

The envelopes were addressed as follows:

See Attached List

Each address shown is the respective addressee's last reasonably ascertainable post

office address
Qi%\wﬂ\/ % —
| 4
Subscribed and sworn to before me

this 28th day of April, 2004 W % M
s

SANDRA L. SCOTT

Notary Public, STATE OF NORTH DAKOTA ~ Notary Public
My Commission Expires JUNE 11, 2004

SEAL



mariep@telcogroupinc. com
Marie Pierre-Paul

dennis.kelley@reconex.com
Dennis Kelley

1-800-Reconex Inc
2500 Industrial Ave
Hubbard OR 97032

janetkeller@att.com
Janet Browne

ATE&T
1875 Lawrence St 14th F1l
Denver CO 80202

jtmgr@bektel.com
Jerome Tishmack

BEK Communications Cooperative
PO Box 230
Steele ND 58482-0230

pbannackewindfallintl.com
Paulette Bannack

Computer Network Technology
Corporation

6000 Nathan Lane

Minneapolis MN 55442
sheba.chacko@btna.com

Sheba Chacko

Concert Communications Sales LLC
11440 Commerce Park Dr

Reston VA 20191

ken@consolidatedtelcom. com
Paul Schuetzler

Consolidated Telcom
PO Box 1077
Dickinson ND 58601-1077

mjrasher@msn.com
Mary Jane Rasher

DCI Group

wbrudvik@ohnstadlaw.com
William Brudvik

jlchapman@acomminc. com
Jerry Chapman

Acomm Inc
510 1st Ave N Ste 203
Minneapolis MN 55403-0343

smas sey@bepc .com
Sheryl Massey

Basin Electric Power Coop
1717 E Interstate Ave
Bismarck ND 58501-0564

jtmgrebektel.com
Jerome Tishmack

BEK Communications I Inc
PO Box 230
Steele ND 58482-0230

mannawiz@pacbell .net
Larry Manna

Compuwiz
1012 Industrial Blvd
South Lake Tahoe CA 96150

bryan@consolidatedtelcom. com
Bryan W Personne

Consolidated Telcom

paul@consolidatedtelcom. com
Paul Schuetzler

Consolidated Telcom
PO Box 1077
Dickinson ND 58601-1077

drtc@drtel .net
Mark Scallon

Dickey Rural Telephone Cooperative
PO Box 69
Ellendale ND 58436-0069



bgipson@vartec.net

Becky Gipson

eMeritus Communications Inc
1600 Viceroy Dr

Dallas TX 75235

meredith.giffordege.com
Meredith Gifford
GE Business Productivity Solutions Inc

3225 Cumberland Blvd Ste 700
Atlanta GA 30339

cooperstown@mlgc.com
Ray Brown
Griggs County Telephone Co

Cooperstown ND 58425

carl.billek@corp.idt.net
Carl Billek

IDT America, Corp.
520 Broad St 7th Fl
Newark NJ 07102

karen. johnson@integratelecom.com
Karen Johnson

Integra Telecom of North Dakota Inc
19545 Von Neumann Dr Ste 200
Beaverton OR 97006-6902

susan.p.green@lmco.com
Susan Green
Lockheed Martin Global Telecomm

12506 Lake Underhill Rd MP 836
Orlando FL 32825

knations@mmfn.com
Karen Nations

Metromedia Fiber Network Services Inc
360 Hamilton Ave
White Plains NY 10601

rostberg@nemontel .net
Ron Ostberqg

Missouri Valley Communications Inc
P O Box 600
Scobey MT 59263-0600

bgipson@vartec.net

Becky Gipson

Excel Telecommunications Inc
1600 Viceroy Dr

Dallas TX 75235

glenn.richards@shawpittman.com
Glenn Richards

Glenn Richards
ShawPittman
2300 N St NW

rlaqua@rrv.net

Ronald Laqua

Halstad Telephone Company
PO Box 55

Halstad MN 56548-0055

jamie@ignus.com
Jamie Kubik

Ignus Inc
P O Box 9202
Fargo ND 58106-9202

kander@ictc.com

Keith Anderson

Inter-Community Telephone Company LLC
PO Box 8

Nome ND 58062-0008

susan.a.travis@mci.com
Susan Travis

MCI Worldcom
201 Spear St 9th F1
San Francisco CA 94105

gerrya@midrivers.com
Gerry Anderson

Mid-Rivers Telephone Coop Inc
PO Box 280
Circle MT 59215-0280

sbunnemlgc.com
Shelie Bunn

Moore & Liberty Telephone Co
Enderlin ND 58027



dhill@endarec.com
Dennis Hill

ND Assn Rural Electric Coops
PO Box 727
Mandan ND 58554-0727

jsilveira@netlojix.com
Janet Medeiros-Silveira

NetLogix Telecom Inc
501 Bath St
Santa Barbara CA 93101

gregory.diamond@nextelpartners.com
Greqg Diamond

Nextel Partners
4500 Carillon Point
Kirkland WA 98033

rer@norlight.com
Robert E Rogers

NorLight Inc
275 N Corporate Dr
Brookfield WI 53045

pat@ndta.net

Patricia Gisinger

North Dakota Telephone Assoc
PO Box 2614

Bismarck ND 58502-2614

ddunning@polarcomm. com
David Dunning

Polar Commun Mut Aid Corp
PO Box 270
Park River ND 58270-0270

ddunning@polarcomm. com
David Dunning

Polar Telecommunications Inc
PO Box T
Park River ND 58270

sschwaneqwest.com
Suzy Schwandt

Qwest Corporation

pschaner@ndarec.com
Patti Schaner

ND Assn Rural Electric Coops
PO Box 727
Mandan ND 58554-0727

info@newaccess.cc

Steven C Clay

New Access Communications LLC
801 Nicollet Ave Ste 350
Minneapolis MN 55402-2519

lclemens@nft.net
Larry Clemens

Noonan Farmers Tele Co
Noonan ND 58765

laurie.willman@nbne.info
Laurie Willman

North By NortheastCom LLC

dwights@nccray.com
Dwight Schmitt
Northwest Communications Coop

PO Box 38
Ray ND 58849-0038

ddunning@polarcomm.com
David Dunning
Polar Telcom Inc
PO Box 270

Park River ND 58270-0270

donn@srt.com
Don Negaard

Pringle and Herigstad P C
PO Box 1000
Minot ND 58702-1000

kblicke@gwest.com
Kent Blickensderfer

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508



mkambei@gwest .com
Mel Kambeitz

Qwest Corporation
220 N 5th St
Bismarck ND 58501

maneille@gwest.com
Mary Ann Neill

Qwest Corporation
1801 California St Rm 4700
Denver CO 80202

wbauza@telfile.com
Ayanery Reyes

QX Telecom LLC

230 5th Ave Ste 800

New York NY 10001

jeffolson@rrt.net
Jeff Olson

Red River Rural Tele Assoc
PO Box 136
Abercrombie ND 58001-0136

royce@restel .net
Royce Aslakson
Reservation Telephone Cooperative

Parshall ND 58770

shaneh@restel .net
Shane Hart

Reservation Telephone Cooperative
Parshall ND 58770

suelh@srttel.com
Sue Hamilton

SRT Communications Inc
P O Box 2027
Minot ND 58702-2027

christm@srttel.com
Chris Morsefield

SRT Communications Inc
P O Box 2027
Minot ND 58702-2027

smacint@eqgwest.com
Scott Macintosh

Qwest Corporation
PO Box 5508
Bismarck ND 58502-5508

saberryeqwest .com
Sharon Berry

Qwest Corporation
409 1st Ave N
Fargo ND 58102-4802

pam@tnics.com
Pamela Harrington

RC Communications Inc
PO Box 197
New Effington SD 57255-0197

jeffolsone@errt.net
Jeff Olson

Red River Telecom Inc
PO Box 136
Abercrombie ND 58001-0136

mbrestel@ndak.net
Marcia Burckhard

Reservation Telephone Cooperative
Parshall ND 58770

pam@tnics.com
Pamela Harrington

Roberts Cty Tele Coop Assoc
New Effington SD 57255

stevedl@srttel.com

Steve Lysne

SRT Communications Inc
P O Box 2027

Minot ND 58702-2027

janehp@srttel.com
Jane Petersen

SRT Communications Inc
P O Box 2027
Minot ND 58702-2027



johnar@srttel.com kimrwe@srttel.com

John Reiser Kim Weydahl

SRT Communications Inc SRT Communications Inc

P O Box 2027 P O Box 2027

Minot ND 58702-2027 Minot ND 58702-2027
mdickerson@state.nd.us sthomas@talk.com

Marcy Dickerson Sharon Thomas

State Tax Department Talk America Inc

State Capitol 12001 Science Dr Ste 130
Bismarck ND 58505 Orlando FL 32826
lahalle@usgs.gov kjvannin@usgs.gov

Lenora Hall K Vannin

U S Geological Survey U S Geological Survey
jennifer.arnold@uslink.com mspead@universalservice.org
Jennifer Arnold Michael Spead

U S Link Inc USAC

P O Box 327 2120 L St NW Ste 600
Pequot Lakes MN 56472-0327 Washington DC 20037
kander@ictc.com anthony.gillman@verizon.com
Keith Anderson Anthony Gillman

Valley Communications Inc Verizon Select Services Inc
P O Box 8 P O Box 110

Nome ND 58062 Tampa FL 33601-0110
bonniek@westriv.com mickg@westriv.com

Bonnie Krause Mick Grosz

West River Telecomm Coop West River Telecommunications Coop
PO Box 467 PO Box 467

Hazen ND 58545-0467 Hazen ND 58545-0467

paulihland@wtc-mail.net
Paul Ihland

Wolverton Telephone Company
Wolverton MN 56594



Carolyn Fodor Jennifer Sikes

Winstar Communications 1-800 Reconex

21290 Melrose Ave 2500 Industrial Ave
Southfield MI 48075-7901 Hubbard OR 97032
Patrick Summers Ann Faught

360networks (USA) inc Absaraka Co-op Tele Co
867 Coal Creek Cir Ste 160 Absaraka ND 58002

Louisville CO 80027-4670

ACN Communications Services Inc Advanced Telcom Inc
32991 Hamilton Ct 19 0ld Courthouse Sqg
Farmington Hills MI 48334 Santa Rosa CA 95404-4920

Kimberly Nielsen

Arch Paging AT&T Wireless

11437 Valley View Rd 7277 164th Ave NE RTC-1

Eden Prairie MN 55344 Redmond WA 98052

Jack Medaris John Broten

Atlas Communications LTD Bell Atlantic Communications Inc
P O Box 807 1320 N Court House Rd 9th F1
Conshohocken PA 19428-0807 Arlington VA 22201

Jennifer Whitley

Business Discount Plan Inc C12 Inc
1 World Trade Ctr Ste 800 200 Galleria Pkwy Ste 1200
Long Beach CA 90831-0800 Atlanta GA 30339

Scott Geston

Cable One of Fargo Citizens Telecomm Co of Minnesota

P O Box 10624 3 High Ridge Park

Fargo ND 58106-0624 Stamford CT 06905

Robert Fallan Beth Choroser

Coast International Comcast Business Communications Inc
14303 W 95th St 1500 Market St

Lenexa KS 66215-5210 Philadelphia PA 19102

Murray Barr

Competitive Strategies Group Inc Computer Integrated Communications Inc
164 N Euclid Ave 8502 Bells Mill R4

Oak Park IL 60302-2106 Potomac MD 20854-4071

Consolidated Communications Networks Consolidated Telcom

Inc PO Box 1077

507 S Main Dickinson ND 58601-1077

Dickinson ND 58601



Contact Communications Covista Inc
937 W Main St 1 Mack Ctr Dr
Riverton WY 82501 Paramus NJ 07652-3908

Keith Larson

D D D Calling Inc Dakota Central Tele Coop
6300 Richmond Ave Ste 304 PO Box 299

Houston TX 77057 Carrington ND 58421-0299
Keith Larson William Jackson

Dakota Central Telecom I Dakota Justice

PO Box 299 38 8th Ave W

Carrington ND 58421-0299 Dickinson ND 58601

Dave Dircks

DCN LLC Dickey Rural Communications Inc
P O Box 180 PO Box 69

Devils Lake ND 58301-0180 Ellendale ND 58436-0069

Dickey Rural Services Inc DIECA Communications Inc

P O Box 69 3420 Central Expy

Ellendale ND 58436 Santa Clara CA 95051-0703
DSLnet Communications LLC Easton Telecom Services Inc

545 Long Wharf Dr 3046 Brecksville R4 #A

New Haven CT 06511 Richfield OH 44286-9399

Regulatory Dept

Essential.com Inc Evercom Systems Inc

5 Bragdon Ln Ste 200 8201 Tristar Dr

Kennebunk ME 04043 Irving TX 75063-2824

Chere Heintzmann Dave Waters

Extend America Inc Fairpoint Communications Solutions
1101 E Front Ave 521 E Morehead St Ste 250

Bismarck ND 58504-5654 Charlotte NC 28202-2695

Lawrence Freedman

Fleischman & Walsh France Telecom Corporate Solutions LLC
1400 1l6th ST NW 2300 Corporate Park Dr Mailstop SPO606
Washington DC 20036 Herndon VA 20171

Global Tel*Link Corporation GLORBCOM INCORPORATED

2609 Cameron St 2100 Sanders Rd Ste 150

Mobile AL 36607-3104 Northbrook IL 60062



Lucille Nilson
Granite Telecommunications LLC Griggs County Telephone Co
234 Copeland St Cooperstown ND 58425
Quincy MA 02169

Group Long Distance Inc Houlton Enterprises Inc
9500 Toledo Way 2201 W Bdwy Ste 1
Irvine CA 92618-1806 Council Bluffs IA 51501

Julia Waysdorf

HTC Services Inc ICG Telecom Group Inc

P O Box 55 161 Inverness Dr W
Halstad MN 56548 Englewood CO 80112
Robert K Johnson Ken Hanks

IdeaOne Telecom Group LLC International Telcom Ltd
3239 39th St SW 417 2nd Ave W

Fargo ND 58104 Seattle WA 98119

David A. Huberman

Intrado Communications Inc Intrado Communications Inc

1601 Dry Creek Dr 1601 Dry Creek Dr

Longmont CO 80503-6493 Longmont CO 80503-6493

Nanette Edwards Larry Barnes

ITC DELTACOM INC IXC/SSC-Regulatory Affairs

4092 Memorial Pkwy SW 1122 S Capital of TX Hwy

Huntsville AL 35802-1382 Austin TX 78746-6426

James Valley Coop Telephone Co KMAV AM/FM RADIO

235 E 1st Ave PO Box 216

Groton SD 57445 Mayville ND 58257-0216
Myer Shark

KMC Telecom V Inc Knollwood Place Apts #221

1545 Rt 206 3630 Phillips Pkwy

Bedminster NJ 07921 St Louis Park MN 55426

Thomas K Crowe

Law Offices of Thomas K Crowe PC Level 3 Communications LLC
1250 24th St NW Ste 300 3555 Farnam St
Washington DC 20037 Omaha NE 68131
Jan Lowe
Local Telcom Holdings LLC Long Dist Consolidated Billing Co
485 Madison Ave 15th F1 145 S Livernois Rd #199

New York NY 10022-5803 Rochester MI 48307-1837



Steven Katka
Loretel Systems Inc
13 E 4th Ave
Ada MN 56510

Michel Murray

MCI WorldCom Inc

707 17th St Ste 3600
Denver CO 80202

McKenzie Consolidated Telecom LLC
P O Box 1408
Dickinson ND 58602-1408

Midcontinent Communications
410 South Phillips Ave
Sioux Falls SD 57104

Mark Wilhelmi
Midstate Telephone Co
PO Box 400

Stanley ND 58784-0400

Mike Strand

MITS

PO Box 5237

Helena MT 59604-5237

Dave Crothers

NDATC

Box 1144

Mandan ND 58554-1144

New Edge Network Inc
3000 Columbia House Blvd Ste 106
Vancouver WA 98661

Carmine Russo

North Dakota Big Sky Telecom
374 Ansin Blvd

Hallandale FL 33009

Steven Lysne

North Dakota Network Co
P O Box 2027

Minot ND 58702-2027

Marilyn Foss

MCI WorldCom Inc

707 17th St Ste 3600
Denver CO 80202

MCImetro Access Transmission Services
707 17th ST Ste 3600
Denver CO 80202

McLeodUSA
P O Box 3177
Cedar Rapids IA 52406-3177

Gordon Wilhelmi

Midstate Communications Inc
PO Box 400

Stanley ND 58784-0400

Minnesota Independent Equal Access
Corp

c/o Onvoy Inc

300 S Hwy 169

Minmespodis MN 55426

National Multi Housing Council
1850 M St NW Ste 540

Washington DC 20036

Richard Thronson
Nemont Telephone Cooperative Inc
Scobey MT 59263

Bob Edgerly

Nextel West Corp

2001 Edmund Halley Dr
Reston VA 20191

Dave Dircks

North Dakota Long Distance Inc
P O Box 180

Devils Lake ND 58301-0180

Dave Dircks

North Dakota Telephone Company
PO Box 180

Devils Lake ND 58301-0180



NOW Communications Inc
711 S Tejon St Ste 201
Colorado Springs CO 80903

Brad Van Leur
OrbitCom Inc

1701 N Loulise Ave
Sioux Falls SD 57107

Premiere Network Services Inc
1510 N Hampton Rd Ste 120
DeSoto TX 75115

Scott Lee

Protel Advantage Inc
1308 Medora Rd

St. Paul MN 55118-1734

QuantumShift Communications Inc
88 Rowland Way Ste 200
Novato CA 94945-5000

Qwest Interprise America Inc
1801 California St 49th F1
Denver CO 80202

Reliant Communications Inc
801 International Pkwy 5th F1
Lake Mary FL 32746

Sandra Adams

NewPath Holdings Inc

4364 114th St

Des Moines IA 50322
Arthur H Paquette

SNET America Inc

310 Orange St

North Haven CT 06510-1719

SRT Communications Inc
P O Box 2027
Minot ND 58702-2027

Mary Buley

Onvoy Inc

300 South Highway 169
Minneapolis MN 55426

Jeff Walker

Preferred Carrier Services Inc
14681 Midway Rd Ste 105

Dallas TX 75001

Primus Telecommunications Inc
1700 0Old Meadow Rd 3rd F1
McLean VA 22102

Public Communications Services Inc
11859 Wilshire Blvd Ste 600
Los Angeles CA 90025

Kristin L Smith

Qwest

1801 California St Ste 4700
Denver CO 80202

Dean Polkow

RCC Network Inc

PO Box 2000

Alexandria MN 56308-2000

Kimberly Nielson

RTC-1

Legal & External Affairs
7277 164th Ave NE
Redmond WA 98052

ServiSense.com Inc
115 Shawmut Rd
Canton MA 02021-1438

Andrew Jones

Sprint

6391 Sprint Pkwy

Overland Park KS 66251-6100

Randy Burckhard

SRT Communications Inc
P O Box 2027

Minot ND 58702-2027



Harris Saele

T P C Inc

PO Box 180

Devils Lake ND 58301-0180

Jack Medaris

Telco Partners Inc

P O Box 807

Conshohocken PA 19428-0807

Al Bosch

Tele-Beep Company

PO Box 7072

Bismarck ND 58502-7072

Jonathan Marashlian

The Helein Law Group P C
8180 Greensboro Dr Ste 700
McLean VA 22102

Kenneth Carlson

Turtle Mountain Communications

PO Box 729
Langdon ND 58249-0729

Sam Billingsley

United States Advanced Network Inc

3080 Northwoods Cir
Norcross GA 30071-1562

Christina Tygielski
Universal Access Inc

Sears Tower 233 S Wacker Dr Ste 600

Chicago IL 60606-6307

Val-Ed Joint Venture LLP
150 2nd St SW
Perham MN 56573

Randy Houdek

Venture Communications Inc
PO Box 157

Highmore SD 57345-0157

Molli Harper

Verizon Wireless

6350 E Crescent Pkwy Ste 200
Greenwood Village CO 80111

Tel Tech Inc
1300 W 57th St Ste G204
Sioux Falls SD 57108-2885

William Staycoff

Telcom Billing Services Inc
2989 Brookdale Dr

Brooklyn Park MN 55444

Telera Communications Inc
810 E Hamilton Ave Ste 200
Campbell CA 95008

T-Netix Inc
P O Box 701028
Dallas TX 75370-1028

United Communications HUB Inc
10390 Commerce Ctr Dr Ste 250
Rancho CA 91730-5860

Kenneth Carlson
United Telephone Mut Aid Corp
Langdon ND 58249

Dennis Houston

Universal Network Services of ND
1572 North Batavia St Ste 1A
Orange CA 52867

VarTec Telecom Inc
1600 Viceroy Dr
Dallas TX 75235

David Armey

Verizon Communications

600 E Hidden Ridge HQE02i33
Irving TX 75038

West River Coop Telephone Co
P O Box 39
Bison SD 57620-0039



Darrell Henderson

West River Cooperative Telephone
Company

PO Box 39

Bison SD 57620-0039

Mick Grosz

West River Telecomm Coop

PO Box 467

Hazen ND 58545-0467

WTC Competitive Services Inc
P O Box 129
Wolverton MN 56594

Z-Tel Communications Inc
601 S Harbour Island Blvd Ste 220
Tampa FL 33602-5925

Doris Cooper

West River Long Distance Co
PO Box 467

Hazen ND 58545-0467

Western CLEC Corporation
3650 131st Ave SE #400
Bellevue WA 98006

XO Network Services Inc
11111 Sunset Hills Rd
Reston VA 20190



HerIing, Sharon D.

From: Helbling, Sharon D

Sent: Wednesday, April 28, 2004 8 11 AM

To: ndna (ndna)

Subject: Attached Notice of Opportunity for Hearing, Case No PU-04-160
Colleen Park

North Dakota Newspaper Association
Colleen:

Please have the attached Notice of Opportunity for Hearing published as a legal publication in the
next issue of the ten North Dakota daily newspapers, and run it as a “News ltem Only” article as well.

Send the bill to the Public Service Commission along with a tear sheet for billing purposes
If you have any questions please let me know
Thank you

Sharon Helbling
Public Utilities Division

4-27-04
of Opportu

T T T T - T TN
7 PU-04-160 Pages 1

i Notice e-mailed to NDNA requesting

1 publication
by Pubhc Service Commission

' 04/28/2004 CC Comm Leqal lilona Jerry Mike



APPROVED MOTION
ot L2708 p o7 2004

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

I move the Commission issue a Notice of Opportunity for Hearing in the
application of Qwest Communications Corporation for a certificate of public
convenience and necessity to provide facilities based competitive local exchange
telecommunication services in North Dakota, Case No. PU-04-160.

JRL/sdh

6 PU-04-160 Pages 1

Motion to 1ssue Notice of Opportunity for

Hearing
by Public Service Commission

04/27/2004 CC Comm Legal lllona Jerry Mike



STATE OF NORTH DAKOTA

PUBLIC SERVICE COMMISSION

Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity

NOTICE OF OPPORTUNITY FOR HEARING

April 27, 2004

On April 7, 2004, Qwest Communications Corporation. of Denver, CO, filed an
application for a certificate of public convenience and necessity to provide facilities-
based competitive local exchange telecommunication services throughout North
Dakota.

The issues to be considered in these matters are:

1. Fitness and ability of the applicant to provide service.
2. Adequacy of the proposed service.
3. Technical, financial and managerial ability of the applicant to

provide service.

Those interested are invited to comment on the application in writing. Persons
desiring a hearing must file a written request identifying their interest in the proceeding
and the reasons for requesting a hearing. Comments and requests for hearings must
be received by June 2, 2004. If deemed appropriate, the Commission can determine
the matter without a hearing.

For more information contact the Public Service Commission, State Capitol,
Bismarck, North Dakota 58505, 701-328-2400; or Relay North Dakota 1-800-366-6888
TTY. If you require any auxiliary aids or services, such as readers, signers, or Braille
materials please notify lllona Jeffcoat-Sacco, Executive Secretary.

PUBLIC SERVICE COMMISSION

"ABSENT" //g@%&“,L/ %@
Susan E. Wefald ' Tdhy Clark Kevin Cramer

Commissioner President Commissioner

- PU-04-160 Pages 1
Notice of Opportunity for Hearing

! by Public Service Commission

04/27/2004 CC Comm Legal liona Jerry Mike



STATE OF NORTH DAKOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation Case No. PU-04-160
Local Exchange
Public Convenience and Necessity
AFFIDAVIT OF SERVICE BY ORDINARY MAIL
STATE OF NORTH DAKOTA
COUNTY OF BURLEIGH
Sharon Helbling deposes and says that:
she is over the age of 18 years and not a party to this action and, on the 13th day of
April, 2004, she deposited in the United States Mall, Bismarck, North Dakota, two
envelopes with first class postage, fully prepaid, securely sealed and each containing a
photocopy of:

Staff Financial Memorandum

The envelope was addressed as follows

Dan Kuntz Scott Macintosh
P O Box 1695 Qwest
Bismarck ND 58502-1695 P O Box 5508

Bismarck ND 58502-5508

Each address shown is the respective addressee's last reasonably ascertainable post

office address.
;\

Cocts b

SANDRAL, SCOTT
ORTH DAXOTA
SEAL MM. Notary Public

Subscribed and sworn to before me
this 13th day of April, 2004.

' 4 PU-04-160 Pages 1
Affidavit of Service

by Public Service Commission

04/13/2004 CC Comm Legal lliona Jerry Mike



Public Service Commission

State of North Dakota
COMMISSIONERS
600 E Boulevard Ave Dept 408
Tony Clark, I;rlemdent Bismarck, North Dakota 58505-0480
IS(usan 1(3: Wefald web www psc state nd us
evin Cramer M e m o ra n d u m e-mail ndpsc@psc state nd us
S TDD 800-366-6888
ﬁxecutlveJ ft;cretary Fax 701-328-2410
lona A Jeffcoat-Sacco Phone 701-328-2400
To: Hlona Jeffcoat-Sacco

o o 0 {D ECEIVE D

Date: April 12, 2004 Lﬂ. APR 12 2004

Re: Qwest Communications Corporation
Competitive Local Exchange PC&N ND PUBLIC SERVICE COMMISSION
Case No. PU-04-160 EXECUTIVE SECREIARY

The following is written to provide the commission with a very limited
review of this case regarding the applicant’s financial ability to provide
service.

The applicant is a wholly owned subsidiary of Qwest Services Corporation
which in turn is a subsidiary of Qwest Communications International, Inc.
Qwest Communications International is a publicly owned company traded
on the New York Stock Exchange. According to its application, the parent
company reported negative shareholder equity for the year ended 2003.

The commission has used stockholder equity of the parent company as a
litmus test for showing financial ability to provide service in North Dakota.
The commission has gone outside that litmus test on several occasions
and may need to do so here. According to Yahoo! Finance website, Qwest
International is actively traded at about 7 million shares a day. In 2003, the
parent company reported positive income for the first time in several years
cutting the stockholder equity from a negative $2.8 billion to the current
negative equity level of about $1 billion for the year ended 2003.

Based on its review, staff concludes that the applicant has access to
sufficient capital through its parent company to provide service in North
Dakota.

Staff sees no reason to deny this application and will provide this
document to the applicant.

3 PU-04-160 Pages 1

Staff Financial Memo

by Public Service Commission by Mike Diller

04/12/2004 CC Comm Legal lflona Jerry Mike



Lyle W Kirmis

Lance D Schremer, PC
James S Hill,PC
Patrick J Ward
Rebecca S Thiem, P C
Daniel S Kuntz, P C
Jerry W Evenson, P C*
Lawrence A Dopson
Lawrence E King, P C
Tracy Vigness Kolb, P C
Shawnda R Reid
Constance N Hofland
Paul R Sanderson
Aaron K Webb

Ms lllona Jeffcoat-Sacco
Executive Secretary

ZUGERKIRMIS & SMITH

i
COUNSELORS AND ATTORNEYS AT LA’{
1

316 North Fifth Street
Provident Building
P O Box 1695
Bismarck, ND 58502-1695
(701) 223-2711
fax (701) 223-7387
www zkslaw com

email zkslaw@zkslaw com

April 7, 2004

[:!
DECEIVER
Y Of Couiel
1 APR -7 2008 A ZGoer

i Thomas @ Smith
ND PURLIC SERVICE C223ni19442001
DX CUTIVE SECRLIREY
[ . [
Yooy, e [’ “/ ‘[: jﬁ\
LR 7[?
K -7 2004 zg
v oo T N
A hx‘?lf!: :::I{:—:rv g*SQQON

ND Public Service Commission
600 East Boulevard Avenue -- 12" Floor

Bismarck, ND 58505-0480
Re:

Dear Ms Jeffcoat-Sacco

Application for Certificate of Public Convenience and Necessity

Enclosed for filing are the onginal and seven copies of the Application of Qwest
Communications Corporation for a Certificate of Public Convenience and Necessity to
provide competitive local exchange telecommunications services In the State of North
Dakota The application also includes a supporting affidavit of Bill Johnston.

Also enclosed are extra copies of this letter and the Application Please date stamp the
extra copies and return them to us for our file

Please contact me if you have any questions regarding this filing.

Enclosures

c Scott Macintosh

Sincerely,

Daniel S. Kuntz

Melissa K Thompson

2

PU-04-160 Pages 1
Cover letter re apphcation for Local

Exchange PC&N

by Qwest Communications Corporation by Dan Kuntz

04/07/2004 CC Comm Legal llona Jerry Mike



D ECEIVE

APR -7 2004 i

STATE OF NORTH DAKOTA

ND PUBLIC SERVICE COMMISSION

PUBLIC SERVICE COMMISSION EXECUTIVE SECRETARY
)
Qwest Communications Corporation )
Certificate of Public Convenience & ) Case No PU-
Necessity Application )
)

APPLICATION FOR CERTIFICATE OF
PUBLIC CONVENIENCE AND NECESSITY

Qwest Communications Corporation ("QCC"), 1801 Califorma Street, 49th Floor,
Denver, Colorado 80202, submits 1ts Application for a Certificate of Public Convenience
and Necessity pursuant to North Dakota Century Code Chapter 49-03 1 and North
Dakota Administrative Code Sections 69-02-02-04 and 69-09-05-11, to provide
competitive local exchange telecommunications services in North Dakota QCC states
and submuts the following i support of its application-

ORGANIZATIONAL DOCUMENTS

1 Articles of Incorporation. A certified copy of QCC's Articles of

Incorporation from the State of Delaware 1s attached as Exhibit 1

2 Certificate of Good Standing A Certificate of Good Standing from the

State of Delaware 1s attached as Exhibit 2 An original Certificate of Good Standing
1ssued by the North Dakota Secretary of State certifying that QCC 1s authorized to
transact business 1n North Dakota and 1s 1n good standing with the State of North Dakota

1s attached as Exhibit 3
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3 Certificate of Authonity Application QCC's Certificate of Authority

Application and Amended Certificate of Authority as a foreign corporation for the
transaction of business in North Dakota are attached as Exhibit 4

NATURE OF SERVICE

1 (a) TypeofService QCC intends to provide competitive local exchange
telecommunications services that include both voice and data services within the State of
North Dakota through the use of facilities owned or leased by QCC. QCC intends to
offer both essential and nonessential telecommunications services, which may be
provided 1n conjunction with the interexchange telecommunications services provided
under QCC's current Certificate of Public Convenience and Necessity.

(b) Service Area QCC intends to provide competitive local exchange
telecommunications services throughout the State of North Dakota

(c) Issues for Consideration as set forth in N D Admin. Code 69-09-05-11(3)

(I) _Fitness and Ability to Provide Service

Qwest Communications International, Inc ("QCII") operates one of the largest,
most technologically advanced telecommunications networks m the world QCC
currently provides nationwide long distance telecommunications services, with the
exception of Alaska. In February 2003, the North Dakota Public Service Commuission
certified QCC to provide intrastate and interstate long distance telecommunications
services 1n North Dakota The technical, financial and managerial resources currently
used by QCC to provide long distance telecommunications services mside North Dakota
are available to provide essential and nonessential local exchange telecommunications

services 1n North Dakota as described herein  QCC will provide such services through



the lease and purchase of facilities from others, as well as possible construction of 1its own
facilities Through these facilities, QCC will provide a modern network for the
transmission of voice and data telecommunications

(II). Adequacy of Proposed Service QCC intends to provide 1ts

telecommunications services to business, residence and government customers 1n
competition with services provided by existing intra- and interexchange carriers. QCC's
services will supplement and enhance the choice of services and prices available to
customers who purchase essential and nonessential telecommunications services The
quality of QCC's service will equal or exceed that provided by other intra- and inter-
exchange companies. The offering of competitive local exchange services in conjunction
with the offering of long distance services by QCC will help to create a truly competitive
environment. It will give customers the opportunity to choose between multiple
providers to purchase bundled services and, therefore, realize the benefits envisioned by
the Telecommunications Act of 1996 QCC's proposed services are adequate to meet the
needs of 1ts potential customers in North Dakota

(III) Technical, Financial and Managerial Ability of QCC to
Provide Service

The financial statement submutted as Exhibit 6 establishes QCC's financial ability
to provide the proposed services Attached as Exhibit 5 is a copy of a list of QCC's
current officers and directors. Because the proposed service will be provided by the same
technical and managerial employees of QCC that are currently providing
telecommunications services like those defined as essential and nonessential in North
Dakota both 1n region and out of region, these employees have the proven technical and

managerial ability to provide such services within North Dakota



FINANCIAL STATEMENTS

The audited consohidated financial statement for QCII, the parent of QCC, for the
fiscal year ended December 31, 2003, as filed with the United States Securities and
Exchange Commussion as Form 10-K, 1s attached as Exhibit 6.

AFFIDAVITS

An affidavit sufficient to meet QCC's burden of proof on the 1ssues 1s attached as
Exhibit 7.

NOTICES

Notices regarding this application should be sent to-

Scott Macintosh Daniel S. Kuntz

P O Box 5508 Attorney at Law

Bismarck, ND 58502-5508 Zuger Kirmis & Smith
P O Box 1695

Bismarck, ND 58502-1695

DATED this 'ffvday of April, 2004

By

Daniel S Kuntz, (ID #0374«%)/)
Zuger Kirmis & Smith

P O. Box 1695

Bismarck, ND 58502-1695
(701) 223-2711

ATTORNEYS FOR QWEST
COMMUNICATIONS CORPORATION
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Delaware ...

The First State

P.a6

[ [T

I, BARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATITACHED IS A TRUE AND CORRECT
COPY OF TBE CERTIFICATE OF INCORPORATION OF “EVERGREEN LEASING
CORPORATION", FILED IN TEIS OFFICE ON THE TENTH DAY OF JUNE,
A.D. 1966, AT 10 O'CLOCK A._M.

EXHIBIT

Harrler Smich Windsor, Secretary of Sate

0642301 8100 AUTHENTICATION: 1661298

020149855 DATE: 03-12-~02
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CERTIPICATE OF INCORPORATION
v oF
EVERCTUTN LEASING CORPORATION

e L.

First: 'he name of the corporation is
EVERQREEN LEASING CORPORATION

cr -

Second: Its principal office &n the State of
Delaware 15 located at No. 100 West Tenth Street, in the

City of Wilmington, Ccunty of New Castle. The name of its
recident agent in the State of Delawarae is The Corporatian
I Trust Company; the addrese of cald reaident agent is .
No. 100 Vest Temth Street, Wilmington, Delawara. !

Third: The nature of the business and thc obJects !
i and purposes to be traneacted, promoted rid carried on are:
} 1. To own, construct, buy, sell, assign, lease

|
!

(as either lesszoxr or lestee), repais, equip, Supply, naintain

|

and de2l fn railroad freight cars and other eguipment and

[ ——

racrinery of every kind and cescription, as vell as devices
and appliances of every kind and description which may be i
]
ueed or ugeful in connection with any equipment or pachinery. .
[}
i

2. To buy, sell, e¢stablish, naintain, operate or

develop systems, services, or procedures for heating, cooling

2o &

storing, warehousing, or otherwirze protecting, safeguarding I

or caring for eguipment, machinery, devices or property of

wery kicd and des~ription including articles, suppiics and

1
\
- % commodities which are being transported, loaded, unloaded, or

i] stared.

|
|
|
;
!
i
4
!
! !
' i
|
i
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arranga for, the conduct of research or development work re-
lating to or usaful in connection with any buainess of this

corporation.

poware conferred by the laws of the State of Delaware and
of the objects and purposes referred to in the preceding

varagraphs of this Article Third:

mineral and other lends, mines, depocite, Quarries,

ND POLICY-LAW 1 222 B37?6 T~ 3813032357863
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3. To engage in, promate, contribute to, or

4. In furtherance and not in limitation of any

(a) To purchase or otherwise acquire, owm,
hold, develop, operate, mortgage, sell and convey,
or demise, lezsa, let and hire bDusiness and
rosidentia) properties, agricultural, timber,

ditches, water and vater rights, end other reasl
proverty of every kind and description or estates
or intereste therein;

(v) To purchsse, manufacture, or otherwise
acquire, invest in, oun, mortgnge, pledge, eell,
8s58ign and transfer, or ntherwise dispose of, lease
det, hire, trede. deal 3n and deal with, goods,
wares end merchandize and personal property of
every kind and description;

(c) To purchaze, lesee, or otherwise acquire,
o, hold, control, operate and use (ranchises,
easements, grants, powers, pexmits, rights,"
licepses, privileges and immunities, and other
property of every kind and description;

(d) To acquire, and pay for in cash, stock or
bonds of thiz corporetion ¢r otherwise, the good

will, righte, sssets and property, and to

-2-

FAGE

P.B8
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undertake or assume the whole or sany part of the
obllgationc or llabilitles, of any persen, fim,
ascoclation or corporation, and to carry on any

dusiness or businesses co mcquired nnd to do any
and al) things necessary or proper in connaction
therewlith;

(e) To scquire by purchase, subseriptlon or
otherwise, or to underwrite, and to receive, holq,
own, guarantee, gell, assign, evchenge, transfer,
mortgage, pledge or otheruwize dispose of or deal
In and wath any of the shares of the eapital atock,
or any voting trust certificates in respect of the
AhaTes of cenftal stock, soip, Ssrrants, xighls,
bondsa, debentures, note‘a, truct recelpts, and other
gecurities, obligations, choses in acgtion and
evidences of indebtedness or interest lssued pr
zrcated by any corporations, joint stock companies,
syndicates, assoclations, Iirms, trusts or p:e:sons,
public or private, ar by the goverm:.ent of the
United States of America, or by any {orelgn
govermnment, or by shy state, territoly, province,
municipality or other political suddivision or by
any governmen‘x:l egency, and as owner thereof to
pocsers and exercine all the rights, powers and
privileges of ownerchip, including the rignt to
executa corsents and vote thereon, and to do any
end all mcts and things necessary or advisadble for
the prezervation, protection, improvsment and

enhancement in value thereof:

9138332357863
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(£) To enter into, make and perform cont-ucts
of every kind and description with any persen, f£iymj
association, corporation; municipality, county,
state, body politic or government or colony or
dependency thereof;

{g) To borrow or raige money for any of the
purposes of the corporation and, froa tide to time,
without limit ms to anount, to draw, make, accept,
endorse, execute and issue promiesory notes, draCts,
billa of exchsnge, warrantc, boands, debentures,
conditional 3ale agreements, equipment trueis,
and other negotisble or nan-negotisble ingtruments
amd evidences of indebtedness, and to secure the
payment of any thereof and of the interest thereon
by mortgage upan or pledge, conveyance or assign-—
ment Ln trust of the whole or any pars of the
property of the corporstion, whether at the time
ovned or thereafter acquired, and to purch&s;,
hold, sell, pledge or cotherwise diapose of euch
bondz or other obligations of the corporctiom;

(h) To lend to any pelton, fira or corporation
any of its funds, either with or without security;

(1) To purchace, hold, s2)l and transfer the
shares of its own capital sztock; provided 1t shall
not uce its funds or property for the purchase of
its own chares of capital stock when such use would
caucae any impairment of ite ceplital except ac other-
wise rermitted by lew, and provided further that
shares of ite own capital stock belonging to 1t

shall not be voted upon direstly or indirectly;

ko

| gg 1518

P.1@
[<1-]
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(1) To guaxantee the rayment of dividends wpaon
any capital =tock or to cadorsc or othexwise
guarantee the principal or interest, or doth, of
any bonds, debentures, notes, scrip, evidencea oI
indebtednesa or other obligations or fecurities of,
or in the parformance of any contract or obligetianp
of, or in any other manner to aid, any other
corporation or corporations, assocletion or
agoociatiors, domestic or foreign, or any fim ox '
individusl, 1in so far as the giving of such guaranty
or eld may de permitted by law;

(k) To acquire, hald, use, sell, asslgn, lease}
grant licensea in respect I, mortgege or othervice
dicpose of lettexrs patent of the United States ox
any farelgn country, patent rights, licensec and
privileges, inventions, improvements and processes,
copyrights, trade marks and trade names, rclgting
to or useful in connectlon with any business of
this corporation; -

(1) To have one or more offices and to conduct
its busineas in any of the states, districts,
territories or ¢olonies of the United States, and
in any and all foreignh countries, subject to the
lavs thercol;

(m) In general, to carry on any other businees

in connection with the foregoing, and to have and

exercise a1l of the powers now or hereafter conlerer

by the laws of the State of Delawara, and to do any

or all of the things herein e-t forth to the sane

AL

[=

P.

1l
]
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extent es natura) persons might or could do,

subject, hocever, to the provizions of thila

Articlie Third.

Pourth: The total number of sheres of stock which
the corporation shall have asuthority to fegue is One Thousand
(1,000); all of such shares shall be withoul par value.

Fifth: The minimum amount of cepital with vhich

the corporatlion shell commence business is One Thousand
Dollexs ($1,000).
Sixth: The names and places of residence of each

of the incorporataors are ag follows:

Names Recidences
B. J. Coozono V{Imington, Delaware

F. J. Obara, Jr. VWilmington, Deleware

A. D. Grier Wilmington, Delawara )
Seventh: The corporation 1s to have perpetual

existence.

Eighth: The private property of the stockholdern

shall not be sudject to the payment of corporate debts to any|:

extent whatever.

Ninth: In furthorance, and not in limitatfon, of
the powers conferred by law, the Board of Directors is
exXprassly authorized:

To make, alter and repeal the by-laws of the cor-
poration.

To fix the consideratlon for which fully paid and
nop-assessable sharec of the common stock without Par value
may be lssued from time to time;

To authorlze and cause to be cxecuted mortgages

snd lienz upcn the real and personal property of the

corperation;

ND POLICY-LAW 1 222 6378 77 ISIG@SZSS?BSS
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To set apart out of apy funds of the corporation
[lavaiiodle for dividends, a reserve or reserves for eny proper
purpose, or to abolish any such rescrve in the manner in which
1t was created;

By renolution or resolutions passed by 2 majority
of the whole Board, to designate one or more comittees, each
committee to consist of two or more of the directors of the
corporation, which, to the extent provided in said resojuTion
or resolutions, or in the by-luws of the corporstion, shall '
have end may exercise the powers of the Board of Directors in
the management of the dusineee agd affairs of the corporation,
end may have pover to authorize the seal of the corporation |
ta be affixed to all papers vhich—};a'ar reouire it (euch
committee OT comittees to have such name or pames as may be
N stated in the by-laws of the corporation or as may be detey-
mined from time to time by resolution edopted by the Board of
Mrectors);

Ienth: Meetipgs of stockholders and directors may
be held without the State of Delaware if the by-laws 90 pro-
vide. The bocks of the corporation may de kept (sudbject to

any provision ctontajnad in the statutes of the State of

Delaware) octside the State of Delaware at such place or

‘ Places as may de from time to time designated dy the Board ‘
of Directors or in the by-laws of the corporation. !
! Eleventh: At all electlonc of directors of this coris
:pontion esch holder of record of stock possessing voting !
Ipover shall Be entitled to as many votes as shell equal tha !
inunher of shares of his stock multiplied by the numdber of :
directors to bc elected end he may cnst 2ll of such votes
for a single directar or may distribute them anong the

num.er to be voted for, or any two or morc of then as he

may gee [1it.

——— e . ——— e = 4 &
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Iwel{th: Each director, officer or employee of the
corporation, whether or not in office, or any person vho may
have served st 1tc requect ac a director, officer or employec
of another corporation in which 1t owns shares of capital

stock or of which it 1s a crediior, or his personil represen-

11abilities, expenscs, and costs actually and necessarily
incurred by hin or his estate in connection with, or aricing
out of, any claim, action, or proceeding, eivi}, c¢riminzl or

adninistrative, in which he may bacome involved, as o party
othervize, by rascon of his being, or having been, an ol‘rlner"

director or employee, or by reason of any action alleged to
~

-,

have bdeen teken or omitted by him in cny of such c¢apacitiea, l
except In relation to matters as tc which he shall be adJudgeJ
in any action or proceeding to de liadble for actual nezligencT

or misconduct in the performance of his duties as such direc-

tor, officer or employee.

Tne right of indemnification herein provided shall

=== ===

. arlsing out of, an action or proceeding and shall include

b

—a - —- g

—_—n

T b e e

~ prescribed by statute, and all rights conferred upon stock-

| holders herein are granted subject to this reservation.

also apply in respect of any amount psid in compromlse or
scttlement of any euch claim asserted agsinst such director,

officer or cmployee, whether or not in connection with, or

b —————— = - —

expeasces and costs actually and necocserily incurred in
connection therewith. :

Thirteenth: The corporetion reserves the ri(;‘.n to
smond, alter, change or repeal any provision contained in thi

certificaote of incorporation, in the manner now cr hercafter

-"'

. camem e - ———— s #an e = b a0 e

tative, thall be indemnified by the corporation ageinst claims_

P.

14
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WE, the undersighed, being cach of the incorporator
hercinbefore named for the purpose of forming 3 corporation
in pursuance of the General Corporation Law of the State of
Delaware, do make this certificale, hereby declaring and
certifying thad the facte herein stated are true, and
accordingly have hercunto zet our hands and ceals this 3Jth
day of June , 1966,

PAS Uj C:fw.m/ (sEAL)

, ~ /-P
e/ S

7

== %\\aﬁ_ (SEAL)

-On

[ I TON

P.1S
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VAL A LULS Li.lD L4320,

STATE OF DELAWARE
COUNTY OP NEW CASTLE

t
(3]

BE IT REMEMBERED, that on this Sth day ofJune ,
A.D. 1966, personally came beforc me, A. Dsna Atveil
a Notary Pabllc for the State of Delaware, B. J. Consono,
F. J. Obsra, Jr. andA. .D. Grier
the partiez to the foregoing Certificate of Incorporation,
known to me parcaonally to de such, and severally acknowledged
the said certificate to be the act and deed of the signers
respectively and that the facts therein states are tnldy set
forth.

GIVER under my hand and. seal of offlce the day wnd

year aforesaid.

o e B

Notary Public
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Delaware ... .

The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "EVERGREEN LEASING
CORPORATION*, CHANGING ITS NAME FROM "EVERGREEN LEASING
CORPORATION" TO "SOUTHERN PACIFIC TELECOMMUNICATIONS COMBANY",
FILED IN THIS OFFICE ON THE TWENTIETH DAY OF MRRCH, A.D. 1989,

AT 10 O‘CLOCK A.M.

Harmet Smith Windsor, Secretary of Sare

0642301 8100 AUTHENTICATION: 1661300

020149855 DATE: 03-12-02
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J0f0FeEEL FILED _ .

CBRIIFICATE OF AMBNDMENT

OF '
THE CERYIFICATE OF INCORPORATION W '

- “27 PN AR T IR |
.
[ &)
(=]
g

OF . £
; EVERGREEN LEASIKG CORPOBATION i
¢
; Evergreen Laasing Corporation, a corporation organized and 5
: existing under and by virtue of the General Corporation Law of e
the State of Delaware, does hereby certify that the fallowiag 2
smendments to the Certificate of Incorporation of said M
corporation have been duly adopted inm accordance with Section 242 $
and Section 228 of the Gemeral Corporation Law of Delaware: v
The Certificate of Incorporation of this Corporation is ﬁ
amended by deleting the Article thereof numbered "Pirst" fim 1ts 7
eatirety, and by substituting therefor s mew Article “First," i
which shall read as follows: N
: &
! "Pirst: The name of the corporation is SOUTHERN &
PACIFIT TELECOMMUNICATIONS COMPANY.™ ﬁ
£
The Certificate of lncorporation of this Corporation is £
anended by renumbering present Paragraph "4" of Article Third as g
Paragrapb "5," and inserting A new Paragraph “4," wvhich ghall S
regd as follows: .
"4. To comstruct, acquire, own, lease, operate and ‘

maintain telecommunicitions facilities and equipment
and to engage in the business of providing .
telecommun{catione gervices.” ,
The Certificate of Incorporation of the Corporation is ~
furtber amended by adding a new Paragraph “6" to Article Third R
which shall read as follows: T
\':)
"6. To engege in any lawful sct or actlvity for 2
which corporations may be organized under the Generel f
Corporation Law of Delaware." B
6
IN WITNESS WHERBOF, Evergreen Leasing Corporation hereby B
caused this certificate to be signed attested by its duly X
euthorized officers this 16th day of Merch, 1889. .
-
EVERGREEN LBASIRG CORPORATION <
By: W
reaident 3
<
ATTEST: A
i

A

T A

.
A

Secretary

»
Ny

e
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elaware .. .

The First State

LI/ <l LD b

- =N
<

I, BARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY TEE ATTACHED IS A TRUE BRND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF “SOUTHERN PACIFIC
TELECOMMUNICATIONS COMPANY", CHRANGING ITS NAME FROM "SOUTHERN
PACIFIC TELECOMMUNICATIONS COMPANY" TO "QWEST COMMUNICATIONS
CORPORATION", FILED IN THIS OFFICE ON THE SIXTE DAY OF APRIL,

A.D. 1995, AT 2:01 O’CLOCK P.M.

Harviet Smith Windsor. Secreary of Sate

0642301 8100 AUTHENTICATION: 1661302

020149855 DATE: 03-12-02



MAR 38 2884 11:18 FR_QWE®™ ND POLICY-LAW 1 222 5376 T~ 313@32357863

~ -

“~=

STATE OF OEL MUARE
SECRETARY QF STATE
0IVISION OF COAP QRATIONS
FILED 0201 #N O4/06/1335

CERTIFICATE OF AMENDMENT50076813 - €a22301
OF
RESTATED CERTIFICATE OF INCORPORATION

SOUTHERN PACIFIC TELECOMMUNICATIONS COMPANY (the "Corpara-
tion*), a corparation organized and existing under aad by virtue of the General Corporation
Law of the St of Delaware (the “Code”), does hereby certlfy:

FIRST: The Board of Directors of the Corporation, by unanimous written
cansent, has filed with the mimutes of the board a duly adopted resolution proposing aad
declaring advisable the following smendment to the Restated Certificate of Incorporation
of the Corporation:

"RESOLVED, that the Board of Directors of the Corporation bereby
authorizcs and approves that the Corporation change its name from Southera

Padfic Telecommurications Company to Qwest Communications Corporation
by suriking out Article 1. of the Corporaton’s Restated Ceriificate of

Incorparation and substituting in licu theeeo! the following new Artide:

1 The mame of the corporation is QWEST COMMUNICATIONS
CORPORATION"

SECOND: Tbe Board of Directors of the Corporation, by unanimous written
consent, bas dirccted that the foregping amendment to the Restated Certificate of
Incorparstion of the Corporation be presented to the stockholders of the Corporation for
their consideraton

THIRD: The swockhalders of e Corporation have given their unanimous
written consent to the aforesaid amendment to the Restated Centificate of Incorporation in
accordance with the provisioms of Section 228 of the Code.

FOURTH: That ssid amendment was duly adopted in accordance with the
provisions of Section 242 of the Code.
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IN WITNESS WHEREOF, Southern Pacific Tclecommmunications Company has
caused this certificate to be signed by _ Douglas H. Harson

President , and attested to by A. K. Whitelaw I
Secretary

, 1ts
, #s_Aseistant
_, this 6th day of ‘2pril, 1995.
Southera Pacifi Telecommumications Company
[SEAL)
IR .“; ) -:’*é.-_ | '.-::.
o T .)‘ .‘ “.‘Q:_.' :..4:
ATTEST:

By

Name:

A. K. vhitelaw XIT

Title: Adsistant Secretary

a4

2




10KWizard - SEC filings Page 1 of 144

QWEST COMMUNICATIONS INTERNATIONAL INC filed this 10-K on 03/11/2004.
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Title of Each Class ' Name of Each Exchange on Which Registered

Qwest Common Stock New York Stock Exchange
(30 01 per share, par value)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 duning the preceding 12 months (or for such shorter period that the registrant was required
to file such reports), and (2) has been subject to such filing requirements for the past 90 days Yes & No O

Indicate by check mark 1f disclosure of delinquent filers pursuant to Item 405 of Regulation S-K 1s not contained
herein, and will not be contained, to the best of registrant's knowledge, 1n defimtive proxy or information statements
incorporated by reference 1n Part 111 of this Form 10-K or any amendment to this Form 10-K O

Indicate by check mark whether the registrant 1s an accelerated filer (as defined by Rule 12b-2 of the Exchange
Act) Yes ©INo O

On January 31, 2004, 1,771,801,427 shares of Qwest common stock were outstanding The aggregate market value of
the Qwest voting stock held by non-affiliates as of June 30, 2003 was approximately $4 8 billion

DOCUMENTS INCORPORATED BY REFERENCE

Information required by Part 11l (Items 10, 11, 12, 13 and 14) 1s incorporated by reference to portions of Qwest's
defimtive proxy statement for its 2004 Annual Meeting of Stockholders, which will be filed with the Secunities and
Exchange Commussion within 120 days of December 31, 2003
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15.  Exinbits, Financial Statement Schedules, and Reports on Form 8-K
Signaturcs

e,

Unless the context requires otherwise, references n this report to "Qwest," "we," "us" and "our" refer to Qwest

Communications International Inc and its consolidated subsidiaries

PART 1
ITEM 1. BUSINESS

We provide local telecommunications and related services, IntraLATA and InterLATA long-distance services and
wireless, data and video services within our local service area, which consists of the 14-state region of Arizona, Colorado,
Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and
Wyoming We also provide long-distance services and reliable, scalable and secure broadband data, voice and video
communications outside our local service area as well as globally We also provided, until September 2003, directory
publishing services 1n our local service area In November 2002, we completed the first half of the sale of our directory
pubhishing business, and in September 2003 we completed the sale of the remarning portion As a consequence, the results
of operations of our directory publishing business are included in income from discontinued operations 1n our consolhidated
statements of operations

We were incorporated under the laws of the State of Delaware 1n 1997 Pursuant to a merger with U S WEST, Inc on
June 30, 2000, which we refer to as the Merger, we acquired all the operations of U S WEST and 1ts subsidiaries The
Merger has been accounted for as a reverse acquisition under the purchase method of accounting with U S WEST being
deemed the accounting acquirer and Qwest (prior to the Merger, "pre-Merger Qwest") the acquired entity Our principal
executive offices are located at 1801 Calhiforma Street, Denver, Colorado 80202, telephone number (303) 992-1400

For a discussion of certain risks applicable to our business, financial condition and results of operations, including
risks associated with our outstanding legal matters, see the risk factors described 1n "Special Note Regarding Forward-
Looking Statements" 1n Part II, Item 7 below

Recent Developments

As we have previously disclosed, we have engaged in preliminary discussions for purposes of resolving certain of the
mvestigations and securities matters to which we are subject These matters are described 1n detail 1in Item 3—Legal
Proceedings We most recently engaged in these prelimimary discussions after we announced our 2003 financial results on
February 19, 2004 These most recent discussions and further analysis have led us to conclude that a reserve should be
provided Accordingly, we have recorded a reserve 1n our consolidated financial statements for the estimated mmimum
hability associated with these matters However, the ultimate outcomes of these matters are still uncertain and there 1s a
significant possibility that the amount of loss we ultimately incur could be substantially more than the reserve we have
provided. At this time, we believe that 1t 1s probable that all but $100 muillion of the recorded reserve will be recoverable out
of a portion of the insurance proceeds, but the use and allocation of these proceeds has yet to be resolved between us and
ndividual insureds See Item 3—Legal Proceedings—Matters Resolved in the Fourth Quarter of 2003 and Note 10—Other
Financial Information 1n Item 8 of this report

The secunties actions are 1n a preliminary phase and we continue to defend against these matters vigorously None of
the plaintiffs or the defendants 1n the secunities actions has advanced evidence concerning possible recoverable damages
and we have not yet conducted discovery on these and other relevant 1ssues We are currently unable to provide any
estimate as to the timing of the resolution of any of these matters Any settlement of or judgment on one or more of these
matters 1n excess of our recorded reserves could be sigmficant, and we can give no assurance that we will have the
resources available to pay any such judgment In the event of an adverse outcome 1n one or more of these matters, our
ability to meet our debt service obligations and our financial condition could be matenally and adversely affected.

3
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Operations

We currently operate in three segments (1) wireline services, (2) wireless services, and (3) other services We also
maintained, until September 2003, a fourth segment consisting of our directory publishing business Our remaiming
directory publishing business was sold 1n September 2003 to a group of private equity ivestors As a result, for purposes of
calculating the percentages of revenue of our segments provided below, we have excluded the impact of revenue from our
directory publishing business For additional financial information about our segments see "Management's Discusston and
Analysis of Financial Condition and Results of Operations" 1n Item 7 of this report and Note 15—Segment Information to
our consolidated financial statements 1n Item 8 of this report The segment revenue percentages contained 1n this section are
based upon financial results prepared 1n accordance with generally accepted accounting principles i the Umted States of
America, or GAAP

We market and sell our products and services to consumer and business customers In general, our business customers
fall into the following categories (1) small businesses, (2) national and global businesses, (3) governmental entities, and
(4) public and private educational institutions We also provide our products and services to other telecommunications
providers on a wholesale basis We seek to distinguish ourselves from our competitors through our recent and continuing
customer service 1nitiatives

Wireline Services

We offer a wide vanety of wirehine products and services 1n a variety of categories that help people and businesses
communicate Our wireline products and services are offered through our telecommunications network, which consists of
both our traditional telephone network and our fiber optic broadband network The traditional telephone network 1s defined
as all equipment used 1n processing telecommunications transactions within our local service area and forms a portion of
the public switched telephone network, or PSTN The PSTN refers to the worldwide voice telephone network that 1s
accessible to every person with a telephone and a dial tone Our traditional telephone network 1s made up of both copper
cables and fiber optic broadband cables and serves approximately 16 2 million access hines Access lines are telephone lines
reaching from a central office to customers’ premises

Our fiber optic broadband network extends over 180,000 miles to major cities worldwide and enables long-distance
voice services and data and Internet services We rely on our completed metropolitan area network, or MAN rings, and n-
building rights-of-way to expand service to existing customers and provide service to new customers who have locations on
or near a ring or 1n a building where we have a rnight-of-way or a physical presence The MAN fiber rings allow us to
provide these customers with end-to-end connectivity for our broadband data services to large and multi-location
enterprises and other telecommunications carriers 1n key United States metropolitan markets End-to-end connectivity
provides customers with the ability to transmit and receive imformatton at high speed through the entire connection path
rather than be limited by dial-up connection speeds

Wireline Products and Services
The following reflects the key categories of our wireline products and services

Local voice services—consumer, business and wholesale  Through our traditional telephone network, we originate
and terminate local voice services within local exchange service territories as defined by the state Public Utility
Commussions, or PUCs These local voice services include.

. basic local exchange services provided through access lines connected to our portion of the PSTN,
. switching services for customers' internal communications through facilities that we own;

4
. various custom calling features such as Caller ID, Call Waiting, Call Return and 3-Way Calling,
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. enhanced voice services, such as voice mail;

. operator services, including directory assistance,

. public telephone service,

. voice customer premises equipment, or CPE, and

. collocation services (1 e hosting of another provider's telecommunications equipment n our facilities)

Recently, we also began to offer Internet protocol telephony (sometimes referred to as voice over Internet protocol, or
VoIP) in,Minnesota on a imited basis This technology allows us to offer more features at reduced costs to customers We
do not expect to recognize a material amount of revenue from our VolP offerings 1n 2004

On a wholesale basis, we provide network transport, billing services and access to our local network within our local
service area to competitive local exchange carriers, or CLECs, and wireless carriers These services allow CLECs to
provide telecommunications services using our local network CLECs are communications companies certified by a state
PUC or similar agency that provide local exchange service within a local access transport area, or LATA, including LATAs
within our local service area At times, we sell unbundled network elements, or UNEs, that allow our wholesale customers
to build their own networks and interconnect with our network

Long-distance voice services—consumer, business and wholesale  We provide three types of long-distance
communications services to our consumer, busiess and wholesale customers

. We provide IntraLATA long-distance service to our customers nationwide including within our local service
area IntraLATA long-distance service refers to services that cross local exchange area boundaries but
onigimate and terminate within the same geographic LATA These services include calls that terminate
outside a caller's local calling area but within their LATA and wide area telecommunications service or
"800" services for customers with highly concentrated demand,

. We provide InterLATA long-distance services nationwide These services include onginating long-distance
services for communications that cross LATA boundanes and "800" services Beginning in the fourth
quarter of 2003, we satisfied certain Federal Commumications Commussion, or FCC, requirements that
allowed us to begin providing these services throughout our local service area using our proprietary network
assets, and

. We also provide international long-distance services for voice calls that terminate or originate with our
customers 1n the Umted States

Access services—wholesale  We provide access services primarily to interexchange carriers, or IXCs, for the use of
our local network to connect their customers to their data and Internet protocol, or 1P, networks 1XCs provide long-distance
services to end-users by handling calls that are made from a phone exchange 1n one LATA to an exchange 1n another
LATA or between exchanges within a LATA Competitive communications companies often operate as both CLECs and
IXCs

For the years ended December 31, 2003, 2002 and 2001, revenue from voice services (1 ¢ local voice services, long-
distance voice services and access services) accounted for approximately 69%, 71% and 72%, respectively, of our total
revenue from continuing operations

Data and Internet services—consumer, business and wholesale  We offer a broad range of products and professional
services to enable our customers to transport voice, data and video
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telecommumcations at speeds ranging from 14 4 kilobits per second to 10 gigabits per second Our customers use these
products and services 1n a variety of ways Our business customers use them to facilitate internal and external data
transmissions, such as transferring files from one location to another Our consumer customers use them to access email and
the Internet under a variety of connection speeds and pricing packages We provide our data and Internet services 1n our
local service area, nationally and internationally

Some of our data and Internet services are described below

. Digital subscriber line, or DSL, which permits existing consumer and business customer telephone lines to
operate at higher speeds necessary for video and high-speed data communications to the Internet or private
networks Substantially all of our DSL customers are currently located within our local service area,

. Asynchronous transfer mode, or ATM, which 1s a broadband, network transport service that provides a fast,
efficient way to move large quantities of information over our highly reliable, scalable and secure fiber optic
broadband network,

. Frame relay, which 1s a switching technology that allows data to travel in individual packets of variable
length The key advantage to this approach 1s that a frame relay network can accommodate data packets of
various sizes associated with virtually any data protocol,

. Private lines, which are direct circuits or channels specifically dedicated to the use of an end-user
orgamzation for the purpose of directly connecting two or more sites Private lines offer a secure solution for
frequent communication of large amounts of data between sites,

. Integrated services digital network, or ISDN, 1s a comprehensive digital network architecture allowing users
to transmit voice, data, video and images—separately or simultaneously—over standard telephone lines or
fiber optics,

. Dedicated Internet access, or DIA, which offers customers Internet access ranging from 128 kilobats per

second to 2 4 gigabits per second,

. Virtual private network, or VPN, which allows businesses with multiple locations to create a private network
accessible only by their various offices VPN provides businesses with a cost-effective alternative to meet
their communication needs,

. Internet dial access, which provides Internet service providers, or ISPs, and business customers with a
comprehensive, reliable and cost-effective dial-up network infrastructure,

. Web hosting, which provides data center services In 1ts most basic form, web hosting includes space, power
and bandwidth We also offer a variety of server and application management and professional web design

services We currently operate ten web hosting centers, or CyberCentersSM, and

. Professional services, which mclude network management, the sale, installation and maintenance of data
CPE and the building of proprietary fiber-optic broadband networks for our governmental and other business
customers

On a wholesale basis, we provide collocation services, or hosting of other providers' telecommunications equipment 1n
our facilities We also provide wholesale private line services primarily to IXCs to allow them use of our local network to
connect their customers to their networks

For the years ended December 31, 2003, 2002 and 2001, revenue from data and Internet services accounted for
approximately 27%, 25% and 24%, respectively, of our total revenue from continuing operations

6
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Distribution Channels

We sell our retail wireline products and services through a vanety of channels, including direct-sales marketing,
telemarketing and arrangements with third-party agents We also provide the use of similar products and services, and the
use of our network assets on a wholesale basis, as described above.

Wireline Services Revenue

For the years ended December 31, 2003, 2002 and 2001, revenue from wireline services accounted for approximately
96%, 95% and 96%, respectively, of our total revenue from continuing operations

Wireless Services

We operate our wireless services segment primarily through our indirect wholly owned subsidiary, Qwest Wireless
LLC In August 2003, Qwest Wireless entered into a service agreement with a subsidiary of Sprint Corporation that allows
us to resell Sprint wireless services, including access to Sprint's nationwide personal communication service, or PCS,
wireless network, to consumer and business customers, primarily within our local service area We began offering these
Sprint services under our brand name in March 2004 Under the service agreement, we retain control of all sales and
marketing, customer service, billing and collection, pricing, promotion and product offerings relating to the Sprint services
that we resell The service agreement provides that Sprint will be our exclusive wireless provider and has an imtial term of
five years (with automatic renewal for successive one-year terms unttl either party provides notice of non-renewal)
Through Qwest Wireless, we also continue to operate a PCS wireless network that serves select markets within our local
service area, including Denver, Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets Our
wireless customers who are currently being serviced through our proprietary wireless network will be transitioned onto
Sprint's network over time

We market our wireless products and services through our website, partnership relationships and our sales/call centers
We offer consumer and business customers a broad range of wireless plans, as well as a variety of custom and enhanced
features, such as Call Waiting, Caller ID, 3-Way Calling, Voice Messaging, Enhanced Voice Calling and Two-Way Text
Messaging We also offer integrated service, which enables customers to use the same telephone number and voice mail
box for their wireless phone as for their home or business phone

For the years ended December 31, 2003, 2002 and 2001, revenue from wireless services accounted for approximately
4%, 5% and 4%, respectively, of our total revenue from continuing operations

Other Services

We provide other services that primanly involve the sublease of some of our unused real estate assets, such as space in
our office buildings, warehouses and other properties The majority of these properties are located 1n our local service area

Directory Publishing

Through our wholly owned subsidiary, Qwest Dex, Inc , or Dex, we have historically published telephone directories
1n our local service area During 2003, we completed the sale of our directory publishing business

For the years ended December 31, 2003, 2002 and 2001, revenue from directory publishing was included 1n income
from discontinued operations For additional information see Note 6—Assets Held for Sale including Discontinued
Operations to our consolidated financial statements 1n Item 8 of this report

7

Customer Service Initiatives

With increased levels of competition in the telecommunications industry resulting from statutory and regulatory
developments and technology advancements, we believe competitive providers are no longer hindered by historical barriers
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to entry As a result, we are seeking to distinguish ourselves from our competitors through a number of customer service
mitiatives supporting our Qwest Spirit of Service™ brand commitment These imitiatives include expanded product
bundling, simphfied billing, improved customer support and other ongoing measures For example, we have entered into
strategic relationships with providers of wireless and video communications to improve our product offerings, we are
restructuring our pricing packages and we are investing in improved billing and customer communication systems

Importance, Duration and Effect of Patents, Trademarks and Copyrights

Either directly or through our subsidiaries, we own or have licenses to various patents, trademarks, trade names,
copynghts and other intellectual property necessary to the conduct of our business We do not believe that the expiration of
any of our intellectual property rights, or the non-renewal of those rights, would matenally affect our results of operations

Competition
Wireline Services

Local voice services  In providing local voice services to our consumer and business customers within our local
service area, we compete with CLECs, including some owned by national carrers, smaller regional providers, competitive
access providers, independent telephone compames, Internet telephony providers, wireless providers and cable companies
Technology substitution, such as wireless substitution for wirehine, cable telephony substitution for wireline and cable
modem substitution for dial-up modem lines and DSL, has been a significant cause for a decrease 1n our total access lines 1n
2003 Competition 1s based primanly on pricing, packaging of services and features, quality of service and increasingly on
meeting customer care needs such as simphified billing and timely response to service calls

The obhgation to make number portability available from wireline to wireless service, which was recently mandated
by the FCC, 1s another competitive factor that may increase access line losses Also, revenue for local voice services may
be affected adversely should providers of VoIP services attract a sizable base of customers who use VoIP to bypass
traditional local exchange carners A related concern 1s the risk that access charge fees we receive from either IXCs or
CLECs will be reduced 1f phone-to-phone VolIP calls remain unregulated and are not to be subject to intercarrier
compensation obligations that apply to traditional telephony

Our existing infrastructure and long-standing customer relationships make us the market leader in providing local
voice services 1n our local service area Although our status as an incumbent local exchange carrier, or ILEC, helps make us
the leader 1n providing wireline services within our local service area, increased competition has resulted 1n recent declines
1n billable access lines

Our competitors, mainly CLECs and CLEC/IXC combinations, have accelerated their use of unbundled network
element-platforms, or UNE-P This service, which we are required to provide at wholesale rates as a matter of current
federal and state laws and regulations, allows our competitors to purchase all of the elements they need to provide
competitive local services to our customers Bell Operating Companies, or BOCs such as Qwest Communications, are
required to make their network elements available to the competitors, which allows CLECs and CLEC/IXC combrnations
an alternative to building their own telecommunications facilities Consequently, we believe these competitors are able to
provide local service at a cost advantage, allowing them to gain market share Meanwhile, the

8

obhgation to provide UNEs reduces our revenue and margin We believe the offering of UNE services will continue to
cause downward pressure on our margins and result in incremental retail access line losses

Long-distance voice services  National carriers, CLECs and other resellers, such as AT&T Corporation, Sprint and
MCl Inc (formerly known as Worldcom, Inc ) compete with us 1n providing InterLATA and IntraLATA long-distance
services both inside and outside our local service area Other BOCs, such as BellSouth Corporation, Venizon
Commumnications and SBC Communications, Inc , also compete in the InterLATA market nationally and, as they have
gamed FCC approval, within the states in their respective local service areas Wireless providers also market both
IntraLATA and InterLATA long-distance services as a substitute to traditional wireline service
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Competition 1n the long-distance consumer market 1s based primanly on price, customer service, quality and
reliability We are the market share leader in providing IntraLATA long-distance service within our local service area, but
face increasing competition from national carners, which have substantial financial and technical resources Competition in
the business market 1s based on similar factors, as well as the ability to offer a ubiquitous solution nationwide

In addition, the emergence of certain competitors, such as MCI, XO Communications, Inc and McLeodUSA, Inc,
from bankruptcy proceedings with substantially reduced debt could precipitate an industry-wide reduction 1n prices, thereby
caustng a decline 1 our revenues

Access services  Within our local service area, we compete primarily with smaller regional providers, including
CLECs, competitive access providers and independent telephone companies Outside our local service area, we compete
primarily with other BOCs and with IXCs We compete on network quality, customer service, product features, the speed
with which we can provide a customer with requested services and price Although our status as an ILEC helps make us the
leader in'providing these services within our local service area, mncreased competition has resulted 1n a reduction 1n access
minutes of use billed to IXCs and wireless carriers Also, we earn certain revenues when we originate or terminate calls that
are carried by IXCs and wireless carriers that generate carrier access charges for the use of our network To the extent that
VolP networks or VolP service providers seek to bypass the traditional methods and obligations to pay this form of
ntercarrier compensation, or the related "reciprocal compensation” which we earn for use of our network in terminating
local calls, these providers could enjoy a competitive advantage versus traditional carriers who must factor the costs of
carrier access charges and reciprocal compensation into their charges

Data and Internet services  Business customers are the primary market for these network-related services, although
we are increasing our DSL offerings to both consumer and business customers 1n several markets 1n our local service area
In providing these services, we compete with national long-distance carriers (such as AT&T, Sprint and MCI), cable
operators, BOCs, CLECs and large integrators (International Business Machines Corporation and Electromc Data Systems
Corporation) Large integrators are also competing 1n a new manner, providing customers with managed network services,
which takes inter-site traffic off our network Customers are particularly concerned with network reach, but are also
sensitive to quality, reliability, customer service and price We also compete with cable operators who offer high-speed
broadband facilities over cable modem, a technology directly competitive with the DSL modems that we employ Cable
operators who sell data or Internet services via broadband enjoy a regulatory advantage 1n that they are not presently
subject, at least in the jurisdictions 1n which we operate, to regulation as "telecommunications” providers which imposes
many costs and obligations, such as that to make UNE-P available to competitors or to provide competitive access and
interconnect rights

Outside of our local service area, our investment 1n improving the reach and quality of our network has helped our
competitive position With regards to our hosting business, while many of our
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competitors, such as Global Crossing Ltd and Sprint, have abandoned or largely reduced their hosting businesses,
competition remains high due to over-capacity from large providers such as Cable & Wireless PLC

Wireless Services

The market for wireless services within our local service area remains highly competitive We compete with AT&T
Wireless Services, Inc , Verizon Communications Inc , T-Mobile International, Cingular Wireless LLC, Sprint and Nextel
Communications, among others Although we expect our competitive position to improve through offering Sprint's
nationwide wireless service under our brand name to customers 1n our local service area, we continue to face heavy
competition from national, and some regional, wireless carriers Competition may ncrease as additional spectrum 1s made
available within our local service area, both to new competitors and to current wireless providers who may acquire
additional spectrum 1 order to increase their coverage areas and service quality Competition 1n the wireless market 1s
based primarily on price, coverage area, services, features, handsets, technical quality and customer service Our future
competitive position will depend on our ability to successfully integrate Sprint services into our branded service offerings
and our abuility to offer new features and services 1n packages that meet our customers' needs

Regulation
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As a general matter, we are subject to extensive state and federal regulation, including requirements and restrictions
arising under the Federal Communications Act, as modified 1n part by the Telecommunicattons Act of 1996, or the
Telecommunications Act, state utihity laws, and the rules and policies of the FCC, state PUCs and other governmental
entities Federal laws and FCC regulations apply to regulated interstate telecommunications (including international
telecommunications that onginate or terminate in the Umted States), while state regulatory authorties have jurisdiction
over regulated telecommunications services that are intrastate i nature Generally, we must obtain and maintain certificates
of authority from regulatory bodies in most states where we offer regulated services and must obtain prior regulatory
approval of rates, terms and conditions for our intrastate services, where required

This structure of public utility regulation generally prescribes the rates, terms and conditions of our regulated
wholesale and retail products and services (including those sold or leased to CLECs) While there 1s some commonality
among the regulatory frameworks from jurisdictton to jurisdiction, each state has 1ts own unique set of constitutional
provisions, statutes, regulations, stipulations and practices that impose restrictions or limitations on the regulated entities'
activities For example, 1n varying degrees, jurisdictions may provide limited restrictions on the manner in which a
regulated entity can interact with affiliates, transfer assets, 1ssue debt and engage 1n other business activities

Interconnection

The FCC 1s continuing to interpret the obligations of ILECs under the Telecommunications Act to interconnect their
networks with, and make UNEs available to, CLECs These decisions establish our obligations 1n our local service area and
affect our abihty to compete outside of our local service area In May 2002, the U S Supreme Court 1ssued 1ts optnion 1n
the appeal of the FCC's rules on pricing of UNEs The Court affirmed the FCC's rules Since we were following the FCC's
then current UNE pricing rules, this decision did not impact the pricing of our UNEs

In May 2002, the D C. Circuit Court of Appeals i1ssued an order on the FCC's rules that determined the UNEs are
required to be made available to competitors The court reversed the FCC, finding that the agency had not given adequate
consideration to or properly applied the "necessary and imparr" standard of the Telecommunications Act The court also
ruled that the FCC impermissibly
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failed to take 1nto account the relevance of competition by other types of service providers, including cable and satellite
companies Fnally, the court overturned a separate order of the FCC that had authonized "line sharing" where a CLEC
purchases only a portion of the copper line connecting the end-user This enables the CLEC to provide high-speed
broadband services utihizing DSL technology The D C Circuit stayed 1ts order vacating the FCC's rules to permit the FCC
to complete an ongoing rulemaking to determine what elements should be unbundied

On August 21, 2003, the FCC 1ssued the triennial review order in response to the court's decision The trienmal review
order addressed the regulatory status of a number of UNEs and the obligations of ILECs with respect to them Among the
more significant determimations made by the FCC 1 the trienmal review order were (1) CLECs are not impaired without
access to unbundled switching when serving medium-to-large business and government customers using DS-1 switching
capacity and above, but state PUCs are allowed to initiate and conclude proceedings within 90 days of October 2, 2003, to
rebut this presumption of no impairment and petition the FCC for a waiver, the Colorado, Minnesota and Oregon PUCs
mrtiated such proceedings but did not petition the FCC for a waiver of the no impairment finding, (11) CLECs are impaired
without access to switching and, concomitantly, the UNE-P, to serve mass market customers, as well as most high capacity
loops and dedicated transport services (the transmission facilities between an ILEC's central offices), proceedings before
state PUCs to rebut these presumptions of impairment may be itiated and concluded within nine months of October 2,
2003, (111) state PUCs must 1nitiate and conclude within mne months of October 2, 2003, proceedings to approve a "batch
hot cut migration process"” (a process by which a CLEC's customers served by the UNE-P would be moved to the CLEC's
own switch 1n the event switching 1s ehminated from UNE-P) to be implemented by ILECs to address the costs and
timehiness of the hot cut process, (1v) ILECs are no longer required to provide other carriers with access to the high
frequency portion of a loop that 1s used by CLECs to provide competing DSL services (referred to as line sharing),
however, current hine sharing customers are "grandfathered," and the requirement to allow hne sharing will be phased out
over a three-year period, (v) ILECs are not required to provide CLECs with access to "next generation" networks and
facilities used to provide broadband services, and (vi) the FCC modified the prohmbition against CLECs using enhanced,
extended links, or combinations of unbundied loops, multiplexing and dedicated transport, (referred to as EELSs) to provide
both local and long-distance services, the FCC established requirements designed to prevent the substitution of EELs for
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spectal access services needed by a carrier for the provision of its long-distance services

We joined with other ILECs 1n requesting that the D C Circuit Court of Appeals invahdate the rules that accompanied
and were described 1n the trienmal review order We argued that the FCC did not comply with the May 2002 ruling by the
D C Circuit because 1t failed to properly apply the "necessary and impair" standard and that the FCC impermissibly, and
without adequate guidance, delegated to state PUCs 1ts responsibilities under the Telecommunications Act Other parties
challenged various aspects of the trienmal review order On March 2, 2004, consistent with the ILEC's arguments, a three-
Judge panel of the D C Circuit issued a decision vacating and remanding back to the FCC significant portions of the
trienmal review order By its terms, the court's mandate will be stayed for 60 days 1f the FCC seeks further review of the
decision by the D C Circutt or the U S Supreme Court, the decision may be stayed for a longer period of time

In addition to proceedings before the D C Circuit relating to the trienmal review order, we are also participating 1n
proceedings in all of our in-region states, except Wyoming, Montana, Idaho and South Dakota, that were authorized by the
FCC's trienmal review order In these proceedings, we are attempting to demonstrate both the adequacy of our batch hot cut
migration process as well as that CLECs would not be impaired in their attempts to compete in the mass market 1f switching
were removed as a UNE The continued viability and necessity for these state proceedings will likely be affected by the
ruling of the D C Circuit on the matters pending before 1t In light of the D C Circunt
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appeal, Anizona, Colorado, Minnesota, Nebraska, North Dakota, Oregon, Utah and Washington have temporanly suspended
their trienmal review proceedings

On September 15, 2003, the FCC released a Notice of Proposed Rulemaking, instituting a comprehensive review of
the rules pursuant to which UNEs are priced and on how the discounts to CLECs are established for their intended resale of
our services In particular, the FCC indicated that it will re-evaluate the rules and principles surrounding Total Element
Long Run Incremental Cost which 1s the basis upon which UNE prices are set

Access Pricing

The FCC has initiated a number of proceedings that could affect the rates and charges for access services that we sell
or purchase These proceedings and related implementation of resulting FCC decisions have not yet been completed
Because there are a number of such proceedings that are inter-related, and because new technologies (such as VolP) are
emerging that pose further complications, 1t may take some time for the rulemaking to be completed It 1s possible that the
FCC will recommend a major restructuring of the current system of intercarrier compensation for use of local networks, and
this would affect our rights to clasm payment for carrier access charges There has been a national trend towards reducing
the amounts charged for "reciprocal compensation” for use of our networks to terminate local, IntraLATA and other
mtrastate calls, in preference for a "bill and keep" approach, but this 1s subject to varying decisions and interests by the state
agencies that govern these ntrastate rates From time to time, the state PUCs which regulate intrastate access charges
conduct proceedings that may affect the rates and charges for those services

On May 31, 2000, the FCC adopted the access reform and universal service plan developed by the Coahition for
Affordable Local and Long-Distance Service, or CALLS The adoption of the CALLS proposal resolved a number of
outstanding 1ssues before the FCC The CALLS plan has a five-year life and provides for the following (1) elimination of
the residential pre-subscnbed IXC charge, (11) mncreases 1n subscriber line charges, (111) reductions 1n switched access usage
rates, (1v) the removal of certain implicit umversal service support from access charges and direct recovery from end-users,
and (v) commitments from participating IXCs to pass through access charge reductions to end-users We have opted into
the five-year CALLS plan

Advanced Telecommunications Services

The FCC has ruled that advanced services provided by an ILEC are covered by those provisions of the
Telecommunications Act that govern telephone exchange and exchange access services In January 2002, the FCC released
a Notice of Proposed Rulemaking regarding the Regulatory Requirements for ILEC Broadband Telecommunications
Services In this proceeding the FCC has sought comment on what changes should be made in traditional regulatory
requirements to reflect the competitive market and create mcentives for broadband services growth and investment The
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FCC has not yet 1ssued final rules
Intercarrier Compensation

On Apnl 27, 2001, the FCC released a Notice of Proposed Rulemaking that commenced a broad mnquiry 1nto, and
mnrtiated a fundamental re-examinatton of, all forms of compensation flowing between carriers as a result of their networks
being interconnected There are two primary forms of intercarrier compensation (1) reciprocal compensation that applies to
local traffic, and (i1) access charges that apply to long-distance traffic The purpose of this FCC proceeding 1s to examine
existing forms of intercarrier compensation and explore alternatives One form of compensation that 1s being examined 1s
"bill and keep" under which carners freely exchange traffic and collect charges from their end-user customers 1n lieu of the
present system 1n which carriers are obligated to compensate one another for network
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utilization The rules emanating from this rulemaking could result in fundamental changes 1n the charges we collect from
other carriers and our end-users.

On Apnl 27, 2001, the FCC 1ssued an Order with regard to intercarrier compensation for ISP-bound traffic The Order
required carners serving ISP-bound traffic to reduce reciprocal compensation rates over a 36-month period beginning with
an mitial reduction to $0 0015 per minute of use and ending with a rate of $0 0007 per minute of use In addition, a cap was
placed on the number of minutes of use on which the terminating carrier may charge such rates This reduction lowered
costs that we paid CLECs for delivering such traffic to other carriers, but has not had, and 1s not likely to have, a matenal
effect on our results of operations

On May 3, 2002, the D C Circuit Court of Appeals remanded the matter to the FCC to implement a rate methodology
that 1s consistent with the court's ruhng The rules promulgated by the FCC remain 1n effect while the agency contemplates
further action Modifications in the FCC's rules or prescribed rates could increase our expenses

Wireless Local Number Portability

On November 10, 2003, the FCC 1ssued an order and further notice of proposed rulemaking on local number
portability, or LNP, mandating that wireline carriers must port telephone numbers to wireless carriers The LNP order
provided guidance to both the wireline and wireless industries on matters related to "intermodal" LNP, or the ability of
customers to switch from a wireline carrier to a wireless carrier or from a wireless to a wireline carrier without changing
telephone numbers.

In the LNP order, the FCC prescnbed that porting from a wireline carrier to a wireless carmer 1s required where the
requesting wireless carrier's coverage area overlaps the geographic location in which the wireline number 1s provisioned,
including cases where the wireless carrier does not have point of interconnection or numbering resources 1n the rate center
to which the phone number 1s assigned The FCC also sought comment on, and will 1ssue further rules regarding, the
facilitation of wireless to wireline porting 1n cases where the rate center associated with the wireless number 1s different
from the rate center in which the wireline carrier seeks to serve the customer The LNP order was preceded by an FCC
order, dated October 7, 2003, that dealt with issues related to implementation of wireless-to-wireless LNP

The FCC's rules, particularly those related to wireline-to-wireless LNP, may result in an acceleration of our access-line
losses

Voice Over Internet Protocol

On December 1, 2003, the FCC conducted a public forum hearing to gather information concerning advancements,
mnovations, and regulatory 1ssues related to VoIP services Chairman Powell of the FCC has announced an intention to
make VoIP a mgher prionity on the FCC's agenda in the next year Furthermore, on February 12, 2004, the FCC issued a
press release announcing that 1t would shortly nstitute a formal rulemaking proceeding addressing many 1ssues related to
VoIP This rulemaking will likely raise 1ssues that overlap, to a degree, with the rulemaking concerning ILEC Broadband
Telecommunications Services and the Intercarrier Compensation proceeding There are a number of 1ssues that have been
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presented to the FCC that concern VoIP and that could affect our business One 1s whether VolP, and/or other forms of
VolP, should be subject to ordinary mtercarrer compensation requirements and other federal or state requirements such as
those that impose a fee to support "universal service” and support the extension of telecommunications and Internet
facilities to rural areas and to public schools and facilities in inner cities Another 1ssue 1s whether VoIP providers should
have any exemption or rmmunity from erther federal or state regulation and, 1f so, what should be the parameters of this
exemption or immunity We are following these developments closely, as our network 1s capable of VoIP transport and
stmilarly can be used to carry combinations of voice and
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other forms of data 1n an IP-addressed packet format We are committed to development of VoIP for our customers, and our
VoIP offerings are hkely to grow as the technology matures and the regulatory situation 1s clanified

Employees

As of December 31, 2003, we employed approximately 47,000 people This does not include approximately 1,450 of
our former employees who were transferred to a new company 1n September 2003 1n connection with the completion of our
sale of Dex

Approximately 27,000 of our employees are represented by collective bargaining agreements with the
Communications Workers of America, or CWA, and the International Brotherhood of Electrical Workers, or IBEW In
August 2003, we entered mto new two-year collective bargaining agreements with the CWA and the IBEW Each of these
agreements was ratified by umon members and expires on August 13, 2005 Among other things, these agreements provide
for guaranteed wage levels and continuing employment-related benefits

Financial Information about Geographic Areas

We provide a variety of telecommunications services on a national and international basis to global and national
business, small business, government, consumer and wholesale customers 1t 1s impractical for us to provide financial
mformation about geographic areas

Website Access

Our website address 1s www gwest com You may obtain free electronic copies of our annual reports on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports at our investor relations
website, www gwest com/about/investor/, under the heading "SEC Filings " These reports are available on our investor
relations' website as soon as reasonably practicable after we electronically file them with the Securities and Exchange
Commussion, or SEC

We have adopted written codes of ethics that apply to our directors, officers and employees, including our principal
executive officer and senior financial officers, 1n accordance with Section 406 of the Sarbanes-Oxley Act of 2002, the rules
of the SEC promulgated thereunder and the New York Stock Exchange rules These codes of ethics are available on our
website at www gwest com/about/investor/governance or m print to any stockholder who requests them In the event that
we make any changes to, or provide any watvers from, the provisions of our codes of ethics, we intend to disclose these
events on our website or 1n a report on Form &-K within five business days of such event

In addition, copies of our guidelines on significant governance 1ssues and the charters of our audit commuttee,
compensation and human resources commiuttee and nominating and governance committee are available on our website at
www gwest com/about/investor/governance or 1n print to any stockholder who requests them
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ITEM 2. PROPERTIES

Our principal properties do not lend themselves to simple description by character and location The percentage
allocation of our gross investment 1n property, plant and equipment consisted of the following

December 31,

2003 2002
Land and buildings 8% 8%
Communications equipment 42% 42%
Other network equipment 43% 42%
General-purpose computers and other 6% 7%
Construction n progress 1% 1%

Total 100%  100%

Land and buildings consist of tand, land improvements, central office and certain admmistrative office burldings
Communications equipment primarily consists of switches, routers and transmission electronics Other network equipment
primarily includes conduit and cable General-purpose computers and other consists principally of computers, office
equipment, vehicles and other general support equipment We own substantially all of our telecommunications equipment
required for our business Total gross mvestment in plant, property and equipment was approximately $45 1 billion and
$44 6 bilhon at December 31, 2003 and 2002, respectively, before deducting accumulated depreciation.

We own and lease sales offices in major metropolitan locations both 1n the Umited States and internationally Our
network management centers are located primarily in buildings that we own at various locations n geographic areas that we
serve Substantially all of the installations of central office equipment for our local service business are located 1n buildings
and on land that we own Our fiber optic broadband network 1s generally located 1n real property pursuant to an agreement
with the property owner or another person with nights to the property It 1s possible that we may lose our rights under one or
more of such agreements, due to their termination or their expiration [f we lose any such nights of way and are unable to
renew them, we may find it necessary to move or replace the affected portions of the network However, we do not expect
any material adverse impacts as a result of the loss of any such nghts

ITEM 3. LEGAL PROCEEDINGS
Investigations, Securities Actions and Derivative Actions

The mvestigations and securities actions described below present material and sigmficant risks to us The size, scope
and nature of the recent restatements of our consohdated financial statements for fiscal 2001 and 2000 affect the risks
presented by these matters, and we can give no assurance as to the impacts on our financial results or financial condition
that may ultimately result from these matters As we have previously disclosed, we have engaged 1n preliminary discussions
for purposes of resolving certain of these matters We most recently engaged m these preliminary discussions after we
announced our 2003 financial results on February 19, 2004 These most recent discussions and further analysis have led us
to conclude that a reserve should be provided Accordingly, we have recorded a reserve 1n our consolidated financial
statements for the esttmated mimimum liability associated with these matters However, the ultimate outcomes of these
matters are still uncertain and there 1s a significant possibility that the amount of loss we ultimately incur could be
substantially more than the reserve we have provided

At this time, we beheve that it 1s probable that all but $100 milhon of the recorded reserve will be recoverable out of a
portion of the insurance proceeds, consisting of cash and letters of credit, which
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were placed 1n a trust to cover our losses and the losses of individual insureds However, the use and allocation of these
proceeds has yet to be resolved between us and individual insureds See Matters Resolved 1n the Fourth Quarter of 2003
below and Note 10—Other Financial Information in Item 8 of this report

The securities actions are 1n a prelimmary phase and we continue to defend against these matters vigorously None of
the plaintiffs or the defendants 1n the securities actions has advanced evidence concerning possible recoverable damages
and we have not yet conducted discovery on these and other relevant 1ssues We are currently unable to provide any
estimate as to the timing of the resolution of any of these matters Any settlement of or judgment in one or more of these
matters 1n excess of our recorded reserves could be sigmficant, and we can give no assurance that we will have the
resources available to pay any such judgment In the event of an adverse outcome 1n one or more of these matters, our
ability to meet our debt service obligations and our financial condition could be matenally and adversely affected

Investigations

On April 3, 2002, the SEC 1ssued an order of investigation that made formal an informal investigation of Qwest
mtiated on March 8, 2002 We are continuing in our efforts to cooperate fully with the SEC in 1ts investigation The
mvestigation includes, without limitation, inquiry into several specifically identified Qwest accounting practices and
transactions and related disclosures that are the subject of the various adjustments and restatements described 1n our annual
report on Form 10-K for the year ended December 31, 2002, or the 2002 Form 10-K The investigation also includes
mquiry into disclosure and other 1ssues related to transactions between us and certain of our vendors and certain
mvestments 1n the securities of those vendors by individuals associated with us

On July 9, 2002, we were informed by the U S Attorney's Office for the District of Colorado of a criminal
mvestigation of Qwest's business We believe the U S Attorney's Office 1s investigating various matters that include the
subjects of the investigation by the SEC We are continuing 1n our efforts to cooperate fully with the U S Attorney's Office
1 1ts mnvestigation

During 2002, the United States Congress held hearings regarding us and matters that are similar to those being
investigated by the SEC and the U S Attorney's Office We cooperated fully with Congress 1n connection with those
hearings

While we are continutng 1n our efforts to cooperate fully with the SEC and the U S Attorney's Office 1n each of their
respective investigations, we cannot predict the outcome of those investigations We have engaged 1n discussions with the
SEC staff 1n an effort to resolve the 1ssues raised 1n the SEC's investigation of us Such discussions are preliminary and we
cannot predict the likelihood of whether those discussions will result in a settlement and, 1f so, the terms of such settlement
However, settlements typically involve, among other things, the SEC making claims under the federal secunities laws 1n a
complaint filed 1n United States District Court that, for purposes of the settlement, the defendant neither admts nor demes
Were such a settlement to occur, we would expect such claims to address many of the accounting practices and transactions
and related disclosures that are the subject of the various restatements we have made as well as additional transactions In
addition, any settlement with the SEC may also involve, among other things, the imposition of disgorgement and a civil
penalty, the amounts of which could be substantially in excess of our recorded reserve, and the entry of a court order that
would require, among other things, that we and our officers and directors comply with provisions of the federal securities
laws as to which there have been allegations of prior violations

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the
fourth quarter and full year 2000 1ssued on January 24, 2001 The release provided pro forma normalized earnings
information that excluded certain nonrecurring expense and income items resulting primarily from the Merger On
November 21, 2001, the SEC staff informed us
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of 1ts intent to recommend that the SEC authorize an action against us that would allege we should have included n the
earnings release a statement of our earnings 1 accordance with GAAP At the date of this filing, no action has been taken
by the SEC However, we expect that 1f our current discussions with the staff of the SEC result 1n a settlement, such
settlement will include allegations concerning the January 24, 2001 earnings release
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Also, as previously announced 1n July 2002 by the General Services Admimistration, or GSA, the GSA 1s conducting a
review of all contracts with Qwest for purposes of determiming present responsibility On September 12, 2003, we were
informed that the Inspector General of the GSA had referred to the GSA Suspension/Debarment Official the question of
whether Qwest and 1ts subsidianes should be considered for debarment We have been informed that the basis for the
referral was the February 2003 indictment against four former Qwest employees in connection with a transaction with the
Arnzona School Facilities Board m June 2001 and a civil complamt altso filed in February 2003 by the SEC against the same
former employees and others relating to the Arnizona School Facilities Board transaction and a transaction with Genuity Inc
n 2000 We are cooperating fully with the GSA and believe that Qwest and 1ts subsidiaries will remain suppliers of the
government, although we cannot predict the outcome of this referral

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative class action complaints have been filed n federal district court in Colorado against
Qwest alleging violations of the federal securities laws One of those cases has been dismissed By court order, the
remarning actions have been consolidated into a consohidated securities action, which we refer to herein as the
"consolidated securities action"

On August 21, 2002, plaintiffs i the consolidated securities action filed their Fourth Consolidated Amended Class
Action Complaint, or the Fourth Consolidated Complaint, which defendants moved to dismiss On January 13, 2004, the
United States District Court for the District of Colorado granted the defendants’ motions to dismuss 1n part and demed them
in part In that order, the court allowed plantiffs to file a proposed amended complaint seeking to remedy the pleading
defects addressed 1n the court's dismissal order and ordered that discovery, which previously had been stayed during the
pendency of the motions to dismss, proceed regarding the surviving claims On February 6, 2004, platffs filed a Fifth
Consolidated Amended Class Complaint, or the Fifth Consohidated Complamt The Fifth Consolidated Complaint attempts
to expand the putative class period previously alleged 1n the Fourth Consolidated Complaint, seeks to restore the claims
dismissed by the court, including claims agamst certain individual defendants who were dismissed as defendants by the
court's disnussal order, and to add additional individual defendants who have not been named as defendants 1n plamtiffs'
previous complaints The Fifth Consolidated Complaint also advances allegations related to a number of matters and
transactions that were not pleaded 1n the earlier complaints The Fifth Consolidated Complaint 1s purportedly brought on
behalf of purchasers of publicly traded securities of Qwest between May 24, 1999 and July 28, 2002, and names as
defendants Qwest, Qwest's former Chairman and Chief Executive Officer, Joseph P Nacchio, Qwest's former Chief
Financial Officers, Robin R Szeliga and Robert S Woodruff, other of Qwest's former officers and current directors and
Arthur Andersen LLP The Fifth Consohidated Complaint alleges, among other things, that during the putative class period,
Qwest and certain of the individual defendants made matenially false statements regarding the results of Qwest's operations
n violation of section 10(b) of the Secunities Exchange Act of 1934, or the Exchange Act, that certain of the individual
defendants are lhiable as control persons under section 20(a) of the Exchange Act and that certain of the individual
defendants sold some of their shares of Qwest's common stock 1n violation of section 20(a) of the Exchange Act The Fifth
Consohdated Complamnt further alleges that Qwest and certamn other defendants violated section 11 of the Securities Act of
1933, as amended, or the Securities Act, by preparing and disseminating false registration statements and prospectuses for
the registration of Qwest common stock to be 1ssued to
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U S WEST shareholders 1n connection with the merger of the two companies, and for the exchange of $3 billion of Qwest's
notes pursuant to a registration statement dated January 17, 2001, $3 25 billion of Qwest's notes pursuant to a registration
statement dated July 12, 2001, and $3 75 billion of Qwest's notes pursuant to a registration statement dated October 30,
2001 Additionally, the Fifth Consolidated Complaint alleges that certain of the individual defendants are liable as control
persons under section 15 of the Securities Act by reason of their stock ownership, management positions and/or
membership or representation on the Company's Board of Directors, or the Board The Fifth Consolidated Complaint seeks
unspecified compensatory damages and other relief However, counsel for plaintiffs has indicated that the purported class
will seek damages 1n the tens of billions of dollars On March 8, 2004, Qwest and other defendants filed motions to dismiss
the Fifth Consolidated Complaint

Since March 2002, seven putative class action suits were filed 1n federal district court in Colorado purportedly on
behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan and predecessor plans, or the Plan,
from March 7, 1999 until the present By court order, five of these putative class actions have been consolhidated and the
claims made by the plantiff in the sixth case were subsequently included n the Second Amended and Consohdated
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Complaint, or the Second Consolidated Complaint, described below and referred to as the "consolidated ERISA action"
Qwest expects the seventh putative class action to be consolidated with the other cases since 1t asserts substantially the
same claims The Second Consolidated Complaint filed on May 21, 2003, names as defendants, among others, Qwest,
several former and current directors, officers and employees of Qwest, Qwest Asset Management, Qwest's Plan Design
Committee, the Plan Investment Commuttee and the Plan Admimstrative Commuittee of the pre-Merger Qwest 401(k)
Savings Plan The consolidated ERISA action, which 1s brought under the Employee Retirement Income Security Act
alleges, among other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively
concentrating the Plan's assets mvested in Qwest's stock, requiring certain participants n the Plan to hold the matching
contributions recerved from Qwest 1n the Qwest Shares Fund, failing to disclose to the participants the alleged accounting
improprieties that are the subject of the consolidated securities action, failing to mvestigate the prudence of investing in
Qwest's stock, continuing to offer Qwest's stock as an investment option under the Plan, failing to investigate the effect of
the Merger on Plan assets and then failing to vote the Plan's shares against 1t, preventing plan partictpants from acquiring
Qwest's stock during certain periods, and, as against some of the individual defendants, caprtalizing on their private
knowledge of Qwest's financial condition to reap profits in stock sales Plaintiffs seek equitable and declaratory relief, along
with attdmeys‘ fees and costs and restitution Plaintiffs moved for class certification on January 15, 2003, and Qwest has
opposed that motion, which 1s pending before the court Defendants filed motions to dismiss the consolidated ERISA action
on August 22,2002 Those motions are also pending before the court

On June 27, 2002, a putative class action was filed mn the District Court for the County of Boulder against us, The
Anschutz Family Investment Co , Philip Anschutz, Joseph P Nacchio and Robin R Szeliga on behalf of purchasers of
Qwest's stock between June 28, 2000 and June 27, 2002 and owners of U S WEST stock on June 28, 2000 The complaint
alleges, among other things, that Qwest and the individual defendants 1ssued false and misleading statements and engaged
m 1mproper accounting practices in order to accomplish the Merger, to make Qwest appear successful and to nflate the
value of Qwest's stock The complaint asserts claims under sections 11, 12, 15 and 17 of the Securities Act. The complamt
seeks unspecified monetary damages, disgorgement of 1llegal gains and other relief On July 31, 2002, the defendants
removed this state court action to federal district court 1n Colorado and subsequently moved to consohdate this action with
the consolidated securities action 1dentified above The plantiffs have moved to remand the lawsuit back to state court.
Defendants have opposed that motion, which 1s pending before the court
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On December 10, 2002, the, California State Teachers' Retirement System, or CalSTRS, filed suit against Qwest,
certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including Arthur
Andersen LLP and several investment banks, 1n the Supernior Court of the State of California m and for the County of San
Francisco CalSTRS alleged that the defendants engaged 1n fraudulent conduct that caused CalSTRS to lose 1n excess of
$150 million mvested 1n Qwest's equity and debt securities The complaint alleges, among other things, that defendants
engaged 1n a scheme to falsely mflate Qwest's revenue and decrease 1ts expenses so that Qwest would appear more
successful than 1t actually was during the period in which CalSTRS purchased and sold Qwest securities The complaint
purported to state causes of action against Qwest for (1) violation of California Corporations Code section 25400 et seq
(securities laws), (11) violation of Califorma Corporations Code section 17200 et seq (unfair competition); (1) fraud, deceit
and concealment; and (1v) breach of fiduciary duty Among other requested relief, CalSTRS sought compensatory, special
and pumtive damages, restitution, pre-judgment nterest and costs Qwest and the individual defendants filed a demurrer,
seeking dismussal of all claims In response, CalSTRS voluntanly dismissed the unfair competition claim but maintained the
balance of the complaint. The court denied the demurrer as to the California securities law and fraud claims, but dismissed
the breach of fiduciary duty claim against Qwest with leave to amend The court also dismissed the claims against Robert S
Woodruff and Robin R. Szeliga on junisdictional grounds On or about July 25, 2003, plaintiff filed a First Amended
Complaint. The matenal allegations and the relief sought remain largely the same, but plamntiff no longer alleges claims
agamst Mr Woodruff and Ms Szehga following the court's dismissal of the claims against them CalSTRS reasserted 1ts
claim against Qwest for breach of fiduciary duty as a claim of aiding and abetting breach of fiduciary duty. Qwest filed a
second demurrer to that claim, and on November 17, 2003, the court dismissed that clatm without leave to amend
Discovery 1s proceeding mn the CalSTRS Iitigation.

On November 27, 2002, the State of New Jersey (Treasury Department, Division of Investment), or New Jersey, filed
a lawsuit ssmilar to the CalSTRS action 1n New Jersey Superior Court, Mercer County On October 17, 2003, New Jersey
filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and certain current
directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by employing improper
accounting practices, and by 1ssuing false statements about Qwest's business, revenues and profits As a result, New Jersey
contends that 1t incurred hundreds of rmthons of dollars m losses New Jersey's complaint purpotts to state causes of action
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against Qwest for (1) fraud, (11) neghgent misrepresentation, and (111) civil conspiracy Among other requested relief, New
Jersey seeks from the defendants, jointly and severally, compensatory, consequential, incidental and punitive damages On
November 17, 2003, Qwest filed a motion to dismiss That motion 1s pending before the court.

On January 10, 2003, the State Umversities Retirement System of Illinois, or SURSI, filed a lawswit similar to the
CalSTRS and New Jersey lawsuits 1n the Circuit Court of Cook County, Ilhnois SURSI filed suit against Qwest, certain of
Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen LLP and
several ivestment banks On October 29, 2003, SURSI filed a second amended complaint which alleges, among other
things, that defendants engaged 1n fraudulent conduct that caused 1t to lose 1n excess of $12 5 milhon invested 1n Qwest's
common stock and debt and equity securities and that defendants engaged 1n a scheme to falsely inflate Qwest's revenues
and decrease 1ts expenses by improper conduct related to transactions with the Arizona School Facilities Board, Genuity,
Calpomt LLC, KMC Telecom Holdings, Inc , KPNQwest N V , and Koninklijke KPN, N V' The second amended
complaint purports to state the following causes of action against Qwest (1) violation of the Illinois Securnities Act,

(1) common law fraud, (in) common law negligent misrepresentation, and (1v) violation of section 11 of the Securities Act
SURSI seeks, among other rehef, pumtive and exemplary damages, costs, equitable relief, including an injunction to freeze
or prevent disposition of the defendants' assets, and disgorgement All the individual defendants moved to dismiss the
action against them for lack of personal jurisdiction To
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date, neither Qwest nor the individual defendants have filed a response to the second amended complaint, and the Illinois'
court's schedule does not contemplate that answers or motions to dismiss be filed until after the challenges to jurisdiction
have been resolved.

On February 9, 2004, the Stichting Pensioenfonds ABP, or SPA, filed suit against us, certain of our current and former
directors, officers, and employees, as well as several other defendants, including Arthur Andersen LLP, Citigroup Inc. and
various affihiated corporations of Citigroup Inc , in the United States District Court for the District of Colorado SPA alleges
that the defendants engaged 1n fraudulent conduct that caused SPA to lose more than $100 million related to SPA's
investments 1n Qwest's equity securties purchased between July 5, 2000 and March 11, 2002 The complaint alleges,
among other things, that defendants created a false perception of Qwest's revenues and growth prospects SPA alleges
claims against Qwest and certan of the individual defendants for violations of sections 18 and 10(b) of the Exchange Act
and SEC Rule 10b-5, violations of the Colorado Securities Act and common law fraud, misrepresentation and conspiracy
The complaint also contends that certain of the individual defendants are liable as "control persons" because they had the
power to cause Qwest to engage 1n the unlawful conduct alleged by plamtiffs 1n violation of section 20(a) of the Exchange
Act, and alleges other claims against defendants other than Qwest SPA seeks, among other things, compensatory and
punitive damages, rescission or rescissionary damages, pre-judgment interest, fees and costs

On October 22, 2001, a purported derivative lawsuit was filed i the United States District Court for the District of
Colorado, or the Federal Derivative Litigation On February 6, 2004, a third amended complaint was filed 1in the Federal
Denvative Litigation, naming as defendants certain of Qwest's present and former directors and certain former officers and
naming Qwest as a nominal defendant The Federal Derivative Litigation 1s based upon the allegations made 1n the
consohdated secunties action and alleges, among other things, that the defendants breached their fiduciary duties to Qwest
by engaging in self-dealing, insider trading, usurpation of corporate opportumities, farhng to oversee implementation of
secunities laws that prohibit insider trading, failing to maintain appropriate financial controls within Qwest, and causing or
permitting Qwest to commut alleged securities violations, thus (1) causing Qwest to be sued for such violations and
(2) subjecting Qwest to adverse publicity, increasing 1ts cost of raising capital and impairing earnings The Federal
Derivative Litigation has been consolidated with the consolidated securities action. Plaintiff seeks, among other remedies,
disgorgement of alleged 1nsider trading profits

On August 9, 2002, a purported derivative lawsuit was filed in the Court of Chancery of the State of Delaware A
separate alleged derivative lawsuit was filed in the Court of Chancery of the State of Delaware on or about August 28,
2002 On October 30, 2002, these two alleged derivative lawsuits, or collectively, the Delaware Derivative Litigation, were
consolidated The Second Amended Complaint 1n the Delaware Derivative Litigation was filed on or about January 23,
2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest as a nominal
defendant. In the Second Amended Complaint the plaintiffs allege, among other things, that the individual defendants
(1) breached their fiduciary duties by allegedly engaging 1n 1llegal insider trading in Qwest's stock (11) failed to ensure
compliance with federal and state disclosure, anti-fraud and insider trading laws within Qwest, resulting 1n exposure to 1t,
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(i) appropriated corporate opportunities, wasted corporate assets and self-dealt in connection with investments 1n initial
public offering securities through Qwest's investment bankers, and (1v) improperly awarded severance payments to Qwest's
former Chief Executive Officer, Mr Nacchio and Qwest's former Chief Financial Officer, Mr Woodruff The plaintiffs
seek recovery of incentive compensation allegedly wrongfully patd to certain defendants, all severance payments made to
Messrs Nacchio and Woodruff, disgorgement, contribution and indemnification, repayment of compensation, injunctive
rehief, and all costs including legal and accounting fees On March 17, 2003, defendants moved to dismuss the Second
Amended
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Complaint, or, 1n the alternative, to stay the action As described below, a proposed settlement of the Delaware Derivative
Litigation has been reached

On each of March 6, 2002 and November 22, 2002, a purported derivative action was filed in Denver District Court,
which we refer to collectively as the Colorado Derivative Litigation On February 5, 2004, plaintiffs in one of these cases
filed an amended complaint naming as defendants certam of Qwest's current and former officers and directors and Anschutz
Company, and naming Qwest as a nominal defendant The two purported derivative actions were consolidated on
February 17, 2004 The amended complaint alleges, among other things, that various of the individual defendants breached
their legal duties to Qwest by engaging m various kinds of self-dealings, failing to oversee compliance with laws that
prohibit insider trading and self-dealing, and causing or permitting Qwest to commt alleged securities laws violations,
thereby causing Qwest to be sued for such violations and subjecting Qwest to adverse publicity, increasing its cost of
raising capital and impairing earnings

Beginming in May 2003, the parties to the Colorado Derivative Litigation and the Delaware Dernvative Litigation
participated 1 a senes of mediation sessions with former Umited States District Judge Layn R Phillips On November 14,
2003, as a result of this process, the parties agreed 1n principle upon a settlement of the claims asserted 1n the Colorado
Denvative Litigation and the Delaware Derivative Litigation, subject to approval and execution of formal settlement
documents, approval by the Denver District Court and dismissal with prejudice of the Colorado Derivative Litigation, the
Delaware Derivative Litigation and the Federal Derivative Litigation From November 14, 2003 until February 17, 2004,
the parties engaged 1n complex negotiations to resolve the remaining 1ssues concerning the potential settlement On
February 17, 2004, the parties reached a formal Stipulation of Settlement, which was filed with the Denver Dastrict Court
The stipulation of settlement provides, among other things, that 1f approved by the Denver District Court and upon
dismssal with prejudice of the Delaware Derivative Litigation and the Federal Derivative Litigation, $25 million of the
$200 million from the insurance settlement with certain of our insurance carriers (described below 1n Matters Resolved 1n
the Fourth Quarter of 2003) will be designated for the exclusive use of Qwest to pay losses and Qwest will implement a
number of corporate governance changes The Stipulation of Settlement also provides that the Denver Distrnict Court may
enter awards of attorneys' fees and costs to denvative plamtiffs' counsel from the $25 milhon n amounts not to exceed
$7.5 milhion and $125,000, respectively On February 17, 2004, the Denver District Court entered a Preliminary Approval
Order and scheduled a hearing to take place on June 15, 2004, to consider final approval of the proposed settlement and
derivative plaintiffs' counsels' request for an award of fees and costs Pursuant to the Preliminary Approval Order, Qwest
matled, on February 27, 2004, notice of the proposed settlement and hearing to stockholders of 1ts Common stock as of
February 17, 2004

On or about February 23, 2004, plaintiff in the Federal Denvative Litigation filed a motion 1n the United States
District Court for the District of Colorado to enjoin further proceedings relating to the proposed settlement of the Colorado
Derivative Litigation, or alternatively, to enjoin the enforcement of a provision 1n the Preliminary Approval Order of the
Denver District Court which plaintiff claims would prevent the Federal Derivative Litigation from being prosecuted
pending a final determination of whether the settlement of the Colorado Derivative Litigation shall be approved. On
March 8, 2004, the individual defendants in the Federal Derivative Litigation filed a motion to stay all proceedings 1n that
action pending a determination by the Denver District Court whether to approve the proposed settlement of the dervative
claims asserted 1n the Colorado Dertvative Litigation, which would resolve the derivative claims asserted 1n the Federal
Denvative Litigation

Regulatory Matters

On February 14, 2002, the Mmnesota Department of Commerce filed a formal complaint against us with the
Minnesota Public Utilities Commission, or the Minnesota Commussion, alleging that we, 1
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contravention of federal and state law, failed to file interconnection agreements with the Minnesota Commission relating to
certain of our wholesale customers, and thereby allegedly discriminated against other CLECs On November 1, 2002, the
Minnesota Commussion 1ssued a written order adopting n full a proposal by an administrative law judge that we commtted
26 individual violations of federal law by failing to file, as required under section 252 of the Telecommunications Act, 26
distinct provisions found m 12 separate agreements with mdividual CLECs for regulated services in Minnesota The order
also found that we agreed to provide and did provide to McLeodUSA and Eschelon Telecom, Inc discounts on regulated
wholesale services of up to 10% that were not made available to other CLECs, thereby unlawfully discriminating against
them The order found we also violated state law, that the harm caused by our conduct extended to both customers and
competitors, and that the damages to CLECs would amount to several million dollars for Minnesota alone.

On February 28, 2003, the Minnesota Commussion 1ssued 1ts imtial written decision imposing fines and penalties,
which was later revised on Apnl 8, 2003 to include a fine of nearly $26 million and ordered us to

. grant a 10% discount off all intrastate Minnesota wholesale services to all CLECs other than Eschelon and
McLeodUSA, this discount would be applicable to purchases made by these CLECs during the penod
beginning on November 15, 2000 and ending on May 15, 2002,

. grant all CLECs other than Eschelon and McLeodUSA monthly credits of $13 to $16 per UNE-P line
(subject to certain offsets) purchased during the months of November 2000 through February 2001,

. pay all CLECs other than Eschelon and McLeodUSA monthly credits of $2 per access line (subject to
certain offsets) purchased during the months of July 2001 through February 2002, and

. allow CLECs to opt-in to agreements the Minnesota Commussion determined should have been publicly
filed

The Minnesota Commussion 1ssued 1ts final, wntten decision setting forth the penalties and credits described above on
May 21,2003 On June 19, 2003, we appealed the Minnesota Commussion's orders to the United States Distrnict Court for
the District of Minnesota The appeal 1s pending

Anzona, Colorado, New Mexico, Washington, lowa and South Dakota have also initiated formal proceedings
regarding our alleged failure to file required agreements 1n those states On July 25, 2003, we entered 1nto a settlement with
the staff of the Arnizona Corporation Commussion, or the Arizona Commussion, to settle this and several other proceedings
The proposed settlement, which must be approved by the Anizona Commussion, requires that we provide approximately
$21 million in consideration 1n the form of a voluntary contribution to the Anizona State Treasury, contributions to certain
organizations and/or infrastructure investments and refunds 1n the form of till credits to CLECs On December 1, 2003, an
administrative law judge 1ssued a recommended decision denying the proposed settlement The judge also recommended
final orders requiring us to pay approximately $11 million 1n penalties and to issue credits to CLECs for a 24-month penod
from October 2000 to September 2002 equal to 10% of all sales of wholesale intrastate services provided by us We filed
exceptions to the recommended decision with the full Arizona Commission New Mexico has 1ssued an order providing its
interpretation of the standard for filing these agreements, identified certain of our contracts as coming within that standard
and opened a separate docket to consider further proceedings Colorado has also opened an mvestigation into these matters,
and on February 27, 2004, the Staff of the Colorado PUC submutted its Initial Comments The Colorado Staff's Imtial
Comments recommended that the PUC open a show cause proceeding based upon the Staff's view that Qwest and CLECs
had willfully and intentionally violated federal and state law and Commussion rules The Staff also detailed a range of
remedies available to the Commussion, including but not hrmted to an
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assessment of penalties and an obligation to extend credits to CLECs On June 26, 2003, we received from the FCC a letter
of inquiry seeking information about related matters We submutted our imtial response to this inquiry on July 31, 2003 The
proceedings and mnvestigations in New Mexico, Colorado and Washington and at the FCC could result 1n the imposition of
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fines and other penalties against us that could be matenal lowa and South Dakota have concluded their inquiries resulting
1n no 1mposition of penalties or obligations to 1ssue credits to CLECs in those states Also, some telecommunications
providers have filed private actions based on facts similar to those underlying these administrative proceedings These
private actions, together with any similar, future actions, could result in additional damages and awards that could be
significant

[lluminet, Inc , a traffic aggregator, and several of its customers have filed complamts with regulatory agencies in
Idaho, Nebraska, lowa, North Dakota and New Mexico, alleging that they are entitled to refunds due to our purported
improper implementation of tanffs governing certain signaling services we provide 1n those states The commussions 1n
Idaho and Nebraska have ruled 1n favor of Illuminet and awarded 1t $1 5 million and $4 8 million, respectively We sought
reconsideration 1n both states, which was denied and subsequently we perfected appeals 1n both states The proceedings 1n
the other states and 1n states where Illuminet has not yet filed complaints could result in agency decisions requiring
additional refunds

As a part of the approval by the FCC of the Merger, the FCC required us to engage an independent auditor to perform
an attestation review of our compliance with our divestiture of in-region InterLATA services and our ongoing compliance
with Section 271 of the Telecommunications Act In 2001, the FCC began an investigation of our compliance with the
divestiture of in-region InterLATA services and our ongoing comphance with Section 271 for the audit years 2000 and
2001. In connection with this investigation, Qwest disclosed certain matters to the FCC that occurred i 2000, 2001, 2002
and 2003 These matters were resolved with the 1ssuance of a consent decree on May 7, 2003, by which the investigation
was concluded As part of the consent decree, Qwest made a voluntary payment to the U S Treasury 1n the amount of
$6 5 milhion, and agreed to a compliance plan for certain future activities Separate from this mvestigation, Qwest disclosed
matters to the FCC 1n connection with its 2002 compliance audit, including a change 1n traffic flow related to wholesale
transport for operator services traffic and certain toll-free traffic, certain bill mis-labeling for commercial credit card bills,
and certain billing errors for pubhc telephone services originating in South Dakota and for toll free services The FCC has
not yet instituted an mvestigation into the latter categories of matters If 1t does so, an investigation could result 1n the
imposition of fines and other penalties against us The FCC has also instituted an mnvestigation into whether we may have
impermissibly engaged 1n the marketing of InterLATA services in Arizona prior to receiving FCC approval of our
application to provide such services 1n that state.

We have other regulatory actions pending 1n local regulatory jurisdictions, which call for price decreases, refunds or
both These actions are generally routine and incidental to our business.

Other Matters

In January 2001, an amended purported class action complaint was filed in Denver District Court against Qwest and
certain current and former officers and directors on behalf of stockholders of U S WEST The complaint alleges that Qwest
had a duty to pay a quarterly dividend to U S WEST stockholders of record as of June 30, 2000 Plaintiffs further claim that
the defendants attempted to avoid paying the dividend by changing the record date from June 30, 2000 to July 10, 2000 In
September 2002, Qwest filed a motion for summary judgment on all claims Plamtiffs filed a cross-motion for summary
judgment on their breach of contract claims only On July 15, 2003, the court demed both summary judgment motions
Plaintiffs' claims for breach of fiduciary duty and breach of contract remain pending The case 1s now 1n the class
certification stage, which Qwest 1s challenging
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From time to time we recetve complaints and become subject to investigations regarding "slamming" (the practice of
changing long-distance carriers without the customer's consent), "cramming" (the practice of charging a consumer for
goods or services that the consumer has not authorized or ordered) and other sales practices Through December 2003, we
resolved allegations and complaints of slamming and cramnung with the Attorneys General for the states of Arizona,
Colorado, Idaho, Oregon, Utah and Washington In each of those states, we agreed to comply with certain terms governing
our sales practices and to pay each of the states between $200,000 and $3 75 million We may become subject to other
imvestigations or complants 1n the future and any such complaints or investigations could result in further legal action and
the imposition of fines, penalties or damage awards

Several purported class actions relating to the mstallation of fiber optic cable 1n certain nights-of-way were filed 1n
various courts agamst Qwest on behalf of landowners in Alabama, Califorma, Colorado, Georgia, Illinois, Indiana, Kansas,
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Louisiana, Mississipp1, Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas Class certification was
denied 1n the Lousiana proceeding and, subsequently, summary judgment was granted 1n Qwest’s favor A new Louisiana
class action complaint has recently been filed Class certification was also denied 1n the California proceeding, although
plantiffs have filed a motion for reconsideration Class certification was granted m the Illinos proceeding Class
certification has not been resolved yet in the other proceedings The complaints challenge Qwest’s night to install its fiber
optic cable 1n railroad rights-of-way and, in Colorado, Illinois and Texas, also challenge Qwest’s right to mstall fiber optic
cable 1 utility and pipeline nghts-of-way In Alabama, the complaint challenges Qwest’s right to nstall fiber optic cable in
any right-of-way, including public highways The complaints allege that the railroads, utihties and pipeline companies own
a limited property right-of-way that did not include the right to permit Qwest to 1nstall Qwest’s fiber optic cable on the
plaintiffs’ property The Indiana action purports to be on behalf of a national class of landowners adjacent to railroad nghts-
of-way over which Qwest’s network passes The Alabama, Califorma, Colorado, Georgia, Kansas, Louisiana, Mississippi,
Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas actions purport to be on behalf of a class of such
landowners 1n those states, respectively The Illino1s action purports to be on behalf of landowners adjacent to railroad
nghts-of-way over which Qwest’s network passes 1n [llino1s, lowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and
Wisconsin Plaintiffs 1n the Illinois action have filed a motion to expand the class to a nationwide class The complaints
seek damages on theories of trespass and unjust ennchment, as well as punitive damages Together with some of the other
telecommumication carrier defendants, in September 2002, Qwest filed a proposed settlement of all these matters (except
those 1n Louisiana) in the Umited States District Court for the Northern District of Illinois On July 25, 2003, the court
granted preliminary approval of the settlement and entered an order enjoining competing class action claims, except those
in Lowsiana The settlement and the court's injunction are opposed by some, but not all, of the plaintiffs' counsel and are on
appeal before the Seventh Circuit Court of Appeals At this time, Qwest cannot determine whether such settlement will be
ultimately approved or the final cost of the settlement 1f 1t 18 approved

On October 31, 2002, Richard and Marcia Grand, co-trustees of the R M Grand Revocable Living Trust, dated
January 25, 1991, filed a lawsuit in Anizona Superior Court alleging that the defendants violated state and federal securities
laws and breached their fiduciary duty 1n connection with an investment by the plaintiff in securities of KPNQwest Qwest
1s a defendant 1n this lawsuit along with Qwest B V , Joseph Nacchio and John McMaster, the former President and Chief
Executive Officer of KPNQwest The plaintiff trust claims to have lost $10 mullion 1n 1ts investment in KPNQwest On
January 27, 2004, the Arizona Superior Court granted Qwest's motion to dismiss the state and federal securities law claims
The claim for breach of fiduciary duty remains pending

On October 4, 2002, a putative class action was filed in the federal district court for the Southern District of New York
agamnst Willem Ackermans, the former Executive Vice President and Chief
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Financial Officer of KPNQwest, in which we were a major sharcholder The complaint alleges, on behalf of certain
purchasers of KPNQwest securities, that Ackermans engaged 1n a fraudulent scheme and deceptive course of business 1n
order to inflate KPNQwest revenue and securities Ackermans was the only defendant named 1n the original complaint On
January 9, 2004, plaintiffs filed an amended complaint adding as defendants us, certain of our former executives who were
also on the supervisory board of KPNQwest, and others

We have built our international network outside North America primanly by entering into long-term agreements to
acquire optical capacity assets. We have also acquired some capacity from other telecommunications service carriers within
North America under similar contracts Several of the companies from which we have acquired capacity appear to be in
financial difficulty or have filed for bankruptcy protection Bankruptcy courts have wide discretion and could deny us the
contmued use of the assets under the optical capacity agreements without relieving us of our obligation to make payments
or requiring the refund of amounts previously paid If such an event were to occur, we would be required to wnte-off the
cost of the related optical capacity assets and accrue a loss based on the remaining obligation, 1f any We believe that we are
taking appropriate actions to protect our investments and maintain ongoing use of the acquired optical capacity assets At
this time, 1t 18 too early to determine what effect the bankruptcies will have with respect to the acquired capacity or our
ability to use this acquired optical capacity

The Internal Revenue Service, or the IRS, has proposed a tax adjustment for tax years 1994 through 1996 The
principal 1ssue involves our allocation of costs between long-term contracts with customers for the mstallation of conduit or
fiber optic cable and additional condut or fiber optic cable retained by us The IRS disputes our allocation of the costs
between us and third parties for whom we were building stmmlar network assets during the same time period Simular claims
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have been asserted against us with respect to 1997 and 1998, and 1t 1s possible that claims could be made against us for
other periods We are contesting these claims and do not believe they will be successful Even if they are, we believe that
any significant tax obligations will be substantially offset as a result of available net operating losses and tax sharing
arrangements However, the ultimate outcomes of these matters are uncertain and we can give no assurance as to whether
they will have a matenal effect on our financial results

We are subject to a number of environmental matters as a result of our prior operations as part of the Bell System We
believe that expenditures 1n connection with remedial actions under the current environmental protection laws or related
matters will not be material to our business or financial condition

Matters Resolved in the Fourth Quarter of 2003

Since August 2001, we have been 1n several disputes with Touch America, Inc relating to, among other things,
various billing, reimbursement and other commercial disputes and allegations by Touch America that we violated certam
state and federal antitrust and other laws We recently agreed to resolve all of these matters 1n a settlement agreement with
Touch America that was approved by the Umited States Bankruptcy Court for the District of Delaware on November 13,
2003, and which became a final order on November 24, 2003 The settlement agreement, as approved by the Bankruptcy
Court, provides for (a) the mutual general release of claims, except for bills for services provided after September 1, 2003,
(b) the termination of all proceedings pending before the FCC, and all litigation between Touch America and us, (c) Touch
America's forgiveness of a $23 milhon obligation due from us to Touch America, (d) the adjustment to zero by Touch
America and us of all accounts payable and receivable for services delivered from one to the other prior to September 1,
2003, (e) our forgiveness of a $10 mullion loan to Touch America under a debtor 1n possession financing agreement,

(f) Touch America's agreement to continue to provide or contract for the provistoning of services currently provided to us,
(g) our agreement to purchase certain fiber assets necessary to our in-region operations
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from Touch America for a total price of $8 million, (h) our agreement to purchase certain Frame/ATM assets and customers
from Touch America, (1) our agreement to give Touch America $3 million 1n billing credits, and (3) Touch America's
agreement to reject and abandon a it fiber indefeasible rights of use, or IRU, Qwest sold to Touch America in 2000

As disclosed m our 2002 Form 10-K, we were involved in discussions to resolve disputes with several of our msurance
carriers over their attempts to rescind or otherwise deny coverage under our director and officer, or D&O, hability
msurance policies and employee benefit plan fiduciary liability insurance policies The insurance policies that the carners
sought to rescind or otherwise deny coverage comprised (1) the Qwest D&O Liability Runoff Program (for the policy
period June 30, 2000 to June 30, 2006), which otherwise provided coverage of up to $250 million for claims that at least in
part involve conduct pre-dating the U S WEST Merger, (11) the Qwest D&O Liability Ongoing Program (for the policy
period June 30, 2000 to June 30, 2003), which otherwise provided coverage of up to $250 mithon for claims exclusively
volving post-Merger conduct, and (111) the Qwest Fiduciary Liabihty Program (for the policy period June 12, 1998 to
June 30, 2003), which otherwise provided coverage of up to $100 mullion for claims in connection with Employee Benefit
Plans The nsurance carriers sought to rescind these policies and any coverage that these policies could provide for, among
other things, the consolidated securities action, the actions by CalSTRS, New Jersey and SURSI, the Colorado (federal and
state) and Delaware derivative actions, the consolidated ERISA action, the SEC nvestigation and the U S Attorney's
Office investigation, which are described above These matters involve conduct that could give rise to coverage under
policies with collective limits of $350 million

We reached a settlement of these disputes with the carriers on November 12, 2003, which involved, among other
things, an additional payment by us of $157 5 milhion, and 1n return, the carriers paid into trust $350 million Of the
$350 million, $150 mutlion 1n cash 1s available for our benefit and has been used n large part to reimburse us for defense
costs incurred by us in connection with, among other matters, the investigations and securities and derivative actions
described above The remaining $200 milhon 1n cash and letters of credit is set aside to cover losses we may incur and the
losses of current and former directors and officers and others who have released the carriers 1n connection with the
settlement The $200 nullion 1s comprised of $143 million 1n cash and $57 million 1n irrevocable letters of credit

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
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We held our 2003 Annual Meeting of Stockholders on December 16, 2003 Philip F Anschutz, Richard C Notebaert
and Frank P Popoff were each elected as a Class 111 director for a term of three years Linda G Alvarado, Craig R Barrett,
Thomas J Donohue, Jordan L Haines, Cannon Y Harvey, Peter S Hellman, Vinod Khosla, Craig D Slater and W.
Thomas Stephens continue to serve as directors pursuant to their prior elections At the meeting, stockholders present 1n
person or by proxy voted on the following matters

1 Election of three Class I directors to the Board to hold office until the third succeeding annual meeting after their
election or until their successors are elected and qualified

Votes For Votes Withheld

Phlip F Anschutz 1,286,519,107 326,452,958
Richard C. Notebaert 1,550,706,146 62,265,919
Frank P Popoff 1,456,312,378 156,659,687

2 Approval of our amended and restated Employee Stock Purchase Plan

Votes For Votes Against Votes Abstained Broker Non-Votes
1,317,759,575 45,261,230 14,135,656 235,815,604
26
3 Stockholder proposal requesting that we exclude as a factor in determining annual or short-term incentive

compensation for executive officers any impact on our net income from pension credits

Broker Non-
Votes For Votes Against Votes Abstained Votes
1,548,480,762 47,718,100 16,773,203 N/A
4 Stockholder proposal requesting that we take necessary steps to eliminate the classification of terms of the Board
Broker Non-
Votes For Votes Agamnst Votes Abstained Votes
1,562,140,860 37,251,094 13,580,111 N/A
5 Stockholder proposal requesting that we seek advance stockholder approval of future employment agreements with

our executive officers that provide cash and non-standard benefits exceeding three times the sum of a given
executive's base salary plus target bonus

Broker Non-
Votes For Votes Against Votes Abstamed Votes
1,558,396,355 38,918,82 15,656,889 N/A
6 Stockholder proposal requesting that we adopt a policy of nominating director candidates such that, 1f elected, a
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substantial majority of the directors would be "independent”

Broker Non-
Votes For Votes Against Votes Abstained Votes

854,704,850 20,301,538 235,815,604

7 Stockholder proposal requesting that we adopt a policy that all future stock option grants to sentor executives be
performance-based

Votes For Votes Against Votes Abstamned Broker Non-Votes

229,280,400 1,128,247,978 19,628,08 235,815,604
8 Stockholder proposal requesting that we adopt a policy that some portion of future stock option grants to senior

executives be performance-based

Broker Non-
Votes For Votes Against Votes Abstamed Votes
621,183,300 733,194,917 22,778,244 235,815,604
9 Stockholder proposal requesting that we establish a policy of expensing 1n our financial statements the costs of all

future stock options 1ssued by us

Broker Non-
Votes For Votes Against Votes Abstained Votes
556,841,903 780,274,356 40,040,202 235,815,604
27
PART I

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Market for Qwest Common Stock

The United States market for trading in our common stock 1s the New York Stock Exchange As of January 31, 2004,
our common stock was held by approximately 408,000 stockholders of record The following table sets forth the high and
low sales prices per share of our common stock for the periods indicated

Market Price

High Low

2003
First quarter $ 602 $ 310
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Second quarter ' 523 348
Third quarter 509 340
Fourth quarter 432 332
2002

First quarter $ 1493 § 727
Second quarter 8 00 179
Third quarter 360 111
Fourth quarter 569 195

We did not pay any cash dividends on our common stock 1n 2003 or 2002 nor do we intend to pay any dividends for
the foreseeable future

For a discussion of restrictions on our subsidiaries' ability to pay dividends to us contained 1n certain of our debt
instruments, see Note 8—Borrowings to our consohdated financial statements 1n Item 8 of this report.

Suales of Unregistered Securities

During the three months ended December 31, 2003, we 1ssued approximately 2 4 million shares of our common stock
that were not registered under the Securities Act in reliance on an exemption pursuant to Section 3(a)(9) of that Act These
shares of common stock were i1ssued in a number of separately and privately negotiated direct exchange transactions
occurring on various dates throughout the quarter for §9 8 milhon 1n face amount of debt 1ssued by Qwest Caputal
Funding, Inc , or QCF, a wholly owned subsidiary and guaranteed by Qwest The trading prices for our shares at the time
the exchange transactions were consummated ranged from $3 42 per share to $3 58 per share No underwriters or
underwriting discounts or commissions were involved.

28

ITEM 6. SELECTED FINANCIAL DATA

On June 30, 2000, we completed the Merger We accounted for the Merger as a reverse acquisition under the purchase
method of accounting, with U S WEST being deemed the accounting acquirer and pre-Merger Qwest the acquired entity
As a result, our consolidated financial statements do not include financial results of pre-Merger Qwest for any period prior
to June 30, 2000 The following selected consolidated financial data should be read in conjunction with, and are qualified
by reference to, the consolidated financial statements and notes thereto 1n Item 8 of this report and "Management's
Discussion and Analysis of Financial Condition and Results of Operation” 1n Item 7 of this report The selected
consohdated financial data for the years ended December 31, 2003, 2002 and 2001 are derived from, and are qualified by
reference to, our audited consolidated financial statements included 1n Item 8 of this report

Years Ended December 31,

1999
2003 2002 2001 2000 (Unaudited)
(Dollars i million, shares in thousands except per share amounts)
Operating revenue $ 14288 $ 15371 $ 16,530 $ 14,148 § 11,746
Operating expenses 14,542 34,288 18,882 14,422 9,101
Operating (loss) income (254) (18,917) (2,352) (274) 2,645
(Loss) income from continuing
operations (1,313) (17,618) (6,117) (1,442) 884
Net income (loss)(1) $ 1,512 § (38,468) $ (5,603) $ (1,037) $ 1,084
(Loss) earnings per share(2)
Continuing operations
Basic $ (076) $ (1048) $ (368) § (113) $ 101
Diluted $ 076) $ (1048) $ (368) $ (113) $ 100
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Net income (loss)

Basic $ 087 $ (2287) $ (337 $ (082) $ 124
Diluted $ 087 $ (2287) $ (337 $ 082) $ 123

Weighted-average common shares
outstanding (1n thousands):(2)

Basic 1,738,766 1,682,056 1,661,133 1,272,088 872,309
Diluted 1,738,766 1,682,056 1,661,133 1,272,088 880,753
Dividends per common share $ 000 $ 000 $ 005 § 031 § 136
Balance sheet data
Total assets $ 26,216 $ 29345 § 72,166 $ 72,816 $ 22,914
Total debt(3) 17,508 22,540 25,037 19,157 13,071
Debt to total capital ratio(4) 106 16% 114 36% 41 42% 31 55% 94 04%
Other data*
Cash provided by operating
activities $ 2,175 § 2,388 § 3,001 § 3,762 $ 4,546
Cash used for investing activities (2,340) (2,738) (8,152) (5,256) (6,462)
Cash (used for) provided by
financing activities (4,856) (789) 4,660 1,268 1,945
Capital expenditures 2,088 2,764 8,042 7,135 3,944
1) Amounts that follow 1n this footnote are on an after-tax basis Also, as described 1n footnote (2), all share and per

share amounts for the periods 1999 through 2000 assume the conversion of U S WEST common stock into Qwest
common stock

2003. The 2003 net income includes a charge of $140 million ($0 08 per basic and diluted share) for an
impairment of assets (primarily cell sites, switches, related tools and equipment inventory and certain information
technology systems supporting the wireless network), a net gain of $206 million (80 12 per basic and diluted share)
resulting from the adoption of SFAS No 143, "Accounting for Asset Retirement Obligations”, or SFAS No 143,
relating to the reversal of net

29

removal costs where there was not a legal removal obligation, a net charge of $241 million ($0 14 per basic and
diluted share) resulting from the termination of services arrangements with Calpoint and another service provider, a
net charge of $69 million ($0 04 per basic and diluted share) for restructuring charges, a net charge of $61 milhon
($0 04 per basic and diluted share) for litigation related losses, a net gain of $23 milhion ($0 01 per basic and diluted
share) relating to the early retirement of debt and a net gain on sale of discontinued operations of $2 619 billion

($1 51 per basic and diluted share)

2002. 2002 net loss mcludes a charge of $22 800 billion ($13 55 per basic and diluted share) for a transitional
impairment from the adoption of a change 1n accounting for goodwill and other intangible assets, charges
aggregating $14 927 billion ($8 87 per basic and diluted share) for additional goodwill and asset impairments, a net
charge of $112 million ($0 07 per basic and diluted share) for Merger-related, restructurning and other charges, a
charge of $1 190 billion ($0 71 per basic and diluted share) for the losses and impairment of investment 1n
KPNQwest, a gain of $1 122 bilhon ($0 67 per basic and diluted share) relating to the gain on the early retirement of
debt and income from and gain on sale of discontinued operations of $1 950 billion (81 16 per basic and diluted
share).

2001. 2001 net loss includes charges aggregating $697 million ($0 42 per diluted share) for Merger-related,
restructuring and other charges, a charge of $3 300 billion (§1 99 per basic and diluted share) for the losses and
imparrment of investment in KPNQwest, a charge of $136 million ($0 08 per basic and diluted share) for a
depreciation adjustment on access hines returned to service, a charge of $163 milhon ($0 10 per basic and diluted
share) for investment write-downs, a charge of $154 million ($0 09 per basic and diluted share) for asset
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impairments, a charge of $65 million ($0 04 per basic and diluted share) for the early retirement of debt and a gain
of $31 milion ($0 02 per basic and diluted share) for the sale of rural exchanges

2000. 2000 net loss includes a charge of $907 mullion ($0 71 per basic and diluted share) for Merger-related costs,
a charge of $531 million ($0 42 per basic and diluted share) for the loss on sale of Global Crossing investments and
related derivatives, a charge of $208 million ($0 16 per basic and diluted share) for asset impairments and a net gain
of $126 mullion ($0 10 per basic and diluted share) on the sale of investments

1999. 1999 net income ncludes expenses of $282 mullion ($0 32 per basic and diluted share) related to a
termmated merger, a loss of $225 milhon ($0 26 per basic and diluted share) on the sale of marketable securities and
a charge of $34 million ($0 04 per basic and diluted share) on the decline 1n the market value of derivative financial
struments

) In connection with the Merger, each outstanding share of U S WEST common stock was converted into the right to
recerve 1 72932 shares of Qwest common stock (and cash 1n lieu of fractional shares) The weighted-average
common shares outstanding assume the 1-for-1 72932 conversion of U S WEST shares for Qwest shares for all
periods presented In addition, weighted-average common shares outstanding also assume a one-for-one conversion
of U S WEST Communications Group common shares outstanding into shares of U S WEST as of the date of the
separation of U S WEST's former parent company

3) Amounts mclude outstanding commercial paper borrowings of $3 165 billion, $2 035 billion and $1 265 billion for
2001, 2000 and 1999, respectively, and exclude future purchase commitments, operating leases, letters of credit and
guarantees There were no commercial paper borrowings outstanding as of December 31, 2003 and 2002. At
December 31, 2003, the amount of those future purchase commitments, operating leases, letters of credit and
guarantees was approximately $7 359 billion

“) The debt to total capital ratio 1s a measure of the amount of debt in our capitalization The ratio 1s calculated by
dividing debt by total capital Debt includes current borrowings and long-term borrowings as reflected on our
consolidated balance sheets 1n Item 8 of this report Total capital 1s the sum of debt and total stockholders' (deficit)
equity
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Certain statements set forth below under this caption constitute "forward-looking statements" within the meaning of
the Private Securittes Litigation Reform Act of 1995 See "Special Note Regarding Forward-Looking Statements" at the
end of this Item 7 for additional factors relating to such statements as well as for a discussion of certain risk factors
apphcable to our business, financial condition and results of operations

Business Overview and Presentation

We provide local telecommunications and related services, IntraLATA (services provided within the same LATA) and
InterLATA (services provided across more than one LATA) long-distance services and wireless, data and video services
within our local service area, which consists of the 14-state region of Arizona, Colorado, Idaho, lowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming We also provide
InterLATA long-distance services and reliable, scalable and secure broadband data, voice and video communications
outside our local service area as well as globally

We previously provided directory publishing services n our local service area In 2002, we entered into contracts for
the sale of our directory publishing business In November 2002, we closed the sale of our directory publishing business 1n
7 of the 14 states 1n which we offered these services (referred to as Dex East) In September 2003, we completed the sale of
the directory publishing business in the remaining states (referred to as Dex West). As a consequence, the results of
operations of our directory publishing business are included in income from discontinued operations 1n our consolidated
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statements of operations

Our analysis presented below 1s organized 1n a way that provides the information required, while highhighting the
mformation that we believe will be instructive for understanding the relevant trends going forward Our operating revenues
are generated from our wireline, wireless and other services segments The presentation of "Operating Revenue" includes
revenue results for each of our customer channels business, consumer and wholesale for the wireline segment. An
overview of the segment results 1s provided 1n "Segment Results” below The segment discussion below reflects the way we
reported our segment results to our Chief Executive Officer 1n 2003

Restatement of Prior Years’ Consolidated Financial Statements

Our 2002 Form 10-K was filed 1n October 2003 and contains, among other things, our restated consolidated financial
statements for the years ended December 31, 2001 and 2000 In our 2002 Form 10-K, we also attempted to address
comments received from the SEC on our previous filings To date, we have not received comments from the SEC regarding
our restatement, the 2002 Form 10-K or the adequacy of our responses to its previous comments

Business Trends

Our results continue to be impacted by a number of factors influencing the telecommunications industry and our local
service area First, technology substitution and competrtion are expected to continue to cause additional access line losses
We expect industry-wide competitive factors to continue to impact our results and we have developed new strategies for
offering complementary services such as satellite television and wireless Second, our results continue to be impacted by
regulatory responses to the competitive landscape for both our local and long-distance services Third, the weak economy 1n
our local service area has impacted demand from both our consumer and business customers We believe demand for our
products and services will continue to be affected because of a slow recovery 1n our local service area
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Revenue Trends

Historically, at least 95% of our revenue comes from our wirehine segment, which provides voice services and data and
Internet services In general, we have expenenced a decline 1n local voice-related revenue as a result of a decrease 1n access
lines and our competitors' accelerated use of UNE-P to deliver voice services Access lines are expected to continue
decreasing primarily because of technology substitution, including wireless and cable substitution for wireline telephony,
and cable modem substitution for dial-up Internet access lines UNE-P rules, which require us to sell access to our wireline
network to our competitors at wholesale rates, will continue to impact our results The use of UNE-P 1s expected to
precipitate incremental losses of retail access Iines and apply downward pressure on our revenue We recently re-entered
the long-distance market within our local service area, and we expect the anticipated increase in InterLATA long-distance
revenue and increases n wireless revenue to offset some of the above mentioned revenue dechnes Broadband services
have been cxpanded to allow more of our customers to convert from dial-up Internet connections to our DSL services In
addition, Internet related revenues continue to expand, while offsetting declines 1n data services have stabtlized and, late 1n
2003, certain data services revenue has shown signs of growth

We have begun to experience and expect mcreased competitive pressure from telecommunications providers either
emerging from bankruptcy protection or reorganizing their capital structure to more effectively compete against us As a
result of these increased competitive pressures, we have been and may continue to be forced to respond with less profitable
product offerings and pricing plans that allow us to retain and attract customers

Our wireless revenue has dechined as a result of reduced marketing efforts, intense industry competition and the impact
of the economic slowdown Starting n late 2003, we expanded our consumer and small business product offerings to
bundle wireless services with our local voice services, broadband services, video services and long-distance services By
offering our customers a complete telecommunications solution, we may experience a decrease in the rate of our wireline
access hine losses We have redesigned our local services package to provide customers with choice and simplification.
Wireless offerings are being expanded through a new arrangement with Sprint This arrangement will enable utilization of
Sprint's nationwide digital wireless network to offer our customers new voice and data capabilities

http*//ccbn.tenkwizard com/filing php?repo=tenk&1page=2662294&doc=1&pg=& TK=Q&... 4/2/2004




10KWizard - SEC filings Page 30 of 144

Expense Trends

Our expenses continue to be impacted by shifting demand due to increased competition and the expansion of our
product offerings Expenses associated with our new product offerings tend to be more variable 1n nature While existing
products tend to rely upon our embedded cost structure, the mix of products we expect to sell, combined with regulatory
and market pricing stresses, may pressure operating margins Facility costs are third-party telecommunications expenses we
ncur to connect customers to networks or to end-user product platforms not owned by us As revenue decreases, associated
facihties costs are not always reduced at the same rate as those revenue declines

In order to 1mprove operational efficiencies, and 1n response to continued declines in revenue, we have implemented
restructuring plans i which we reduced the number of our employees and consolidated and subleased 1dle real estate
properties We have also reduced capital expenditures and expect to continue at this reduced level for the foreseeable future.
We will continue to evaluate our staffing levels and cost structure and adjust these areas as deemed necessary

32

Results of Operations
Overview

Our operating revenues are generated within our segments wireline, wireless and other services Our wireline segment
ncludes revenue from the provision of voice services and data and Internet services Within each of the revenue categories
descnbed below, we present the customer channel from which the revenue was eamed (consumer, business or wholesale)
Certain prior year revenue amounts have been reclassified to conform to the current year presentations Depending on the
product or service purchased, a customer may pay an up-front fee, a monthly fee, a usage charge or a combination of these
The following 1s a description of the sources of our revenue

. Voice services Voice services revenue mcludes local voice services, long-distance voice services and access
services Local voice services revenue includes revenue from basic local exchange services, switching
services, custom calling features, enhanced voice services, operator services, public telephone services,
collocation services and CPE Long-distance voice services revenue includes revenue from InterLATA and
IntraLATA long-distance services Access services revenue includes fees charged to other long-distance
providers to connect to our network

. Data and Internet services Data and Internet services revenue includes data services (such as traditional
private hines, wholesale private lines, frame relay, ISDN, ATM and related CPE) and Internet services (such
as DSL, DIA, VPN, Internet dial access, web hosting, professional services and related CPE)

. Wireless services Our wireless services are provided primanly through our wholly owned subsidiary, Qwest
Wireless We offer wireless services to residential and business customers, providing them the ability to use
the same telephone number for their wireless phone as for their home or business phone In August 2003,
Qwest Wireless entered into a services agreement with a subsidiary of Sprint that allows us to resell Sprint
wireless services, including access to Sprint's nationwide PCS wireless network, to consumer and business
customers, primarily within our local service area We began offering these Sprint services under our brand
name 1n March 2004

. Other services Other services revenue 1s predommantly derived from the sublease of some of our unused
real estate assets, such as space 1n our office buildings, warehouses and other properties
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The following table summarizes our results of operations
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Operating revenue
Operating expenses,
excluding goodwill and
asset impairment charges
Goodwill impairment
charge

Asset impairment charges

Operating loss
Other expense—net

Loss before income taxes,
discontinued operations,
and cumulative effect of
changes 1n accounting
principles

Income tax benefit

Loss from continuing
operations

Income from and gain on
sale of discontinued
operations—net of tax

Income (loss) before
cumulative effect of
changes 1n accounting
principles

Cumulative effect of
changes 1n accounting
principles—net of tax

Net income (loss)

Basic and diluted income
(loss) per share

nm—~not meaningful

Page 31 of 144

Years Ended December 31, Increase/(Decrease) Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions, except per share amounts)
$ 14288 $§ 15371 $ 16530 $  (1,083) $  (1,159) (% (M%
14,312 15,280 18,631 (968) (3,351) 6)% (18)%
— 8,483 — (8,483) 8,483 nm nm
230 10,525 251 (10,295) 10,274 (98)%  nm
(254) (18,917) (2,352) 18,663 (16,565) 99% nm
1,578 1,198 5,010 380 (3,812) 32% (76)%
(1,832)  (20,115)  (7,362) 18,283 (12,753) 91%  (173)%
519 2,497 1,245 (1,978) 1,252 (79)% 101%
(1,313) (17,618) 6,117) 16,305 (11,501) 93% (188)%
2,619 1,950 490 669 1,460 34% nm
1,306 (15,668) (5,627) 16,974 (10,041) nm (178)%
206 (22,800) 24 23,006 (22,824) nm nm

$§ 1,512 § (38468) § (5,603) § 39980 § (32,865)

SRR

$ 087 $§ (2287) 8§ (331§ 2374 §  (1950)
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Operating Revenue
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The following table compares operating revenue for 2003, 2002 and 2001

Operating revenue
Wireline revenue
Business local voice
Consumer local voice
Wholesale local voice
Total local voice
Business long-distance
Consumer long-distance
Wholesale long-distance
Total long-distance
Business access
Consumer access

Wholesale access

Total access
Total voice services

Business data and Internet
Consumer data and Internet
Wholesale data and Internet

Total data and Internet
Total wireline revenue

Wireless revenue

Other services revenue

Total operating revenue

Wireline Revenue

Page 32 of 144

16,530 $

e

(1,083) $

(1,159)

(%

Years Ended December 31, Increase/(Decrease) Percentage Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in milhons)

$ 2,277 2,534 § 2,687 $ 257 $ (153) (10)% 6)%
3,933 4,298 4,419 (365) (121) (8)% (3)%
806 888 1,046 (82) (158) 0%  (15%
7,016 7,720 8,152 (704) (432) 9% 5)%
775 809 875 (34) (66) 4% (8)%
297 335 554 (38) (219) (D%  (40)%
826 952 1,087 (126) (135) 13%  (12)%
1,898 2,096 2,516 (198) (420) 9% (1%
87 76 77 11 M) 14% (1Y%
102 97 100 5 3) 5% (3)%
756 849 1,052 (93) (203) (1%  (19%
945 1,022 1,229 a7 (207) 8)% (17%
9,859 10,838 11,897 (979) (1,059) (9)% (9%

2,291 2,230 1,990 61 240 3% 12%
216 194 212 22 (18) 11% (8)%
1,284 1,373 1,704 (89) (331) ©%  (19%
3,791 3,797 3,906 6) (109) — 3)%
13,650 14,635 15,803 (985) (1,168) (N% (%

594 694 688 (100) 6 (14)% 1%

44 42 39 2 3 5% 8%
$ 14,288 15,371 $ (M%

Wireline revenue dechined by $985 million, or 7%, in 2003 and by $1 168 billion, or 7%, 1n 2002 Data and Internet
revenue, as a percentage of total wireline revenue, icreased to 28% m 2003, from 26% 1n 2002 and 25% 1n 2001 Voice
services revenue, as a percentage of total wireline revenue, declined to 72% 1n 2003, from 74% 1n 2002 and 75% 1n 2001
Changes 1n the components of wireline revenue are described 1n more detail below

Voice Services

http.//ccbn tenkwizard com/filing.php?repo=tenk&ipage=2662294&doc=1 &pg=&TK=Q%...

4/2/2004




10KWizard - SEC filings Page 33 of 144

Voice services revenue decreased $979 million, or 9%, 1n 2003 and decreased $1 059 billion, or 9%, 1n 2002 The
voice services decreases were the result of declines 1n local voice, long-distance, and access service revenue, as described 1n
more detail below

35

Local voice

Local voice revenue decreased $704 million, or 9%, in 2003 and decreased $432 million, or 5%, in 2002 Local voice
revenue declines were driven by losses of access Iines as we have experienced competition from both technology
substitution and other telecommunications providers reselling our services by using UNE-Ps Access lines declined by
797,000, or 5%, 1n 2003, and by 781,000, or 4%, in 2002 In 2003, we experienced consumer access line declines of
897,000, or 8%, while business retail access lines decreased by 443,000 (which included 145,000 lines lost due to the
impact of the MCI bankruptcy), or 9% UNE-Ps, which are reflected in our wholesale channel, increased by 543,000, or
52% The increase in UNE-Ps partially offset the loss of retail access lines, but because of the regulated pricing structure of
UNE-Ps this applied downward pressure on our revenue In 2002, we experienced consumer access line declines of
667,000, or 6%, and business retail access line declines of 234,000, or 4%, while UNE-Ps increased by 120,000, or 13%
We also experienced declines in sales of enhanced features and installation and repair services in the consumer channel 1n
both 2003 and 2002, and n the business channel 1n 2002 Wholesale local voice revenue declined in 2003 and 2002
primarily due to reductions 1n demand for services such as operator assistance, pay phones, and collocation.

Long-distance

Long-distance revenue decreased $198 million, or 9%, 1n 2003 and decreased $420 million, or 17%, 1n 2002 In 2002,
we evaluated specific long-distance services sold primarily outside of our local service area Based upon that evaluation, we
de-emphasized and stopped promoting certain products, including IntralLATA long-distance 1n the consumer and business
markets and wholesale long-distance, which resulted 1n a decline 1n both our 2003 and 2002 revenue However, 1n 2003, we
re-entered the long-distance market within our local service area and expanded our offerings to provide complementary
local and long-distance services As a result, InterLATA long-distance revenue within our service area increased due to the
addition of 2 3 million new customers, partially offsetting other 2003 long-distance revenue declines The 2002 decline was
also due to downward pressure on our prices by our competitors

Access services

Access services revenue decreased $77 million, or 8%, in 2003 and decreased $207 million, or 17%, 1 2002, primarily
due to the access line losses described above as well as the increase in the number of customers using our local service area
long-distance services In 2003, we recorded a reserve, through reduction of revenue, of $34 million for anticipated
customer credits resulting from regulatory rulings that redefined tanffs on local calls The 2002 decline was also due to
reduced demand caused by the bankruptcy of several large customers

Data and Internet Services
Data and Internet services revenue was relatively flat in 2003 and decreased $109 mullion, or 3%, 1n 2002

In 2003, revenue 1ncreases 1n our Internet products were largely offset by dechnes 1n data services Business channel
revenue mcreased primarily due to increases 1n Internet dial access and VPN. Pursuant to the amendment of our agreement
with Microsoft 1n July 2003, we became responsible for providing broadband services to end-user customers, while we
previously provided related services to Microsoft on a wholesale basis As a result, we are recognizing revenue at higher
retail rates rather than the lower wholesale rates we charged Microsoft. We have also increased our DSL subscriber base by
25%. We have also expanded our DSL service area to 45% of our local service area In addition, wholesale channel revenue
declined primarly due to decreases 1n private data lines resulting from the bankruptcies of large customers such as Touch
America and MCL

36

http+//ccbn tenkwizard com/filing.php?repo=tenk&1page=2662294&doc=1&pg=&TK=Q& .. 4/2/2004




10KWizard - SEC filings Page 34 of 144

In 2002, we experienced revenue increases of $91 milhion from Internet products Internet dial access revenue
increased primarily from sales to large ISPs and businesses for use 1n their internal telecommunication networks, while
DSL and DIA grew 1n response to tncreased demand for access to the Internet These increases were more than offset by
declines of $200 million in data services such as wholesale private line, precipitated 1n part by the weakened economy

Wireless Revenue

Revenue from wireless services decreased by $100 million, or 14%, 1n 2003 and increased by $6 milhion, or 1%, in
2002 The decrease 1n wireless revenue 1n 2003 was due to our strategic decision to de-emphasize marketing of wireless
services on a stand-alone basis coupled with tightened credit policies and intense industry competition Although the
wireless industry revenue grew 1n total 1 2002, our wireless revenue was relatively flat in 2002, due n part to our himited
ability to offer a competitive wireless product Our wireless offerings, which were expanded to allow the bundling of
wireless and local voice services, will be further enhanced 1n 2004 through our aforementioned arrangement with Sprint

Other Services Revenue

Other services revenue consists primarily of sublease income from our owned and leased real estate Other services
revenue mcreased $2 mithion, or 5%, 1n 2003 and increased $3 million, or 8%, 1n 2002 Through our restructuring and other
efforts, we have decreased the amount of real estate we manage by 3 4 million square feet, or 8%, 1n 2003 and by
4 9 rmlhon square feet, or 10%, 1 2002

Operating Expenses

The following table provides further detail regarding our operating expenses

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002v  2003v  2002v
2003 2002 2001 2002 2001 2002 2001
(Dollars 1n millions)
Operating expenses

Cost of sales $ 638 8% 603283 66348 354 $ (602) 6% 9%
Selling, general and administrative 4,646 5,219 5,496 (573) QTH (A% (5%
Depreciation 2,739 3,268 3,704 (529) 436) (16)% (12)%
Goodwill and other intangible
amortization 428 579 1,660 (151) (1,081) (26)% (65)%
Goodwill impairment charge — 8,483 — (8,483) 8,483 nm nm
Asset impairment charges 230 10,525 251 (10,295) 10,274  (98)% nm
Restructuring, Merger-related and
other charges 113 182 1,137 (69) 955) (G8&)% (84)%
Total operating expenses $ 14542 % 34288 % 18,882 % (19,746)$ 15406 (58)% 82%

e ool

nm—not meaningful
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Cost of Sales

The following table shows a breakdown of cost of sales by major component

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002v  2003v  2002v
2003 2002 2001 2002 2001 2002 2001
(Dollars in milhions)
Facility costs $ 32948 29628 30428 3328% ®0) 11% 3)%
Network costs 391 384 538 7 (154) 2% (2N%
Employee and service-related costs 1,988 1,888 1,868 100 20 5% 1%
Non-employee related costs 713 798 1,186 85%5) (388) (11D)% (33)%

Total cost of sales $ 63863 60328 66343 3548% (602) 6% 9%

Cost of sales mmcludes facility costs, network costs, salaries and wages directly attributable to products or services,
benefits, matenals and supplies, contracted engineering services, computer systems support and the cost of CPE sold

Cost of sales, as a percentage of revenue, was 45% for 2003, 39% for 2002 and 40% for 2001 Total cost of sales
increased $354 million, or 6%, 1n 2003 and decreased $602 milhion, or 9%, 1n 2002 The increase n 2003 was caused 1n
part by the deterioration n product margins as retail access line losses were partially offset by lower margin UNE-Ps sold to
our competitors at regulated rates Margins were also adversely impacted by the settlement of certain purchase obligations
More discussion of these changes 1s provided below

Facility costs increased $332 million, or 11%, 1n 2003 and decreased $80 million, or 3%, 1n 2002 The ncrease 1n
2003 was primarily due to a $393 nmullion charge resulting from the termination of our services arrangements with Calpoint
and another service provider Exclusive of this one time charge, facility costs decreased $61 milhion, or 2%, as the result of
reduced third-party network services and declines i our out-of-region long-distance volumes The decrease 1n 2002 was
due to network optimization savings whereby we eliminated excess capacity from the network and migrated from lower-
speed services to more cost efficient igher-speed services where applicable Beginning n the fourth quarter of 2003, we
satisfied certain FCC requirements that allowed us to begin providing in-region InterLATA long-distance using our
proprietary network assets, thereby reducing our rehance on third-party facility providers

Network costs include third-party expenses to repair and maintain our network and supplies to provide services to
customers Our network costs were relatively flat in 2003 and decreased $154 million, or 29%, in 2002 In 2003 we focused
on maintenance activities and experienced a shght increase in expense associated with our recent re-entry 1n to the
InterLATA long-distance market Additionally, the July 2003 amendment of our agreement with Microsoft required that we
become responsible for all costs associated with providing broadband services to end-user customers As a result, the
revenue and costs associated with this expanded service offering increased During 2002, we reduced our reliance on third-
party contractors to provide network maintenance services by shfting this work to our employees We also experienced
lower costs associated with wireless handset sales as a result of lower unit prices and decreases 1n the number of new
wireless subscribers

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime and third-party
customer service mcreased $100 million, or 5%, n 2003 and were essentially unchanged in 2002 While we have realized
savings due to reductions 1n salaries and wages and professional fees resulting from our restructuring efforts, we continue to
experience offsetting increases m costs related to our pension and post-retirement benefit plans due to the change to a net
expense of $125 mullion 1n 2003 from a net credit of $40 million 1n 2002, as described more fully below Additionally, in
2003 we
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experienced increased information technology costs as resources were partially shifted to system maintenance activities
from development activities, which are generally capitahzed In 2002, we sigmficantly reduced our employee incentive
compensation We did not experience a similar reduction of employee incentive compensation 1n 2003.

Non-employee related costs, such as real estate, cost of sales for CPE and reciprocal compensation payments
decreased $85 milhon, or 11%, 1n 2003 and decreased $388 million, or 33%, 1n 2002 The decrease 1n 2003 1s attributable
to lower sales of CPE equipment to customers, corresponding with lower CPE revenue, a decrease 1n external commussions
and a decrease 1n reciprocal compensation Reciprocal compensation costs, which are charges we must pay other carrers to
terminate IntraLATA local calls, declined m 2003 and 2002 due to the decline 1n local voice services revenue, and also as a
result of regulatory action which limited the amount of charges The decrease 1n 2002 15 also attributable to lower postage
and shipping costs associated with improved management expense controls and lower cost of sales for data and Internet
CPE, associated with lower CPE revenue

Selling, General and Administrative Expenses

The following table shows a breakdown of selling, general and administrative, or SG&A, expenses by major
component

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)
Property and other taxes $ 451 $ 540 $ 437 $ 89S 103 (16)% 24%
Bad debt 304 511 615 (207) (104) “@dH% (A7)%
Employee and service-related costs 2,464 2,743 3,276 (279) (533) (10)% (16)%
Non-employee related costs 1,427 1,425 1,168 2 257 — 22%

Total SG&A $ 46468 52198 5498 (573)$ (277)

TGS A

an% ()%

5575

SG&A expenses include taxes other than income taxes, bad debt charges, salaries and wages not directly attributable
to products or services, benefits, sales commussions, rent for admimstrative space, advertising, professional service fees and
computer systems support

Total SG&A decreased $573 million, or 11%, 1n 2003 and decreased $277 million, or 5%, 1n 2002 SG&A, as a
percent of revenue, was 33% for 2003, 34% for 2002 and 33% for 2001 The 2003 decreases primarily result from
decreases 1n professional fees, bad debt expense, and other factors discussed 1n more detail below

Property and other taxes, such as taxes on owned or leased assets and real estate, and transactional items such as
certain sales, use and excise taxes, decreased $89 million, or 16%, in 2003 and increased $103 mullion, or 24%, 1n 2002
The decrease 1n 2003 1s primarily a result of reduced property taxes, which resulted from lower asset valuations related to
our impairments The 1ncrease in our 2002 expense 1s attnbutable to higher levels of capital expansion for both the
traditional telephone network and global fiber optic broadband network that took place during the years ended
December 31, 2001 and 2000

Bad debt expense decreased $207 nullion, or 41%, 1 2003 and decreased $104 million, or 17%, 1n 2002 Bad debt
decreased as a percentage of revenue to 2 1% for 2003 from 3 3% for 2002 and 3 7% for 2001 The decrease in our 2003
expense as compared to 2002 was primarily caused by large provisions associated with uncollectible recervables from MCI,
Touch America and others which we recorded 1n 2002, improved collection practices and tighter credit policies 1 2003
The 2002 decrease
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as a percentage of revenue was due primarily to improved collections practices and tighter credit policies offset by
bankruptcies of certain wholesale customers.

Employee and service-related costs, such as salaries and wages, benefits, sales commissions and professional fees
(such as telemarketing and customer service costs) decreased $279 mullion, or 10%, in 2003 and decreased $533 million, or
16%, 1n 2002 The decrease 1n 2003 was due to reduced salaries and wages resulting from staffing reductions implemented
1n 2003 and 2002, reduced professional fees to third-party vendors as we re-incorporated certain previously outsourced
customer service functions nto our operations, and reduced sales commissions due to lower revenues and a revision to our
sales compensation plan These cost reductions were partially offset by increases 1 incentive compensation and 1ncreases
1n our pension and post-retirement benefit plan expenses due to the change to a net benefit expense of $84 mullion 1n 2003
from a net credit of $57 million 1 2002, as described more fully below The decrease in 2002 was due to reduced salaries
and wages resulting from staffing reductions implemented 1n 2002 and 2001, reduced professional fees, reduced incentive
compensation and reduced sales commussions Partially offsetting these decreases were expenses associated with the
settlement of outstanding litigation and increases 1n our pension and post-retirement benefit plan expenses

Non-employee related costs, such as marketing and advertising, rent for admimistrative space and software expenses,
were flat 1n 2003 and 1ncreased $257 million, or 22%, 1n 2002 Our 2003 expenses declined due to lower real estate
expenses and lower maintenance costs, reflecting the reduction m Qwest managed real estate holdings which was partially a
result of our restructuring activities These declines were offset by a net charge of $100 million related to pending hitigation
The 2002 1ncrease primanly resulted from software costs related to our re-entry into the InterLATA long-distance market,
and a shift of information technology resources to mamtenance activities from development activities that were ehgible for
capitalization The increase was partially offset by lower postage and shipping costs, reduced customer care costs and lower
marketing and advertising expenses

Pension and Post-Retirement Benefits

Our results include pension credits and post-retirement benefit expenses, which we refer to on a combined basis as a
net pension expense or credit We recorded a net pension expense of $209 million 1n 2003, a net pension credit of
$97 million 1n 2002 and a net penston credit of $337 million 1n 2001 The net pension expense or credit 1s a function of the
amount of pension and post-retirement benefits earned, interest on projected benefit obligations, amortization of costs and
credits from prior benefit changes and the expected return on the assets held i the vanous plans The net pension expense
or credit 1s allocated primanly to cost of sales and the remaining balance to SG&A

The change to a net pension expense for 2003 from a net pension credit in 2002 was due primanly to a $123 mllion
reduction 1n the expected return on plan assets, a $122 mullion reduction in recogmzed actuarial gains resulting 1n a change
to losses and a $59 million increase m interest costs These changes are due to lower expected and actual rates of return on
plan assets, lower discount rates, and increased medical costs for plan participants A reduction of $209 milhon 1n the
expected return on plan assets as well as a reduction of $122 million 1n recogmized actuanal gains, offset by lower service
and interest costs of $98 mullion, accounted for the decrease 1n the net pension credit in 2002

We expect that our 2004 net pension expense will be higher than 2003 due to a reduction 1n the expected rate of return
on plan assets, the effect of amortizing losses mcurred 1n the volatile equity market of 2000 through 2002, a lower discount
rate and rising healthcare rates.

In December 2003, the Medicare Prescription Drug, Improvement and Modermzation Act of 2003, or the Act, became
lJaw 1n the United States The Act introduces a prescription drug benefit under Medicare as well as a federal subsidy to
sponsors of retiree health care benefit plans that provide a benefit that 1s at least actuanally equivalent to the Medicare
benefit In accordance with Financial
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Accounting Standards Board, or FASB, Staff Position FAS No 106-1, "Accounting and Disclosure Requirements Related
to the Medicare Prescription Drug, Improvement and Modermization Act of 2003", we elected to defer recognition of the
effects of the Act 1n any measures of the benefit obligation or cost Specific authoritative guidance on the accounting for the
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federal subsidy 1s pending and that guidance, when 1ssued, could require us to change previously reported information
Currently, we do not behieve we will need to amend our plan to benefit from the Act

For additional information on our pension and post-retirement plans see Note 11—Employee Benefits to our
consohdated financial statements 1n Item 8 of this report Also, for a discussion of the accounting treatment and
assumptions regarding pension and post-retirement benefits, see the discussion of "Critical Accounting Policies and
Estimates" below.

Depreciation

Depreciation expense decreased $529 million, or 16%, 1n 2003 and decreased $436 million, or 12%, 1n 2002 The
decrease 1n 2003 was primanly the result of the asset impairment charges we recorded as of June 30, 2002 and
September 30, 2003 and the resulting decreases 1n the depreciable basis of our fixed assets as discussed below The
decrease 1in 2002 was primarily the result of the June 30, 2002 impairment charge The impact of the June 30, 2002
impairment reduced our annual depreciation expense by approximately $900 million, beginning July 1, 2002 The impact of
the September 30, 2003 impairment further reduced our annual depreciation expense by approximately $30 mullion,
beginning October 1, 2003 These savings were partially offset by depreciation on assets acquired during 2003 and 2002

Goodwill and Other Intangibles Amortization

Amortization expense decreased $151 million, or 26%, 1n 2003 and decreased $1 081 billion, or 65%, 1n 2002 The
decrease 1n 2003 was primarily the result of the asset impairment charge we recorded as of June 30, 2002, which included
an impairment charge of approximately $1 2 billion to other intangible assets with finite lives, reducing the amortizable
basis by that amount The decrease in 2002 was the result of the adoption of SFAS No 142 "Goodwill and Other Intangible
Assets", or SFAS No 142, which required us to cease amortization of indefinite-lived intangible assets effective January 1,
2002, and the June 30, 2002 impairment charge The impact of the impairment reduced our annual amortization expense by
approximately $400 million, beginning July 1, 2002 The impact of the discontinuance of amortization on indefinite-lived
intangibles reduced our annual amortization expense by approximately $1 0 billion, beginning January 1, 2002

Goodwill Impairment Charges

As discussed 1n greater detail under "Critical Accounting Policies and Estimates” below, on January 1, 2002 we
adopted the provisions of SFAS No 142 Prior to the adoption of SFAS No 142, we reviewed our goodwill and other
mntangibles with indefimite lives for potential impairment based on the fair value of our entire enterprise using undiscounted
cash flows SFAS No 142 requires that goodwill impairments be assessed based on allocating our goodwill to reporting
units and comparing the net book value of the reporting unit to its estimated fair value A reporting unit 1s an operating
segment or one level below

We performed a transitional impairment test of goodwill and intangible assets with indefinite lives on January 1, 2002
Based on this analysis, we recorded a charge for the cumulative effect of adopting SFAS No 142 of $22 800 billion on
January 1, 2002 Changes in market conditions, downward revisions to our projections of future operating results and other
factors indicated that the carrying value of the remaining goodwill should be evaluated for impairment as of June 30, 2002
Based on the results of that impairment analysis, we determined that the remaining goodwill balance of $8 483 billion was
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completely impaired and we recorded an impairment charge on June 30, 2002 to wrte-off the remaining balance
Asset Impairment Charges

During 2003, 2002 and 2001, we recorded asset impairment charges of $230 million, $10 525 billion and $251 million,
respectively, detailed as follows.

Years Ended December 31,
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2003 2002 2001

(Dollars 1in millions)

Property, plant and equipment and internal use software $ 230 § 10,493 $§ 134
Real estate assets held for sale — 28 —
Capritalized software due to restructuring and Merger activities — 4 101
Other Merger-related — — 16

Total asset impairments $ 230 $ 10,525 $ 251

Pursuant to the agreement with Sprint that allows us to resell Sprint wireless services, our wireless customers who are
currently being serviced through our proprietary wireless network will be transitioned onto Sprint's network Due to the
anticipated decrease 1n usage of our own wireless network following the transition of our customers onto Sprint's network,
1n the third quarter of 2003 we performed an evaluation of the recoverability of the carrying value of our long-hved wireless
network assets

In accordance with SFAS No 144, "Accounting for the Impairment or Disposal of Long-lived Assets", or SFAS
No 144, we compared gross undiscounted cash flow projections to the carrying value of the wireless network assets and
determined that the carrying value of those assets was not expected to be recovered through future projected cash flows We
then estimated the fair value using recent selling prices for comparable assets and determined that our cell sites, switches,
related tools and equipment inventory and certain information technology systems that support the wireless network were
determined to be impaired by an aggregate amount of $230 million

The fair value of the impaired assets becomes the new basis for accounting purposes Approximately $25 mullion in
accumulated depreciation was ehminated 1n connection with the accounting for the impairments The impact of the
impairments 1s expected to reduce our annual depreciation and amortization expense by approximately $40 million,
begimmning October 1, 2003

Effective June 30, 2002, a general deterioration of the telecommunications market, downward revisions to our
expected future results and other factors indicated that our investments 1n our long-lived assets may have been impaired at
that date We performed an evaluation of the recoverability of the carrying value of our long-lived assets using gross
undiscounted cash flow projections For impairment analysis purposes, we grouped our property, plant and equipment and
projected cash flows as follows traditional telephone network, national fiber optic broadband network, international fiber
optic broadband network, wireless network, web hosting and application service provider, or ASP, assets held for sale and
out-of-region DSL Based on the gross undiscounted cash flow projections, we determined that all of our asset groups,
except our traditional telephone network, were impaired at June 30, 2002 For those asset groups that were rmpaired, we
then estimated the fair value using a variety of techniques For the year ended December 31, 2002, we determined that the
fair values were less than our carrying amounts by $10 493 billion 1n the aggregate.

Approximately $1 9 bilhon in accumulated depreciation was eliminated 1n connection with the accounting for the
mmpairments The impact of the impairments reduced our annual depreciation and amortization expense by approximately
$1 3 billion, beginning July 1, 2002.
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As part of our restructuring actrvities 1n 2001, we reviewed all of our existing construction projects Following this
review, we recorded asset impairment charges of $134 million related to the abandonment of certain of the web hosting
centers and other internal use construction projects

We also recorded asset impairment charges of $101 nullion 1 2001 related to internal software projects that we
terminated

Restructuring and Merger-related Charges
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During the year ended December 31, 2003, as part of an ongoing effort of evaluating costs of operations, we reviewed
employee levels 1n certain areas of our business As a result, we established a reserve and recorded a charge to our 2003
consolidated statement of operations for $131 million to cover the related costs of this plan The 2003 activities include
charges of $107 million for severance benefits and other charges pursuant to established severance policies. As part of this
plan we 1dentified approximately 2,300 employees from various functional areas to be terminated Through December 31,
2003, approximately 1,600 of the planned reductions had been completed The remaming 700 reductions will occur over the
next year Severance payments generally extend for two to 12 months In addition, we established a reserve of $24 million
for real estate obligations, which primarily include estimated future net payments on abandoned operating leases As a
result of these restructuring activities, we expect to realize annual cost savings of approximately $170 milhon Also during
2003, we reversed $18 milhon of the 2001 and 2002 restructuring plan reserves as those plans were complete and the actual
cumulative costs associated with those plans were less than had been anticipated

In response to shortfalls in employee reductions as part of the 2001 restructuring plan (as discussed below), during
2002 we 1dentified employee reductions 1n several functional areas As a result, we established a reserve and recorded a
charge to our 2002 consolidated statement of operations of $299 million for these restructuring activities This reserve was
comprised of $179 milhion for severance costs and $120 million for real estate exit costs The 2002 restructuring plan
included the termination of 4,500 employees During 2002 we recorded an additional charge of $71 million relative to the
2001 restructuring plan, which was associated with higher than originally anticipated real estate exit costs. In addition,
during 2002 we reversed $135 million of severance and real estate exit related accruals relative to the 2001 restructuring
plan, as actual terminations and real estate exit costs were lower than had been planned The 2001 plan reversal was
comprised of $113 million of severance and $22 million of real estate exit costs Also during the year ended December 31,
2002, in relation to the Merger, we reversed $53 million of reserves that were originally recorded 1 2000. The reversals
resulted from favorable developments relative to matters underlying the related contractual settlements

During the fourth quarter of 2001, a plan was approved to reduce employee levels and consolidate or abandon certain
real estate locations and projects As a result, we established a reserve and recorded a charge to our 2001 consolidated
statement of operations of $825 mllion for these restructuring activities This reserve was comprised of $332 million for
severance costs and $493 mullion for real estate exit costs This reserve was partially offset by a reversal of $9 mullion of
leased real estate-related reserves The 2001 restructuring plan included the anticipated termiation of 10,000 employees In
relation to the Merger as earher described, during 2001, we charged to our consolidated statement of operations
$189 million for additional contractual settlements, legal contingencies and other related costs, and $132 milhion for
additional severance charges, net of Merger reversals The additional provisions and reversals of Merger-related costs were
due to additional Merger-related activities and modification to the previously accrued Merger-related activities

Total Other Expense—Net

Other expense—net  Other expense—net includes interest expense, net of capitalized interest, investment write-
downs, gains and losses on the sales of investments and fixed assets, gains and losses
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on early retirement of debt, declines m derivative mstrument market values, and our share of the investees income or losses
for investments accounted for under the equity method of accounting

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002v 2003v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in mithons)
Interest expense $ 1,757% 1,789 % 1,437 § (32)$ 352 )% 24%
Losses and impairment of investment 1n
KPNQwest — 1,190 3,300 (1,190) (2,110) (100)% (64)%
Loss on sale of investments and other
mvestment write-downs 13 88 267 (75) 179) (B5% (67)%
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(Gain) loss on early retirement of debt (38)  (1,836) 106 1,798 (1,942) 98% nm

Gain on sales of fixed assets — — (51) — 51 nm nm

Other income—net (154) (33) 49) (121) 16 nm 33%
Total other expense—net $ 1,5788 1,198 8 5010 $ 380§ (3,812) 32% (76)%

[

nm—not meamngful

Interest expense  Interest expense was $1 757 billion for 2003, compared to $1 789 billion for 2002 and
$1 437 billion for 2001 This decrease was primarily due to a reduction of our total outstanding debt by $5 0 billion during
2003 and more specifically due to the reduction of the credit facihty held by Qwest Services Corporation, or the QSC
Credit Facility, by $750 million in September 2003 As a result of the timing of these repayments, there was only a minimal
1mpact on 1nterest expense for 2003

Interest expense was $1 789 billion for 2002, compared to $1 437 ilhon for 2001 The increase 1n mterest expense
was attributable to the 1ssuance of new indebtedness during 2002 In March 2002 we 1ssued $1 5 billion of ten-year bonds at
an 8 875% interest rate These bonds ultimately replaced short-term debt, which consisted primarily of commercial paper
that had a weighted-average interest rate of 2 59% at December 31, 2001 In the first quarter of 2002, we borrowed
$4 0 billion from our syndicated credit facility to fund the repayment of approximately $3 2 billion of outstanding
commercial paper, which had a lower interest rate than the new credit facility Our directory publishing business borrowed
$750 million 1n August 2002 Finally, interest expense 1n 2002 was higher due to $146 million decrease 1n capitalized
nterest as a result of lower capital expenditures

Losses and impairment of investment in KPNQwest  As more fully discussed in Note 7—Investments to our
consolidated financial statements in Item 8 of this report, we reviewed the carrying value of our mmvestment in KPNQwest
as of June 30, 2001 and as of December 31, 2001, to evaluate whether the carrying amount of our investment in KPNQwest
was 1mpaired In both mstances we determined that there was an other-than-temporary decline 1n the value of our
mvestment As a result, we recorded an asset impairment loss of $3 3 billion 1n our 2001 consolidated statement of
operations In 2002, after KPNQwest filed for bankruptcy and ceased operations, we wrote-off the remaining $1 2 billion of
our 1nvestment

Loss (gain) on sale of investments and other investment write-downs ~ We review our portfolio of equity securities on
a quarterly basis to determine whether declines 1n value on individual securities are other-than-temporary If we determine
that a decline 1n value of an equity security 1s other-than-temporary, we record a charge 1n the statement of operations to
reduce the carrying value of the security to 1ts estimated fair value We recorded write-downs of our mvestments for other-
than-temporary declines of $19 mullion, $7 miilion and $115 million for the years ended December 31, 2003, 2002 and
2001, respectively. ’
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Our portfolio of equity securities includes a number of warrants to purchase securities 1n other entities We carry these
securities at fair market value and include any gains or losses recognized 1n our consohdated statement of operations We
recorded losses of $1 million, $20 million and $6 million for the years ended December 31, 2003, 2002 and 2001,
respectively

We also have owned a number of other public and private investments During 2002 and 2001 we recorded charges
totaling $8 milhon and $63 mulhon, respectively, related to other-than-temporary declines n value relating to our
investments in publicly traded marketable securities There were no charges recorded during 2003 During 2002 and 2001
we sold various equity investments As a result of these sales we received approximately $12 million and $2 mullion 1n cash
and recogmized a loss of $37 milhion and a loss of $22 million for the years ended December 31, 2002 and 2001,
respectively We had no significant sales of investments 1n 2003

Qwest owned an mterest in Qwest Digital Media, LLC as discussed 1n Note 7-—Investments to our consolidated
financial statements 1n Item 8 of this report We accounted for this investment under the equity method of accounting We
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recorded charges of $14 million and $20 million 1n the years ended December 31, 2002 and 2001, respectively, representing
primarily our equity share of losses 1n this investment

(Gain) loss on early retirement of debt  On December 22, 2003, we completed a cash tender offer for the purchase of
$3 billion aggregate face amount of outstanding debt of Qwest, Qwest Services Corporation, or QSC, and QCF for
approximately $3 bilhon in cash As a result, we recorded a loss of $15 million on the early retirement of this debt In
addition, during 2003, we exchanged $454 million of face amount of existing QCF and Qwest Communications
Corporation, or QCC, notes for $198 million of cash and 52 5 million shares of our common stock with an aggregate value
of $202 million As a result, a gain of $53 million was recorded on the early retirement of this debt

On December 26, 2002, we completed an offer to exchange up to $12 9 bilhon 1n aggregate principal face amount of
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC We received valid tenders of
approximately $5 2 billion 1n total principal amount of the QCF notes and 1ssued 1n exchange approximately $3 3 billion 1n
face value of new debt securities of QSC The majority of these debt exchanges were accounted for as debt retirements
resulting i the recogmtion of a $1 8 tillion gain The cash flows for two of the new debt securities were not considered
"substantially" different than the exchanged debt and therefore no gain was realized upon exchange For these two debt
instruments, the difference between the fair value of the new debt and the carrying amount of the exchanged debt of
approximately $70 million was recorded as a premium and 1s being amortized as a credit to interest expense using the
effective interest method over the hfe of the new debt

In March 2001, we completed a tender offer to buy back certain outstanding debt In the tender offer, we repurchased
approximately $995 million 1n principal of the outstanding debt for $1 1 billion 1n cash As a result, a loss of $106 million
was recorded on the early retirement of this debt

Other (income) expense—net  Other (income) expense—net, which primanly includes interest income and early
contract termination income, decreased $121 million 1n 2003 and increased $16 nilhion 1n 2002. Interest income ncreased
$19 million to $47 million 1n 2003 as compared to $28 mtlhon 1n 2002 due to increases in our cash balances resulting from
the Dex proceeds Interest income was essentially flat in 2002 as compared to 2001

Included i other (income) expense—net for 2003 were gains totaling $82 mullion related to the early termination of
services contracts and IRU arrangements with certain customers Under these arrangements, we recerved cash up-front and
we were recognizing revenue over the multi-year terms of the related agreements In these cases where the customers
elected to terminate the agreements prior
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to their contractual end and we had no continuing obligations, we recognized the remaining portion of the deferred revenue
as other income as of the termination date

Income Tax Benefit

Our continuing operations effective tax benefit rate was 28 3% tn 2003, 12 4% 1n 2002 and 16 9% 1n 2001 Our 2003
cffective tax benefit rate was less than the expected rate of 38 9% because of an increase 1n beginning of year valuation
allowance of $195 mullion Our 2003 effective tax benefit increased primanly because 2002 included significant non-
deductible impairments that were not included 1n our 2003 income tax benefit Our 2002 effective tax benefit rate also
decreased compared to 2001, due to the non-deductible charges we recorded related to the impairment of our goodwill, and
the deferred tax asset valuation allowance we recorded 1n the second quarter of 2002 We recorded a non-cash charge of
$1 677 billion to establish a valuation allowance against the 2002 net federal and state deferred tax assets The valuation
allowance 1s determined 1n accordance with the provisions of SFAS No 109, "Accounting for Income Taxes", or SFAS
No 109, which requires an assessment of both negative and positive evidence when measuring the need for a valuation
allowance Our losses 1n recent years represented sufficient negative evidence to require a valuation allowance beginning n
2002 under SFAS No 109 We intend to maintain the valuation allowance until sufficient positive evidence exists to
support realization of the federal and state deferred tax assets 1n excess of deferred tax liabilities In the future, until we
generate taxable income, we do not expect to record any sigmficant net tax benefit 1n our consolidated statement of
operations
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Income from and gain on sale of Discontinued Operations—net of tax

Income from discontinued operations increased $669 million, or 34%, 1n 2003 and increased $1 460 billion, or 298%,
1n 2002 Income from discontinued operations 1n all years predominately relates to our directory publishing business, Dex,
and has been adjusted to reflect a change 1n the composition of our other discontinued operations The increase 1n income
from discontinued operations 1n 2003 1s primarily the result of the completion of the sale of the Dex West business resulting
1n a gain on sale of $4 3 billion ($2 S bilhon after tax) The increase 1n income from discontinued operations 1 2002 1s
primarily the result of the completion of the sale of the Dex East business resulting 1n a gain on sale of $2 6 billion
($1 6 billion after tax)

Segment Results

We report select information about operating segments, that offer similar products and services Our three segments
are (1) wireline, (2) wireless and (3) other services Until September 2003, we operated a fourth segment, our directory
publishing business which, as described 1n Note 6—Assets Held for Sale including Discontinued Operations to our
consohdated financial statements 1n ftem 8 of this report, has been classified as discontinued operations and accordingly 1s
not presented i our segment results below Our chief operating decision maker, or CODM, regularly reviews the results of
operations at a segment level to evaluate the performance of each segment and allocate capital resources based on segment
income as defined below

The wireline segment utilizes our traditional telephone and our fiber optic broadband networks to provide voice
services and data and Internet services to consumer and business customers The wireless segment, which operates a PCS
wireless network, serves consumer and business customers 1n a select area within our local service area The August, 2003
services agreement with Sprint will allow us to expand our wireless service by reselling access to Sprint's nationwide PCS
wireless network, primarily within our local service area The other services segment primanly contains results of sublease
activities of unused real estate assets
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Segment income consists of each segment's revenue and direct expenses Segment revenue 1s based on the types of
products and services offered as described 1n "Results of Operations" above Segment expenses include employee and
service-related costs, facility costs, network expenses and non-employee related costs such as customer support, collections
and marketing We manage mndirect administrative services costs such as finance, information technology, real estate and
legal centrally, consequently, these costs are allocated to the other services segment Our network infrastructure 1s designed
to be scalable and flexible to handle multiple products and services As a result, we do not allocate network infrastructure
costs, which include all engineering expense, design, repair and maintenance costs and all third-party facilities costs, to
individual products We evaluate depreciation, amortization, interest expense, interest income, and other income (expense)
on a total company basis As a result, these charges are not allocated to any segment

SFAS No 146, "Accounting for Costs Associated with Exit or Disposal Activities”, or SFAS No 146, establishes
standards for reporting information about restructuring activities Effective for exit or disposal activities initiated after
December 31, 2002, SFAS No 146 requires disclosure of the total amount of costs expected to be incurred 1n connection
with these activities for each reportable segment The 2003 restructuring provisions for our wireline, wireless and other
services segments were $87 milhon, $0 million and $44 muillion, respectively We do not include restructuring costs in the
segment results which are reviewed by our CODM As a result, we have excluded restructurning costs from our presentation
below For additional information on restructuring costs by segment please see Note 9—Restructuring and Merger-related
Charges to our consoltdated financial statements 1n Item 8 of this report

Set forth below 1s revenue and operating expense information for the years ended December 31, 2003, 2002 and 2001
Since all expenses have not been allocated to the segments, we have disclosed segment expenses without distinguishing
between cost of sales and SG&A

Years Ended December 31,

2003 2002 2001
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(Dollars 1n milltons)

Operating revenue

Wireline $ 13,650 $§ 14,635 $ 15,803
Wireless 594 694 688
Other services 44 42 39

Total operating revenue $ 14288 § 15371 $ 16,530

Operating expenses

Wireline $ 7840 $ 8,130 $ 899
Wireless 349 507 751
Other services 2,843 2,614 2,383

Total segment expenses $ 11,032 § 11,251 § 12,130

Segment income (loss)

Wireline $ 5810 $§ 6,505 $ 6,807

Wireless 245 187 (63)

Other services (2,799) (2,572) (2,344)
Total segment income $§ 325 $ 4120 § 4400

s
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Wireline
Wireline Revenue
For a discussion of wireline revenue please see "Results of Operations—Operating Revenue—Wireline Revenue"
above Since 1t 1s expected to continue to be by far the largest component of our business, this segment will continue to be
our primary focus going forward

Wireline Expenses

The following table sets forth additional expense information to provide greater detail as to the composition of
wireline expenses for the years of 2003, 2002 and 2001

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001
(Dollars in milhons)
Facility costs $ 32898 2955% 2999 % 334 $ (44) 11% (1%
Network expenses 268 252 312 16 (60) 6% (19)%
Bad debt 252 440 531 (188) o) @)% (1%
Employee and service-related costs 2,999 3,205 3,696 (206) 1) (©% (13)%
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Non-employee related costs 1,032 1,278 1,458 (246) 180y (9% (12)%

Total wireline operating expenses $§ 78408 81308 899% $§ (2908 (B66) (D)% (10)%

sizses MR ST A TN

Wireline operating expenses decreased $290 mullion, or 4%, in 2003 and decreased $866 million, or 10%, 1n 2002 The
decreases were due primarily to reduced outlays 1 employee and service-related costs and non-employee related costs
These factors and other 1tems are discussed in more detail below

Facihity costs mcreased $334 mithon, or 11%, 1 2003 and decreased $44 nulhon, or 1%, 1n 2002 The 2003 increase
was primarily due to the termination of services contracts with Calpoint and another service provider Exclusive of this one-
time charge, facihities costs decreased 1n both 2003 and 2002 as we elimmated excess capacity that had been provided by
third-party vendors

Network expenses increased $16 million, or 6%, 1n 2003 and decreased $60 million, or 19%, i1 2002 In 2003 we
focused on maintenance activities and experienced a shight increase in activity associated with our recent re-entry 1n to the
InterLATA long-distance market In 2002 we reduced our reliance on third-party vendors to provide network maintenance
services, by shifting this work to our employees

Bad debt expense decreased $188 million, or 43%, 1n 2003 and decreased $91 million, or 17%, 1n 2002 Wireline bad
debt expense declined to 1 8% of revenue 1n 2003 from 3 0% of revenue 1n 2002 and 3 4% of revenue in 2001 The 2003
decrease 1n bad debt expense was primanly due to improved collection practices and the 2002 provisions for bankrupt
customers

Employee and service-related costs, such as salaries and wages, benefits, commissions and overtime, decreased
$206 milhion, or 6%, 1n 2003 and decreased $491 million, or 13%, 1n 2002 Reduced headcount levels resulting from our
recent restructuring activities have reduced salaries and wages 1n both 2003 and 2002 The reduced staffing requirements
resulted from efficiently managing resources to repair and mamntain our network and reduced demand for our services
Additionally, we re-incorporated certain previously outsourced functions into our operations, resulting in a reduction of
professional fees Commission expense has declined due to lower revenue and the implementation of a new commussion
plan 1n 2003 The 2003 reductions were partially offset by increases in the combined benefits and post-retirement plan
expenses, discussed previously
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Non-employee related costs, such as network real estate, cost of sales for CPE and reciprocal compensatton payments,
decreased $246 million, or 19%, 1n 2003 and decreased $180 milhion, or 12%, 1n 2002 Reciprocal compensation costs,
which are charges we must pay other carriers to terminate local calls, declined in 2003 and 2002 due to the decrease n local
voice services revenue In 2003 we experienced a decline i CPE revenue, thus precipitating reductions 1n our CPE costs In
addition, we experienced reductions 1n our per unit cost of CPE In 2002 we reduced marketing and advertising efforts due
to cost cutting measures, which partially offset settlement charges we recorded which related to outstanding litigation

Wireless
Wireless Revenue

For a discussion of wireless revenue please see "Results of Operations—Operating Revenue—Wireless Revenue"
above.

Wireless Expenses

The following table sets forth additional expense information to provide greater detail as to the composition of
wireless expenses for the years of 2003, 2002 and 2001.

Percentage
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Years Ended December 31, Increase/(Decrease) Change
2003 v 2002 v 2003 v 2002 v
2003 2002 2001 2002 2001 2002 2001

(Dollars in millions)

Network expenses $ 118 $§ 126 $ 230 % 8) $ (104) ©)% (45)%
Bad debt 52 71 84 19) 13) @ND% (5%
Employee and service-related costs 100 206 310 (106) (104) ()% (GB4)%
Non-employee related costs 79 104 127 25) 23) Q% (18)%

Total wireless operating expenses $ 507 $ 751 $ (158) $ (244) (D% (32)%

AT

Wireless operating expenses decreased $158 million, or 31%, 1 2003 and decreased $244 milhon, or 32%, 1n 2002

Network expenses, such as handset costs, roaming fees, and third-party expenses to repair and maintain the network,
decreased $8 million, or 6%, 1n 2003 and decreased $104 milhion, or 45%, in 2002 The 2003 decline was associated with
lower purchases of handsets due to fewer new customers The 2002 decline was associated with purchasing handsets at
more competitive prices and lower costs associated with fewer new subscribers Additionally, 1n 2002 we reduced our
reliance on third-party contractors to provide network mamtenance services Pursuant to the agreement with Sprint, our
wireless customers who are currently being serviced through our proprietary wireless network will be transitioned onto
Sprint's network over time The cost to complete the transition of our customers to Sprint's network 1s estimated to be
$55 mullion, of which $10 million had been incurred as of December 31, 2003 Some of these costs may be capitalized

Bad debt expense decreased $19 million, or 27%, 1n 2003 and decreased $13 mullion, or 15%, 1n 2002 Wireless bad
debt as a percentage of revenue declined to 8 8% m 2003 from 10 2% 1 2002 and 12 2% 1n 2001 The decreases 1n bad
debt expense can be attributed to lower customer acquisitions and tighter credit policies

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime, telemarketing and
customer service costs, decreased $106 million, or 51%, 1n 2003 and decreased $104 million, or 34%, in 2002 The 2003
reduction was primarily a result of reduced sales activity and

49

reduced rehance on third-party vendors for customer care services The 2002 reduction was due to reduced salaries and
wages and reduced professional fees for customer care services

Non-employee related costs, such as real estate and marketing and advertising expense, decreased $25 muillion, or 24%,
1n 2003 and decreased $23 million, or 18%, 1n 2002 The 2003 decrease was primarily a result of lower postage and
shipping costs and a decrease n the costs associated with providing wireless accessories to our customers The 2002
decrease resulted from lower marketing and advertising costs associated with our strategic decision to de-emphasize the
sale of wireless services on a stand-alone basis

Other Services
Other Services Revenue

For a discussion of other services revenue please see "Results of Operations—Operating Revenue—Other Services
Revenue" above

Other Services Expense

As previously noted, other services includes unallocated corporate expenses for functions such as finance, information
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technology, real estate, legal, marketing services and human resources, which we centrally manage The following table
sets forth additional expense information to provide greater detail as to the composition of other services expenses for the
years of 2003, 2002 and 2001

Percentage
Years Ended December 31, Increase/(Decrease) Change
2003 v 2002y 2003v 2002V
2003 2002 2001 2002 2001 2002 2001
(Dollars in millions)
Property and other taxes $§ 451 § 540 $§ 437 $§ (89 $§ 103 (16)% 24%
Real estate costs 409 422 436 (13) (14) 3% (B)n
Employee and service-related costs 1,354 1,220 1,137 134 83 11% 7%
Non-employee related costs 629 432 373 197 59 46% 16%
Total other services expenses $ 2843 $§ 2614 $§ 2383 § 229 § 231 9% 10%

praenizs ]

Other services operating expenses increased $229 million, or 9%, 1 2003 and increased $231 mullion, or 10%, 1n
2002

Property and other taxes decreased $89 million, or 16%, 1n 2003 and increased $103 mullion, or 24%, 1n 2002 The
decrease 1n 2003 was primarily a result of reduced property taxes, which resulted from lower asset valuations. The increase
n 2002 was attributable to valuations for capital expansion to local telephone and global fiber optic broadband networks
that occurred during the years ended December 31, 2001 and 2000

Real estate costs decreased $13 million, or 3%, 1n 2003 and decreased $14 million, or 3%, 1n 2002 due to reduced
administrative space needs attributable to lower staffing requirements and our decision to abandon certain properties which
no longer supported our business plan.

Employee and service-related costs, such as salaries and wages, benefits and overtime, increased $134 million, or
11%, 1 2003 and increased $83 mullion, or 7%, 1n 2002 The increase was primarily due to the increase 1n the combined
benefits and post-retirement plan expenses as discussed above and increased employee incentive compensation costs
Additionally, 1n 2002 we incurred professional fees as part of our re-entry into the InterLATA long-distance market

Non-employee related costs increased $197 million, or 46%, 1n 2003 and increased $59 milhon, or 16%, 1n 2002 The
2003 increase was driven by losses related to litigation, increases in marketing and

50

advertising costs and a shift of information technology resources to maintenance activities from development activities that
were ehigible for capitalization The 2002 increase primarily resulted from software costs related to our re-entry into the
InterLATA long-distance market and a shift of information technology resources to maintenance activities from
development activities that were eligible for capitalization

Liquidity and Capital Resources

Near-Term View

Our working capital deficit, or the amount by which our current liabihties exceed our current assets, was
$1 132 billion, $510 mithion and $5 522 billion as of December 31, 2003, 2002 and 2001, respectively Our working capital
deficit increased $622 million 1 2003 compared to 2002 and decreased by $5 012 biltton 1n 2002 compared to 2001 Our
working capital deficit increased during 2003 primanly due to payments on long-term borrowings, which were partially
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funded by procceds from sale of the Dex West business Our working capital position improved during 2002, primarily due
to refinancing of current borrowings to long-term and receipt of proceeds from sale of the Dex East business As described
below, 1n early 2004 we refinanced a portion of our borrowings that were due in 2004 Consequently, even 1f we are unable
to access capital markets to refinance our current portion of debt, we believe that our cash on hand together with our cash
flows from opcrations would be sufficient to meet our cash needs for the remainder of 2004 However, 1f we become
subject to sigmficant judgments and/or settlements as further discussed 1n "Legal Proceedings" 1n Item 3 of this report, we
may need to obtain additional financing or explore other methods to generate cash Therefore, 1n the event of an adverse
outcome 1n one or more of these matters, our abihty to meet our debt service obligations and our financial condition could
be materally and adversely affected In addition, the 2004 QSC Credit Facility contains various limitations, mcluding a
restriction on using any proceeds from the facility to pay settlements or judgments relating to investigations and securities
actions discussed 1n "Legal Proceedings” 1n Item 3 of this report

The wirehne segment provides over 95% of our total operating revenue with the balance attributed to wireless and
other services scgments Accordingly, the wireline segment provides all of the consolidated cash flows from operations
Cash flows used 1n operations of our wireless segment are not expected to be significant in the near term Cash flows used
1n operations of our other services segment are significant, however, we expect that the cash flows provided by the wireline
segment will be sufficient to fund these operations in the near term

We expect that our 2004 capital expenditures will approximate 2003 levels, with the majority being used 1n our
wireline segment

We continue to pursue our strategy to improve our near-term iquidity and our capital structure in order to reduce
financial nisk Since December 31, 2003, we have taken the following measures to improve our near term financial position

. On February 5, 2004, Qwest issued a total of $1 775 bilhon of notes which consisted of $750 milhon 1n
floating rate notes due 1 2009 with interest at London Interbank Offered Rates, or LIBOR, plus 3 50%,
$525 million 1n fixed rate notes due 1n 2011 with an interest rate of 7 25%, and $500 mithon 1n fixed rate
notes due 1n 2014 with an interest rate of 7 50%,

. Also i February 2004, QSC paid off 1n full the outstanding balance of $750 million and terminated the QSC
Credit Facility QSC established a new three-year revolving credit facility, or the 2004 QSC Credit Facility,
providing for $750 million of availability If drawn, the 2004 QSC Credit Facility bears interest, at our
election, at adjusted LIBOR or a base rate, 1n each case plus an applicable margin The margin vanes based
on the credit ratings of the debt 1ssued under the facility, and 1s currently 3 0% for LIBOR based borrowings
and 2 0% for base rate
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borrowings The QSC Credit Facility has a variable interest rate based on the credit ratings of the facility,
and

. On February 26, 2004, we completed a cash tender offer for the purchase of $921 nullion aggregate principal
face amount of QCF's 5 875% notes due m August 2004 with $939 million i cash A loss of $21 million
was recorded for the early retirement of debt which will be included 1n 2004 results.

Long-Term View

We have historically operated with a working capital deficit as a result of our highly leveraged position We expect
this trend to continue Given the long-term payment obligations reflected below, we believe that without sigmficant
improvement, our cash provided by operations alone will not be sufficient to meet both our anticipated capital expenditures
and debt obligations However, we believe that cash provided by operations, combimed with our current cash position and
continued access to capital markets to refinance our current portion of debt, should allow us to meet our cash requirements
for the foreseeable future.

In addition to our periodic need to obtain financing 1n order to meet our debt obligations as they come due, we may
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also need to obtain additional financing or investigate other methods to generate cash (such as further cost reductions or the
sale of non-strategic assets) 1f cash provided by operations does not improve, 1f revenue and cash provided by operations
continue to declime, 1f economic conditions do not improve or 1f we become subject to signmificant judgments and/or
settlements as further discussed 1n "Legal Proceedings” 1n Item 3 of this report Therefore, 1n the event of an adverse
outcome n one or more of these matters, our ability to meet our debt service obligations and our financial condition could
be matenally and adversely affected In addition, the 2004 QSC Credit Facility contains various limitations, including a
restriction on using any proceeds from the facility to pay settlements or judgments relating to investigations and securities
actions discussed 1n "Legal Proceedings” 1n Item 3 of this report

Payment Obligations and Contingencies
Payment obligations

The'following table summarizes our future contractual cash obligations as of December 31, 2003

Payments Due by Period

2004 2005 2006 2007 2008 Thereafter Total

(Dollars in mithions)

Future Contractual Obligations:(1)(2)

Long-term debt $ 1,848 139158 491 § 2246 $ 592 % 10,859 $ 17,413
Interest on debt (3) 1,421 1,301 1,247 1,160 1,032 8,215 14,376
Capntal lease and other obligations 47 28 5 5 5 34 124
Operating leases 325 313 268 247 219 1,534 2,906
Purchase commitment obligations:
Telecommunications commitments 706 517 158 65 60 10 1,516
IRU operating and maintenance 54 52 52 52 52 776 1,038
obligations
Advertising and promotion 53 50 32 26 26 219 406
Services 282 259 234 199 196 254 1,424
Total future contractual cash $ 47228 39118 2487 S 4,000% 2,182 % 21,901 $§ 39,203
obligations

) This table does not include our pension and other post-employment benefit obligations, as we cannot presently
determme when such payments will be made
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@) This table does not include accounts payable of $759 million, accrued expenses and other current liabilities of
$2 3 bilhon, deferred income taxes of $121 million and other long-term liabilities of $1 8 billion all of which are
recorded on our December 31, 2003 consolidated balance sheet This table does not include our open purchase
orders as of December 31, 2003 as they are primarily cancelable without penalty and, therefore, do not represent a
contractual obligation.

(3)  Interest expense 1n all years will differ due to refinancing of debt In February 2004, we have refinanced long-term
debt See Note 18—Subsequent Events to our consohdated financial statements 1n Item 8 of this report for
additional information Interest on our floating rate debt was calculated for all years using the rates effective as of
December 31, 2003
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Purchase Commitment Obligations ~ We have telecommunications commitments with CLECs, IXCs and third-party
vendors that require us to make payments to purchase network services, capacity and telecommunications equipment These
commitments generally require us to maintain mimnimum monthly and/or annual billings, based on usage

Included 1n the telecommunications commutments are purchase commitments that we entered into with KMC 1n
connection with sales of equipment to KMC At that time we also entered into facilities management services agreements
with them In connection with the KMC arrangements, we also agreed to pay the monthly service fees directly to trustees
that serve as paying agents on debt instruments 1ssued by special purpose entities sponsored by KMC These unconditional
purchase obligations require us to pay at least 75% of the monthly service fees for the entire term of the agreements,
regardless of whether KMC provides us services Our remaining unconditional purchase obligations under this agreement
were $418 muillion as of December 31, 2003

A portion of our fiber optic broadband network mcludes facilities that were purchased or are leased from third parties
in the form of IRUs These agreements are generally 20 to 25 years in length and generally include the requirement for us to
pay operating and maintenance fees to a third party for the term of the agreement

We also have various long-term, non-cancelable purchase commitments for advertising and promotion services,
including advertising and marketing at sports arenas and other venues and events We also have service related
commitments with various vendors for data processing, technical and software support Future payments under certain
services contracts will vary depending on our actual usage In the table above we estimated payments for these service
contracts based on the level of services we expect to use

Letters of Credit and Guarantees

At December 31, 2003, we had letters of credit of approximately $67 million and guarantees of approximately
$2 million

Contingencies

We are a defendant in a number of legal actions and the subject of a number of investigations by federal and state
agencies While we intend to defend against these matters vigorously, the ultimate outcomes of these cases are very
uncertain, and we can give no assurance as to the impacts on our financial results or financial condition as a result of these
matters For a description of these legal actions and the potential impact on our hquidity, please see "Legal Proceedings" 1n
Item 3 of this report and the "Near-Term View" and the "Long-Term View" above

Historical View

Operating activities  We generated cash from continuing operating activities of $2 175 billion, $2 388 billion and
$3 001 billion 1n 2003, 2002 and 2001, respectively The $213 mmllion decrease 1n cash
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provided by continuing operating activities 1 2003 compared to 2002 resulted primanily from a decrease in income from
continuing operations of $1 098 billion after adjusting for non-cash 1items including depreciation, amortization, cumulative
effect of changes 1n accounting principles and asset impairments The decrease 1n income from continuing operations was
primarily due to the continued trend of decreasing revenues The 7% annualized decrease 1n revenue over the last two years
18 attributed to increasing competition and general downturn 1n the economy and telecommunications industry evidenced by
access line losses, pricing declimes and reduction 1n access services revenue During 2003 the reduction 1n cash from
declines 1n revenue was partially offset by reductions in cash outlays for operating expenditures

The $613 million decrease 1n cash provided by continuing operating activities 1 2002 compared to 2001 was the result
of lower income from continuing operations of $194 million after adjusting for non-cash items such as depreciation,
amortization, cumulative effect of changes 1n accounting principles and asset impairments The decrease 1n income from
continuing operations was primarily due to the continued trend of decreasing revenues Also contributing to the decrease 1n
cash provided by continuing operating activities in 2002 was the higher level of cash outlays attributed to non-recurring
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merger and restructuring expenditures

Cash provided by continuing operating activities 1n 2001 was negatively impacted by the payment of $492 mullion 1n
accounts payable and accrued expenses and the build-up 1n accounts recervable of $439 million due to higher sales resulting
from the Merger, and an overall slowdown 1n receipts from customers as a resuit of the weak economic environment

Investing activittes Cash used 1 continuing investing activities was $2 340 billion, $2 738 billion and $8 152 billion
1n 2003, 2002 and 2001, respectively Cash used in continuing ivesting activities in 2003 decreased $398 million
compared to 2002 primarily as a result of a $676 nulhion reduction n capital expenditures 1n 2003 partially offset by the
purchase of marketable securities investments of $198 million during 2003

Cash used 1n continuing mvesting activities in 2002 decreased $5 414 billion compared to 2001 primanly as a result of
a $5 278 billion reduction 1n capital expenditures 1n 2002 The decrease 1n capital expenditures was the result of our
decision to reduce our expansion efforts as a result of the general economic downturn and the completion of many of our
major capital projects in 2001

Financing activities Cash (used) provided by financing activities was ($4 856) billion 1 2003, (§789) million 1n
2002 and $4 660 billion 1n 2001 During 2003, we were able to obtain new debt, refinance current debt with long-term debt
and retire some long-term debt with cash, new long-term debt or stock At December 31, 2003 we were 1n compliance with
all provisions or covenants of our borrowings For additional information regarding the covenants of our existing debt
mstruments, see Note 8—Borrowings to our consolidated financial statements 1n Item 8 of this report

2003 Financing activities

On June 9, 2003, Qwest Corporation, or QC, entered into a senior term loan with two tranches for a total of
$1 75 billion principal amount of indebtedness The term loan consists of a $1 25 billion floating rate tranche, due mn 2007,
and a $500 million fixed rate tranche, due 1n 2010 The term loan 1s unsecured and ranks equally with all of QC's current
indebtedness The floating rate tranche 1s non-prepayable for two years and thereafter 1s subject to prepayment premiums
through 2006 There are no mandatory prepayment requirements The covenant and default terms are substantially the same
as other senor QC indebtedness The net proceeds were used to refinance QC's debt that was due 1n 2003 and to fund or
refinance QC's investment in telecommunications assets Concurrently with this 1ssuance, our obligation under the QSC
Credit Facility was paid down by $429 million to a balance of $1 57 bilhon
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The floating rate tranche bears interest at LIBOR plus 4 75% (with a mimimum 1nterest rate of 6 50%) and the fixed
rate tranche bears interest at 6 95% per annum The nterest rate on the floating rate tranche was 6 5% at December 31,
2003 The lenders funded the entire principal amount of the loan subject to the original issue discount for the floating rate
tranche of 1 00% and for the fixed rate tranche of 1 652%

On August 12, 2003 we used cash to pay the outstanding balance of $750 million of the Dex Term loan 1n full

On September 9, 2003, we completed the sale of the Dex West business The gross proceeds from the sale of the Dex
West business were $4 3 billion and were received in cash We used $321 million of the cash proceeds to reduce our QSC
Credit Facility oblhigation to $1 25 billion We have used some of the proceeds from the Dex West sale to redeem
indebtedness in December 2003 We expect to use the remainder of the proceeds from the Dex West sale to invest 1n
telecommunications assets and/or to redeem other indebtedness

On December 22, 2003, we completed a cash tender offer for the purchase of $3 billion aggregate principal face
amount of outstanding debt of Qwest, QSC and QCF for approximately $3 billion 1n cash

In December of 2003, the QSC Credit Facility was reduced by an additional $500 million At December 31, 2003 the
outstanding balance of the QSC Credit Facility was $750 million The QSC Credit Facility was paid 1n full and terminated
1n February 2004 as discussed above
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During 2003, we exchanged $454 millton of extsting QCF and QCC notes for $198 mullion of cash and 52 5 milhon
shares of our common stock with an aggregate value of $202 milhon The trading prices of our shares at the time the
exchange transactions were consummated ranged from $3 22 to $5 11 per share During 2003, we also exchanged
$406 million of new QSC notes for $560 million face amount of QCF notes The new QSC notes have interest rates ranging
from 13 0% to 13 5% with matunties of 2007 and 2010 while the QCF notes had interest rates ranging from 6 875% to
7 90%

We paid no dividends 1n 2003
2002 Financing activities

Until February 2002, we maintained commercial paper programs to finance our short-term operating cash needs. We
had a $4 0 billion syndicated credit facility, or the Credit Facility, available to support our commercial paper program As a
result of reduced demand for our commercial paper, 1n February 2002 we borrowed the full amount under the Credit
Facility and used the proceeds to repay the $3 2 billion of commercial paper outstanding and terminated our commercial
paper program The remainder of the proceeds was used to pay matunities and capital lease obhigations and to fund
operations

In March 2002, we amended the Credit Facility and converted the $4 0 billion balance nto a one-year term loan due
May 2003, with $3 0 billion designated to QCF and $1 0 bilhion designated to QC QC used approximately $608 million of
the proceeds from 1ts March 2002 bond offering discussed below to reduce the total amount outstanding under the Credit
Facility Following this repayment, the Credit Facility had $3 39 billion outstanding as of March 31, 2002, all of which was
allocated to QCF

Also i March 2002, QC issued $1 5 billion 1n bonds with a ten-year matunity and an 8 875% interest rate At
December 31, 2003, the interest rate was 9 125% Once we have registered the notes with the SEC, the interest rate will
return to 8 875%, the original stated rate The proceeds from the sale of the bonds were used to repay $608 million on the
Credit Facility, short-term obligations and currently maturing long-term borrowings
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During the first quarter of 2002, we exchanged, through private transactions, $97 million 1n face amount of debt 1ssued
by QCF In exchange for the debt, we 1ssued approximately 9 88 million shares of our common stock with a fair value of
$87 mullion The trading prices for our shares at the time the exchange transactions were consummated ranged from $8 29
per share to $9 18 per share

In August 2002, we amended the Credit Facility a second time In connection with the second amendment, we
reconstituted the Credit Facility as a revolving credit facility with QSC as the primary borrower The term of this
reconstituted facility, or the QSC Credit Facihty, was extended to May 2005 The QSC Credit Facility contains financial
reporting covenants that require dehivery of annual and quarterly periodic reports We obtained extensions under the QSC
Credit Facility for the delivery of certain annual and quarterly financial information The waivers extended the compliance
date to provide certain annual and quarterly financial information to March 31, 2004 On February 5, 2004, the QSC Credit
Facility was paid off and terminated (See Note 18—Subsequent Events, Debt-related matters in Item 8 of this report)

In August 2002, Dex borrowed $750 million under a term loan agreement, or the Dex Term Loan, due September 2004
to fund costs 1n connection with the construction, installation, acquisition and improvement of telecommunications assets
We classified this term loan as a current liability based upon the requirement to pay this debt in full upon the sale of the
Dex West business On August 12, 2003, this loan was paid 1n full See Note 6—Assets Held for Sale including
Discontinued Operations to our consolidated financial statements 1n ltem 8 of this report, for further discussion of the terms
of the Dex sale

On November 8, 2002, we completed the sale of the Dex East business The gross proceeds from the sale of the Dex
East business were approximately $2.75 billion and were recerved in cash We used approximately $1.4 billion of the cash
proceeds we received from the sale of the Dex East business to reduce our obligations under the QSC Credit Facility to
$2 0 bilhon
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On December 26, 2002, we completed an exchange of approximately $5 2 billion n total face amount of QCF notes
for approximately $3 3 billion of new debt securities of QSC The new QSC notes consist of 13 0% notes due 2007, 13 5%
notes due 2010 and 14 0% notes due 2014 that were 1ssued on December 26, 2002

We paid no dividends 1n 2002
2001 Financing activities

In January 2001, we repurchased 22 22 million shares of our common stock from BellSouth for $1 0 billion 1n cash
As part of this transaction, we entered mto an agreement with BellSouth under which BellSouth agreed to purchase services
valued at $250 million from us over a five-year period, or the 2001 Agreement The 2001 Agreement provided that
BeliSouth could pay for the services with our common stock based upon share values specified 1n the 2001 Agreement

During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at $13 million
from BellSouth n partial satisfaction of the $16 million accounts receivable outstanding at December 31, 2001 In addition,
1n accordance with the 2001 Agreement, we used $12 million of the $18 milhion in cash received from certain BellSouth
affiliates to purchase approximately 253,000 shares of our common stock The fair value of the stock tendered 1n the first
quarter of 2002 of $5 milhion was recorded in treasury stock The $20 million difference between (1) the fair value of the
shares and (11) the value assigned to the shares 1n the 2001 Agreement of $25 mmllion was recorded as a reduction to
addrtional paid-in capital For additional information concerning transactions with BellSouth, see Note 15—Stockholders'
Equity to the consohdated financial statements in Item 8 of this report
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In February 2001, QCF 1ssued a total of $3 25 billion in notes which consisted of $2 25 bilhon n notes due 2011 with
an interest rate of 7 25% and $1 0 billion i1n notes due 2031 with an interest rate of 7 75% The net proceeds from the notes
were used to repay outstanding commercial paper and for general corporate purposes

In March 2001, we completed a cash tender to buy back certain outstanding debt In the tender offer, we repurchased
approximately $995 million in principal of outstanding debt using $1 1 billion of cash In connection with this tender offer,
the indentures were amended to elimmate restrictive covenants and certain default provisions

In July 2001, QCF 1ssued a total of $3 75 billion 1 notes which consisted of $1 25 bilhion 1n notes due 2004 with an
nterest rate of 5 875%, $2 0 billion 1n notes due 2009 with an interest rate of 7 0%, and $500 million 1n notes due 2021
with an interest rate of 7 625% The net proceeds from the notes were used to repay outstanding commercial paper and
maturing debt

On May 2, 2001, our Board approved a dividend of $0 05 per share on our common stock which was paid to
stockholders of record as of the close of business on June 1, 2001 1n satisfaction of any prior statement by us 1n connection
with or following the Merger regarding the payment or declaration of dividends As a result, dividends of $83 mullion were
paid on common stock 1n 2001

Credit ratings

Our credit ratings were lowered by Moody's Investor Services, Standard and Poor's and Fitch Ratings on multiple
occastons during 2002 The table below summarizes our ratings for the years ended December 31, 2003 and 2002.

December 31, 2003 December 31, 2002

Moody's S&P Fitch Moody's S&P Fitch

Corporate rating NA B- NA NA B- NA
Qwest Corporation Ba3 B- B Ba3 B- B
Qwest Services Corporation NR CCC+ NR NR CCC+ NR
Qwest Communications Corporation Caal CCC+ CCC+ Caal CCC+ CCC+
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Qwest Capital Funding, Inc ' Caa2 CCC+ CCC+ Caa2 CCC+ CCC+
Qwest Communications International Inc Caal CCC+ CCC+ Caal CCC+ CCC+

NA = Not apphcable
NR = Not rated

On January 30, 2004, Moody's assigned a senior implied rating of B2 to Qwest and a B3 rating to the new Qwest
senior notes guaranteed by QSC 1ssued 1n February 2004 They also assigned a B2 rating to the 2004 QSC Credit Facility
and a Caal rating to the senior subordinate notes of QSC At the same time, Moody's confirmed ratings of other entities and
lowered the rating on Qwest's outstanding unguaranteed senior secured notes to Caa2 In addition, on March 3, 2004, S&P
assigned a B- to the 2004 QSC Credit Facility All other ratings are still 1n effect and represent ratings of long-term debt
and loans of each entity

With respect to Moody's, a Ba rating 1s judged to have speculative elements, meaning that the future of the 1ssuer
cannot be considered to be well-assured Often the protection of interest and principal payments may be very moderate, and
thereby not well safeguarded during both good and bad times Issuers with Caa ratings are i poor standing with Moody's
These 1ssuers may be 1n default, according to Moody's, or there may be present elements of danger with respect to principal
and interest The "1,2,3" modifiers show relative standing within the major categories, 1 being the highest, or best, modifier
1n terms of credit quality
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With respect to S&P, any rating below BBB 1ndicates that the security 1s speculative 1n nature. A B- rating indicates
that the 1ssuer currently has the capacity to meet its financial commitment on the obligation, but adverse business, financial
or economic conditions will likely impair the 1ssuers’ capacity or willingness to meet 1ts financial commitment on the
obligation A CCC+ ndicates that the obligation 1s currently vulnerable to nonpayment and the 1ssuer 1s dependent on
favorable business, financial and economic conditions 1n order to meet 1ts financial commitment on the obligation The plus
and minus symbols show relative standing within the major categories

With respect to Fitch, any rating below BBB 1s considered speculative in nature A B rating 1s considered highly
speculative, meaning that significant credit risk 1s present, but a limited margin of safety remains Financial commitments
are currently being met, however, capacity for continued payment 1s contingent upon a sustained, favorable business and
economic environment A CCC+ rating indicates default 1s a real possibility Capacity for meeting financial commitments 1s
solely reliant upon sustained, favorable business or economic developments The plus and minus symbols show relative
standing within major categories

Debt ratings by the various rating agencies reflect each agency's opinion of the ability of the 1ssuers to repay debt
obligations as they come due In general, lower ratings result 1n higher borrowing costs and/or impaired ability to borrow A
security rating 18 not a recommendation to buy, sell, or hold securities and may be subject to revision or withdrawal at any
time by the assigning rating organization

Given our current credit ratings, as noted above, our abihity to raise additional capital under acceptable terms and
conditions may be negatively impacted

Critical Accounting Policies and Estimates

We have 1dentified the policies and estimates below as critical to our business operations and the understanding of our
results of operations For a detailed discussion on the application of these and other significant accounting policies, see
Note 2—Summary of Sigmficant Accounting Policies to the consolidated financial statements 1n Item 8 of this report
These policies and estimates are considered "critical” because they have the potential to have a matenal impact on our
financial statements, and because they require significant judgments and estimates Note that our preparation of this annual
report on Form 10-K requires us to make estimates and assumptions that affect the reported amount of assets and lhabilities,
disclosure of contingent assets and labilities at the date of our consolidated financial statements and the reported amounts
of revenue and expenses during the reporting period There can be no assurance that actual results will not differ from those
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estimates
Estimates and Other Reserves

Our consolidated financial statements are prepared 1n accordance with GAAP These accounting principles require us
to make certain estimates, judgments and assumptions We beheve that the estimates, judgments and assumptions made
when accounting for items and matters such as long-term contracts, customer retention patterns, allowance for bad debts,
depreciation, amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment
assessments, employee benefits, taxes, reserves and other provistons and contingencies are reasonable, based on
information available at the time they are made These estimates, judgments and assumptions can affect the reported
amounts of assets and liabilities as of the date of the consolidated financial statements, as well as the reported amounts of
revenue and expenses duning the periods presented We also assess potential losses 1n relation to pending litigation If a loss
1s considered probable and the amount can be reasonably estimated, we recogmze an expense for the estimated loss. See
Item 3-—Legal Proceedings in this report To the extent there are matenial differences between these estimates and actual
results, our consolidated financial statements are affected
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Restructuring

Periodically, we commt to exit certain business activities, elimmate office or facility locations and/or reduce our
number of employees The charge to record such a decision depends upon various assumptions, including future severance
costs, sublease income or disposal costs, length of time on market for abandoned rented facilities, contractual termination
costs and so forth Such estimates are mherently judgmental and may change materially based upon actual experience. The
number of employees and the related estimate of severance costs for employees combined with the estimate of future losses
on sublease income and disposal activity generally has the most significant impact Due to the estimates and judgments
mvolved 1n the application of each of these accounting policies, changes in our plans and these estimates and market
conditions could matenally impact our financial condition or results of operations

Revenue Recognition and Related Reserves

Revenue from services 1s recognized when the services are provided Up-front fees received, primarily activation fees
and 1nstallation charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected
customer relationship period, generally one to ten years Payments receirved in advance are deferred until the service 1s
provided Customer arrangements that include both equipment and services are evaluated to determine whether the
elements are separable based on objective evidence If the elements are separable and separate earnings processes exist,
total consideration 1s allocated to each element based on the relative fair values of the separate elements and the revenue
associated with each element 1s recognized as earned If separate earnings processes do not exist, total consideration 1s
deferred and recognized ratably over the longer of the contractual period or the expected customer relationship period We
believe that the accounting estimates related to customer relationship pertods and to the assessment of whether a separate
earnings process are "critical accounting estimates” because (1) it requires management to make assumptions about how
long we will retain customers, (2) the assessment of whether a separate earnings process exists can be subjective, (3) the
impact of changes 1n actual retention periods versus these estimates on the revenue amounts reported in our consohdated
statements of operations could be matenal, and (4) the assessment of whether a separate earnings process exists may result
n revenues being reported 1n different periods than sigmficant portions of the related costs As the telecommunications
market experiences greater competition and customers shift from traditional land based telephony services to mobile
services, our estimated customer relationship periods will Iikely decrease and when customers terminate their relationship
with us, we may recognize revenue that had previously been deferred under the expectation that services would be provided
to that customer over a longer period.

GAAP requires us to record reserves against our recervable balances based on estimates of future collections and to not
record revenue for services provided or equipment sold if collectibility of the revenue 1s not reasonably assured We believe
that the accounting estimates related to the establishment of reserves for uncollectible amounts in the results of operations 1s
a "critical accounting estimate” because (1) 1t requires management to make assumptions about future collections, billing
adjustments and unauthonized usage, and (2) the impact of changes 1n actual performance versus these estimates on the
accounts receivable balance reported on our consolidated balance sheets and the results reported 1n our consolidated
statements of operations could be material In selecting these assumptions, we use historical trending of write-offs, industry
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norms, regulatory decisions and recognition of current market indicators about general economic conditions that might
impact the collectibihty of accounts

Software Capitalization

Internally used software, whether purchased or developed, 1s capitalized and amortized using the straight-line method
over an estimated useful life of 18 months to five years In accordance with
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American Institute of Certified Public Accountants Statement of Position No 98-1, "Accounting for the Costs of Computer
Software Developed or Obtained for Internal Use", we capitalize certain costs associated with internally developed software
such as payroll costs of employees devoting time to the projects and external direct costs for materials and services Costs
associated with internally developed software to be used internally are expensed until the point at which the project has
reached the development stage Subsequent additions, modifications or upgrades to internal-use software are capitalized
only to the extent that they allow the software to perform a task 1t previously did not perform Software maintenance and
training costs are expensed 1n the period 1n which they are incurred The capitalization of software requires judgement 1n
determiming when a project has reached the development stage and the period over which we expect to benefit from the use
of that software Further, the recovery of software projects 1s periodically reviewed and may result 1n significant write-offs

Pension and Post-Retirement Benefits

Pension and post-retirement health care and hfe msurance benefits earned by employees during the year, as well as
interest on projected benefit obligations, are accrued currently Prior service costs and credits resulting from changes 1n plan
benefits are amortized over the average remaining service period of the employees expected to recerve benefits Pension
and post-retirement costs are recognized over the period in which the employee renders service and becomes ehigible to
receive benefits as determined using the projected umt credit method

In computing the pension and post-retirement benefit costs, we must make numerous assumptions about such things as
employee mortality and turnover, expected salary and wage increases, discount rates, expected rate of return on plan assets
and expected future cost increases Two of these items generally have the most sigmficant impact on the level of cost. the
discount rate and the expected rate of return on plan assets

Annually, we set our discount rate primarily based upon the yields on high-quahty fixed-income investments available
at the measurement date and expected to be available during the period to maturity of the pension benefits In making this
determination we consider, among other things, the yields on Moody's AA corporate bonds as of year-end

The expected rate of return on plan assets 1s the long-term rate of return we expect to earn on the trust assets The rate
of return 1s determined by the investment composition of the plan assets and the long-term risk and return forecast for each
asset category The forecasts for each asset class are generated using historical information as well as an analysis of current
and expected market conditions The expected risk and return characteristics for each asset class are reviewed annually and
revised, as necessary, to reflect changes 1n the financial markets

We have a noncontributory defined benefit pension plan, or the Pension Plan, for substantially all management and
occupational (union) employees To compute the expected return on Penston Plan assets, we apply our expected rate of
return to the market-related value of the Pension Plan assets The market-related asset value 1s a computed value that
recognizes changes 1n fair value of Pension Plan assets over a period of time, not to exceed five years In accordance with
SFAS No 87, "Employers' Accounting for Pensions", we elected to recognize actual returns on our Pension Plan assets
ratably over a five year period when computing our market-related value of Pension Plan assets This method has the effect
of reducing the annual market volatility that may be experienced from year to year As a result, our expected return 1s not
significantly impacted by the actual return on Pension Plan assets experienced m the current year

Changes 1n any of the assumptions we made 1n computing the pension and post-retirement benefit costs could have a
material impact on various components that comprise these expenses Factors to be considered include the strength or
weakness of the investment markets, changes 1n the composition of
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the employee base, fluctuations 1n nterest rates, significant employee hirings or downsizings and medical cost trends
Changes 1n any of these factors could impact cost of sales and SG&A 1n the consolidated statement of operations as well as
the value of the asset or liability on our consolidated balance sheet If our assumed expected rate of return of 9 0% for 2003
was 100 basis points lower, the impact would have been to increase the net pension expense by $110 million In response to
current and expected market conditions, effective January 1, 2004, we lowered our assumed expected long-term rate on
plan assets to 8 5% If our assumed discount rate of 6 75% for 2003 was 100 basis points lower, the impact would have
been to increase the net expense by $56 million

Goodwill and Other Intangible Assets

We adopted SFAS No 142 1n January 2002, which requires companies to cease amortizing goodwill and certain
intangible assets with indefinite useful lives Instead, SFAS No 142 requires that goodwill and indefinite-lived intangible
assets be reviewed for impairment upon adoption on January 1, 2002 and at least annually thereafter Goodwill impairment
1s deemed to exist 1f the carrying value of the reporting unit exceeds 1ts estimated fair value

We performed our mitial impairment analysis of goodwill and indefinite-lived intangible assets as of January 1, 2002
The implementation involved the determination of the fair value of each reporting unit, where a reporting unit 1s defined as
an operating segment or one level below

We estimated the fair value of each significant reporting unit based on discounted forecasts of future cash flows
Significant judgments and assumptions were required 1n the preparation of the estimated future cash flows, including long-
term forecasts of revenue growth, gross margins and capital expenditures

Two of the most significant assumptions underlying the determination of the fair value of goodwill and other
intangible assets upon our imtial implementation were the cash flow forecasts and discount rates used In connection with
the measurement we performed at the date we adopted SFAS No 142 (January 1, 2002), we determined that a 10% increase
n the cash flow forecasts would have decreased the transitional impairment charge by approximately $1.5 billion, resulting
in a transitional impairment charge of approximately $21 3 billion instead of $22 8 billion In contrast, a 10% decrease 1n
the cash flow forecasts would have increased the transitional impairment charge by approximately $1 2 billion, resulting in
an impairment charge of approximately $24 0 billion A 100 basis point increase 1n the discount rate we used would have
resulted 1n a transitional impairment charge of approximately $25 2 billion mstead of $22 8 billion, while a 100 basis point
decrease 1n the discount rate would have resulted 1n a transitional impairment charge of approximately $17 1 billion

Subsequent to adoption on January 1, 2002 of SFAS No 142, we determined that circumstances indicated that it was
more likely than not that an impairment loss was incurred, and as a result, we tested the remaining goodwill for possible
impairment Our impairment analysis as of June 30, 2002, resulted 1n an impairment of the remaining goodwill of
approximately $8 483 billion As a result of recording the cumulative effect of the change 1n accounting for the transitional
impairment of $22 8 billion and the additional impairment of $8 483 billion, there 1s no goodwi1ll remaining on our balance
sheet as of and subsequent to June 30, 2002 A hypothetical 10% increase or decrease n the fair value estimates used m our
June 30, 2002 measurement would have had no impact on the impairment recorded
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Impairments of Long-lived Assets

Pursuant to the 2003 services agreement with Sprint that allows us to resell Sprint wireless services, our wireless
customers who are currently being serviced through our proprietary wireless network will be transitioned onto Sprint's
network Due to the anticipated decrease in usage of our own wireless network following the transition of our customers
onto Sprint’s network, 1n the third quarter of 2003 we performed an evaluation of the recoverability of the carrying value of
our long-hved wireless network assets
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We compared gross undiscounted cash flow projections to the carrying value of the long-hved wireless network assets
and determined that certain asset groups were not expected to be recovered through future projected cash flows For those
asset groups that were not recoverable, we then estimated the fair value using estimates of market prices for simlar assets
Cell sites, switches, related tools and equipment inventory and certain information technology systems that support the
wireless network were determined to be impaired by $230 million

Estimating the fair value of the asset groups involved significant judgment and a variety of assumptions Comparable
market data was obtained by reviewing recent sales of similar asset types However, the market for cell sites and switches 1s
not highly developed or liquid As such, our estimates of the fair value of such assets are highly subjective and the amounts
we might receive from an orderly liquidation of such assets could differ by $25 million or more from our estimates of the
fair value of these assets used to record the impairment

Effective June 30, 2002, the general deterioration of the telecommunications market, the downward revisions to our
expected future results of operations and other factors indicated that our investments 1n long-lived assets may have been
impaired at that date We performed an evaluation of the recoverability of the carrying value of our long-lived assets using
gross undiscounted cash flow projections For impairment analysis purposes, we grouped our property, plant and equipment
and projected cash flows as follows traditional telephone network, national fiber optic broadband network, international
fiber optic broadband network, wireless network, web hosting and ASP, assets held for sale, and out-of-region DSL. Based
on this assessment of recoverability, we concluded that our traditional telephone network was not impaired However, this
analysis revealed that the remainimg asset groups were impaired We then estimated the fair value of these asset groups and,
as a result, we recorded a total of $10 493 billion 1n asset impairment charges during the year ended December 31, 2002 as
more fully described below

Following 1s a summary of impairment charges recogmzed by asset group for the year ended December 31, 2002 net
of $120 milhon for certain web hosting centers that have been reclassified to income from and gain on sale of discontinued
operations to our consolidated statements of operations 1 Item 8 of this report

Impairment
Asset Group Charge Fair Value Methodology

(Dollars in

milhons)
National fiber optic broadband 3 8,505 Discounted cash flows
network
International fiber optic broadband
network 685 Comparable market data
Wireless network 825 Comparable market data and
discounted cash flows

Web hosting and ASP assets 88 Comparable market data
Assets held for sale 348 Comparable market data
Out-of-region DSL 42  Discounted cash flows

Total impairment charges $ 10,493
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The national fiber optic broadband network provides long-distance voice services, data and Internet services, and
wholesale services to business, consumer and wholesale customers outside of our local service area The international fiber
optic broadband network provides the same services to the same types of customers only outside of the United States The
wireless network provides PCS in select markets i our local service area Our web hosting and ASP asset group provides
business customers both shared and dedicated hosting on our servers as well as application hosting services to help design
and manage the customer’s website and their hosting applications Assets held for sale primanily consist of excess network
supplies Our out-of-region DSL assets provide DSL service to customers outside our local service area

Calculating the estimated fair value of the asset groups as listed above involves significant judgments and a variety of
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assumptions For calculating fair value based on discounted cash flows, we forecasted future operating results and future
cash flows, which included long-term forecasts of revenue growth, gross margins and capital expenditures We also used a
discount rate based on an estimate of the weighted-average cost of capital for the specific asset groups as of June 30, 2002.
Comparable market data was obtained by reviewing recent sales of similar asset types in third-party market transactions.
Relative to the above excluding the wireless network, a hypothetical increase or decrease in the estimated future cash flows
of 10% would have changed the impairment charge by approximately $105 million Also excluding wireless, a hypothetical
mcrease or decrease 1 the discount rate used of 100 basis points would have changed the impairment charge by
approximately $40 million In respect to the wireless assets, a hypothetical 10% increase or decrease 1n the current cost
factors would have changed the impairment charge by $17 1 million Also relative to the wireless assets, a hypothetical

100 basis point change 1n the discount factors related to physical deterioration, functional obsolescence and economic
obsolescence would have changed the impairment charge by $10 4 million

Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption

FASB Interpretation, or FIN, No 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including
Indirect Guarantees of Indebtedness of Others", was 1ssued 1n November 2002 The interpretation provides guidance on the
guarantor's accounting and disclosure of guarantees, including indirect guarantees of indebtedness of others We have
adopted the disclosure requirements of the interpretation as of December 31, 2002 The accounting guidelines are
apphcable to certain guarantees, excluding affiliate guarantees, 1ssued or modified after December 31, 2002, and require
that we record a liability for the fair value of such guarantees on our consolidated balance sheet The adoption of this
mterpretation did not have a matenal effect on our consolidated financial statements

On January 1, 2003, we adopted SFAS No 143 which addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs, generally referred to as
asset retirement obligations SFAS No 143 requires entities to record the fair value of a legal liabihity for an asset
retirement If a reasonable estimate of fair value can be made, the fair value of the liability shall be recognized in the period
1t 1s incurred, or 1f not, 1n the period a reasonable estimate of fair value can be made This cost 1s inttially capitahized and
then amortized over the estimated remaining useful life of the asset We have determined that we have legal asset retirement
obligations associated with the removal of a limited group of long-lived assets and recorded a cumulative effect of a change
1 accounting principle charge upon adoption of SFAS No 143 of $28 mulhion (an asset retirement obligation of $43 million
net of an incremental adjustment to the historical cost of the underlying assets of $15 million) in 2003

Prior to the adoption of SFAS No 143, we included 1n our group depreciation rates estimated net removal costs
(removal costs less salvage) These costs have historically been reflected in the calculation of depreciation expense and
therefore recognized 1n accumulated depreciation When the assets were actually retired and removal costs were expended,
the net removal costs were recorded as a reduction to accumulated depreciation While SFAS No 143 requires the
recognttion of a liability for asset
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retirement obligations that are legally binding, 1t precludes the recognition of a liabthity for asset retirement obligations that
are not legally binding Therefore, upon adoption of SFAS No 143, we reversed the net removal costs within accumulated
depreciation for those fixed assets where the removal costs exceeded the estimated salvage value and we did not have a
legal removal obligatton. This resulted m income from the cumulative effect of a change 1n accounting principle of

$365 mullion before taxes upon adoption of SFAS No 143 The net income impact of the adoption 1s $206 million

($365 mullion less the $28 million charge disclosed above, net of income taxes of $131 million) 1n 2003 Beginning
January 1, 2003, the net costs of removal related to these assets are charged to our consolidated statement of operations 1n
the period 1 which the costs are incurred

In January 2003 and December 2003, the FASB 1ssued and then revised FIN No 46, "Consolidation of Variable
Interest Entities"”, or FIN No 46, which 1s effective immediately for all variable interest entities created after January 31,
2003 FIN No 46 must be applied for the first fiscal year or interim penod ending after March 15, 2004 for vanable interest
entities, or the first quarter 2004 for us FIN No 46 requires existing unconsolidated variable interest entities to be
consolidated by their primary beneficiaries 1f the entities do not effectively disperse risks among the parties involved A
primary beneficiary absorbs the majority of the entity's expected losses, 1f they occur, receives a majority of the entity's
expected residual retumns, 1f they occur, or both Where 1t 1s reasonably possible that the information about our vanable
mnterest entity relationships must be disclosed or consolidated, we must disclose the nature, purpose, size and activity of the
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variable interest entity and the maximum exposure to loss as a result of our involvement with the vanable interest entity 1n
all financial statements 1ssued after January 31, 2003 We believe that 1t 1s unhkely that the adoption of FIN No 46 will
require consolidation of any significant unconsohdated entities

Risk Management

We are exposed to market risks arising from changes in interest rates The objective of our 1nterest rate risk
management program 1s to manage the level and volatility of our interest expense We may employ denivative financial
mnstruments to manage our 1nterest rate rnisk exposure We may also employ financial derivatives to hedge foreign currency
exposures associated with particular debt

As of December 31, 2003 and 2002, approximately $2 0 billion and $2 2 billion, respectively, of floating-rate debt was
exposed to changes 1 interest rates This exposure 1s linked to LIBOR A hypothetical increase of 100 basis points in
LIBOR and commercial paper rates would increase annual pre-tax interest expense by $20 million As of December 31,
2003 and 2002, we also had approximately $1 8 billion and $1 2 bilhon of long-term fixed rate debt obligations maturing 1n
the following 12 months Any new debt obtained to refinance this debt would be exposed to changes 1n interest rates A
hypothetical 10% change 1n the interest rates on this debt would not have had a material effect on our earnings We had
$13 5 billion and $19 0 billion of long-term fixed rate debt at December 31, 2003 and 2002, respectively. A 100 basis point
mcrease 1n 1nterest rates would result 1n a decrease in the fair value of these istruments of $900 million and $700 million at
December 31, 2003 and 2002, respectively A 100 basis point decrease 1n mnterest rates would result 1n an increase 1n the
fair value of these instruments of $1 0 billion and $800 million at December 31, 2003 and 2002, respectively

As of December 31, 2003, we had $1 756 billion of cash invested 1n money market and other short-term investments
Most cash investments are invested at floating rates As interest rates change so will the iterest income derived from these
accounts
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Form 10-K contains or incorporates by reference "forward-looking statements," as that term 1s used in federal
securities laws, about our financial condition, results of operations and business These statements include, among others:

. statements concerning the benefits that we expect will result from our business activities and certain
transactions we have completed, such as increased revenue, decreased expenses and avoided expenses and
expenditures, and

. statements of our expectations, beliefs, future plans and strategies, anticipated developments and other
matters that are not historical facts

These statements may be made expressly in tms document or may be incorporated by reference to other documents we
will file with the SEC You can find many of these statements by looking for words such as "believes," "expects,"
"anticipates,” "estimates,” or similar expressions used in this report or incorporated by reference 1n this report

These forward-looking statements are subject to numerous assumptions, risks and uncertainties that may cause our
actual results to be materially different from any future results expressed or imphed by us i those statements Some of
these nisks are described below under "Risk Factors " These risk factors should be considered in connection with any
subsequent written or oral forward-looking statements that we or persons acting on our behalf may 1ssue We do not
undertake any obligation to review or confirm analysts' expectations or estimates or to release publicly any revisions to any
forward-looking statements to reflect events or circumstances after the date of this report or to reflect the occurrence of
unanticipated events Further, the information contained 1n this document 1s a statement of our intention as of the date of
this filing and 1s based upon, among other things, the existing regulatory environment, industry conditions, market
conditions and prices, the economy in general and our assumptions as of such date We may change our intentions, at any
time and without notice, based upon any changes in such factors, 1n our assumptions or otherwise
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RISK FACTORS
Risks Affecting Our Business

We face pressure on profit margins as a result of increasing competition, including product substitution, which could
adversely dffect our operating results and financial performance.

We compete 1n a rapidly evolving and hghly competitive market, and we expect competition to intensify We have
faced greater competition n our core local business from cable companies, wireless providers (including ourselves),
facilities-based providers using their own networks as well as those leasing parts of our network (unbundled network
elements), and resellers Regulatory developments have generally increased competitive pressures on our business, such as
the recent decision allowing for number portability from wireline to wireless phones

Due to these and other factors, we believe competitive telecommunications providers are no longer hindered by
historical barriers to entry As a result, we are seeking to distinguish ourselves from our competitors through a number of
customer service initiatives These inthiatives include expanded product bundling, simplified billing, improved customer
support and other ongoing measures However, these mitiatives are new and untested We may not have suffictent resources
to distingwish our service levels from those of our competitors, and we may not be successful 1n integrating our product
offerings, especially products for which we act as a reseller, such as Sprint's wireless services and the video services of our
satellite provider partners Even if we are successful, these initiatives may not be sufficient to offset our continuing loss of
access lines

We have also begun to experience and expect further increased competitive pressure from telecommunications
providers either emerging from bankruptcy protection or reorganizing their capital structure to more effectively compete
agamst us As a result of these increased competitive pressures, we have been and may continue to be forced to respond
with lower profit margin product offerings and pricing schemes that allow us to retain and attract customers These
pressures could adversely affect our operating results and financial performance

Continued downturn in the economy in our local service area could adversely affect our operating results.

Our operations 1n our local service area of Arizona, Colorado, Idaho, lowa, Minnesota, Montana, Nebraska, New
Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming have been impacted by the continuing
weakness in that region's economy Because customers have less discretionary income, demand for second lines or
additional services has declined This economic downturn has also led to an increased customer disconnection rate In
addition, several of the companies with which we do business appear to be 1n financial difficulty or have filed for
bankruptcy protection Some of these have requested renegotiation of long-term agreements with us because of their
financial circumstances and because they believe the terms of these agreements are no longer appropriate for their needs.
Our revenues have been and are likely to continue to be adversely affected by the loss or reduction of business with many
of our customers as a result of this downturn and our continued efforts to accommodate our customers' needs 1n this
changing business environment

Rapid changes in technology and markets could require substantial expenditure of financial and other resources in
excess of contemplated levels, and any inability to respond to those changes could reduce our market share.

The telecommunications industry 1s experiencing significant technological changes, and our ability to execute on our
business plans and compete depends upon our ability to develop new products and accelerate the deployment of advanced
new services, such as broadband data, wireless services, video services and VolP services The development and
deployment of new products could require substantial expenditure of financial and other resources 1n excess of
contemplated levels If we are not able to
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develop new products to keep pace with technological advances, or 1f such products are not widely accepted by customers,
our ability to compete could be adversely affected and our market share could decline Any mability to keep up with
changes n technology and markets could also adversely affect the trading price of our securities and our ability to service
our debt

Risks Relating to Our Legal and Regulatory Matters

Any adverse outcome of investigations currently being conducted by the SEC and the U.S. Attorney’s Office or the
assessment being undertaken by the GSA could have a material adverse impact on us, on the trading price for our debt
and equity securities, and on our ability to access the capital markets.

On April 3, 2002, the SEC 1ssued an order of investigation that made formal an informal investigation initiated on
March 8, 2002 We are continuing in our efforts to cooperate fully with the SEC 1n 1ts investigation The investigation
includes, without imitation, inquiry into several specifically identified accounting practices and transactions and related
disclosures that are the subject of the various adjustments and restatements described 1n our 2002 Form 10-K. The
mvestigation also includes mquiry mto disclosure and other 1ssues related to transactions between us and certain of our
vendors and certain investments 1n the securities of those vendors by idividuals associated with us.

On July 9, 2002, we were informed by the U S Attorney's Office for the District of Colorado of a criminal
mnvestigation of Qwest We believe the U S Attorney's Office 1s investigating various matters that iclude the subjects of
the investigation by the SEC

While we are continuing 1n our efforts to cooperate fully with the SEC and the U S Attorney's Office tn each of their
respective investigations, we cannot predict the outcome of those investigations We have engaged 1n discussions with the
SEC staff 1n an effort to resolve the 1ssues raised in the SEC's investigation of us While our most recent discussions and
further analysts have led us to conclude that a reserve should be provided for this matter and our securities actions (see Item
3—Legal Proceedings 1n this report), such discussions are prehminary and we cannot predict the Iikelihood of whether
those discussions will result 1n a settlement and, 1f so, the terms of such settlement However, settiements typically involve,
among other things, the SEC making claims under the federal securities laws in a complaint filed 1n United States District
Court that, for purposes of the settlement, the defendant neither admits nor demes Were such a settlement to occur, we
would expect such claims to address many of the accounting practices and transactions and related disclosures that are the
subject of the various restatements we have made as well as additional transactions In addition, any settlement with the
SEC may also involve, among other things, the imposition of disgorgement and a civil penalty, the amounts of which could
be materially 1 excess of our recorded reserve, and the entry of a court order that would require, among other things, that
we and our officers and directors comply with provisions of the federal securities laws as to which there have been
allegations of prior violations

In addition, the SEC has conducted an investigation concerning our earnings release for the fourth quarter and full year
2000 1ssued on January 24, 2001 The release provided pro forma normalized earnings information that excluded certain
nonrecurring expense and income items resulting primarily from the Merger On November 21, 2001, the SEC staff
informed us of 1ts intent to recommend that the SEC authorize an action against us that would allege we should have
included n the earnings release a statement of our earnings 1n accordance with GAAP At the date of thss filing, no action
has been taken by the SEC However, we expect that if our current discussions with the staff of the SEC result in a
settlement, such settlement would nclude allegations concerning the January 24, 2001 earnings release

Also, the GSA 1s conducting a review of all contracts with us for purposes of determining present responsibility On
September 12, 2003, we were informed that the Inspector General of the GSA had referred to the GSA
Suspension/Debarment Official the question of whether we should be considered
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for debarment We are cooperating fully with the GSA and believe that we will remain a supplier of the government,
although we cannot predict the outcome of this referral
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An adverse outcome with respect to one or more of the SEC nvestigations, the U S Attorney's Office investigation or
the GSA evaluation could have a material and significant adverse 1mpact upon us

Further review by the SEC could result in additional adjustments to our annual and quarterly reports.

We have engaged n discussions with the staff of the SEC's Division of Corporation Finance regarding our periodic
filings They have reviewed and commented upon our 2001 Form 10-K and March 2002 Form 10-Q As appropriate, we
have attempted to address the Staff's comments 1n our current filings and have provided responses to those other comments
that we could address It 1s also possible that these comments may lead to further investigations from the SEC's Division of
Enforcement We may receive additional comments from the staff of the Division of Corporation Finance and may be
required to make further adjustments or additional disclosures

While we have attempted to address all the matters 1dentified 1n our internal analysis of our accounting policies,
practices'and procedures, due to the breadth of this analyss, the passage of time and the turnover 1n accounting personnel
employed by us, we may have overlooked some matters 1 our internal analysis

Major lawsuits have been brought against us involving our accounting practices and other matters. The outcomes of
these lawsuits and other lawsuits affecting us may have a material adverse effect on our business, financial condition
and operating results.

Several lawsuits have been filed against us, as well as certain of our past and present officers and directors These
fawsuits include putative class action lawsuits in which the plaintiffs allege numerous violations of securities laws In one
of these actions, lead counsel for the plaintiffs has indicated that plamtiffs will seek damages in the tens of bilhons of
dollars For a description of these legal actions, please see "Legal Proceedings" 1in Item 3 of this report

The consohdated securities action, the consolidated ERISA action, the CalSTRS, New Jersey, SURSI and SPA actions
described 1 "Legal Proceedings” in Item 3 of this report present material and significant risk to us Some of the allegations
n these lawsuits include many of the same subjects that the SEC and U S Attorney's Office are investigating The size,
scope and nature of the recent restatements of our consolhidated financial statements for fiscal 2001 and 2000 affect the risks
presented by these matters, and we can give no assurance as to the impacts on our financial results or financial condition
that may ultimately result from these matters As we have previously disclosed, we have engaged 1n preliminary discusstons
for purposes of resolving certain of these matters Our most recent preliminary discussions and further analysis have led us
to conclude that a reserve should be provided Accordingly, we have recorded a reserve 1n our consolhdated financial
statements for the cstimated minimum hability associated with these matters However, the ultimate outcomes of these
matters are still uncertain and there 1s a significant possibility that the amount of loss we ultimately mcur could be
substantially more than the reserve we have provided

The securities actions are in a preliminary phase and we continue to defend against these matters vigorously None of
the plaintiffs or the defendants 1n the securities actions has advanced evidence concerning possible recoverable damages
and we have not yet conducted discovery on these and other relevant 1ssues We are currently unable to provide any
estimate as to the timing of the resolution of any of these matters Any settlement of or judgment 1n one or more of these
matters 1n excess of our recorded reserves could be significant, and we can give no assurance that we will have the
resources available to pay any such judgment In the event of an adverse outcome 1n one or more of these
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matters, our ability to meet our debt service obligations and our financial condition could be materially and adversely
affected.

Further, given the size and nature of our business, we are subject from time to time to various other lawsuits which,
depending on their outcome, may have a material adverse effect on our financial position Thus, we can give no assurances
as to the impacts on our financial results or financial condition as a result of these matters

Increased scrutiny of financial disclosure, particularly in the telecommunications industry in which we operate, could
reduce investor confidence and affect our business opportunities.
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As a result of our accounting 1ssues and the ncreased scrutiny of financial disclosure, investor confidence 1n us has
suffered and could suffer further Congress, the SEC, other government authorities and the media are intensely scrutimzing
a number of financial reporting 1ssues and practices In addition, as discussed earhier, the SEC and the U.S Attorney's
Office are currently conducting imvestigations including, without limitation, inquiries nto several specifically identified
accounting practices and transactions and related disclosures and our earnings release for the fourth quarter and full year
2000

A criminal trial of former Qwest executives 1s taking place 1n the first quarter of 2004 Additional civil and criminal
trials could take place in the future Evidence that 1s introduced at such trials may result in further scrutiny by governmental
authorities and others

The existence of this heightened scrutiny and these pending investigations could adversely affect investor confidence
and cause the trading price for our securities to decline

Our 2002 Form 10-K was filed in October of 2003 and contains our restated consolidated financial statements for the
years ended December 31, 2001 and 2000 These restatements involved, among other matters, revenue recognition issues
related to optical capacity asset transactions, equipment sales, directory publishing and purchase accounting and resulted 1n,
among other things, an aggregate reduction 1n revenue of approximately $2 5 billlon We cannot assure you that the
mformation 1n our 2002 Form 10-K or 1n this annual report will not be subject to change upon receipt of any such
comments from the SEC, and any such changes could be matenal In addition, we cannot assure you that we will not have
to further restate earnings for prior periods as a result of any formal actions or the SEC's review of our filings. Any such
restatement could further impact our ability to access the capital markets and the trading price of our securities

We operate in a highly regulated industry, and are therefore exposed to restrictions on our manner of doing business
and a variety of claims relating to such regulation.

Our operations are subject to extensive federal regulation, including the Communications Act of 1934, as amended,
and FCC regulations thereunder We are also subject to the applicable laws and regulations of various states, including
regulation by PUCs and other state agencies Federal laws and FCC regulations generally apply to interstate
telecommunications (including international telecommunications that originate or terminate in the United States), while
state regulatory authorties generally have jurisdiction over telecommunications that originate and terminate within the
same state Generally, we must obtain and mamntain certificates of authonty from regulatory bodies 1n most states where we
offer intrastate services and must obtain prior regulatory approval of rates, terms and conditions for our intrastate services
1m most of these jurisdictions Our businesses are subject to numerous, and often quite detailed, requirements under federal,
state and local laws, rules and regulations Accordingly, we cannot ensure that we are always 1n comphiance with all these
requirements at any single point in time
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Regulation of the telecommunications industry 1s changing rapidly, and the regulatory environment varies substantially
from state to state All of our operations are also subject to a variety of environmental, safety, health and other
governmental regulations There can be no assurance that future regulatory, judicial or legislative activities will not have a
material adverse effect on our operations, or that domestic or international regulators or third parties will not raise material
1ssues with regard to our compliance or noncompliance with applicable regulations

We monitor our comphance with federal, state and local regulations governing the discharge and disposal of hazardous
and environmentally sensitive matenals, including the emission of electromagnetic radiation Although we believe that we
are 1 comphance with such regulations, any such discharge, disposal or emission might expose us to claims or actions that
could have a material adverse effect on our business, financial condition and operating results

Risks Affecting Our Liquidity

Our high debt levels, the restrictive terms of our debt instruments and the substantial litigation pending against us pose
risks to our viability and may mahe us more vulnerable to adverse economic and competitive conditions, as well as other
adverse developments.
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We are highly leveraged As of December 31, 2003, our consolidated debt was approximately $17 5 billion As shown
above 1n "Liquidity and Capital Resources—Payment Obligations and Contingencies” 1n Item 7 of this report, a
considerable amount of our debt oblhigations come due over the next few years While we currently believe we will have the
financtal resources to meet our obligations when they come due, we cannot anticipate what our future condition will be We
may have unexpected costs and habilities and we may have himited access to financing

In addition to our periodic need to obtain financing 1n order to meet our debt obligations as they come due, we may
also need to obtain additional financing or investigate other methods to generate cash (such as further cost reductions or the
sale of non-strategic assets) 1f cash provided by operations does not improve, 1f revenue and cash provided by operations
continue to dechine, 1f economic conditions do not improve or 1f we become subject to sigmficant judgments and/or
settlements as further discussed 1 "Legal Proceedings" in Item 3 of this report and 1n "Liquidity and Capital Resources"
above In addition, the 2004 QSC Credit Facility contains various liritations, including a restriction on using any proceeds
from the facility to pay settlements or judgments relating to investigations and securities actions discussed 1n "Legal
Proceedings" mn Item 3 of this report

If we fail to repay ndebtedness 1n respect to any our indebtedness when due, or fail to comply with the financial
maintenance covenants contained in the 2004 QSC Credit Facility, 1f and when drawn, the applicable creditors or their
representatives could declare the entire amount owed under such indebtedness immediately due and payable Any such
event could adversely affect our ability to conduct business or access the capital markets and could adversely impact our
credit ratings

Addrtionally, the degree to which we are leveraged may have important imiting consequences, including the
following

. Our ability to obtan additional financing in the future for working capital, capital expenditures or general
corporate purposes may be impaired,

. Our leverage may place us at a competitive disadvantage as compared with our less leveraged competitors,
including some who have significantly reduced their debt through a bankruptcy proceeding,

. Our leverage may make us more vulnerable to the current or future downturns 1n general economic
conditions or 1n any of our businesses,
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. Our flextbility in planning for, or reacting to, changes 1n our business and the industry in which we operate
may be himited, and
. Our high debt levels could adversely impact our credit ratings

We may be unable to significantly reduce the substantial capital requirements or operating expenses necessary to
continue to operate our business, which may in turn affect our operating results.

We anticipate that our capital requirements relating to mamntamning and routinely upgrading our network will continue
to be significant 1n the coming years We also may be unable to significantly reduce the operating expenses associated with
our future contractual cash obligations, including future purchase commitments, which may 1n turn affect our operating
results As we will need to maintam the quality of our products and services in the future, we may be unable to further
significantly reduce such capital requirements or operating expenses, even 1f revenues are decreasing Such non-
discretionary capital outlays may lessen our ability to compete with other providers who face less significant spending
requirements

If we are unable to renegotiate a significant portion of our future purchase commitments, we may suffer related losses.

As of December 31, 2003, our aggregate future purchase commitments totaled approximately $4 4 billhlon We entered
nto these commitments, which obligate us to purchase network services and capacity, hardware or advertising from other
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vendors, with the expectation that we would use these commitments 1n association with projected revenues We currently
do not expect to generate revenues 1 the near-term that are sufficient to offset the costs associated with some of these
commitments Although we are attempting to renegotiate and restructure certain of these contracts, there can be no
assurance that we will be successful to any material degree If we cannot renegotiate or restructure a significant portion of
these contracts on terms that are favorable to us, we will continue to have substantial ongoing expenses without sufficient
revenues to offset the expenses related to these arrangements In addition, we may mcur substantial losses 1 connection
with these restructurings and renegotiations

Declines in the value of pension plan assets could require us to provide significant amounts of funding for our pension
plan.

While we do not expect to be required to make materal cash contributions to our defined benefit pension plan 1n the
near-term based upon current actuarial analyses and forecasts, a significant decline 1n the value of pension plan assets 1n the
future or unfavorable changes in laws or regulations that govern pension plan funding could materially change the timing
and amount of required pension funding As a result, we may be required to fund our benefit plans with cash from
operations, perhaps by a material amount

If we pursue and are involved in any business combinations, our financial condition could be affected.

On a regular and ongoing basis, we review and evaluate other businesses and opportunities for business combinations
that would be strategically beneficial As a result, we may be involved in negotiations or discussions that, 1f they were to
result 1n a transaction, could have a material effect on our financial condition (including short-term or long-term hquidity)
or short-term or long-term results of operations

Should we make an error 1n judgment when 1dentifying an acquisition candidate, or should we fail to successfully
integrate acquired operations, we will likely fail to realize the benefits we intended to
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derive from the acquisition and may suffer other adverse consequences Acquisitions mmvolve a number of other risks,
including

. incurrence of substantial transaction costs,

. diversion of management's attention from operating our existing business,

. charges to earnings n the event of any write-down or write-off of goodwill recorded 1n connection with
acquisitions,

. depletion of our cash resources or incurrence of additional indebtedness to fund acquisitions, and

. assumption of habilities of an acquired business (including unforeseen habilities)

We can give no assurance that we will be able to successfully complete and integrate strategic acquisitions
Other Risks Relating to Qwest

If conditions or assumptions differ from the judgments, assumptions or estimates used in our critical accounting
policies, the accuracy of our financial statements and related disclosures could be affected.

The preparation of financial statements and related disclosures 1n conformity with GAAP requires management to
make judgments, assumptions and estimates that affect the amounts reported n our consolidated financial statements and
accompanying notes Our critical accounting policies, which are described in this Form 10-K, describe the significant
accounting policies and methods used 1n the preparation of our condensed consolidated financial statements These
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accounting policies are considered "critical" because they require judgments, assumptions and estimates that materially
impact our consohdated financial statements and related disclosures As a result, 1f future events differ sigmficantly from
the judgments, assumptions and estimates 1n our critical accounting policies or different assumptions are used n the future,
such events or assumptions could have a material impact on our consolidated financial statements and related disclosures

Taxing authorities may determine we owe additional taxes relating to various matters, which could adversely affect our
Sfinancial results.

As a sigmificant taxpayer, we are subject to frequent and regular audits from the IRS, as well as from state and local tax
authonties These audits could subject us to risk due to adverse positions that may be taken by these tax authorities

For example, the IRS has proposed a tax adjustment for tax years 1994 through 1996 The principal 1ssue mvolves our
allocation of costs between long-term contracts with customers for the installation of conduit or fiber optic cable and
additional conduit or fiber optic cable retained by us The IRS disputes our allocation of the costs between us and third
parties for whom we were building similar network assets duning the same time period Similar claims have been asserted
against us with respect to 1997 and 1998, and 1t 1s possible that claims could be made against us for other periods We are
contesting these claims and do not behieve the IRS will be successful Even if they are, we believe that any significant tax
obligations will be substantially offset as a result of available net operating losses and tax sharing agreements However, the
ultimate effect of these claims 1s uncertain.

Because prior to 1999 Qwest was a member of an affiliated group filing a consolidated U S federal income tax return,
we could be severally hable for tax examinations and adjustments not dircctly apphcable to current members of the Qwest
affiliated group Tax shanng agreements have been executed between us and previous affihates, and we believe the
habilities, 1f any, arising from adjustments to tax liability would be borne by the affiliated group member determined to
have a
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deficiency under the terms and conditions of such agreements and applicable tax law We have not provided for the liability
of former affiliated members 1n our financial statements

As a result of the restatement of our financial results, previously filed returns and reports may be required by legal,
regulatory, or administrative provisions to be amended to reflect the tax related impacts, 1f any, of such restatements Where
legal, regulatory or administrative rules would require or allow us to amend our previous tax filings, we intend to comply
with our obligations under applicable Jaw To the extent that tax authonties do not accept the tax consequences of
restatement entries, liabilities for taxes could differ materially from what has been recorded 1n our consolidated financial
statements

While we believe we have adequately provided for taxes associated with these restatements, risks and contingencies,
tax audits and examinations may result in hiabilities that differ matenally from those we have recorded 1n our consolidated
financial statements

If we fail to extend or renegotiate our collective bargaining contracts with our labor unions as they expire from time to
time, or if our unionized employees were to engage in a strike or other work stoppage, our business and operating results
could be materially harmed.

We are a party to collective bargaining contracts with our labor umons, which represent a significant number of our
employees Although we believe that our relations with our employees are satisfactory, no assurance can be given that we
will be able to successfully extend or rencgotiate our collective bargaining agreements as they expire from time to time If
we fail to extend or renegotiate our collective bargaining agreements, 1f disputes with our unions arise, or 1f our umonized
workers engage 1 a strike or other work stoppage, we could incur higher ongoing labor costs or experience a significant
disruption of operations, which could have a material adverse effect on our business In August 2003 we reached
agreements with the CWA and the IBEW on new two-year labor contracts Each of these agreements was ratified by union
members and expires on August 13, 2005

The trading price of our securities could be volatile.
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In recent years, the capital markets have experienced extreme price and volume fluctuations The overall market and
the trading price of our securities may fluctuate greatly The trading price of our securities may be significantly affected by
various factors, including

. quarterly fluctuations 1n our operating results,

. changes 1n investors' and analysts' perception of the business risks and conditions of our business,
. broader market fluctuations, and

. general economic or political conditions

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information under the caption "Risk Management" in "Management's Discussion and Analysis of Financial
Condition and Results of Operations" 1s incorporated herein by reference

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Independent Auditors’ Report

The Board of Directors and Stockholders
Qwest Communications International Inc .

We have audited the accompanying consolidated balance sheets of Qwest Communications International Inc and
subsidiaries as of December 31, 2003, and 2002, and the related consolidated statements of operations,
stockholders' (deficit) equity and cash flows for each of the years in the three-year period ended December 31, 2003 These
consolidated financial statements are the responsibility of the Company's management Our responsibility 1s to express an
opinion on these consolidated financial statements based on our audits

We conducted our audits 1n accordance with auditing standards generally accepted in the United States of America
Those standards require that we plan and perform the audit to obtamn reasonable assurance about whether the financial
statements are free of material misstatement An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements An audit also includes assessing the accounting principles used and sigmficant
estimates made by management, as well as evaluating the overall financial statement presentation We believe that our
audits provide a reasonable basis for our opinion

In our opinton, the consohdated financial statements referred to above present farrly, in all matenal respects, the
financial position of Qwest Communications International Inc and subsidiaries as of December 31, 2003, and 2002, and the
results of their operations and their cash flows for each of the years n the three-year period ended December 31, 2003, 1n
conformity with accounting principles generally accepted in the Umited States of Amenca

As discussed 1n note 2 to the accompanying consolidated financial statements, effective January 1, 2003, the Company
adopted Statement of Financial Accounting Standards No 143, Accounting for Asset Retirement Obligations Also, as
discussed in note 2, effective January 1, 2002, the Company adopted Statement of Financial Accounting Standards No 142,
Goodwill and Other Intangible Assets, and Statement of Financial Accounting Standards No 144, Accounting for the
Impairment or Disposal of Long-Lived Assets, and effective January 1, 2001, the Company adopted Statement of Financial
Accounting Standards No 133, Accounting for Derivative Instruments and Hedging Activities

/s/ KPMG LLP
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Operating revenue
Operating expenses

Cost of sales (exclusive of depreciation and amortization)
Selling, general and administrative

Depreciation

Goodwill and other mtangible assets amortization
Goodwill impatrment charge

Asset impairment charges

Restructuring and other charges

Merger-related (credits) charges

Total operating expenses
Operating loss

Other expense (income)
Interest expense—net
Losses and impairment of mvestment in KPNQwest
Loss on sale of investments and other investment write-downs—net
(Gain) loss on early retirement of debt
Gain on sales of fixed assets

Other ncome—net

Total other expense

Loss before income taxes, discontinued operations and cumulative effect of changes in
accounting principles
Income tax benefit

Loss from continuing operations
Income from and gain on sale of discontinued operations, net of taxes of $1,658,
$1,235 and $311, respectively

Income (loss) before cumulative effect of changes in accounting principles
Cumulative effect of changes 1n accounting principles, net of taxes of $131, $0 and
$15, respectivety

Net income (loss)

Basic and diluted income (loss) per share

Years Ended December 31,

2003

2002

2001

(Dollars in milhons except per share amounts,

shares in thousands)

$ 14,288 § 15371 $ 16,530
6,386 6,032 6,634
4,646 5,219 5,496
2,739 3,268 3,704

428 579 1,660
— 8,483 —
230 10,525 251
13 235 816
— (53) 321
14,542 34,288 18,882
(254) (18,917) (2,352)
1,757 1,789 1,437
— 1,190 3,300
13 88 267
(38) (1,836) 106
— — (51)
(154) (33) (49)
1,578 1,198 5,010
(1,832) (20,115) (7,362)
519 2,497 1,245
(1,313) (17,618) 6,117
2,619 1,950 490
1,306 (15,668) (5,627
206 (22,800) 24
(38,468) $ (5,603)
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Loss from continuing operations ' $ 076) $ (1048) $ (3 68)
Discontinued operations, net of taxes 151 116 030
Income (loss) before cumulative effect of changes 1n accounting principles 075 9 32) (3 38)
Cumulative effect of changes 1n accounting principles, net of taxes 012 (13 55) 001
Basic and diluted income (loss) per share $ 087 % 2287 $ (337
O 3
Basic and diluted weighted-average shares outstanding 1,738,766 1,682,056 1,661,133

The accompanying notes are an integral part of these consolidated financial statements.
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED BALANCE SHEETS

December 31,

2003 2002

{Dollars in milhons,
shares 1n thousands)

ASSETS

Current assets
Cash and cash equivalents $ 1,756 $ 2,253
Accounts recervable-—net 1,835 2,344
Inventories 82 68
Deferred income taxes 159 898
Prepaid and other assets 584 494
Assets held for sale — 315
Total current assets 4,416 6,372
Property, plant and equipment—net 18,149 19,012
Intangible assets—net 1,549 1,612
Deferred income taxes — 398
Other assets 2,102 1,951
Total assets $ 26,216 $ 29,345

LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current habilities

Current borrowings $ 1,869 § 2,772
Accounts payable 759 921
Accrued expenses and other current liabilities 2,266 2,191
Deferred revenue and advance billings 654 773
Liabihities associated with discontinued operations — 225
Total current labilities 5,548 6,882
Long-term borrowings (net of unamortized debt discount of $3 and $129, respectively—See Note 8) 15,639 19,768
Post-rettrement and other post-employment benefit obligations 3,325 3,075
Deferred income taxes 121 —
Deferred revenue 762 957
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Other long-term liabilities 1,837 1,493

Total liabilities 27,232 32,175
Commitments and contingencies (Note 17)
Stockholders' deficit

Preferred stock-$1 00 par value, 200 million shares authorized, none issued or outstanding — —
Common stock-$0 01 par value, 5 billion shares authonized, 1,770,223 and 1,713,592 1ssued,

respectively 18 17

Additional paid-in capital 42,925 43,225

Treasury stock-327 and 14,477 shares, respectively (including 327 and 387 shares, respectively, held

1n Rabbi trust—Note 13) a1s) (618)

Accumulated deficit (43,927) (45,439)

Accumulated other comprehensive loss an (15)
Total §tockholders' deficit (1,016) (2,830)

Total habilities and stockholders' deficit $ 26216 $ 29,345

The accompanying notes are an mtegral part of these consolidated financial statements
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

OPERATING ACTIVITIES

Net income (loss) $ 1,512 § (38,468) § (5,603)

Adjustments to net income (loss)
Income from and gain on sale of discontinued operations—net 2,619) (1,950) (490)
of tax
Depreciation and amortization 3,167 3,847 5,364
Loss on sale of investments and other investment write- 13 1,278 3,567
downs—net
Provision for bad debts 304 511 615
Cumulative effect of changes 1n accounting principles—net of (206) 22,800 (24)
taxes
Goodwill imparrment charge — 8,483 —
Asset impairment charges 230 10,525 251
Tax benefit from stock options — — 165
Deferred income taxes (532) (2,252) (733)
Gain on sales of fixed assets — — €2))
(Gain) loss on early retirement of debt—net (38) (1,836) 106
Other non-cash charges—net 199 290 255

Changes 1n operating assets and liabilities.
Accounts recetvable 205 57 (439)
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Inventories (13) 117 (62)
Prepaid and other current assets 78 81 (111)
Accounts payable and accrued expenses (186) (1,189) (492)
Current deferred revenue and advanced billings (314) 14 72
Other non-current assets and liabilities 375 80 611
Cash provided by operating activities 2,175 2,388 3,001
INVESTING ACTIVITIES
Expenditures for property, plant and equipment (2,088) (2,764) (8,042)
Proceeds from sale of property and equipment 7 115 117
Proceeds from sale of rural exchanges — — 94
Purchase of investment securities (198) 5) (82)
Payments on derivative contracts — — ©n
Other (61) (84) (142)
Cash used for investing activities (2,340) (2,738) (8,152)
FINANCING ACTIVITIES
Proceeds from long-term borrowings 1,729 1,476 6,911
Repayments of long-term borrowings, including current maturities (5,792) (2,890) (2,659)
Net (payments of) proceeds from short-term debt (750) 809 1,247
Proceeds from 1ssuance of common stock — 14 286
Repurchase of common stock — (12) (1,000)
Dividends paid on common stock — — (83)
Debt 1ssuance costs (43) (186) (42)
Cash (used for) provided by financing activities (4,856) (789) 4,660
CASH AND CASH EQUIVALENTS
Decrease 1n cash (5,021) (1,139) (491)
Net cash generated by discontinued operations 234 452 470
Proceeds from sale of directory publishing business 4,290 2,754 —
Beginning balance 2,253 186 207

Ending balance

$ 1,756 § 2,253 § 186

SRS

The accompanying notes are an integral part of these consolidated financial statements
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' (DEFICIT) EQUITY

Common
Stock and Accumulated
Shares of Additional Treasury Other
Common Paid-in Stock, at Accumulated Comprehensive
Stock Capital cost Deficat Loss Total

Comprehensive

Loss
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Balance, December 31, 2000

Net loss
Other comprehensive loss—net of
taxes

Total comprehenstve loss

Dividends declared on common
stock

Common stock 1ssuances
Stock options exercised
Employee stock purchase plan
Other
Tax benefit from stock options
Stock-based compensation expense
Repurchase of stock—BellSouth
Rabbi Trust treasury share 1ssuance

Share repurchase commitment

Balance, December 31, 2001

Net loss
Other comprehensive income—net
of taxes

Total comprehensive loss

Common stock 1ssuances
Stock options exercised
Employee stock purchase plan
401(k) plan match
Other
Stock-based compensation expense
Repurchase of stock—BellSouth
Extmguishment of debt

Rabbi Trust treasury share 1ssuance
Cancellation of share repurchase
commitment

Other

Balance, December 31, 2002

Net income
Other comprehensive loss—net of
taxes

Total comprehensive income

Common stock 1ssuances
401(k) plan match
Other
Stock-based compensation expense
Extinguishment of debt
Rabbi Trust treasury share issuance

Other

Page 73 ot 144

(Shares in
thousands) (Dollars in milhons)
1,671,279 § 42951 § (38) % (1,285) § ©1)$ 41,567
— —_ —_ (5,603) — (5,603) $ (5,603)
SRR ARG
—_ — e —_ —_ — $ (5,603)
— — — (83) — (83)
12,280 250 — — — 250
1,761 36 — — — 36
1,898 77 — — — 77
— 165 — — — 165
— 34 — — — 34
(23,439) 3 (1,015) — — (1,020)
187 ®) 12 — — 6
— (16) — — — (16)
1,663,966 43,486 (1,041) 6,971) ©1) 35,413
— — — (38,468) — (38,468) $ (38,468)
- — — — 46 46 46
LRSS BRNRRRNAR
— — — —_ — — $ (38,422)
34 1 — — — 1
3,680 13 — - — 13
21,682 77 — — — 77
239 6 — — — 6
— 18 — — — 18
(531) (20) 5) — — 25)
9,880 (333) 420 — — 87
165 6) 8 — — 2
— 16 — — — 16
— (16) — - — (16)
1,699,115 43,242 618) (45,439) (i5) (2,830)
— — — 1,512 — 1,512 § 1,512
— — - - @ 2) 03]
RIS BRNIASSHNNE
— — — — — — 3 1,510
18,260 76 — — — 76
Q0 — — — — —
— 6 — — — 6
52,482 (396) 598 — — 202
60 5) 5 — — —
— 20 — — — 20
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Balance, December 31, 2003 1,769,896 $ 42,943 § 15 (43,927

$

(amns (1,016)

i RO R S

The accompanying notes are an integral part of these consohidated financial statements
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QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2003, 2002 and 2001

"o

Unless the context requires otherwise, references in this report to "Qwest,” "we," "us," the "Company” and "our" refer to

Qwest Communications International Inc and its consolidated subsidiaries
Note 1: Business and Background
Description of business

We provide local telecommunications and related services, IntraLATA and InterLATA long-distance services and
wireless, data and video services within our local service area, which consists of the 14-state region of Anzona, Colorado,
Idaho, lowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and
Wyoming We also provide InterLATA long-distance services and rehable, scalable and secure broadband data, voice and
video communications services outside our local service area as well as globally We also provided, until September 2003,
directory publishing services in our local service area In November 2002, we completed the first half of the sale of our
directory publishing business, and 1n September 2003, we completed the sale of the remaining portion As a consequence,
the results of operations of our directory publishing business are included i mcome from discontinued operations 1n our
consolidated statements of operations.

On June 30, 2000, we completed the acquisition of U S WEST, Inc ("U S WEST") (the "Merger") U S WEST (our
pre-Merger parent) was deemed the accounting acquirer and 1ts historical financial statements, including those of its wholly
owned subsidiaries, have been carried forward as the predecessor of the combined company The Merger has been
accounted for as a reverse acquisition under the purchase method of accounting with U S WEST being deemed the
accounting acquirer and Qwest (prior to the Merger, "pre-Merger Qwest") the acquired entity.

Note 2: Summary of Significant Accounting Policies

Basis of presentation  The accompanying consolidated financial statements include the accounts of Qwest
Communications International Inc and its subsidiaries over which we exercise control All intercompany amounts and
transactions have been eliminated Investments where we exercise significant influence, but do not control the investee, are
accounted for under the equity method of accounting

Use of estmates  Our consohdated financial statements are prepared in accordance with accounting principles
generally accepted 1n the United States of America ("GAAP") These accounting principles require us to make certain
estimates, judgments and assumptions We believe that the estimates, jJudgments and assumptions made when accounting
for items and matters such as long-term contracts, customer retention patterns, allowance for bad debts, depreciation,
amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment assessments,
employee benefits, taxes, reserves and other provisions and contingencies are reasonable, based on information available at
the time they are made These estimates, judgments and assumptions can affect the reported amounts of assets and liabilities
as of the date of the consolidated financial statements, as well as the reported amounts of revenue and expenses during the
periods presented We also assess potential losses 1n relation to pending litigation and 1f a loss 1s considered probable and
the amount can be reasonably estimated, we recognize an expense for the estimated loss Actual results could differ from
these estimates See Note 17—Commitments and Contingencies
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Reclassifications  Certain prior year balances have been reclassified to conform to the current year presentation

Revenue recogniion  Revenue for services 1s recognized when the related services are provided Payments received
1n advance are deferred until the service 1s provided Up-front fees received, primarily activation fees and installation
charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected customer
relationship period, which ranges from one to ten years Expected customer relationship periods are estimated using
historical data of actual customer retention patterns Termination fees or other fees on existing contracts that are negotiated
n conjunction with new contracts are deferred and recognized over the new contract term

We have periodically transferred optical capacity assets on our network to other telecommunications service carriers
These transactions are structured as indefeasible nghts of use, commonly referred to as IRUs, which are the exclusive night
to use a specified amount of capacity or fiber for a specified term, typically 20 years We account for the consideration
received on transfers of optical capacity assets for cash and on all of the other elements deliverable under an IRU as
revenue ratably over the term of the agreement We do not recognize revenue on contemporaneous exchanges of our optical
capacity assets for other optical capacity assets See our accounting policy for contemporaneous transactions 1n our
property, plant and equipment policy below

Revenue related to equipment sales 1s recogmzed upon acceptance by the customer and when all the conditions for
revenue recognition have been satisfied Customer arrangements that include both equipment and services are evaluated to
determine whether the elements are separable based on objective evidence If the elements are separable and separate
earnings processes exist, total consideration 1s allocated to each element based on the relative fair values of the separate
elements and the revenue associated with each element 1s recognized as earned If separate earnings processes do not exist,
total consideration 1s deferred and recogmzed ratably over the longer of the contractual period or the expected customer
relationship period

Directory publishing accounting  Directory publishing revenue and costs are recogmzed ratably over the hife of each
directory, which 1s generally one year, commencing 1n the month of delivery Such revenue and costs are included in our
accompanying consolidated statements of operations as mcome from discontinued operations

Advertising costs  Costs related to advertising are expensed as mcurred Advertising expense was $335 million,
$344 million and $378 mullion for the years ended December 31, 2003, 2002 and 2001, respectively, and 1s included 1n
selling, general and admimistrative on our consolidated statements of operations

Legal costs  In our normal course of business, we incur costs to hire and retain external legal counsel to advise us on
regulatory and htigation matters We expense these costs as such services are recerved

Income taxes  The provision for income taxes consists of an amount for taxes currently payable and an amount for
tax consequences deferred to future periods Investment tax credits are accounted for under the deferral method and are
amortized as reductions 1n income tax expense over the lives of the assets which gave rise to the credits and are included 1n
other long-term habilities 1 our consolidated balance sheets Deferred income tax assets and liabilities are recognzed for
the future tax consequences attributable to the differences between the financial statement and tax basis of assets and
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habilities as well as for operating loss and tax credit carryforwards using enacted tax rates expected to apply n the year in
which the differences are expected to affect taxable income The effect on deferred income tax assets and liabilities of a
change 1n tax rate 1s recogmzed n operations n the period that includes the enactment date Valuation allowances are
established when necessary to reduce deferred income tax assets to the amounts expected to be recovered

We use the deferral method of accounting for investment tax credits earned prior to the repeal of such credits in 1986
We also defer certain transitional investment tax credits earned after the repeal, as well as investment tax credits earned 1n
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certain states We amortize these credits over the estimated service lives of the related assets as an increase to our income
tax benefit 1n our consolidated statement of operations

Cash and cash equivalents  Cash and cash equivalents include highly hquid investments with original maturities of
three months or less that are readily convertible into cash and are not subject to significant nisk from fluctuations 1n 1nterest
rates As a result, the carrying amount of cash and cash equivalents approximates fair value To preserve capital and
maintam liquidity, we invest with financial institutions we deem to be of sound financial condition and in high quality and
refatively risk-free investment products Our cash mvestment policy limits the concentration of investments with specific
financial institutions or among certain products and includes criteria related to credit worthimess of any particular financial
mstitution

Allowance for doubtful accounts  The allowance for doubtful accounts receivable reflects our best estimate of
probable losses inherent 1n our receivable portfoho determined on the basis of historical expenence, specific allowances for
known troubled accounts and other currently available evidence

Inventories  Inventories, primarily wireless handsets and customer premises equipment ("CPE"), are carried at the
lower of cost or market on a first-in, first-out basis Market 1s determined based upon estimated replacement cost.

Assets held for sale and discontinued operations  Assets to be disposed of that meet all of the criteria to be classified
as held for sale are reported at the lower of their carrying amounts or fair values less cost to sell. Assets are not depreciated
while they are classified as held for sale Assets held for sale that have operations and cash flows that can be clearly
distinguished, operationally and for financial reporting purposes, from the rest of our assets are reported i discontinued
operations when (a) 1t 1s determined that the operations and cash flows of the assets will be eliminated from our ongoing
operations and (b) we will not have any sigmficant continuing involvement in the operations of the assets after the disposal
transaction.

Property, plant and equipment ~ Property, plant and equipment 1s carried at cost and, effective January 1, 2003, with
our adoption of Statement of Financial Accounting Standards ("SFAS™) No 143, "Accounting for Asset Retirement
Oblhigations", ("SFAS No 143"), 1s adjusted for legal rettrement obligations Property, plant and equipment 1s depreciated
using the straight-line group method Under the straight-line group method, assets dedicated to providing regulated
telecommunications services (which compnise the majority of our property, plant and equipment) that have similar physical
charactenstics, use and expected useful lives are categorized 1n the year acquired on the basis of equal life groups of similar
assets for purposes of depreciation and tracking Generally, under the straight-line group method, when an asset 1s sold or
retired, the cost 1s deducted from property, plant and equipment and charged to accumulated depreciation without
recognition of a gain or loss A gain or
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loss 15 recogmzed 1 our consolidated statements of operations only 1f a disposal 1s abnormal, unusual; when a sale involves
land, assets associated with the sale of customer contracts, or assets constructed or acquired for sale Leasehold
improvements are amortized over the shorter of the useful hives of the assets or the lease term Expenditures for
maintenance and repairs are expensed as incurred Interest 1s capitahized during the construction phase of network and other
ternal-use capital projects Employee-related costs directly related to construction of internal use assets are also
capitalized during the construction phase Property, plant and equipment supplies used internally are carried at average cost,
except for significant individual items for which cost 1s based on specific 1dentification

We have periodically entered into agreements to acquire optical capacity assets from other telecommunications service
carriers These acquisitions of optical capacity assets expanded our fiber optic broadband network both domestically and
mternationally and enables us to provide broadband communications services to our customers Several of these other
carners have also acquired optical capacity from us, principally 1n the United States of America Optical capacity
transactions 1n which we transfer capacity to and acquire capacity from the same third party at or about the same time are
referred to as "contemporaneous transactions " We record the contemporaneous transactions as non-monetary exchanges of
similar assets at book value, as these transactions do not represent the culmination of an earnings process
Contemporaneous transactions do not result in the recognition of revenue Net cash or other monetary assets paid or
recetved 1n contemporaneous transactions are recorded as an adjustment to the book value of the transferred property. The
adjusted book value becomes the carrying value of the transferred property, plant and equipment
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Impairment of long-lived assets  We review long-lived assets, other than goodwill and other intangible assets with
ndefinite lives, for impairment whenever facts and circumstances indicate that the carrying amounts of the assets may not
be recoverable An impairment loss 1s recognized only 1f the carrying amount of the asset 1s not recoverable and exceeds its
fair value Recoverability of assets to be held and used 1s measured by comparing the carrying amount of an asset to the
estimated undiscounted future net cash flows expected to be generated by the asset If the asset's carrying value 1s not
recoverable, an impairment charge 1s recognized for the amount by which the carrying amount of the asset exceeds 1ts fair
value We determine fair values by using a combination of comparable market values and discounted cash flows, as
appropriate

Prior to the adoption of SFAS No 142, "Goodwill and Other Intangible Assets", ("SFAS No 142") and SFAS
No 144, "Accounting for Impairment or Disposal of Long-Lived Assets", ("SFAS No 144"), on January 1, 2002, we
reviewed our long-lived assets, such as goodwill, intangibles and property, plant and equipment for impairment 1n
accordance with SFAS No 121, "Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed of", ("SFAS No 121") Under SFAS No 121, we reviewed our long-lived assets for impairment whenever events
or changes 1n circumstances indicated that the carrying amount of an asset might not be recoverable We evaluated the
recoverabihty of our long-lived assets based on estimated undiscounted future cash flows and provided for impairment
when such undiscounted cash flows were msufficient to recover the carrying amount of the long-lived asset

Software capitalization  Internally used software, whether purchased or developed, 1s capitalized and amortized
using the straight-line method over an estimated useful life of 18 months to five years In accordance with American
Institute of Certified Public Accountants Statement of Position 98-1, "Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use", we capitahize certain costs associated with internally developed software such as
costs of employees
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devoting time to the projects and external direct costs for materials and services Costs associated with internally developed
software to be used internally are expensed until the point at which the project has reached the development stage
Subsequent additions, modifications or upgrades to internal-use software are capitalized only to the extent that they allow
the software to perform a task 1t previously did not perform Software mamtenance and training costs are expensed 1n the
period in which they are mcurred The capitalization of software requires judgment m determiming when a project has
reached the development stage and the period over which we expect to benefit from the use of that software Capitalized
software development costs are included 1n intangible assets 1n our consohidated balance sheets

Goodwill and other intangible assets  Intangible assets arising from business combinations, such as goodwill,
customer lists, trademarks and trade names, are imitially recorded at fair value Other intangible assets not ansing from
business combinations, such as wireless spectrum licenses and capitalized software, are recorded at cost.

Intangible assets with fimite lives are amortized on a straight-line basis over that life Where there are no legal,
regulatory, contractual or other factors that would reasonably hmit the useful hfe of an intangible asset, we classify the
intangible asset as indefimte lived and such intangible assets are not amortized Prior to the adoption of SFAS No 142,
tangible assets were amortized on a straight-line basis over their estimated useful lives

Impawrment of goodwill and other indefinite-lived intangible assets  Goodwill and other long-lived intangible assets
with indefinite lives, such as trademarks, trade names and wireless spectrum licenses are reviewed for impairment annually
or whenever an event occurs or circumstances change that would more likely than not reduce fair value below carrying
value These assets are carried at historical cost 1f their estimated fair value 1s greater than their carrying amounts However,
if their estimated fair value 1s less than the carrying amount, goodwill and other indefinite lived intangible assets are
reduced to their estimated fair value through an impairment charge to our consohdated statements of operations

Investments  Investments where we exercise significant influence, but do not control the investee are accounted for
under the equity method of accounting Under the equity method, investments are recorded at initial cost and are adjusted
for contributions, distributions and our share of the mvestee's income or losses as well as impairment wnte-downs for other-
than-temporary declines in value

Equity investments where we cannot exercise significant influence over the investee are carried at cost or, 1f the
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security 1s publicly traded, at fair-market value For publicly traded securities, unrealized gains or losses, net of taxes, are
included 1n other comprehensive income (loss) until realized upon sale or other disposition of the securities. Realized gains
and losses on securities and other-than-temporary declines 1n value are determined on the specific 1dentification method and
are reclassified from other comprehensive income (loss) and included 1n the determination of net income (loss)

We review our equity investments on a quarterly basis to determine whether a decline 1n value on individual secunities
1s other-than-temporary Many factors are considered 1n assessing whether a decline m value 1s other-than-temporary,
including, as may be appropriate earnings trends and asset quality, near-term prospects and financial condition of the
issuer, financial condition and prospects of the 1ssuer's region and industry, the cause and severity of the decline in market
price, analysts' recommendations and stock price projections, the length of time (generally six to nine months) that fair
value has been less than the carrying value, stock-price volatility and near-term potential for recovery, and our intent and
ability to retain the investment 1f we conclude that a decline 1n value of an equity
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mvestment 1s other-than-temporary, we record a charge to our consolidated statement of operations to reduce the carrying
value of the security to 1ts estimated fair value.

Marketable debt securities are classified as held-to-maturity as we have intent and abihty to hold the securities to
maturity Held-to-maturity securities are carried at amortized cost, adjusted for amortization of premiums and accretion of
discounts to maturity

Derwative instruments  Effective January 1, 2001, we adopted SFAS No. 133, "Accounting for Dervative
Instruments and Hedging Activities”, ("SFAS No 133") SFAS No 133 requires that all dertvatives be measured at fair
value and recognized as either assets or liabilities on our consolidated balance sheets Changes 1n the fair values of
derivative instruments that do not quahfy as hedges and/or any meffective portion of hedges are recogmzed as a gain or loss
1n our consolidated statement of operations 1n the current period Changes 1n the fair values of derivative instruments used
effectively as fair value hedges are recogmzed 1n earnings (losses), along with the change n the value of the hedged 1tem
Changes 1n the fair value of the effective portions of cash flow hedges are reported in other comprehensive income (loss)
and recognized 1n earmings (losses) when the hedged item 1s recognized 1n earnings (losses)

Restructuring and Merger-related charges  Periodically, we commit to exit certain business activities, eliminate
administrative and network locations and/or reduce our number of employees At the time a restructuring plan 1s approved,
we record a charge to our consolidated statement of operations for our estimated costs associated with the plan. Charges
associated with these exit or restructuring plans incorporate various estimates, including severance costs, sublease income
and costs, disposal costs, length of time on market for abandoned rented facilities and contractual termination costs. We
also record a charge when we permanently cease use of a leased location Estimates of charges associated with abandoned
operating leases, some of which entail long-term lease obligations, are based on existing market conditions and net amounts
that we estimate we will pay in the future In accordance with SFAS No 146, "Accounting for Costs Associated with Exit
or Disposal Activities”, ("SFAS No 146") charges associated with abandoned operating leases recorded 1n 2003 were
measured using the present value of the estimated net amounts we will pay and charges recorded 1n 2002 and 2001 were
measured on an undiscounted basis We utilize real estate brokers to assist in assessing market conditions and net amounts
that we expect to pay

Fair value of financial instruments ~ Our financial instruments consist of cash and cash equivalents, accounts
recetvable, investments, accounts payable and borrowings The carrying values of cash and cash equivalents, accounts
receivable, marketable debt securities, accounts payable and short-term borrowings approximate their fair values because of
their short-term nature Our equity investments are also recorded at their estimated fair market value Our borrowings had a
fair value of approximately $18 8 billion and $18 5 billion at December 31, 2003 and 2002, respectively. The fair values of
our borrowings are based on quoted market prices where available or, 1f not available, based on discounted future cash
flows using current market interest rates

Stock-based compensation  Our stock option plans are accounted for using the intrinsic-value method allowed under
Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees”, ("APB No. 25") under which
no compensation expense 1s recogmzed for our options granted to employees when the exercise price of those options
equals or exceeds the value of the underlying security on the measurement date Any excess of the stock price on the
measurement date over the exercise price 1s recorded as deferred compensation and amortized over the service period
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during which the stock option award vests using the accelerated method descrnibed 1n Financial Accounting Standards Board
("FASB") Interpretation ("FIN") No 28, "Accounting for Stock Appreciation Rights and Other Vanable Stock Option or
Award Plans", ("FIN No. 28").

Had compensation cost for our stock-based compensation plans been determined under the fair-value method 1n
accordance with the provisions of SFAS No 123, "Accounting for Stock-Based Compensation”, ("SFAS No 123"), our net
loss and basic and diluted loss per share would have been changed to the pro forma amounts indicated below

' Years Ended December 31,

2003 2002 2001

(Dollars in millions, except per share

amounts)
Net income (loss)
As reported $ 1,512 $ (38,468) § (5,603)
Add Stock-based employee compensation expense included 1n
net income (loss), net of related tax effects 6 71 21
Deduct Total stock-based employee compensation expense
determined under the fair-value-based method for all awards, net
of related tax effects (104) (201) (203)
Pro forma $ 1414 $ (38,598) $ (5,785)

Earnmings (loss) per share
As reported—nbasic and diluted $ 087 $ (@287)$ (@3N
Pro forma—basic and diluted $ 081 $ (22958 (348)

The pro forma amounts reflected above may not be representative of the effects on our reported net income or loss 1n
future years because the number of future shares to be 1ssued under these plans 1s not known and the assumptions used to
determine the fair value can vary significantly See Note 12—Stock Incentive Plans for further informatton.

Recently Adopted Accounting Pronouncements and Cumulative Effects of Adoption

FIN No 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others", was 1ssued 1n November 2002 The interpretation provides guidance on the guarantor's accounting
and disclosure of guarantees, including indirect guarantees of indebtedness of others We adopted the disclosure
requirements of FIN No 45 as of December 31, 2002 The accounting guidelines are applicable to certain guarantees,
excluding affiliate guarantees, 1ssued or modified after December 31, 2002, and required that we record a hiability for the
fair value of such guarantees on our consolidated balance sheet The adoption of this interpretation had no material effect on
our consolidated financial statements

On January 1, 2003, we adopted SFAS No 143 This statement addresses financial accounting and reporting for
obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs, generally
referred to as asset retirement obligations SFAS No 143 requires entities to record the fair value of a legal hability for an
asset retirement obligation If a reasonable estimate of fair value can be made, the fair value of the hability will be
recogmized 1n the period 1t 1s incurred, or if not, in the period a reasonable estimate of fair value can be made This cost 1s
mitially
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capitalized and then amortized over the estimated remaiming useful Iife of the asset We have determined that we have legal
asset retirement obligations associated with the removal of a Iimited group of long-lived assets and recorded a cumulative
effect of a change 1n accounting principle charge upon adoption of SFAS No 143 of $28 million (an asset retirement
obligation of $43 million, net of an incremental adjustment to the historical cost of the underlying assets of $15 milhon) 1n
2003

Prior to the adoption of SFAS No 143, we included 1n our group depreciation rates estimated net removal costs
(removal costs less salvage) These costs have historically been reflected 1n the calculation of depreciation expense and
therefore recognized 1n accumulated depreciation When the assets were actually retired and removal costs were expended,
the net removal costs were recorded as a reduction to accumulated depreciation While SFAS No 143 requires the
recogmtion of a liability for asset retirement obligations that are legally binding, 1t precludes the recognition of a hability
for asset retirement obligations that are not legally binding Therefore, upon adoption of SFAS No 143, we reversed the net
removal costs within accumulated depreciation for those fixed assets where the removal costs exceeded the estimated
salvage value and we did not have a legal removal obligation This resulted i income from the cumulative effect of a
change 1n accounting principle of $365 million before taxes upon adoption of SFAS No 143 The net income impact of the
adoption 1s $206 million {3365 million less the $28 mullion charge disclosed above, net of income taxes of $131 mullion) in
2003 Begmning January 1, 2003, the net costs of removal related to these assets are charged to our consolidated statement
of operations 1n the peniod mn which the costs are incurred

In January and December 2003, the FASB 1ssued and then revised FIN No 46, "Consolidation of Variable Interest
Entities”" ("FIN No 46"), which 1s effective immediately for all vanable interest entities created after January 31, 2003 FIN
No 46 must be applied for the first fiscal year or interim period ending after March 15, 2004 for variable interest entities or
the first quarter of 2004 for us FIN No 46 requires existing unconsolidated variable interest entities to be consolidated by
their primary beneficiaries 1f the entities do not effectively disperse risks among the parties imvolved A primary beneficiary
absorbs the majority of the entity's losses or receives a majority of the entity's residual returns, 1f they occur, or both Where
1t 1s reasonably possible that the information about our variable 1nterest entity relationships must be disclosed or
consolidated, we must disclose the nature, purpose, size and activity of the vanable interest entity and the maximum
exposure to loss as a result of our involvement with the variable interest entity 1n all financial statements 1ssued after
January 31, 2003 We belheve that 1t 1s unhkely that the adoption of FIN No 46 will require consohidation of any significant
unconsolidated entities
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Note 3: Accounts Receivable

The following table presents details of our accounts receivable balances.

December 31,

2003 2002

(Dollars in milhons)

Trade receivables $ 1,485 $ 1,991
Earned and unbilled receivables 337 353
Purchased receivables 88 104
Other receivables 205 256
Total accounts recervables 2,115 2,704
Less Allowance for bad debts (280) (360)
Accounts recervable, net $ 1,835 § 2344
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We are exposed to concentrations of credit risk from customers within our local service area and from other
telecommunications service providers We generally do not require collateral to secure our receivable balances We have
agreements with other telecommunications service providers whereby we agree to bill and collect on their behalf for
services rendered by those providers to our customers within our local service area We purchase accounts receivable from
other telecommunications service providers on a non-recourse basis and include these amounts 1n our accounts receivable
balance We have not experienced any significant losses related to these purchased receivables

Note 4: Property, Plant and Equipment

The components of property, plant and equipment are as follows

Land

Buildings

Communications equipment
Other network equipment

General purpose computers and other
Construction 1n progress

Total property, plant and equipment
Less accumulated depreciation

Property, plant and equipment—net
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December 31,
Depreciable
Lives 2003 2002
(Dollars in millions)

N/A $ 113§ 116
30-38 years 3,559 3,532
2-25 years 18,913 18,947
8-57 years 19,324 18,642
3-11 years 2,942 3,008
N/A 243 352
45,094 44,597
(26,945) (25,585)

19,012

$ 18,149 §

A summary of asset impairments recognized 1s as follows

Property, plant and equipment and internal use software projects

Real estate assets held for sale

Capitalized software due to restructuring and Merger activities (Note 5—

Goodwill and Intangible Assets)
Other Merger-related

Total asset impairments

2003 Activities

Years Ended December 31,

2003 2002 2001

(Dollars i millions)

$ 230 § 10493 § 134
— 28 —

— 4 101
— — 16

$ 230 §

10,525 § 251

In August 2003, Qwest Wireless LLC ("Qwest Wireless") entered into a services agreement with a subsidiary of Sprint
Corporation ("Sprint") that allows us to resell Sprint wireless services, including access to Sprint's nationwide personal
communications service ("PCS") wireless network, to consumer and business customers, primarily within our local service
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area We began offering these Sprint services under our brand name 1n March 2004 Under the services agreement, we
retain control of all sales and marketing, customer service, billing and collection, pricing, promotion and product offerngs
relating to the Sprint services that we resell The services agreement provides that Sprint will be our exclusive wireless
provider and has an mitial term of five years (with automatic renewal for successive one-year terms until either party
provides notice of non-renewal) Through Qwest Wireless, we continue to operate a PCS wireless network that serves select
markets within our local service area, including Denver, Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other
smaller markets Our wireless customers who are currently being serviced through our proprietary wireless network will be
transitioned onto Sprint's network over time Due to the anticipated decrease 1n usage of our own wireless network
following the transition of our customers onto Sprint's network, 1n the third quarter of 2003 we performed an evaluation of
the recoverabihty of the carrying value of our long-lived wireless network assets

In accordance with SFAS No 144, we compared gross undiscounted cash flow projections to the carrying value of the
wireless network assets and determined that the carrying value of those assets were not expected to be recovered through
future projected cash flows We then estimated the fair value using recent sclling prices for comparable assets and
determined that our ccll sites, switches, related tools and equipment inventory and certain capitalized software that support
the wireless network were impaired by an aggregate amount of $230 milhon

In accordance with SFAS No 144, the fair value of the impaired assets becomes the new basis for accounting
purposes As such, approximately $25 million 1n accumulated depreciation was elimmated 1n connection with the
accounting for the impairments The impact of the impairments 1s expected to reduce our annual depreciation and
amortization expense by approximately $40 million, beginning October 1, 2003

2002 Activities

Effective June 30, 2002, a general deterioration of the telecommunications market, downward revisions to our
expected future results of operations and other factors indicated that our investments
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m long-hved assets may have been impaired at that date We performed an evaluation of the recoverability of the carrying
value of our long-hved assets using gross undiscounted cash flow projections For impairment analysis purposes, we
grouped our property, plant and equipment, capitalized software and customer hsts and then projected cash flows as
follows traditional telephone network, national fiber optic broadband network, international fiber optic broadband network,
wireless network, web hosting and application service provider ("ASP"), assets held for sale and out-of-region digital
subscriber line ("DSL") Based on the gross undiscounted cash flow projections, we determined that all of our asset groups,
except our traditional telephone network, were impaired at June 30, 2002 For those asset groups that were 1mpaired, we
then estimated the fair value using a vaniety of techniques, which are presented 1n the table below For those asset groups
that were impaired, we determined that the fair values were less than our carrying amount by $10 613 billion 1n the
aggregate of which $120 million has been reclassified to income from and gain on sale of discontinued operations for
certain web hosting centers n our consolidated statements of operations for the year ending December 31, 2002

Impairment

Asset Group Charge Fair Value Methodology

(Dollars in

millions)
National fiber optic broadband network ~ § 8,505 Discounted cash flows
International fiber optic broadband 685 Comparable market data
network
Wireless network 825 Comparable market data and discounted
cash flows
Web hosting and ASP assets 88 Comparable market data
Assets held for sale 348 Comparable market data
Out-of-region DSL 42 Duscounted cash flows
Total impairment charges $ 10,493
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Calculating the estimated fair value of the asset groups as histed above involved significant judgment and a variety of
assumptions For calculating fair value based on discounted cash flows, we forecasted future operating results and future
cash flows, which included long-term forecasts of revenue growth, gross margins and capital expenditures We also used a
discount rate based on an estimate of the weighted-average cost of capital for the specific asset groups Comparable market
data was obtained by reviewing recent sales of similar asset types in third-party market transactions

A brief description of the underlying business purpose of each of the asset groups that were impaired as a result of our
analysis as of June 30, 2002 1s as follows

. Our national fiber optic broadband network provides long-distance voice services, data and Internet services
. and wholesale services to business, residential and wholesale customers outside of our local service area,

. Our 1nternational fiber optic broadband network ("International Network") provides the same services to the
same types of customers, only outside of the United States,

. Our wireless network provides PCS 1n select markets 1n our local service area,
89
. Our web hosting and ASP assets provide business customers shared and dedicated hosting on our servers as

well as application hosting services to help design and manage customers' websites and hosting applications,

. Assets held for sale primanily consist of excess network supplies, and

. Our out-of-region DSL assets provide DSL service to customers outside our local service area

In accordance with SFAS No 144, the fair value of the impaired assets becomes the new basis for accounting
purposes As such, approximately $1 9 billion in accumulated depreciation was eliminated in connection with the
accounting for the impairments The impact of the impairments reduced our annual depreciation and amortization expense
by approximately $1 3 billion, beginning July 1, 2002

In 2002, we recorded other asset impairment charges of $28 million associated with the write-down of other real estate
assets that were held for sale

2001 Activities

As part of our restructuring activities in 2001, we analyzed the feasibility of our web hosting centers and other internal
use construction projects As a result of this analysis, we decided to abandon certain web hosting centers and termmate
certain projects that were no longer feasible We recorded an asset impatrment charge of $134 million related to the
abandonment of web hosting centers and termination of certain internal use construction projects

Subsequent to the Merger, we re-cvaluated all of our assets for potential impairment and, 1n certain instances, we
concluded that the fair value of some of our assets were below their carrying value As a result, we recorded impairment
charges in 2001 of $16 million, wniting off the full carrying value of certain internal use construction projects and
equipment

Asset Retirement Obligations
As discussed 1n Note 2—Summary of Signmificant Accounting Policies, we adopted SFAS No 143 on January 1, 2003.

Our asset retirement obhigations primartly relate to the costs of removing ctrcurt equipment and wireless towers from
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leased properties when the leases expire The following table reconciles the change 1n asset retirement obligations during
the year-

Change m Asset
Retirement

Obhgations

(Dollars 1n millions)

Liability recognized upon adoption on January 1, 2003 $ 43
Liability incurred —
Liability settled —
Accretion expense 6

Balance as of December 31, 2003 $ 49

If the provisions of SFAS No 143 had been adopted for the prior years presented, net loss would have increased by
approximately $50 milhon and $45 million for the years ended December 31, 2002 and 2001, respectively, and loss per
share would have increased by $0 03 and $0 03, respectively The asset rctirement obligation would have been
approximately $37 nullion and $31 million at December 31, 2001 and December 31, 2000, respectively.

90
Note 5: Goodwill and Intangible Assets
The components of intangible assets are as follows
December 31,
2003 2002
Amortizable Carrying Accumulated Carrymng Accumulated
Lives Cost Amortization Cost Amortization
(Dollars in millions)
Intangibles with indefinite lives:
Wireless spectrum licenses and other $ 152§ — 146 $ —
Intangibles with finite lives:
Capitalized software 1 5-5 years 2,351 (961) 2,032 (577)
Customer lists and other 5 years 35 (28) 33 22)
Total intangibles with finite lives 2,386 (989) 2,065 (599)
Total intangible assets $ 2538 $ 989 $ 2211 $ (599)

We recorded amortization expense of $428 million 1n 2003 for intangibles assets with finite lives Based on the current
amount of intangible assets subject to amortization, the estimated amortization for each of the succeeding S years 1s as
follows

http.//ccbn tenkwizard com/filing php?repo=tenk&ipage=2662294&doc=1&pg=&TK=Q&... 4/2/2004




10KWizard - SEC filings Page 85 of 144

Estimated
Amortization
Expense
(Dollars in
millions)
2004 $ 489
2005 394
2006 296
2007 162
2008 56

Total $ 1,397

Adoption of SFAS No. 142

Effective January 1, 2002, we adopted SFAS No 142, which requires companies to cease amortizing goodwill and
intangible assets which have indefinite useful lives SFAS No 142 also requires that goodwill and indefinite-lived
intangible assets be reviewed for impairment upon adoption and annually thereafter, or more often 1f events or
carcumstances warrant Under SFAS No 142, goodwill impairment may exist 1f the carrying value of the reporting unit to
which it 1s allocated exceeds 1ts estimated fair value

We ceased amortizing our intangible assets with indefinite ives, including trademarks, trade names and wireless
spectrum licenses on January 1, 2002 Upon adoption of SFAS No 142, we reviewed the useful lives of our amortizable
intangible assets, prmarily capitalized software and customer lists, and determined that they remained appropriate
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In accordance with SFAS No 142, we performed a transitional impairment test of goodwill and intangible assets with
indefinite lives as of January 1, 2002 The first step of the transitional test of impairment was performed by comparing the
fair value of our reporting units to the carrying values of the reporting units to which goodwill was assigned Because we do
not maintamn balance sheets at the reporting unit level, we allocated alt assets and liabilities to each of our reporting units
based on various methodologies that included specific 1dentification and allocations based primarily on revenue, voice
grade equivalents (the amount of capacity required to carry one telephone call) and relative number of employees Goodwill
was allocated to reporting units based on the relative fair value of each reporting umt We did not allocate any goodwill to
our wireless and directory publishing reporting units because they were not expected to benefit significantly from the
synergies of the Merger and are not considered sources of the goodwill which arose from the Merger

Upon implementation of SFAS No 142, we identified 13 reporting umts Goodwill was allocated to four of these
reporting umits on a relative fair value basis Reporting units that were non-revenue producing or that were not expected to
benefit significantly from the synergies of the Merger were not allocated goodwill In addition, insignificant reporting units
were not allocated goodwill As discussed 1n Note 15—Segment Information, operating segments were changed n the
fourth quarter of 2002 after goodwill had already been reduced to zero through the impairments discussed 1n the following
paragraphs

We estimated the implied fair value of goodwil] for each reporting umt by subtracting the fair value of the reporting
unit's assets, including any unrecognized intangibles, from the total fair value of the reporting unit The excess was deemed
the imphed fair value of goodwill The imphed fair value of the goodwill was then compared to the carrying amount of
goodwill for the reporting umt Based on this analysis, we recorded a charge for the cumulative effect of adopting SFAS
No 142 of $22 8 billion on January 1, 2002 This charge related to the reporting units 1n the table below

Impairment

Reporting Umit Charge

(Dollars in
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milhons)
Global $ 5,151
National 2,147
Consumer 4,856
Wholesale 10,646

Total $ 22,800

Due to changes in market conditions, downward revisions to our projections of future operating results and other
factors, we preformed an impairment analysis as of June 30, 2002 and determined that goodwill was impaired We recorded
an impairment charge to write-off the remaining goodwill balance of $8 483 billion on June 30, 2002 We performed the
annual impairment test for 2003 and no further impairment was indicated
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The following table adjusts loss from continuing operations, net loss and the related per share amounts 1n 2001 to
exclude amortization, net of any related tax effects, of goodwill and indefinite lived intangible assets

Year Ended
December 31, 2001

(Dollars in millions, except
per share amounts)

Reported loss from continuing operations $ 6,117)
Amortization associated with goodwill 797
Amortization associated with excess basis 1n investment in KPNQwest 205
Amortization associated with trade name 9
Amortization associated with assembled workforce 20
Amortization associated with wireless spectrum hicenses 1
Total amortization associated with intangible assets with indefinite lives 1,032

Adjusted loss from continuing operations $ (5,085)

Reported net loss $ (5,603)
Amortization associated with goodwill 797
Amortization associated with excess basis 1n mvestment 1n KPNQwest 205
Amortization assoctated with trade name 9
Amortization associated with assembled workforce 20
Amortization associated with wireless spectrum licenses 1
Total amortization associated with intangible assets with indefinite lives 1,032

Adjusted net loss $ 4,571)

Basic and diluted loss per share

Reported loss per share from continuing operations $ (3 68)
Amortization associated with goodwill 048
Amortization associated with excess basts 1n mvestment in KPNQwest 012
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Amortization associated with trade name 001
Amortization associated with assembled workforce 001
Amortization associated with wireless spectrum licenses —

Total amortization associated with intangible assets with indefinite lives 062

Adjusted loss per share from continuing operations $ 3 06)

Reported net loss per share $ 337
Amortization associated with goodwill 048
Amortization associated with excess basis 1n investment 1n KPNQwest 012
Amortization associated with trade name 001
Amortization associated with assembled workforce 001

Amortization associated with wireless spectrum licenses —

Total amortization associated with intangible assets with indefinite lives 062

Adjusted net loss per share $ (275)
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Intangible Asset Impairment

In June 2002, as discussed 1n Note 4—Property, Plant and Equipment, we recorded an asset impairment charge to
property, plant and equpment of $10 493 billion which includes impairment to capitalized software development costs of
$411 nullion and customer hists of $812 million Also, in September 2003, as discussed 1n Note 4—Property, Plant and
Equipment, we recorded an asset impairment charge to property, plant and equipment for $230 million which includes
impairment to capitalized software development costs of $15 mullion

We recorded asset impairment charges of $4 mullion and $101 million 1n 2002 and 2001, respectively, related to
internal software projects that we terminated

In 2002, realization of a $396 million tax benefit ($647 million on a pre-tax basis) became probable as a result of the
completion of the first phase of the sale of our directory publishing business The tax benefit existed at the time of the
Merger, but was not recognized 1n the purchase because at that time it was not apparent that the temporary difference would
be realized in the foreseeable future In 2002, 1n accordance with SFAS No 109, "Accounting for Income Taxes", ("SFAS
No 109"), we recorded the tax benefit, on a pre-tax basis, as a $555 million reduction to our trade name intangible asset
and as a $92 million reduction to our customer lists intangible asset The tax benefits were applied to these two non-current
mtangible assets because these assets were created 1n connection with the original purchase price allocation

Note 6: Assets Held for Sale Including Discontinued Operations

The following table presents the summanzed results of operations for each of the years 1n the three-year period ended
December 31, 2003 related to our discontinued operations These results primarily relate to our directory publishing
business.

Years Ended December 31,

2003 2002 2001

(Dollars 1in milhons)
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Revenue $ 648 $ 1,549 § 1,621
Costs and expenses
Cost of sales 232 524 586
Selling, general and administrative 93 400 198
Depreciation and amortization — 29 31
Income from operations 323 596 806
Gain on sale of directory publishing business 4,065 2,615 —
Other expense (111 (26) )
Income before income taxes 4,277 3,185 801
Income tax provision 1,658 1,235 311
Income from and gain on sale of discontinued

operations $ 2619 §

$ 49
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The following table presents the assets and liabilities associated with our discontinued operations, primarily our

directory publishing business, as of December 31, 2003 and 2002

December 31,

2003

2002

Current assets held for sale $
Property, plant and equipment, net
Other assets

(Dollars in millions)

$ 239
58
18

Total assets held for sale $

Current portion of liabilities associated with discontinued
operations $
Other long-term liabilities

$ 315

$ 175
50

Total liabilities associated with discontinued operations $

Discontinued Directory Publishing Business

$ 225

During the second quarter of 2002, we began actively pursuing the sale of our directory publishing business ("Dex")
On November 8, 2002, we completed the first stage of the sale of our directory publishing business to a new entity formed
by the private equity firms of The Carlyle Group and Welsh, Carson, Anderson & Stowe (the "Dex Sale") The sales price
for the first stage of the Dex Sale, which involved the sale of Dex operations n the states of Colorado, lowa, Minnesota,
Nebraska, New Mexico, North Dakota and South Dakota ("Dex East™) was $2 75 billion and was paid in cash We

recognized a gain of $1 6 billion (net of $1 0 billion 1n taxes) from the Dex East sale

The sale of Dex 1n the remaining states of Arizona, Idaho, Montana, Oregon, Utah, Washington and Wyoming ("Dex
West") was completed in September 2003 We received approximately $4 3 billion 1n gross cash proceeds and recognzed a

gain of $2 5 billion (net of $1 6 billion 1n taxes) from the Dex West sale
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Excess Network Supplies Held for Sale

We periodically review our network supplies against our usage requirements to 1dentify potential excess supplies for
disposal During the second quarter of 2002, we 1dentified $359 muillion of excess supphes and engaged a third-party broker
to conduct a sale of those assets An impairment charge of $348 mullion was recorded on June 30, 2002 to reduce the
carrymg amount of the supplies to their net estimated fair value Fair value was based upon market values of similar
equipment The impairment charge of $348 million 1s included 1n asset impairment charges 1 our 2002 consolidated
statement of operations

Other Assets Held for Sale

Prior to and during 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party
telecommunications services providers, including approximately 570,000 access lines in nine states to Citizens
Communications Company ("Citizens") Because these access lines were "held for sale”, U S WEST discontinued
recognizing depreciation expense on the related assets and carned them at the
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lower of their cost or fatr value, less estimated cost to sell These access hnes are part of our wireline segment

On July 20, 2001, we terminated the agreement with Citizens under which the majority of the remaining access lines 1n
eight states were to have been sold and ceased actively marketing the remaining access lines As a result, the remaining
access lines and related assets were reclassified to "held for use” as of June 30, 2001 In connection with the change 1n use
and this reclassification, the access lines and rclated assets were measured individually at the lower of their (a) carrying
value before they were classified as held for sale, adjusted for any depreciation expense or impairment losses that would
have been recognized had the assets been continuously classified as held for use, or (b) thetr farr value at June 30, 2001
This resulted 1n a charge to depreciation 1n 2001 of $222 mullion to "catch up" the depreciation on these access lines and
related assets for the period they were classified as held for sale The required adjustments to the carrying value of the
individual access lines and related assets were included 1n our 2001 consolidated statement of operations

In 2001, we sold approximately 41,000 access hines m Utah and Anzona resulting in $94 milhon in cash proceeds and
a gain of $51 million

Note 7: Investments

The following table summarizes the carrying value of our investments as of December 31, 2003 and 2002

December 31,

2003 2002

(Dollars in millions)

Short-term pubhicly traded marketable debt securities $ 174 $ —
Non-current investments
Publicly traded marketable debt securities 24 —
Publicly traded marketable equity securities — 1
Investments 1n private companies 6 22
Total investments $ 204 $ 23

Equity Method Investments
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As discussed 1n Note 2—Summary of Significant Accounting Policies, investments where we exercise significant
influence, but do not control the investee, are accounted for under the equity method of accounting Under the equity
mcthod, investments are stated at imitial cost and are adjusted for contributions, distributions, our share of the mnvestee's
mcome or losses as well as impairment write-downs for other-than-temporary declines in value The following table
summarizes the 2002 and 2001
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changes 1n our 1nvestments that were accounted for using the equity method of accounting At December 31, 2003, we did
not have any significant equity method investments

Qwest Digital
KPNQwest Media Total

(Dollars in nultions)

Balance as of December 31, 2000 $ 7,803 $ 113 $ 7916
Equity share of loss (96) (20) (116)
Purchase price allocation adjustment (3,180) — (3,180)
Impairment charges (3,204) C) (3,213
Capital contributions 65 12 77
Forgiveness of promissory note — (85) (85)
Amortization of excess basis (205) —_— (205)
Currency translation 33) — (33)

Balance as of December 31, 2001 1,150 11 1,161
Equity share of loss (131) 14) (145)
Impairment charges (1,059) 2 (1,061)
Capital contributions — 5 5
Currency translation 40 — 40

Balance as of December 31, 2002 $ — 3 — 3 —

Investment in KPNQwest. In April 1999, pre-Merger Qwest and KPN Telecom B V ("KPN") formed a joint
venture, KPNQwest N V ("KPNQwest™), to create a pan-European Internet Protocol-based fiber optic broadband network,
hinked to our North American network, for data and multimedia services We and KPN each mnitially owned 50% of
KPNQwest In November 1999, KPNQwest consummated an mitial pubhic offering in which 50 6 million shares of
common stock were 1ssued to the public generating approximately $1 0 billion n proceeds As a result of KPNQwest's
mitial public offering, the public owned approximately 11% of KPNQwest's shares and the remainder was owned equally
by us and KPN Originally, contractual provisions restricted our ability to sell or transfer any of our shares through 2004 In
November 2001, we purchased approximately 14 milhon additional shares and Anschutz Company purchased
approximately six million shares of KPNQwest common stock from KPN for $4 58 per share Anschutz Company's stock
purchase was at our request and with the approval of the disinterested members of our Board of Directors (the "Board").
After giving effect to this transaction, we held approximately 47 5% of KPNQwest's outstanding shares Because we have
never had the ability to designate a majority of the members of the supervisory board or to vote a majonty of the voting
secunties, we have accounted for our investment in KPNQwest using the equity method of accounting

In connection with the allocation of the Merger purchase price, we assigned a preliminary value of $7 935 bilhon to
our investment in KPNQwest at June 30, 2000 Prior to the Merger, Qwest's investment in KPNQwest had a book value of
$552 million In accordance with APB Opinion No 18, "The Equity Method of Accounting for Investments 1n Common
Stock", the excess basis related to our investment in KPNQwest of $7 383 billion was attributed to goodw1ll This goodwall
was mitially assigned an estimated life of 40 years and was being amortized ratably over that period The final
determination of the estimated fair value of our investment 1n KPNQwest was completed 1n June 2001 This final
determination resulted 1n an estimated fair value of $4 755 billion, or $3 180 billion less than
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our preliminary estimate of fair value As a result, we recorded a $3 180 billion reduction to our investment in KPNQwest
cffective 1n the second quarter of 2001 Also at that time we changed the estimated life of the revised goodwill balance of
$4 203 billion from 40 years to 10 years Begimning January 1, 2002, 1n accordance with the adoption of SFAS No 142, we
ceased amortization of goodwill and other intangible assets with indefinite hives In addition, as of December 31, 2002, all
goodwill has been fully impaired See discussion at Note 5—Goodwill and Intangible Assets

Begimning 1n June 2001, we performed periodic evaluations of our investment in KPNQwest and concluded that there
had been a dechine 1n fair value that was other than temporary Factors considered in reaching our conclusions that the
decline was other -than -temporary included, among others, the following a dechne n the price of KPNQwest's publicly
traded stock and the period of time over which such price had been below the carrying value of our investment, the change
1n analysts' expectations released during the second quarter of 2001 indicating sigmificant declines from their first quarter
expectations, and the severe deterioration of the European telecommunications sector that began during the second quarter
of 2001, including a number of bankruptcies, making the near-term prospects of a recovery of KPNQwest's stock less
certain beginning on June 30, 2001 As a result of those evaluations, we recorded an impairment loss of $3 048 billion n
June 2001 to wnite down the carrying amount of our investment in KPNQwest

After a similar evaluation 1n December 2001, we again concluded that a further other-than-temporary decline 1n value
had occurred and recorded an additional impairment of $156 million, reducing the estimated fair value of our KPNQwest
investment to $1 150 billion as of December 31, 2001

In 2002, we recorded a further impairment to our investment for an other-than-temporary decline 1n value 1n the first
quarter of 2002 In May 2002, KPNQwest filed for bankruptcy protection and ceased operations Consequently, we did not
expect to recover any of our investment in KPNQwest and 1n the second quarter of 2002, we wrote-off our remaining
mvestment in KPNQwest to our consolhidated statement of operations

Investment in Qwest Digital Media, LLC. In October 1999, pre-Merger Qwest and Anschutz Digital Media, Inc
("ADMI"), a subsidiary of Anschutz Company, formed a joint venture called Qwest Digital Media, LLC ("QDM"), which
provided advanced digital production, post-production and transmission facihties, digital media storage and distribution
services, and telephony-based data storage and enhanced access and routing services Pre-Merger Qwest contributed capital
of approximately $84 8 million 1n the form of a promissory note payable over nine years at an annual interest rate of 6% At
inception, pre-Merger Qwest and ADMI each owned 50% equity and voting interest n QDM In June 2000, pre-Merger
Qwest acquired an additional 25% interest in QDM directly from ADMI and paid $48 2 nullion for the interest;
$4 8 milhion 1n cash at closing and the remaining $43 4 million 1n the form of a promissory note payable in December 2000,
with an annual interest rate of 8% As a result of this transaction, subsequent to the Merger, we owned a 75% economic
interest and 50% voting interest in QDM, and ADMI owned the remaining 25% economic mterest and 50% voting interest.
We paid the note associated with this additional 25% mterest 1n full, including approximately $1 8 million 1n accrued
interest, 1n January 2001 Because we have never controlled QDM, we have accounted for our investment in QDM using
the equity method of accounting for all periods presented

Also n October 1999, pre-Merger Qwest entered into a long-term Master Services Agreement with QDM under which
QDM agreed to purchase approximately $119 nullion of telecommunication services through October 2008 and we agreed
to extend credit to QDM for the purpose of making payments to
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us for the telecommunications services provided Each October, QDM was required to pay an amount equal to the
difference between certain specified annual commitment levels and the amount of services actually purchased under the
Master Services Agreement at that time In October 2001, we agreed to termnate the Master Services Agreement and
release QDM from its obligation under such agreement to acquire telecommunications services from us At the same time,
QDM agreed to forgive the $84 8 milhon that we owed on the promissory note related to the oniginal capital contribution
from pre-Merger Qwest Prior to the termination of the Master Services Agreement, we advanced QDM $3 8 million which
was the amount owed to us under the agreement for accrued telecommunications services QDM used that advance to pay
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us the amount owed, including interest on amounts past due Concurrent with termination of the Master Services
Agreement, QDM repaid us the $3 8 million advance under the Master Services Agreement with interest.

Marketable Securities

We have investments 1n publicly traded equity securities and private company equity securities, which are classified as
"available-for-sale” under SFAS No 115, "Accounting for Certain Investments 1n Debt and Equity Securnities” ("SFAS
No 115") In accordance with SFAS No 115, we are required to carry these investments at their fair value Unrealized
gains and losses on these securities are recorded in other comprehensive mcome (loss), net of related income tax effects, 1n
the consolidated statement of stockholders' (deficit) equity

We also had investments in publicly traded debt securities made during 2003 which are classified as "held-to-
maturity " In accordance with SFAS No 115, held-to-maturity securities are stated at amortized cost, adjusted for
amortization of premiums and accretion of discounts to maturty.

In addition, we have investments 1n certain derivative instruments on marketable securities As discussed in Note 2—
Summary of Significant Accounting Policies, dervative financial instruments are measured at fair value and recognized as
either assets or hiabilities on our consolidated balance sheets Changes in the fair values of derivative instruments that do not
quahfy as hedges and/or any portion of a hedge that 1s not effective as a hedge, are recogmzed as a gain or loss 1n the
consolidated statement of operations 1n the current period.
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The following table summarizes information related to our investments in marketable equity securities for the years
ended December 31, 2003, 2002 and 2001

Pubhcly Private
Traded Company Total

(Dollars in millions)

Balance as of December 31, 2000 $ 87 $ 144 § 231
Additions 13 3 16
Dispositions @2n 3) (24)
Unrealized mark-to-market gains 62 — 62
Unrealized mark-to-market losses 29) — 29)
Other-than-temporary declines 1n value and mark-
to-market adjustment of warrants 69) (115) (184)

Balance as of December 31, 2001 43 29 72
Dispositions 50) — (50)
Unrealized mark-to-market gains 41 — 41
Unrealized mark-to-market losses (&) — (5)
Other-than-temporary declines 1n value and mark-
to-market adjustment of warrants (28) @) 35)

Balance as of December 31, 2002 1 22 23
Additions 198 — 198
Unrealized mark-to-market gains — 3 3
Other-than-temporary declines 1n value and mark-
to-market adjustment of warrants 1) (19) (20)

Balance as of December 31, 2003 $ 198 $ 6 § 204
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Investments in Publicly Traded Securities

As of December 31, 2003, our portfolio of publicly traded marketable securities consisted principally of U S
Government Agency debt securities which had an amortized cost and a fair market value of approximately $198 milhion In
accordance with SFAS No 115, we accrete the discount of these bonds and recognize interest income 1n our consolhidated
statement of operations Bonds of $174 nulhon are classified as short-term and are included 1n prepaids and other current
assets and $24 million 1s included as non-current in other assets on our consohdated balance sheet as of December 31, 2003

As of December 31, 2002 our portfolio of publicly traded marketable securities consisted principally of the warrants
we held to purchase various public company equity securities In accordance with SFAS No 133 and SFAS No 115, we
mark the warrants to market and any changes in the fair value of these warrants are charged to the consolidated statement of
operations We recorded losses of $1 million, $20 milhion and $6 million, for the years ended December 31, 2003, 2002 and
2001, respectively, related to changes 1n the fair value of these warrants We had no other significant derivative financial
mstruments as of December 31, 2003 or 2002

We recorded charges related to other-than-temporary declines n value relating to our investments in publicly traded
marketable securities during 2002 and 2001 totaling $8 mullion and $63 nullion, respectively There were no charges
recorded during 2003 During 2002 and 2001, we sold various
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holdings 1n our public and non-public investments for approximately $12 million and $2 nullion, respectively We recorded
a loss of $37 million 1n 2002 and a loss of $22 million 1n 2001 associated with these sales We had no significant sales of
nvestments 1n 2003

Note 8: Borrowings
Current Borrowings

As of December 31, 2003 and 2002, our current borrowings consisted of

December 31,

2003 2002

(Dollars in millions)

Short-term notes $ — $ 750
Current portion of credit facility — 750
Current portion of long-term borrowings 1,834 1,180
Current portion of capital lease obligations and other 35 92

Total current borrowings $ 1,869 $ 2,772

In August 2002, Dex borrowed $750 milhion under a term loan agreement ("Dex Term Loan™) due September 2004
Borrowings under the Dex Term Loan were completed in two tranches. Tranche A and Tranche B. As of December 31,
2002, Tranche A borrowings were $213 million and Tranche A bore interest at either (1) an adjusted London 1nterbank
offered rates ("LIBOR") plus 11 50% per annum, as calculated in accordance with the term loan agreement, or (11) the base
rate under the agreement plus 8 75% per annum Tranche B borrowings were $537 mullion and bore a fixed interest rate of
14 0% On August 12, 2003, the $750 million Dex Term Loan was paid in full See Note 18—Subsequent Events—Debt-
related matters, for a description of transactions affecting our current borrowings that occurred subsequent to December 31,
2003.

Long-term Borrowings
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At December 31, 2003, $133 muilhon of our long-term borrowings, including the current portion, were held at Qwest
and the remainder was held in four of our wholly owned subsidiarnies Qwest Corporation ("QC"), Qwest Services
Corporation ("QSC"), Qwest Communications Corporation ("QCC") and Qwest Capital Funding ("QCF") See Note 18—
Subsequent Events—Decbt-related matters, for a description of transactions affecting our long-term borrowings that

occurred subsequent to December 31, 2003
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As of December 31, 2003 and 2002, long-term borrowings consisted of the following (for all notes with unamortized
discount or premium, the face amount of the notes and the unamortized discount or premium are presented separately)

Qwest Corporation

December 31,

2003 2002

(Dollars in millions)

Notes with various rates ranging from 5 50% to 9 125%
mcluding LIBOR + 4 75% and maturities from 2004 to

2043 $§ 7887 $ 7316

Unamortized discount and other (157) (142)

Caprtal lease obligations and other 25 97

Less current portion (881) (1,255)
Qwest Services Corporation

Notes with various rates ranging from 13 00% to 14 00%

and maturities from 2007 to 2014 3,377 3,298

Unamortized premium 174 70

Credit facility due 2005 with rate of LIBOR + 3 50% 750 2,000

Less current portion — (750)
Qwest Communications Corporation

7 25% Senior Notes due 1n 2007 314 350

Unamortized discount and other @) 7

Capital lease obligations and other 40 50

Less current portion 2) (6)
Qwest Capital Funding

Notes with various rates ranging from 5 875% to 7 90%

and matunties from 2004 to 2031 4,952 7,665

Unamortized discount an (20)

Less current portion (963) —
Qwest Communications International Inc

7.50% Sentor Notes due 1n 2008 62 750

7 25% Sentor Notes due 1n 2008 8 300

Unamortized discount and other ) 30)

Senior Notes with various rates ranging from 8 29% to

10 875% and maturities from 2007 to 2008 33 33

Note payable to ADMI (Note 16—Related Party

Transactions) 30 35

Less current portion 4) )
Other

Caputal lease obligations 33 25

Less current portion (19) (10)
Total—net long-term borrowings $§ 15,639 $ 19,768
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Our long-term borrowings had the following interest rates and maturities at December 31, 2003

Maturities

Interest Rates 2004 2005 2006 2007 2008 Thereafter Total

[

(Dollars in mitlions)

Up to 5% $ — $ 750 $ — 5 — § — 3 — $ 75C
Above 5% to 6% 1,084 46 6 77 328 — 1,541
Above 6% to 7% — 595 — 1,340 171 2,872 4,978
Above 7% to 8% 750 — 485 314 71 3,364 4,984
Above 8% to 9% — — — —_ 22 250 272
Above 9% to 10% — — — 11 — 1,500 1,511
Above 10% — — — 504 — 2,873 3,377
Total $ 1834 % 13918 491§ 22463 592°% 10,859 17,413
Capital leases and other 98
Unamortized discount and other @3
Less current borrowings (1,866
Total long-term debt $ 15,636

QC Notes

At December 31, 2003 and 2002, QC had notes with aggregate principal amounts outstanding of $7 887 billion and
$7 316 tillion, excluding unamortized discounts of $157 million and $142 million, respectively, of unsecured notes at
interest rates ranging from 5 50% to 9 125% including floating rate debt at LIBOR + 4 75% and with maturities from 2004
to 2043 The indentures governing these QC notes contain certain covenants including, but not hmited to (1) a prohibition
on certain liens on the assets of QC and (11) a limitation on mergers or sales of all, or substantially all, of the assets of QC,
which limitation requires that a successor assume the obligation with regard to these notes These indentures do not contain
any cross-default provisions We were 1n compliance with all of the covenants at December 31, 2003 Included 1n the
amounts listed above are the following 1ssuances

On June 9, 2003, QC completed a senior term loan 1n two tranches for a total of $§1 75 bilhon principal amount of
indebtedness The term loan consists of a $1 25 billion floating rate tranche, due 1 2007, and a $500 million fixed rate
tranche, due in 2010 The term loan 1s unsecured and ranks equally with all of QC's current indebtedness The floating rate
tranche cannot be prepaid for two years and thereafter 1s subject to prepayment premiums through 2006 There are no
mandatory prepayment requirements The covenant and default terms are substantially the same as those associated with
QC's other long-term debt The net proceeds were used to refinance approximately $1 1 billion of QC's debt due 1n 2003
and fund or refinance our mvestment in telecommuntcations assets Also, 1n connection with this QC 1ssuance, we reduced
the QSC Credit Facility (as described below) by approximately $429 mullion to a balance of $1 57 billion

The floating rate tranche bears interest at LIBOR plus 4 75% (with a mimmum 1nterest rate of 6 50%) and the fixed
rate tranche bears interest at 6 95% per annum The interest rate on the floating rate tranche was 6 50% at December 31,
2003 The lenders funded the entire principal amount of the loan subject to the onginal 1ssue discount for the floating rate
tranche of 1 00% and for the fixed rate tranche of 1 652%
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In March 2002, QC 1ssued $1 5 bilhon n bonds with a ten-year maturity and an 8 875% interest rate At December 31,
2003, the interest rate was 9 125% Once we have registered the notes with the Securities and Exchange Commission,
("SEC™), the 1nterest rate will return to 8 875%, the onginal stated rate

QSC Notes

At December 31, 2003 and 2002, QSC had notes with aggregate principal amounts outstanding of $3.377 billion and
$3 298 billion, consisting of 13 0% Notes due 1n 2007 ("2007 Notes"), 13 5% Notes due 1n 2010 ("2010 Notes") and 14 0%
Notes due 1n 2014 ("2014 Notes") pursuant to an indenture 1ssued on December 26, 2002 The total unamortized premium
for these notes was $174 million and $70 million at December 31, 2003 and 2002, respectively Since December 26, 2003,
we have been incurring additional interest of 0 25% per annum on these notes Once we register the notes with the SEC, the
nterest rates will return to the original stated rates We will be required to pay an additional 0 25% per annum of 1nterest
starting March 25, 2004, for a total of 0 50% of additional interest, until the notes are registered The 2007 Notes, 2010
Notes and 2014 Notes are callable on December 15 of 2005, 2006 and 2007 at 106 5%, 106 75% and 107%, respectively
The QSC notes are subordinated in right of payment to all senior debt of QSC, including the 2004 QSC Credit Facility, and
the QSC guarantee of the 2009, 2011 and 2014 Qwest notes The QSC notes are secured by a lien on the stock of QC,
which hen 1s junior to the hens on such collateral securing QSC's senior debt, including the 2004 QSC Credit Facility and
QSC's guarantee of the 2009, 2011 and 2014 Qwest notes (See Note 18—Subsequent Events, Debt-related matters, for a
discussion of new debt 1ssued 1n 2004) The QSC notes are guaranteed by QCF and Qwest on a senior basis and the
guarantee by Qwest 1s secured by liens on the stock of QSC and QCF

The QSC indenture contains certain covenants mcluding, but not imited to (1) imitations on incurrence of
mdebtedness, (1) imitations on restricted payments, (1) limitations on dividends and other payment restrictions,
(1v) mitations on asset sales, (v) limitations on transactions with affihates, (vi) imitations on liens, and (vir) limitations on
business activities Under the QSC indenture we must repurchase the notes upon certain changes of control. This indenture
also contains provisions for cross acceleration relating to any of our other debt obligations and the debt obligations of our
restricted subsidiaries in the aggregate in excess of $100 million We were 1n comphance with all of the covenants as of
December 31, 2003

On December 22, 2003, we completed a cash tender offer (the "December 2003 Tender Offer") for the purchase of
approximately $3 billion aggregate face amount of outstanding debt of Qwest, QSC and QCF for approximately $3 billion
n cash As a result, we recorded a loss of $15 million on the early retirement of this debt In connection with the
December 2003 Tender Offer, QSC purchased $327 million face amount of 1ts debt for $386 million 1n cash resulting 1n a
loss of $42 million QSC also offered to purchase its notes for par under the asset sale repurchase requirement as required
by the indentures governing the QSC notes The details relating to Qwest's and QCF's portion of the December 2003 Tender
Offer are discussed below 1n their respective sections

Durmg 2003, we also exchanged $406 milhon of new QSC notes for $560 million face amount of QCF notes These
debt-for-debt exchanges were accounted for 1n accordance with the guidance in Emerging Issues Task Force Issue No 96-
19, "Debtors Accounting for a Modification or Exchange of Debt Instruments", ("EITF Issue No 96-19") On the date of
the exchanges, the present value of the cash flows under the terms of the revised debt instruments were compared to the
present value of the
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remaining cash flows under the original debt instruments The cash flows were not considered "substantially” different to
that of the exchanged debt, therefore, no gain was recognized on the exchanges and the difference of $144 mullion between
the face amount of the new debt and the carrying amount of the exchanged debt is being amortized as a credit to nterest
expense using the effective interest rate method over the Iife of the new debt The new QSC notes have interest rates
ranging from 13 0% to 13 5% with maturities of 2007 and 2010, while the QCF notes had interest rates ranging from

6 875% to 7 90%
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QSC Credit Facility

Until February 2002, we maintained commercial paper programs to finance the short-term operating cash needs of our
business We had a $4 0 billion syndicated credit facility available to support our commercial paper programs As a result of
reduced demand for our commercial paper, 1n February 2002 we borrowed the full amount under this credit facility and
used the proceeds to repay $3 2 billion or all of the commercial paper outstanding and terminated our commercial paper
program The remainder of the proceeds was used to pay maturities and capital lease obligations and to fund operations

At December 31, 2003 and 2002, we had $750 millron and $2 0 bithon, respectively, outstanding under the credit
facility, which had been reconstituted as a revolving credit facility in August 2002, with QSC as the primary borrower
("QSC Credit Facility") The QSC Credit Facility was secured by a senior lien on the stock of QC The QSC Credit Facility
was paid down by $429 million concurrently with QC's $1 75 billion term loan completed in June 2003 Proceeds from the
completed sale of the Dex West business during September 2003 were used to reduce the QSC Credit Facility by another
$321 milhion In December 2003, the QSC Credit facility was reduced by an additional $500 mullion At December 31,
2003, the QSC Credit Facility bore interest of 4 65% We obtained extensions under the QSC Credit Facility for the
dehivery of certain annual and quarterly financial information The warvers extended the compliance date to provide certain
annual and quarterly financial information to March 31, 2004 On February 5, 2004, the QSC Credit Facility was paid off
and terminated (See Note 18—Subsequent Events, Debt related matters, for a discussion of the payoff of the QSC Credit
Facility)

QCC Notes

At December 31, 2003 and 2002, QCC had notes with aggregate principal amounts outstanding of $314 million and
$350 million, respectively, excluding unamortized discount of $7 million, in each year, of unsecured 7 25% Semor Notes,
due 2007 During 2003, $36 million of these notes were exchanged for $33 million of cash resulting m a gain of $3 milhon.

The indenture governing these notes contains certain covenants including, but not limited to (1) a prohibition on
certain liens on assets of QCC and (1) a mitation on mergers or sales of all, or substantially all, of the assets of QCC,
which requires that a successor assume the obligation with regard to these notes This indenture contains provisions relating
to acceleration upon an acceleration of any other debt obligations of QCC 1n the aggregate in excess of $25 million We
were 1n comphance with all of the covenants as of December 31, 2003
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QCF Notes

At December 31, 2003 and 2002, QCF had notes with aggregate principal amounts outstanding of $4 952 billion and
$7 665 billion, excluding unamortized discounts of $11 milhon and $20 million, respectively, of unsecured notes at rates
ranging from 5 875% to 7 9% and with matunties from 2004 to 2031 The QCF notes are guaranteed by Qwest on a senior
unsecured basis The indentures governing these QCF notes contain certain covenants including, but not limited to (1) a
prohibition on certain liens on the assets of QCF and (11) a imitation on mergers or sales of all, or substantially all, of the
assets of QCF or us, which linitation requires that a successor assume the obligation with regard to these notes These
mdentures do not contain any cross-default provisions We were in compliance with all of the covenants as of
December 31, 2003.

In connection with the December 2003 Tender Offer, QCF purchased $1 735 billion face amount of its debt for
$1 637 billion 1n cash resulting 1n a gain of $79 million

During 2003, we also exchanged $418 million face amount of existing QCF notes for $165 million of cash and
52 5 million shares of our common stock with an aggregate value of $202 million The trading prices for our shares at the
time the exchange transactions were consummated ranged from $3 22 per share to $5 11 per share As a result, a gam of
$50 million was recorded on this debt extinguishment We also exchanged $406 million of new QSC notes for $560 million
face amount of QCF notes See the QSC section above for a discussion of this debt for debt exchange

On December 26, 2002, we completed an offer to exchange up to $12 9 billion 1n aggregate face amount of
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC and Qwest. (Because of the amount
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tendered no Qwest notes were required to be 1ssued ) We recerved valid tender offers of approximately $5 2 billion 1n total
principal amount of the QCF notes and 1ssued i exchange $3 3 billion 1n face amount of new debt securities of QSC under
the mdenture described above This transaction was accounted for 1n accordance with the guidance 1n EITF Issue No. 96-
19 On December 26, 2002, the present value of the cash flows under the terms of the revised debt instruments were
compared to the present value of the remaiming cash flows under the original debt instruments The cash flows for nine of
the new debt securities were considered "substantially" different to that of the exchanged debt securities Accordingly, these
debt exchanges were accounted for as debt extinguishments resulting 1n the recognition of a $1 8 billion gamn 1n 2002 The
cash flows for two of the new debt securities were not considered "substantially” different to that of the exchanged debt and
therefore no gain was realized upon exchange For these two debt instruments, the difference between the fair value of the
new debt and the carrying amount of the exchanged debt of approximately $70 million 1s being amortized as a credit to
nterest expense using the effective interest method over the life of the new debt

During the first quarter of 2002, we exchanged $97 million in face amount of debt that was 1ssued by QCF In
exchange for the debt, we 1ssued approximately 9 88 mullion shares of our common stock with a fair value of $87 million
The trading prices for our shares at the time the exchange transactions were consummated ranged from $8 29 per share to
$9 18 per share As a result, a gain of $9 million was recorded on this extinguishment of debt.

Qwest 2008 Notes

At December 31, 2003 and 2002, we had notes with aggregate principal amounts outstanding of $70 million and
$1 05 bilhon, respectively, of senior notes due 1n 2008, excluding unamortized discount
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of $2 million and $30 million, respectively At December 31, 2002, these notes consisted of $750 million 1ssued with an
nterest rate of 7 50% and $300 muillion 1ssued with an interest rate of 7 25% As of December 26, 2002, these senior notes
have been secured equally and ratably with the QSC notes discussed above by a lien on the stock of QSC and QCF These
notes are also guaranteed on a senior basis by QCF and QSC and the QSC guarantee 1s secured by a junior lien on the stock
of QC In connection with the December 2003 Tender Offer, we purchased $981 million face amount of our 2008 notes for
$1 006 billion 1n cash resulting 1n a loss of $52 million and amended the indentures governing the notes that remain
outstanding to ehmmate restrictive covenants and certatn default provisions At the same time, Qwest also offered to
purchase these notes for par under the asset sale repurchase requirecment as required by the indentures governing these notes
and accepted $32 muilion that was tendered under this offer, which 1s included 1n the purchase and loss amounts above.

Other Qwest Notes

At December 31, 2003 and 2002 we had notes with aggregate principal amounts of other notes outstanding of
$33 mitlion, consisting of 8 29% Senior Notes due 1n 2008, 9 47% Senior Notes due 1n 2007 and 10 875% Senior Notes due
1 2007 In March 2001, we completed a cash tender offer to buy back some of these notes In this tender offer, we
purchased $995 million 1n principal of the outstanding notes 1 exchange for $1 1 billion 1n cash, resulting 1 a loss of
$106 million In connection with this tender offer, the remaining outstanding indentures governing the notes were amended
to eliminate restrictive covenants and certain default provisions

Interest

The following table presents the amount of gross interest expense, capitalized interest and cash paid for interest during
2003, 2002 and 2001.

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

Gross interest expense $ 1,776 $ 1830 $ 1,624
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Capitahized interest 19 41) (187)

Net 1nterest expense $ 1,757 $ 1,789 $ 1,437

Cash nterest paid $ 189 $ 1829 §

1,260

Note 9: Restructuring and Merger-related Charges

The restructuring reserve balances discussed below are included in our consolidated balance sheets in the category of
accrued expenses and other current habilities for the current portion and other long-term habilities for the long-term
portion As of December 31, 2003 and 2002, the amounts included as current habilities are $147 milhon and $127 milhon
and the long-term portions are $377 million and $420 million, respectively

2003 Activities

During the year ended December 31, 2003, as part of an ongoing effort of evaluating costs of operations, we reviewed
employee levels n certain areas of our business As a result, we established a
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reserve and recorded a charge to our 2003 consohdated statement of operations for $131 million to cover the costs
associated with these actions, as more fully described below

An analysis of activity associated with the 2003 restructuring reserve, as well as prior period restructuring and Merger
reserves, 1s as follows

Year Ended December 31, 2003

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

(Dollars i millions)

2003 restructuring plan $ — 3 131 § 14 $ — 3 117
2002 restructuring plan 164 — 62 6 96
2001 restructuring plan 361 — 38 12 311
Merger-related 22 — 22 — —

Total $ 547 $ 131 § 136 $ 18 8 524

The 2003 restructuring reserve mcluded charges of $107 million for severance benefits pursuant to established
severance policies and $24 million for real estate exit obhgations, which primanly include estimated future net payments on
abandoned operating leases We 1dentified approximately 2,300 employees from various functional areas to be terminated
as part of this restructuring Through December 31, 2003, approximately 1,600 of the planned reductions had been
completed The remaming 700 reductions are expected to occur over the next year, with severance payments generally
extending from two to 12 months The real estate exit costs include the net present value of rental payments due over the
remaiming term of the leases, net of estimated sublease rentals and estimated costs to terminate the leases Through
December 31, 2003 we had utihzed $12 million of the 2003 restructuring reserves for severance payments and $2 nilhion
for real estate exit costs

SFAS No 146 establishes standards for reporting information about restructuring activities Effective for exit or
disposal activities mnitiated after December 31, 2002, SFAS No 146 requires disclosure of the total amount of costs
expected to be incurred 1n connection with these activities for each reportable segment The 2003 restructuring provisions
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for our wireline, wireless and other segments are $87 million, $0 million and $44 milhon, respectively

During the year ended December 31, 2003, we utilized $43 million of the 2002 restructuring plan (as described below)
reserves for employee severance payments and $19 mullion for real estate exit-related payments We had identified 4,500
employees to be terminated as part of the 2002 restructuring plan and as of December 31, 2003, these employee reductions
were complete As the 2002 plan was complete and actual costs were less than onginally estimated, we reversed $6 mllion
of the restructuring reserve during the year ended December 31, 2003 This reversal mcluded $4 million of severance
reserves and $2 million of real estate exit reserves The remaining restructuring reserve for the 2002 restructuring plan
mcludes $7 nilhion for severance payments, which we expect to utilize during 2004, and $89 million for real estate exit
costs The real estate exit costs are to be utilized over the next several years

During the year ended December 31, 2003, we utilized $38 nullion of the 2001 restructuring plan reserves This
utilization includes $4 milhon for severance-related costs and $34 million for real estate exit costs. As the employee
severance-related activities related to the 2001 restructuring plan were complete and as actual costs were less than
originally estimated, the remaining severance-related reserve of $11 million as well as $1 million of over-accrued real estate
exit-related reserves were
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reversed during the year ended December 31, 2003 The remarning restructuring reserve for 2001 of $311 mullion
represents remaining real estate exit obligations, which will be utilized over the next several years

During the year ended December 31, 2003, we utilized the remaining Merger-related reserve established during 2000.
2002 Activities

During the year ended December 31, 2002, 1n response to shortfalls in employee reductions as part of the 2001
restructuning plan (as discussed below) and due to continued dechines 1n our revenue and general economic conditions, we
1dentified employee reductions 1n various functional areas and permanently exited a number of operating and admmistrative
facilittes In connection with that restructuring, we established a restructuring reserve and recorded a charge of $299 million
to our 2002 consolidated statement of operations to cover the costs associated with these actions, as more fully described
below

Year Ended December 31, 2002

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

(Dollars in millions)

2002 restructuring plan $ — 3 299 % 135 § — 8 164
2001 restructuring plan 790 71 365 135 361
Merger-related 111 — 36 53 22

Total $ 901 $ 370§ 536 $ 188 § 547

The 2002 restructuring reserve included $179 mulhon related to severance and $120 mithon for real estate exit costs
During the year ended December 31, 2002, $123 million of the reserve was utilized for severance benefits and $12 mullion
was utilized for real estate exit costs Relative to our 2001 plan, $172 mulhion of the reserve was utilized for severance
payments and $193 million was utihzed for real estate exit costs Also, during the year ended December 31, 2002, we
accrued an additional $71 mullion for additional 2001 restructuring plan real estate exit costs and reversed $135 million of
the 2001 restructuring plan reserves The 2001 restructuring plan reversal was comprised of $113 mullion of severance costs
and $22 milhion of over accrued real estate exit costs The 2001 plan included 10,000 anticipated terminations and as of
December 31, 2002, we had terrinated 7,000 employees
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During the year ended December 31, 2002, we utilized $36 million of Merger-related reserves established during
2000, primanly for contractual and legal settlements and reversed $53 million of the Merger-related reserves as the
employee reductions and contractual settlements were complete The remaining Merger-related reserve represents
contractual obligations paid 1n 2003

2001 Activities

Duning the year ended December 31, 2001, we established a reserve and charged to our consolidated statement of
operations $825 mllion for restructuring activities 1 conjunction with our 2001 restructuring plan This reserve was
compnsed of $332 milhion for severance-related costs and $493 mullion for real estate exit costs This reserve was partially
offset by a reversal of $9 million of other restructure-related real estate exit costs During the year ended December 31,
2001, 1n relation to the Merger as earlier described, we charged to our consolidated statement of operations $321 mullion,
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which 1s comprised of $115 million for additional contractual settlement, legal contingency and other related costs,

$132 million for additional severance charges and $74 million for other Merger-related costs, net of reserve reversals The
additional provisions and reversals of Merger-related costs were due to additional Merger-related activities and
modifications to previously accrued Merger-related activities.

The following table outlines our cumulative utilization of the 2003, 2002 and 2001 restructurning and Merger-related
plans through December 31, 2003.

December 31, 2003—

Cumulative Utilization

Real Estate
Severance and Exit and
Related Related Total

(Dollars in milhons)

2003 restructuring plan $ 12§ 2 8 14
2002 restructuring plan 166 31 197
2001 restructuring plan 208 230 438
Merger-related 736 1,013 1,749

Total cumulative utihzation $ 1,122 $ 1276 $ 2,398

Note 10: Other Financial Information
Accrued Expenses and Other Current Liabilities

Accrued expenses and other current habilities consist of the following

December 31,

2003 2002

(Dollars in milhions)

Accrued nterest $ 285 $ 402
Employee compensation 543 333
Accrued property and other taxes 392 456
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Accrued facilities costs 358 199
Current portion of state regulatory and legal habilities 196 182
Restructuring and Merger-related reserves 147 127
Other 345 492

Total accrued expenses and other current hiabilities $ 2266 $ 2,191

Other Long-Term Liabilities

Other long-term liabilities include a deferred credit associated with our November 12, 2003 settlement of the disputes
with certain of our nsurance carriers related to, among other things, the investigations and securities and derivative actions
descnbed 1n Note 17—Commitments and Contingencies The settlement immvolved, among other things, an additional
payment by us of $157 5 million, and 1n return, the insurance carriers paid $350 million nto trust Of the $350 mullion,
$150 million m cash 1s available for our benefit and has been used in large part to reimburse defense costs incurred by us 1n
connection with these matters Another $143 mullion m cash and $57 million 1n rrevocable letters of credit, totaling
$200 milhon, 1s set aside to cover losses we may mncur and the
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losses of current and former directors and officers and others who have released the insurance carriers in connection with
the settlement The use and allocation of these proceeds has yet to be resolved between us and individual insureds We
consolidated the trust assets and related deferred credit into our consolidated balance sheet as of December 31, 2003 We
have also recorded a reserve n our consolidated financial statements for the estimated mmimum lability associated with
certain of these matters We have classified the assets, deferred credit and loss reserve as non-current.

Other long-term habilities also includes $221 milhon related to the termination of our Calpoint LLC ("Calpoint")
services agreement We entered into a services agreement with Calpoint in 2001 In connection with this arrangement, we
also agreed to pay monthly services fees directly to the trustee that serves as a paying agent on debt instruments 1ssued by
special purpose entities sponsored by Calpoint This unconditional purchase obligation required us to pay at least 75% of
the monthly service fees for the entire term of the agreement, regardless of whether Calpoint provided us service. In
September 2003, we terminated our services arrangement with Calpoint We paid to terminate the services agreement, but
will continue to make payments to a trustee related to the unconditional purchase obligation As a result of this transaction,
in September 2003, we recorded a hiability of $346 nullion for the net present value of the remaining obligation which will
be paid through 2006 Our total remaiming hiability related to the Calpoint transaction 1s $322 milhion as of December 31,
2003

Note 11: Employee Benefits
Pension, Post-retirement and Other Post-employment Benefits

We have a noncontributory defined benefit pension plan (the "Pension Plan") for substantially all management and
occupational (union) employees In addition to this qualified Pension Plan we also operate a non-qualified pension plan for
certain highly compensated employees and executives (the "Non-Qualified Pension Plan") We maintain post-retirement
healthcare and life insurance plans that provide medical, dental, vision and life insurance benefits for certain retirees We
also provide post-employment benefits for certain other former employees As of December 31, 2003 and 2002, shares of
our common stock and ownership of our debt accounted for less than 0 5% of the assets held 1n the pension plans and post-
retirement benefit plans

Management employees who retain the retiree medical and hife benefits and retire after September 6, 2000 will begin
paying contributions toward retiree medical and l1fe benefits in 2004 The current collective bargaming agreement for our
occupational (union) employees provides that those who retire after December 31, 1990 will begin paying contributions
toward retiree medical benefits once they exceed our healthcare cost caps, but no sooner than January 2006

We modified the Pension Plan benefits, effective January 1, 2001, for all former U S WEST management employees
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who did not have 20 years of service by December 31, 2000 or who would not be service pension eligible by December 31,
2003 For employees who did not meet these criteria (the "unprotected group™), no additional years of service will be
credited under the defined lump sum formula for years worked after December 31, 2000 These employees' pension benefits
will only be adjusted for changes in the employces' future compensation levels Future benefits for the unprotected group
are based on 3% of pay while actively employed plus a return as defined in the Pension Plan The minimum retumn an
employee can earn on their account 1n a given year 1s based upon the Treasury Rate and the employee's account balance at
the beginning of the year All management employees, other than those who remain eligible under the previous formulas,
will be eligible to participate 1n the 3%-of-pay plan
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Effective August 11, 2000, the Pension Plan was amended to provide additional pension benefits to certain plan
participants who were involuntarily separated from us between August 11, 2000 and June 30, 2001 The Pension Plan was
subsequently amended to provide termination benefits through June 30, 2003 The amount of the benefit 1s based on pay
and years of service For 2003, 2002 and 2001, the amounts of additional termination benefits paid were $73 mllion,
$226 million and $154 nullion, respectively In addition, special termination benefits of $0 milhion, $3 million and
$6 million were paid from the Non-Quahfied Pension Plan to certain executives during 2003, 2002 and 2001, respectively

Pension and post-retirement health care and Iife insurance benefits earned by employees during the year, as well as
nterest on projected benefit obligations, are accrued currently Prior service costs and credits resulting from changes 1n plan
benefits are amortized over the average remaining service period of the employees expected to receive benefits Pension
and post-retirement costs are recognized over the period in which the employee renders services and becomes eligible to
recerve benefits as determined using the projected unit credit method

Our funding policy 1s to make contributions with the objective of accumulating sufficient assets to pay all qualified
pension benefits when due No pension funding was required in 2003 or 2002 and as of December 31, 2003 and 2002, the
fair value of the assets n the qualified pension trust exceeded the accumulated benefit obligation of the qualified Pension
Plan Durning 2003, we made contributions of $8 million to the post-retirement healthcare plan, however, we did not
contribute to the post-retirement healthcare or life msurance plans 1n 2002 We expect to contribute approximately
$13 million to the post-retirement healthcare plan during 2004

The components of the net pension credit, non-qualified pension benefit cost and post-retirement benefit cost are as
follows

Pension Cost (Credit) Years Non-Quahfied Pension Cost Post-retirement Benefit Cost
Ended December 31, Years Ended December 31, Years Ended December 31,

2003 2002 2001 2003 2002 2001 2003 2002 2001

(Dollars i millions)

Service Cost 3 170 $ 154 § 187 $ 48 38 28 23 $ 27 § 29
Interest Cost 601 601 686 3 5 5 389 328 307
Expected return on plan assets (858) (925) (1,101) — — — (135) (191) (224)
Amortization of transition asset an (76) 79 2 2 2 — — —
Amortization of prior service cost — — — — — — (20) 20) 20)
Plan settlement — 11 — — 2 6 — — —
Special termination benefits — — — — 3 6 — — —
Recognized net actuarial (gain) loss — — (53) — 2 1 101 23) ©n
Net (credit) cost included in current earmngs (loss) $ (IS8 (235)8 (360) $ 9% 17 § 223 358 § 121 § 1

DR, VR

fonanna]

The net pension cost (credit) 1s allocated between cost of sales and selling, general and administrative expense 1n the
consolidated statements of operations

The measurement dates used to determine pension and other postretirement benefit measurements for the plans are
December 31, 2003, 2002 and 2001 The actuarial assumptions used to compute the
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net pension cost (credit), non-qualified pension benefit cost and post-retirement benefit cost are
available as of the beginning of the year, as presented 1n the following table

Non-Qualified Pension

based upon information

Post-retirement Benefit

Pension Cost (Credit) Cost Cost
2003 2002 2001 2003 2002 2001 2003 2002 2001

Beginning of the year

Discount rate 675% 725% T775% 675% 725% 775% 675% 725% 775%
Rate of compensation increase 465% 465% 465% 465% 465% 4 65% N/A N/A N/A
Expected long-term rate of return on plan assets 900% 940% 940% N/A N/A N/A 900% 940% 940%
Initial healthcare cost trend rate N/A N/A N/A N/A N/A N/A 10 00% 825% 825%
Ultimate healthcare cost trend rate N/A N/A N/A N/A N/A N/A 5 00% 500% 5 00%
Year ultimate trend rate 1s reached N/A N/A N/A N/A N/A N/A 2013 2007 2007

N/A—not apphcable

Following 1s an analysis of the change in the projected benefit obligation for the pension, non-qualified pension plans

and post-retirement benefit plan obligation for the years ended December 31, 2003 and 2002

Non-Qualified Pension

Pension Plan Years Ended Plan Years Ended

Post-retirement Benefit
Plan Years Ended

December 31, December 31, December 31,
2003 2002 2003 2002 2003 2002
(Dollars in milhons)

Benefit obligation accrued at beginning of year $§ 8,741 $ 9625 $§ 71 $ 70 $§ 5708 $ 4,700
Service cost 170 154 4 3 23 27
Interest cost 601 601 3 5 389 328
Actuanal loss (gain) 513 (164) (18) 3 378 1,012
Plan amendments (40) — — — (15) —
Special termination benefits 73 226 — 3 — —
Plan settlements 8 — — — — —
Business divestitures ©n (88) — — 24) 27)
Benefits paid (1,015) (1,613) (12) 13) (383) (332)

Benefit obligation accrued at end of year 8741 § 48 § 71§ 6,076 $ 5,708

Accumulated benefit obligation $ 8470 $ 8,129 $ 41 $ 41 5,708

LA,
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$ 6,076 $

The actuarial assumptions used to compute the funded (unfunded) status for the plans are b
available as of the end of the respective year and are as follows

Non-Qualified
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Pension Plan Pension Plan Benefit Plan

2003 2002 2003 2002 2003 2002
End of the year
Discount rate 625% 675% 625% 675% 625% 675%
Rate of compensation mcrease 465% 465% 465% 465% N/A N/A
Initial healthcare cost trend rate N/A N/A NA N/A 10 00% 10 00%
Ultimate healthcare cost trend rate N/A N/A N/A N/A 500% 500%
Year ultimate trend rate 1s reached N/A N/A N/A N/A 2014 2013

N/A—not applicable

Following 1s an analysis of the change 1n the fair value of plan assets for the pension, non-qualified pension and post-
retirement benefit plans for the years ended December 31, 2003 and 2002

Non-Quahfied Pension Post-retirement Benefit
Pension Plan Years Ended Plan Years Ended Plan Years Ended
December 31, December 31, December 31,
2003 2002 2003 2002 2003 2002

(Dollars in millrons)

Fair value of plan assets at beginning of year $ 8427 § 11,121 § — 3 — $ 1,565 $ 2,045
Actual gain (loss) on plan assets 1,702 (1,001) — — 333 (191)
Net employer contributions — — 12 13 144 43
Business divestitures (104) (80) — — — —
Benefits paid (1,015) (1,613) (12) (13) (383) (332)

Fair value of plan assets at year end $ 9,010 § 8427 $ — 3 — $ 1659 $ 1,565

The following table presents the funded status of the pension, non-qualified pension and post-retirement benefit plans
as of December 31, 2003 and 2002

Non-Qualified Pension

Pension Plan Years Ended Plan Years Ended Post-retirement Benefit Plan
December 31, December 31, Years Ended December 31,
2003 2002 2003 2002 2003 2002

{Dotlars in millions)

Funded (unfunded) status $ 50 $ (G148 (48 S (1S (“,417) $ (4,143)
Unrecognized net actuarial loss 1,142 1,460 6 24 1,312 1,257
Unamortized prior service cost (benefit) (40) — 1 1 (113) (118)
Unrecognized transition (asset) obligation (63) (134) 7 9 — —
Prepaid benefit (accrued cost) $§ 1,080 § 1,012 $§ (349 $ (GB7$ (3218 § (3,004)
o o A
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The weighted-average asset allocations for the benefit plans at December 31, 2003 and 2002, by asset category are as
follows

Non-Quabfied Post-Retirement
Pension Plan Pension Plan Benefit Plan
Years Ended Years Ended Years Ended
December 31, December 31, December 31,
2003 2002 2003 2002 2003 2002
Equity Secunties 63% 59% N/A N/A 59% 57%
Debt Securities 24% 29% N/A N/A 35% 38%
Real Estate 6% 6% N/A N/A 1% 1%
Other 7% 6% N/A N/A 5% 4%

Total 100% 100% N/A N/A 100%  100%

s

N/A—not applicable

The investment objective for the benefit plans 1s to provide an attractive risk-adjusted return that will ensure the
payment of benefits and protect against the nisk of substantial investment losses The asset mix, or the percent of the trust
held in each asset class, 1s the primary determinant of the total fund return The asset mix takes into account benefit
obligations, nsk/return requirements and the outlook for the financial markets As of year-end, the actual asset mix 1s within
the 50%-70% policy allocation range for equities and 30%-50% for non-equities (debt, real estate and other)

In computing the pension and post-retirement bencfit costs, we must make numerous assumptions about such things as
employee mortality and turnover, expected salary and wage increases, discount rate, cxpected rate of return on plan assets
and expected future cost increases Two of these items generally have the most significant impact on the level of cost
(1) discount rate and (2) expected rate of return on plan assets

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income investments available
at the measurement date and expected to be available during the period to maturity of the pension benefits. In making this
determination we consider, among other things, the yiclds on Moody's AA corporate bonds as of year-end

The expected rate of return on plan assets 1s the long-term rate of return we expect to earn on trust assets The rate of
return 1s determined by the investment composition of the plan assets and the long-term risk and return forecast for each
asset category The forecasts for each asset class are generated using historical information as well as an analysis of current
and expected market conditions The expected risk and return charactenistics for cach asset class are reviewed annually and
revised, as necessary, to reflect changes 1n the financial markets

To compute the expected return on Pension Plan assets, we apply an expected rate of return to the market-related asset
value of the Pension Plan assets The market-related asset value 1s a computed value that recogmzes changes 1n fair value of
plan assets over a period of time, not to exceed five years This method has the cffect of smoothing market volatility that
may be experienced from ycar to year As a result, our expected return 1s not significantly impacted by the actual return on
Pcnsion Plan assets experienced in any given year
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A change of one percent in the assumed imtial healthcare cost trend rate would have had the following effects m 2003.

One Percent Change

Increase Decrease
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(Dollars in millions)

Effect on the aggregate of the service and interest cost
components of net perodic post-retirement benefit cost

(statement of operations) $ 27§ (23)
Effect on accumulated post-retirement benefit obligation
(balance sheet) $ 459 § (389)

On January 5, 2001, we announced an agreement with our major unions, the Communications Workers of America
("CWA™") and the International Brotherhood of Electrical Workers ("IBEW"), to extend the existing union contracts for
another two years, through August 2003 The cxtensions include a 3 5% wage ncrease in 2001, a 5% wage increase 1n
2002, a 6% pension increase 1n 2002 and a 10% pension increase in 2003 The appropriate changes were reflected 1n the
pension and post-retirement benefit computations In August 2003, we reached an agreement with the CWA and IBEW on a
new two-year contract expiring on August 13, 2005 The new agreements did not have a matenal impact on our pension and
post-retirement benefit computations

Medicare Prescription Drug, Improvement and Modernization Act of 2003

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 ("the Act") became
law in the United States The Act introduces a presciiption drug benefit under Medicare as well as a federal subsidy to
sponsors of retirce health care benefit plans that provide a benefit that 1s at least actuarially equivalent to the Medicare
benefit In accordance with FASB Staff Position No 106-1 "Accounting and Disclosure Requirements Related to the
Medicare Prescription Drug, Improvement and Modernization Act of 2003", we elected to defer recognition of the effects
of the Act 1n any measures of the benefit obligation or cost Specific authoritative gurdance on the accounting for the
federal subsidy 1s pending and that guidance, when issued, could require us to change previously reported information
Currently, we do not beheve we will need to amend our plan to benefit from the Act The measurement date used to
determine pension and other postretirement bencfit measures for the pension plan and the postretirement benefit plan 1s
December 31

Other Benefit Plans
401(k) Plan

We currently sponsor a defined contribution benefit plan covering substantially all management and occupational
(umon) employees Under this plan, employees may contribute a percentage of their annual compensation to the plan up to
certain maximums, as defined by the plan and by the Internal Revenue Service ("IRS") Curiently, we match a percentage
of employee contributions 1 our common stock As a result of our failure to file 1n a timely manner various of our quarterly
reports on Form 10-Q and our failure to file our Annual Report on Form 10-K, beginning in August 2002, we temporarily
suspended the mvestment of employee contributions 1n our common stock During the fourth quarter of 2003, we filed with
the SEC our 2003 quarterly reports on Form 10-Q and our annual report on Form 10-K for the year ended December 31,
2002, (the "2002 Form 10-K") We then
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restored the discretionary investment of employee contributions 1n our common stock beginning in February 2004 As of
December 31, 2003, the assets of the plan included approximately 88 million shares of our common stock as a result of the
combination of our employer match and participant directed contributions We made cash contributions in connection with
our 401(k) plan of $8 milhion and $83 mullion for 2002 and 2001, respectively In addition, we made contributions of our
common stock of $76 million and $77 mullion 1n 2003 and 2002, respectively

Deferred Compensation Plans

We sponsor several deferred compensation plans for a group that mcludes certain of our current and former
management and highly compensated employees, certain of which are open to new participants Participants i these plans
may, at their discretion, invest their deferred compensation in various investment choices including our common stock
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Our deferred compensation obligation 1s included 1n our consolidated balance sheet n other long-term liabilities
Shares of our common stock owned inside the plans are treated as treasury stock and are included at cost 1n the consolidated
balance sheet 1n treasury stock Investment earnings, administrative expenses, changes mn mvestment values and increases
or decreases 1n the deferred compensation liability resulting from changes 1n the investment values are recorded 1n our
consohidated statement of operations The deferred compensation habihty as of December 31, 2003 and 2002 was
$24 milhion and $36 million, respectively The value of the deferred compensation plans' assets were $33 million and
$41 milhon at December 31, 2003 and 2002, respectively and are included 1n other long-term assets mn the consolidated
balance sheets

Deferred Compensation Plan for Non-employee Directors

We sponsor a deferred directors' fees plan for members of our current and former Board. Under this plan, directors
may, at their discretion, elect to defer all or any portion of the directors’ fees for the upcoming year for services they
perform as directors of the Company In the plan for the members of the curient Board, we match 50% of the fees that are
contributed to the plan Participants 1n the plan are fully vested in both their deferred fees and the matching contribution
Participants can suspend or change the amount of deferred fees at their discretion

Quarterly, we credit the director's account with "phantom units”, which are held 1n a notattonal account Each phantom
unit represents a value equivalent to one share of our common stock and 1s subject to adjustment for cash dividends payable
to our stockholders as well as stock dividends and splits, consolhidations and the like that affect shares of our common stock
outstanding The account 1s ulimately distributed at the time elected by the director or at the end of the plan and 1s paid, at
the director's election, either in (1) a lump-sum payment, (2) annual cash instaliments over periods up to 10 years; or
(3) some other form selected by our Executive Vice President—Human Resources (or his or her designee) A change 1n our
stock price of one dollar would not result in a significant expense impact to our consolidated financial statements

Investment earnings, admimistrative expenses, changes 1n investment values and increases or decreases 1n the deferred
compensation hability resulting from changes 1n the value of our common stock are recorded 1n our consolidated statement
of operations The deferred compensation liability as of December 31, 2003, for the plan was $6 million and the expense
associated with this plan was not significant during 2003 However, depending on the extent of appreciation 1n the value of
our common stock, expenses mcurred under this plan could become significant 1n subsequent years
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Note 12: Stock Incentive Plans
Stock Options

Prior to the Merger, U S WEST adopted stock plans under which 1t could grant awards 1n the form of stock options,
stock appreciation rights, restricted stock and phantom units, as well as substitute stock options and restricted stock awards
In connection with the Merger, all U S WEST options outstanding pnor to the Merger announcement became fully vested
Options granted after that date and prior to June 30, 2000 continue to vest according to the vesting requirements 1n the plan

On June 23, 1997, pre-Merger Qwest adopted the Equity Incentive Plan This plan was most recently amended and
restated on October 4, 2000 and permits the grant of non-qualified stock options, incentive stock options, stock appreciation
nights, restricted stock, stock units and other stock grants The maximum number of shares of our common stock that may
be 1ssued under the Equity Incentive Plan at any time pursuant to awards 1s equal to 10% of the aggregate number of our
common shares 1ssued and outstanding reduced by the aggregate number of options and other awards then outstanding
under the Equity Incentive Plan or otherwise Issued and outstanding shares are determined as of the close of trading on the
New York Stock Exchange on the preceding trading day Since the Merger, all option grants have been 1ssued from this
plan As of December 31, 2003, the maximum number of shares of our common stock available for 1ssuance under the
Equity Incentive Plan was 177 tmllion, with 126 nullion shares underlyimg outstanding options and 51 mtllion shares
available for 1ssuance pursuant to new awards

As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and our failure to file our
2002 Form 10-K, beginning in August 2002, we temporarily suspended the ability of option holders to exercise their vested
options During the fourth quarter of 2003, we filed with the SEC our 2003 quarterly reports on Form 10-Q and our 2002
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Form 10-K We then restored the ability of option holders to exercise vested options beginning 1n January 2004

The Compensation and Human Resources Commuttee of our Board, or 1ts delegate, approves the exercise price for
each option Stock options generally have an exercise price that 1s at least equal to the fair market value of the common
stock on the date the stock option 1s granted, subject to certain restrictions Stock option awards generally vest 1n equal
increments over the vesting period of the granted option (generally three to five years) Unless otherwise provided by the
Compensation and Human Resources Commuttee, our Equity Incentive Plan provides that, on a "change 1n control”, all
awards granted under the Equity Incentive Plan will vest immediately Options that we granted to our employees from
June 1999 to September 2002 typically provide for accelerated vesting 1f the optionee 1s terninated without cause following
a change 1n control Since September 2002, options that we grant to our executive officers (vice president level and above)
typically provide for accelerated vesting and an extended exercise period upon a change of control and options that we
grant to all other employees typically provide for accelerated vesting if the optionee 15 terminated without cause following a
change 1n control Options granted 1in 2003, 2002 and 2001 have ten-year terms.

On October 31, 2001, we announced a voluntary stock option exchange offer Under the terms of the offer and subject
to certain restrictions, our employees could exchange all or a portion of their stock options that had an exercise price of $35
or more The offer was available only to our full-time, non-union employees (excluding 15 senior executives), for options
granted by us or U S WEST Options sutrendered by employecs were cancelled on November 30, 2001 and new options
were 1ssued on June 3, 2002 on a share-for-share basis On June 3, 2002, 9,655 employees recetved 26 million stock
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options m the exchange The exercise price on the new options 1s $5 10, the closing market price on the day the new options
were granted The new options vest ratably over a four-year period commencing on June 3, 2002

Our stock incentive plans are accounted for using the intiinsic-value method under which no compensation expense 1s
recognized for options granted to employees with a strike price that equals or exceeds the value of the underlying secunty
on the measurement date In certain instances, the strike price has been established prior to the measurement date, 1n which
event any excess of the stock price on the measurement date over the exercise price 1s recorded as deferred compensation
and amortized over the service period during which the stock option award vests, 1n accordance with FIN No 28 We
recorded stock-based compensation expense of $6 million, $18 million and $34 million 1n the years ended December 31,
2003, 2002 and 2001, respectively

Summarized below 1s the activity of our stock option plans for the three years ended December 31, 2003

Weighted
Number of Average
Shares Exercise Price
(n
thousands)

Outstanding January 1, 2001 133,610 $ 3232
Granted 33,015 24 21
Exercised (12,280) 20 62
Tendered for cancellation (29,129) 43 45
Canceled or expired (19,722) 3792

Outstanding December 31, 2001 105,494 2701
Granted 49,701 4 66
Exercised (34 590
Canceled or expired (42,841) 19 97

Outstanding December 31, 2002 112,320 19 81
Granted 31,549 360

Exercised — —_
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Canceled or expired (18,145) 1813

Outstanding December 31, 2003 125,724 $ 1598

Options to purchase 54 0 million, 49 3 million and 45 4 nmillion shares of Qwest common stock at weighted-average
exercise prices of $25 38, $28 62 and $28 40 were exercisable at December 31, 2003, 2002 and 2001, respectively
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The outstanding options at December 31, 2003 have the following characternstics (shares 1n thousands)

Outstanding Options Exercisable Options
Weighted Weighted Weighted
Average Average Average
Number Remaining Life Exercise Number Exercise
Range of Exercise Price Outstanding (Years) Price Exercisable Price
$001-% 500 35,379 910 $ 336 1,997 §$ 269
$ 501-%51000 30,501 7 65 522 6,602 525
$1001 -52000 15,090 4 84 16 58 11,422 16 83
$2001-5$3000 18,484 497 2733 11,268 26 74
$3001-54000 16,381 587 3341 14,269 3330
$40 01 - $60 00 9,889 630 43 34 8,467 42179

1598

S

Total 125,724

v G

54,025 § 2538

As required by SFAS No 123 and SFAS No 148, "Accounting for Stock-based Compensation—Transition and
Disclosure—an Amendment of FASB Statement No 123", we have disclosed i Note 2—Summary of Significant
Accounting Policies the pro forma amounts as 1f the fair value method of accounting had been used These pro forma
amounts may not be representative of the effects on reported net income or loss 1n future years because, the number of
future shares to be 1ssued under these plans 1s not known and the assumptions used to determine the fair value can vary

sigmficantly

Following are the weighted-average assumptions used with the Black-Scholes option-pricing model to estimate the fair
value of options granted 1n 2003, 2002 and 2001

Years Ended December 31,

2003 2002 2001
Risk-free interest rate 27% 41% 41%
Expected dividend yield 0 0% 00% 0.2%
Expected option hife (years) 44 44 44
Expected stock price volatility 88 0% 57 6% 41 4%
Weighted-average grant date fair value $ 237 § 225 § 940

Two of the more significant assumptions used 1n this estimate are the expected option hife and the expected volatility,
both of which we estimated based on historical information

Restricted Stock
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In 2003, we did not grant any shares of restricted stock under the Equity Incentive Plan In 2002 and 2001, we granted
400,000 and 650,000 shares of restricted stock under the Equity Incentive Plan with weighted-average grant date fair values
of $6 85 and $16 81 per share, respectively Restricted stock awards granted 1n 2002 and 2001 generally vest ratably over
four years Compensation expense of $2 mullion, $13 million and $6 nullion was recognized for restricted stock grants 1n
2003, 2002 and 2001, respectively
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Growth Share Plan

Pre-Merger Qwest had a Growth Share Plan for certain of its employees and directors A "Growth Share" was a unit of
value based on the increase 1 value of our common stock over a specified measurement period Upon vesting, scttlement of
each Growth Share was made n our common stock All Growth Share grants were made based on a beginning value of our
common stock that was greater than or equal to the fair value of our common stock at the grant date

Due to the change 1n control as a result of the Merger, all Growth Shares were vested at June 30, 2000 In the first
quarter of 2001, we 1ssued 356,723 shares of our common stock 1n settlement of all remaining vested Growth Shares

Employee Stock Purchase Plan

We have an Employee Stock Purchase Plan ("ESPP") that we are authorized to 1ssue shares of our common stock to
eligible employees As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and our
failure to file our 2002 Form 10-K, we temporarily suspended the ESPP i August 2002 In December 2003, an amended
and restated ESPP was approved by the shareholders Under the amended plan, we are authorized to 1ssue 27 million shares
of our common stock to eligible employees Enrollment in the amended ESPP plan began n January 2004, with the first
distribution of stock scheduled to occur during the first week of March 2004 Under the terms of the ESPP, eligible
employees may authorize payroll deductions of up to 15% of their base compensation, as defined, to purchase our common
stock at a price of 85% of the fair market value of our common stock on the last trading day of the month 1n which our
common stock 1s purchased No shares were purchased under this plan in the year ended December 31, 2003 due to the
suspension, however, 3,680,443 and 1,761,470 shares were purchased under this plan at weighted-average purchase prices
of $4 12 and $21 24 per share, respectively, during the years ended December 31, 2002 and 2001, respectively In
accordance with APB No 25, we do not recognize compensation expense for the difference between the employees'
purchase price and the fair market value of the stock

Note 13: Stockholders' Equity
Common Stock (30.01 par value)

We are authorized to 1ssue up to 5 0 billion shares of common stock, par value $0 01 per share As of December 31,
2003 and 2002, there were 1 770 billion and 1 714 bilhon shares 1ssued and 1 770 bilhon and 1 699 billion shares
outstanding, respectively

Preferred Stock (31.00 par value)

Under our charter, our Board has the authonty, without stockholder approval, to (1) create one or more classes or
series within a class of preferred stock, (2) 1ssue shares of preferred stock 1n such class or series up to the maximum number
of shares of the relevant class or series of preferred stock authorized and (3) determine the preferences, rights, privileges
and restrictions of any such class or series, including the dividend nghts, voting nghts, the rights and terms of redemption,
the rights and terms of conversion, hiquidation preferences, the number of shares constituting any such class or series and
the designation of such class or senes One of the effects of authonzed but unissued and unreserved shares of capital stock
may be to render more difficult or discourage an attempt by a potential acquirer to obtain control of us by means of a
merger, tender offer, proxy contest or
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otherwise and thereby protect the continuity of our management The 1ssuance of such shares of capital stock may have the
effect of delaying, deferring or preventing a change 1n control of us without any further action by our stockholders. We
have no present intention to adopt a stockholder rights plan, but could do so without stockholder approval at any future
time.

As of December 31, 2003, 2002 and 2001, there were 200 million shares of preferred stock authorized but no shares
1ssued or outstanding

Treasury Stock
BellSouth Repurchase

In January 2001, we repurchased 22 22 muillion shares of our common stock at fair value from BellSouth Corporation
("BellSouth") for $1 0 bithon 1n cash As part of this transaction, we entered 1nto an agreement with BellSouth 1n
January 2001 under which BellSouth agreed to purchase services valued at $250 million from us over a five-year period
(the "2001 Agreement") The 2001 Agreement included provisions that allowed for termination of the arrangement prior to
satisfaction of the entire purchase commitment The 2001 Agreement also provided that BellSouth could make payments
for the services 1n our common stock based upon values as specified in the 2001 Agreement This provision n the 2001
Agreement represented a written put option For accounting purposes the written put option vests as we provide services
pursuant to the 2001 Agreement Based on services performed, the value of put options vested 1n 2001 was $38 maliion,
which was recorded 1n our consolidated statement of operations as a reduction 1n revenue and an increase 1 additional
paid-in capital 1n our consohidated statement of stockholders' (deficit) equity

During 2001, BellSouth acquired services valued at approximately $92 million related to the 2001 Agreement We
recogmzed net revenue for such services of approximately $54 million BellSouth paid for these services by remitting cash
throughout the year of $18 mullion and, on December 10, 2001, tendering 1 2 nullion shares of our common stock The fair
value of the tendered shares at December 10, 2001 of $15 nillion was recorded 1n treasury stock The $43 million
difference between (1) the fair value of the shares at December 10, 2001 and (1) the value of $58 nullion assigned to the
shares under the 2001 Agreement was recorded as a reduction to additional pard-in capital The unpaid balance of
$16 million was recorded 1n accounts receivable At December 31, 2001, we reclassified $16 million from stockholders'
equity to share repurchase commitment, a temporary equity classification 1 our consolhidated balance sheet, to reflect the
value of recervables that could be satisfied by BellSouth delivering shares of our common stock.

During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at $13 million
from BellSouth 1n partial satisfaction of the $16 million accounts receivable outstanding at December 31, 2001 In addition,
1 accordance with the 2001 Agreement, we used $12 million of the $18 million 1n cash received from certain BellSouth
affiliates to purchase approximately 253,000 shares of our common stock The fair value of the stock tendered 1n the first
quarter of 2002 of $5 mmllion was recorded 1n treasury stock The $20 nullion difference between (1) the fair value of the
shares and (11) the value assigned to the shares 1n the 2001 Agreement of $25 million was recorded as a reduction to
additional paid-in capital

The 2001 Agreement was cancelled as of January 16, 2002 At that time, we entered into a second agreement with
BellSouth under which BellSouth commutted to purchase from us $350 mullion n services payable 1n cash over a four-year
period In consideration for termimating the 2001 Agreement,
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we gave BellSouth a non-cash credit of $71 million that we have included 1n our consolidated balance sheet as a deferred
sales discount The deferred sales discount will reduce revenue from BellSouth proportionately as we provide services
under the new agreement. We reduced our revenue by $17 mullion 1n 2003 and 2002 related to the amortization of the
deferred sales discount

Debt for Equity Exchange
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During the first quarter of 2002, we 1ssued 9 88 million shares of our common stock 1 exchange for certain
outstanding debt During 2003, the remaining treasury shares related to the BellSouth repurchase were 1ssued in connection
with certain debt-for-stock exchanges The weighted-average cost of treasury shares 1ssued was $42 53 per share.

During 2003, we 1ssued 52 5 million shares of our common stock with an aggregate value of $202 million 1n exchange
for certain outstanding debt

Deferred Compensation—Rabbi Trust

Rabbi trusts established i 2000 for two of our deferred compensation plans held 327,000 and 387,000 shares of our
common stock with a cost of $15 million and $18 million at December 31, 2003 and 2002, respectively Our shares held by
the Rabbi trusts are accounted for as treasury stock, which are constdered outstanding for legal purposes

Other C(;mprehensive (Loss) Income

Other comprehensive (loss) income 1n the consolidated statement of stockholders' (defictt) equity includes the
following components

Years Ended December 31,

2003 2002 2001

{Dollars in mitlions)

Unrealized gains on available-for-sale marketable

securties, net of reclassification adjustments $ 3 3 36 $ 33

Foreign currency translation (losses) gains 4) 40 (33)
Income tax (provision) benefit related to items of other

comprehensive income m 30) —

Other comprehensive (loss) income

H o

@2 S 46 § —

Embedded 1n net unrealized gains and losses on available-for-sale marketable securities are reclassification
adjustments Reclassification adjustments are comprised of amounts that have been removed from other comprehensive
income (loss) 1n the consolidated statement of stockholders' deficit
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and recognized 1n 1ncome or loss from operations m our consolidated statements of operations during the periods cited
below

Years Ended December 31,

2003 2002 2001

(Dollars mn millions)

Reversal of unrealized net gains on investments sold

during the period $ 3 8 39 % 19
Other-than-temporary gains charged to income or loss — — 44
Reversal of foreign currency translation gain — 40 —
Income tax expense related to items reclassified into

mcome or loss ) 31 (24)
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Total reclassification adjustments $ 2§ 48 $ 39

Earnings Per Share

The weighted-average number of shares used 1n computing basic and diluted income (loss) per share for the years
ended December 31, 2003, 2002 and 2001 was 1 739 bilhon, 1 682 bitlion and 1 661 billion, respectively. For the years
ended December 31, 2003, 2002 and 2001, the effect of approximately 126 million, 112 million and 105 million,
respectively of outstanding stock options were excluded from the calculation of diluted income (loss) per share because the
effect was anti-dilutive

Dividends

We did not declare any dividends during 2003 and 2002 We declared and paid dividends of $0 05 per share of
common stock during 2001.

Note 14: Income Taxes

The components of the income tax benefit from continuing operations are as follows

Years Ended December 31,

2003 2002 2001

(Dollars mn millions)

Current tax (benefit) provision

Federal $§ — 3 239) $ (492)
State and local 6 6 —

6 (233) 492)

Deferred tax (benefit) provision

Federal 607) (3,299) (569)
State and local (113) (642) (184)
Change 1n valuation allowance 195 1,677 —
(525) (2,264) (753)

Income tax benefit $ (519) $ (2497) $§ (1,245)
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The effective tax rate for our continuing operations differs from the statutory tax rate as follows

Years Ended December 31,

2003’ 2002 2001

(in percent)
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Federal statutory income tax rate 350% 350% 350%
State income taxes—net of federal effect 38 21 16
Non-deductible KPNQwest investment write down and

losses — asy @ae7n
Non-deductible goodwill impairment and amortization — (148) 38
Other 01 on 08
Change 1n valuation allowance, state and federal (10 6) (8 3) —

Effective income tax rate 283% 124% 16 9%

The components of the deferred tax assets and habilities are as follows

[

December 31,

2003 2002

(Dollars in millions)

Net operating loss carryforwards $§ 1,615 $ 2,028
Post-retirement benefits and pensions 822 737
State deferred taxes-net of federal effect 281 372
Property, plant and equipment — 164
Other 648 496
3,366 3,797
Valuation allowance on deferred tax assets (1,872) (1,677)
Net deferred tax assets 1,494 2,120
Property, plant and equipment (805) —
State deferred taxes-net of federal effect (126) (G1)]
Other (525) (744)
Total deferred tax liabilities (1,456) (824)

Net deferred tax assets $ 38 $§ 1,29

We recerved $67 million, $272 million and $574 million 1n net income tax refunds 1n 2003, 2002 and 2001,
respectively

As of December 31, 2003, we had a net operating loss carryforward of $4 6 billion that will expire between 2004 and
2023 Unused net operating losses generated by pre-Merger Qwest are subject to special rules 1n the Internal Revenue Code
("IRC") IRC Section 382 limits the amount of income that may be offset each year by unused net operating losses arising
prior to a merger The annual limitations are based upon the value of the acquired company at the time of the Merger
multiplied by the federal long-term tax-exempt interest rate 1n effect at that date Any unused limitation may be carried
forward and added to the next year's limitations We do not expect this limitation to impact Qwest's ability to utilize its net
operating losses against future taxable income.
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Prior to the purchase of an additional equity interest in KPNQwest 1n November 2001, our investment in KPNQwest
was deemed a foreign corporate joint venture whose basis difference was exempt from the recording of a deferred tax
liability At the end of 2001, the remaming unrecorded deferred tax liability associated with that exempt basis difference
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was $320 milhon In 2002, the remaining book investment in KPNQwest was written off resulting in a $124 million
recognized deferred tax asset We also own a foreign subsidiary with a deductible temporary basis difference for which a
$19 mullion deferred tax asset has not been recorded because the basis difference 1s essentially permanent 1n duration and 1t
1s not apparent that 1t will be deducted 1n the foreseeable future

In the second quarter of 2002, we recorded a non-cash charge of $1 677 billion, to establish a valuation allowance
against the 2002 net federal and state deferred tax assets In 2003, we charged an additional $195 mullion to maintain the
valuation allowance at a level sufficient to reduce our 2003 deferred tax assets to an amount we beheve 1s recoverable The
valuation allowance 1s determined 1n accordance with the provisions of SFAS No 109, which requires an assessment of
both negative and positive evidence when measuring the need for a valuation allowance

We had unamortized investment tax credits of $97 million and $104 million as of December 31, 2003 and 2002,
respectively, included 1n other long-term habilities on our consolidated balance sheets and as discussed 1n Note 2—
Summary of Significant Accounting Policies These investment tax credits are amortized over the lives of the related assets
At the end of 2003 we also have $62 million ($38 million net of federal income tax) of state investment tax credit
carryforwards that will expire between 2010 and 2016, 1f not utilized

Note 15: Segment Information

Our three segments are (1) wireline, (2) wireless and (3) other services Until September 2003, we operated a fourth
segment, our directory publishing business which, as described in Note 6—Assets Held for Sale mcluding Discontinued
Operations, has been classified as discontinued operations and accordingly 1s not presented 1n our segment results below.
Our chief operating decision maker ("CODM"), regularly reviews the results of operations at a segment level to evaluate the
performance of each segment and allocate capital resources based on segment income as defined below.

Segment income consists of each segment's revenue and direct expenses Segment revenue ts based on the types of
products and services offered as described below Segment expenses include employee and service-related costs, facility
costs, network expenses and non-employee related costs such as customer support, collections and marketing We manage
indirect administrative services costs such as finance, information technology, real estate and legal centrally, consequently,
these costs are allocated to the other services segments Our network infrastructure 1s designed to be scalable and flexible to
handle multiple products and services As a result, we do not allocate network infrastructure costs, which include all
engineering expense, design, repair and maintenance costs and all third-party facilities costs, to individual products We
manage depreciation, amortization, interest expense, interest income and other income (expense) on a total company basis
As a result, these charges are not allocated to any segment

SFAS No 146 establishes standards for reporting information about restructuring activities. Effective for exit or
disposal activities mitiated after December 31, 2002, SFAS No 146 requires disclosure of the total amount of costs
expected to be incurred mn connection with these activities for each reportable segment We do not include restructuring
costs in the segment results which are reviewed by our CODM  As a result, we have excluded restructuring costs from our
presentation below

126

For additional information on restructuring costs by segment, see Note 9—Restructuring and Merger-related Charges.

Our wireline segment includes revenue from the provision of voice services and data and Internet services Voice
services consist of local voice services (such as basic local exchange services), long-distance voice services (such as
IntraLATA long-distance services and InterLATA long-distance services) and other voice services (such as operator
services, public telephone service, enhanced voice services, CPE and collocation services) Voice services revenue 1s also
generated on a wholesale basis from network transport and billing services, wholesale long-distance service revenue
(included m long-distance services revenue) and wholesale access revenue (included 1n local voice services revenue) Data
and Internet services include data services (such as traditional private hines, wholesale private lines, frame relay,
asynchronous transfer mode and related CPE) and Internet services (such as DSL, dedicated Internet access ("DIA"), virtual
private network ("VPN"), Internet dial access, web hosting, professional services and related CPE) Revenue from optical
capacity transactions are also included m revenue from data services Depending on the product or service purchased, a
customer may pay an up-front fee, a monthly fee, a usage charge or a combination of these fees and charges
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Our wireless services are provided through our wholly owned subsidiary, Qwest Wireless In August 2003, Qwest
Wireless entered 1nto a services agreement with a subsidiary of Sprint that allows us to resell Sprint wireless services,
including access to Sprint's nationwide PCS wireless network, to consumer and business customers, primarily within our
local service area We began offering these Sprint services under our brand name 1n March 2004 Through Qwest Wireless,
we continue to operate a PCS wireless network that serves select markets within our local service area, including Denver,
Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets Our wireless customers who are
currently being serviced through our proprietary wireless network will be transitioned onto Sprint's network over time

Our other services segment consists of revenue and expenses from other operating segments and functional
departments that do not meet quantitative threshold requirements Other services revenue 1s predominately derived from
subleases of some of our unused real estate assets, such as space 1n our office buildings, warehouses and other properties
Our other services segment expenses include unallocated corporate expenses for functions such as finance, information
technology, real estate, legal, marketing services and human resources, which we centrally manage

Other than as already described herein, the accounting principles used are the same as those used 1n our consohidated
financial statements The revenue shown below for each segment 1s derived from transactions with external customers
Internally, we do not separately track the total assets of our wireline or other segments As such, total asset information for
the three segments shown below 1s not presented
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Segment information for the three years ended December 31, 2003 1s summarized as follows

Years Ended December 31,

2003 2002 2001

(Dollars in mitlions)

Operating revenues

Wireline $ 13650 $ 14,635 $ 15,803
Wireless 594 694 688
Other services 44 42 39

Total operating revenue $ 14288 $ 15371 $ 16,530

ioE i e IS R

Operating expenses

Wireline $ 7840 $ 8,130 $ 899
Wireless 349 507 751
Other services 2,843 2,614 2,383

Total segment expenses $ 11,032 § 11,251 $ 12,130

Segment income (loss)

Wireline $ 5810 § 6,505 $ 6,807
Wireless 245 187 63)
Other services (2,799) (2,572) (2,344)

Total segment income $ 325 $ 4,120 $ 4,400

Capital expenditures-
Wireline $ 1,560 $ 1,833 $§ 7,146

Wireless 13 55 310
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Other services

Total capital expenditures
Non-cash investing activities

Total cash caprtal expenditures
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554 903 967

2,127 2,791 8,423
(39) 27) (381)

2,088 § 2,764 § 8,042

The following table reconciles segment operating income to net loss for each of the years ended December 31, 2003,

2002 and 2001

Segment income
Depreciation

Goodwill and other intangible assets amortization
Goodwill impairment charge

Asset impairment charges

Restructuring and other charges

Merger-related (charges) credits

Total other expense—net

Income tax benefit

Income and gain from sale of discontinued operations
Cumulative effect of accounting change

Net income (loss)

Years Ended December 31,

2003 2002 2001

(Dollars in millions)

$ 325 $ 4120 $ 4,400
(2,739) (3268)  (3,704)
(428) (579)  (1,660)

— (8,483) —
(230)  (10,525) (251)
(113) (235) (816)
— 53 (321)
(1,578) (1,198)  (5,010)
519 2,497 1,245
2,619 1,950 490
206 (22,800) 24
1,512 $  (38,468) $ (5,603)

Set forth below 1s revenue information for the years ended December 31, 2003, 2002 and 2001 for revenue dernved

from external customers for our products and services.

Operating revenues
Wireline voice services

Wireline data and Internet services
Wireless services
Other services

Total operating revenues
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Years Ended December 31,

2003 2002 2001

(Dollars in millhons)

$ 9859 $ 10,838 $ 11,897
3,791 3,797 3,906

594 694 688

44 42 39

$ 14288 $ 15371 $ 16,530
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We provide a variety of telecommunications services on a national and international basis to global and national
businesses, small businesses, governmental agencies and residential customers It 1s impractical for us to provide revenue
formation about geographic areas

We do not have any single major customer that provides more than ten percent of the total of our revenues denved
from external customers

Note 16: Related Party Transactions

As discussed in Note 7—Investments, pre-Merger Qwest and ADMI, a subsidiary of Anschutz Company, formed
QDM 1n October 1999 At inception, pre-Merger Qwest and ADMI each owned 50% equity and voting interest in QDM. In
June 2000, pre-Merger Qwest acquired an additional 25% interest in QDM directly from ADMI Following this transaction,
pre-Merger Qwest owned a 75% economic mterest and 50% voting interest in QDM and ADMI owned the remaining 25%
economi¢ mterest and 50% voting interest During 2002 and 2001, 1n connection with the operation and
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subsequent shutdown of QDM's business, ADMI and we made several loans to QDM generally in accordance with our
respective economic nterests in QDM Neither ADMI or us made any loans to QDM during 2003 As of December 31,
2003, the aggregate principal balance and accrued nterest outstanding on loans to QDM from ADMI and us was

$4 4 mulhon and $12 3 mullion, respectively All outstanding balances on loans we made to QDM have been written off as
of December 31, 2002

Also in October 1999, pre-Merger Qwest entered nto a long-term Master Services Agreement with QDM under which
QDM agreed to purchase approximately $119 million of telecommunication services through October 2008 and we agreed
to extend credit to QDM for the purpose of making payments to us for the telecommunications services provided Each
October, QDM was required to pay an amount equal to the difference between certain specified annual commutment levels
and the amount of services actually purchased under the Master Services Agreement at that time In October 2001, we
agreed to termimate the Master Services Agreement and release QDM from 1ts obligation under such agreement to acquire
telecommunications services from us At the same time, QDM agreed to forgive the $84 8 million that we owed on the
promissory note related to the original capital contribution from pre-Merger Qwest Prior to the termination of the Master
Services Agreement, we advanced QDM $3 8 mullion which was the amount owed to us under the agreement for accrued
telecommunications services QDM used that advance to pay us the amount owed, including interest on amounts past due
Concurrent with termination of the Master Services Agreement, QDM repaid us the $3 8 million advance under the Master
Services Agreement with interest QDM made purchases of $700,000 and $3 3 million during 2002 and 2001, respectively

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of Precision Systems, Inc,
a telecommunications solutions provider, from ADMI 1n exchange for a promissory note 1n the amount of $34 million The
note bears interest at 6% annually with semi-annual interest payments and annual principal payments due through 2008
During 2003, 2002 and 2001, respectively, we paid $4 0 mitlion, $0 and $2 0 million 1n nterest and $3 4 million, $0 and
$340,000 1n principal, on the note At December 31, 2003, the outstanding accrued nterest on the note was approximately
$350,000 and the outstanding principal balance on the note was $30 3 miilion

As discussed in Note 7—Investments, pre-Merger Qwest and KPN formed a joint venture, KPNQwest, in April 1999
In November 2001, we purchased approximately 14 million additional shares and Anschutz Company purchased
approximately six million shares of KPNQwest common stock from KPN for $4 58 per share Anschutz Company's stock
purchase was at our request and with the approval of the disinterested members of our Board After giving effect to this
transaction, we held approximately 47 5% of KPNQwest's outstanding shares

During 2002 and 2001, we entered nto several transactions with KPNQwest for the purchase and sale of optical
capacity assets and the provisioning of services, including but not imited to private line, web hosting, Internet protocol
transit and DIA We made purchases of these assets and services from KPNQwest totaling $169 nulhon and $218 million 1n
2002 and 2001, respectively We recognized revenue on products and services sold to KPNQwest 1n the amount of
$12 million and $18 million 1n 2002 and 2001, respectively Pricing for these services was based on what we believed to be
the fair market value at the time the transactions were consummated Some of KPNQwest's sales to us were 1n accordance
with the distrnibution agreement with KPNQwest, whereby we were, 1n certain circumstances, the exclusive distributor of
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certain of KPNQwest's services in North America As of December 31, 2001, we had a remamning commitment to purchase
up to 81 million Euros (or $72 million based on a conversion rate at December 31, 2001) worth of network capacity through
2002
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from KPNQwest In connection with KPNQwest's bankruptcy, as discussed in Note 7—Investments, the purchase
commitment terminated during June 2002

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V ("GTS") for convertible notes
of KPNQwest with a face amount of 211 mullion Euros ($186 million based on a conversion rate at March 18, 2002),
among other consideration, under an agreement entered into in October 2001 As disclosed to our Board, a subsidiary of
Anschutz Company had become a creditor of GTS in 2001 We understand that 1n 2002 and 2001, as part of a group of
GTS bondholders, an Anschutz Company subsidiary also provided interim financing to GTS In connection with the
consummation of KPNQwest's acquisition of the GTS assets, the Anschutz Company subsidiary received a distribution of
notes with a face amount of approximately 37 million Euros ($33 nullion based on a conversion rate at March 18, 2002)
We understand that the allocation of notes to the Anschutz Company subsidiary was determined by a creditor commuttee for
GTS which did not include any representatives of Anschutz Company and neither the KPNQwest notes nor the shares
referenced above, both of which are still held by Anschutz Company, have any current value

Note 17: Commitments and Contingencies
Commitments
Future Contractual Obligations

The following table summarizes our future commitments, excluding repayments of debt, as of December 31, 2003

Payments Due by Period

2004 2005 2006 2007 2008 Thereafter Total

(Dollars s millions)

Caprtal leases and other $ 47 S 28 $ 5 8 5 8 5 8 34 § 124
Operating leases 325 313 268 247 219 1,534 2,906
Purchase commitment obligations
Telecommunications commitments 706 517 158 65 60 10 1,516
IRU operating and maintenance
obligations 54 52 52 52 52 776 1,038
Advertising and promotion 53 50 32 26 26 219 406
Services 282 259 234 199 196 254 1,424
Total commitments $ 1,467 $ 1219 § 749 $§ 594 § 558 § 2,827 $ 7,414
2 oo nrinune vl i 7572 s

Capital Leases

We lease certain office facilities and equipment under various capital lease arrangements Assets acquired through
capital leases during 2003, 2002 and 2001 were $36 million, $36 mullion and $1 215 billion, respectively Assets recorded
under capitalized lease agreements mncluded 1n property, plant and equipment consisted of $183 million, $391 million and
$2 011 billion of cost less accumulated amortization of $80 million, $191 million and $362 milhon at December 31, 2003,
2002 and 2001, respectively
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The future mmimum payments under capital leases as of December 31, 2003 are reconciled to our balance sheet as
follows*

Capital Lease
Obligations

(Dollars in millions)

Total minimum payments $ 124
' Less amount representing interest (26)
Present value of mimimum payments 98

Less current portion (35)

Long-term portion $ 63

Operating Leases

Certain office facilities, real estate and equipment are subject to operating leases We also have easement (or right-of-
way) agreements with railroads and public transportation authorities that are accounted for as operating leases Rent
expense under these operating leases was $479 million, $504 million and $696 million during 2003, 2002 and 2001,
respectively, net of sublease rentals of $33 million, $25 milhon and $21 milhon respectively Minimum operating lease
payments have not been reduced by minimum sublease rentals of $173 nulhon due in the future under non-cancelable
subleases In 2003, 2002 and 2001, contingent rentals representing the difference between the fixed and variable rental
payments were not material

Purchase Commitment Obligations

We have purchase commitments with competitive local exchange carrers ("CLECs"), interexchange carriers ("IXCs")
and third-party vendors that require us to make payments to purchase network services, capacity and telecommunications
equipment These commitments require us to mantam mimimum monthly and/or annual billings, in certain cases based on
usage

Also included 1n the telecommunications commitments are purchase commitments that we entered mto with KMC
Telecom Holdings, Inc ("KMC") 1n connection with sales of equipment at the time we entered into facilities management
service agreements with them In connection with the KMC arrangements, we also agreed to pay the monthly service fees
directly to a trustee that serves as paying agent on debt instruments 1ssued by special purpose entities sponsored by KMC
These unconditional purchase obligations require us to pay at least 75% of the monthly service fees for the entire term of
the agrecments, regardless of whether KMC provides us services Our remaining unconditional purchase obligations under
these agrecments were $418 million as of December 31, 2003

A portion of our fiber optic broadband network includes facilities that were purchased or are leased from third parties
in the form of IRUs These agreements are generally 20 to 25 years in length and generally include the requirement for us to
pay operating and maintenance fees to a third party for the term of the agreement

We have various long-term, non-cancelable purchase commitments for advertising and promotion services, including
advertising and marketing at sports arenas, and other venues and events We have service-related commitments with various
vendors for data processing, technical and software support
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Future payments under certain services contracts will vary depending on our actual usage In the table above, we estimated
payments for these service contracts based on the level of services we expect to use

Letters of Credit and Guarantees

We maintain letter of credit arrangements with various financial institutions for up to $67 million At December 31,
2003, the amount of letters of credit outstanding was $67 million and we had outstanding guarantees of approximately
$2 milhon

Contingencies
Investigations, Securities Actions and Derivative Actions

The investigations and securities actions described below present material and significant risks to us The size, scope
and nature of the recent restatements of our consolidated financial statements for fiscal 2001 and 2000 affect the risks
presented by these matters, and we can give no assurance as to the impacts on our financial results or financial condition
that may ultimately result from these matters As we have previously disclosed, we have engaged in prelimmary discussions
for purposes of resolving certain of these matters Our most recent prehminary discussions and further analysis have led us
to conclude that a reserve should be provided Accordingly, we have recorded a reserve 1n our consolidated financial
statements for the estimated mimimum hability associated with these matters However, the ultimate outcomes of these
matters are still uncertain and there 1s a significant possibility that the amount of loss we ultimately incur could be
substantially more than the reserve we have provided

At this time, we believe that 1t 1s probable that all but $100 million of the recorded reserve will be recoverable out of a
portion of the insurance proceeds, consisting of cash and letters of credit, which were placed 1n a trust to cover our losses
and the losses of individual insureds However, the use and allocation of these proceeds has yet to be resolved between us
and individual insureds See Note 10—Other Financial Information

The securities actions are in a prehminary phase and we continue to defend against these matters vigorously None of
the plaintiffs or the defendants 1n the securities actions has advanced evidence concerning possible recoverable damages
and we have not yet conducted discovery on these and other relevant 1ssues We are currently unable to provide any
estimate as to the timing of the 1esolution of any of these matters Any settlement of or judgment 1n one or more of these
matters 1n excess of our recorded reserves could be significant, and we can give no assurance that we will have the
resources available to pay any such judgment In the event of an adverse outcome 1n one or more of these matters, our
ability to meet our debt service obligations and our financial condition could be materially and adversely affected

Investigations

On Apnil 3, 2002, the SEC 1ssued an order of mvestigation that made formal an informal investigation of Qwest
mmtiated on March 8, 2002 The investigation 1ncludes, without hmitation, inquiry 1nto several specifically 1dentified Qwest
accounting practices and transactions and related disclosures that are the subject of the various adjustments and
restatements described 1n our 2002 Form 10-K The investigation also includes inquiry mnto disclosure and other 1ssues
related to transactions between us
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and certam of our vendors and certain investments 1n the securities of those vendors by individuals associated with us

On July 9, 2002, we were informed by the U S Attorney's Office for the District of Colorado of a criminal
mvestigation of Qwest's business We believe the U S Attorney's Office 1s investigating various matters that include the
subjects of the investigation by the SEC.

During 2002, the United States Congress held hearings regarding us and matters that are similar to those being
mvestigated by the SEC and the U S Attorney's Office
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We have engaged in discussions with the SEC staff 1n an effort to resolve the 1ssues raised 1n the SEC's investigation
of us, and we continue to evaluate any possible range of loss Such discussions are preliminary and we cannot predict the
hkehhood of whether those discussions will result 1n a settlement and, 1f so, the terms of such settlement However,
settlements typically involve, among other things, the SEC making claims under the federal securities laws 1n a complamt
filed 1n United States District Court that, for purposes of the scttlement, the defendant neither admits nor demes Were such
a settlement to occur, we would expect such claims to address many of the accounting practices and transactions and related
disclosures that are the subject of the various restatements we have made as well as additional transactions In addttion, any
settlement with the SEC may also mvolve, among other things, the imposition of disgorgement and a civil penalty, the
amounts of which could be substantially 1n excess of our recorded reserve, and the entry of a court order that would require,
among other things, that we and our officers and directors comply with provisions of the federal securities laws as to which
there have been allegations of prior violations

In addition, as previously reported, the SEC has conducted an mmvestigation concerning our earnings release for the
fourth quarter and full year 2000 1ssued on January 24, 2001 The release provided pro forma normalized earnings
information that excluded certain nonrecurring expense and income items resulting primarily from the Merger On
November 21, 2001, the SEC staff informed us of 1ts intent to recommend that the SEC authornze an action against us that
would allege we should have included 1n the earnings release a statement of our earnings in accordance with GAAP At the
date of this filing, no action has been taken by the SEC However, we expect that 1f our current discussions with the staff of
the SEC result 1n a settlement, such settlement will include allegations concerning the January 24, 2001 earnings release

Also, as previously announced n July 2002 by the General Services Administration, ("GSA"), the GSA 1s conducting
areview of all contracts with Qwest for purposes of determining present responsibility On September 12, 2003, we were
informed that the Inspector General of the GSA had referred to the GSA Suspension/Debarment Official the question of
whether Qwest and its subsidiaries should be considered for debarment We have been informed that the basis for the
referral was the February 2003 indictment against four former Qwest employees 1n connection with a transaction with the
Anzona School Facilities Board in June 2001 and a civil complant also filed in February 2003 by the SEC against the same
former employees and others relating to the Arizona School Facilities Board transaction and a transactton with Genuity Inc
("Genuity") 1n 2000 We are cooperating fully with the GSA and believe that Qwest and 1ts subsidiaries will remain
supphers of the government, although we cannot predict the outcome of this referral
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Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative class action complaints have been filed 1n federal district court in Colorado against
Qwest alleging violations of the federal secunities laws One of those cases has been dismissed By court order, the
remaining actions have been consolidated into a consohidated securities action, which we refer to herein as the
"consolidated secunities action "

On August 21, 2002, plamtiffs in the consolidated securities action filed their Fourth Consolidated Amended Class
Action Complaimt ("Fourth Consohdated Complamnt"), which defendants moved to disnuss On January 13, 2004, the
United States District Court for the District of Colorado granted the defendants' motions to dismiss in part and denied them
in part In that order, the court allowed plamtiffs to file a proposed amended complaint secking to remedy the pleading
defects addressed n the court's disnussal order and ordered that discovery, which previously had been stayed during the
pendency of the motions to dismuss, proceed regarding the surviving claims On February 6, 2004, plaintiffs filed a Fifth
Consolidated Amended Class Complaint ("Fifth Consolidated Complaint") The Fifth Consolidated Complaint attempts to
cxpand the putative class period previously alleged in the Fourth Consolidated Complaint, seeks to restore the claims
dismissed by the court, including claims against certain individual defendants who were dismissed as defendants by the
court's dismissal order, and to add additional individual defendants who have not been named as defendants 1 plamtiffs'
previous complaints The Fifth Consohdated Complaint also advances allegations related to a number of matters and
transactions that were not pleaded in the earlier complaints The Fifth Consolidated Complaint 1s purportedly brought on
behalf of purchasers of publicly traded securities of Qwest between May 24, 1999 and July 28, 2002, and names as
defendants Qwest, Qwest's former Chairman and Chief Executive Officer, Joseph P Nacchio, Qwest's former Chief
Financial Officers, Robin R Szchga and Robert S Woodruff, other of Qwest's former officers and current directors and
Arthur Andersen LLP The Fifth Consolidated Complaint alleges, among other things, that during the putative class period,
Qwest and certain of the individual defendants made materially false statements regarding the results of Qwest's operations
n violation of section 10(b) of the Securnities Exchange Act of 1934 (the "Exchange Act"), that certain of the individual
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defendants are liable as control persons under section 20(a) of the Exchange Act and that certain of the individual
defendants sold some of their shares of Qwest's common stock 1n violation of section 20(a) of the Exchange Act The Fifth
Consolidated Complaint further alleges that Qwest and certain other defendants violated section 11 of the Securities Act of
1933, as amended, (the "Securities Act") by preparing and disseminating false registration statements and prospectuses for
the registration of Qwest common stock to be 1ssued to U S WEST shareholders in connection with the merger of the two
companies, and for the exchange of $3 billion of Qwest's notes pursuant to a registration statement dated January 17, 2001,
$3 25 tilhon of Qwest's notes pursuant to a registration statement dated July 12, 2001, and $3 75 bilhon of Qwest's notes
pursuant to a registration statement dated October 30, 2001 Additionally, the Fifth Consolidated Complaint alleges that
certamn of the individual defendants are hable as control persons under section 15 of the Securities Act by reason of their
stock ownership, management positions and/or membership or representation on the Company's Board. The Fifth
Consolidated Complaint seeks unspecified compensatory damages and other rehef However, counsel for plaintiffs has
indicated that the purported class will seek damages 1n the tens of billions of dollars

Since March 2002, seven putative class action suits were filed in federal district court mn Colorado purportediy on
behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan and predecessor plans (the "Plan")
from March 7, 1999 until the present By court order, five of these putative class actions have been consolidated and the
claims made by the plaintiff in the sixth case were
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subsequently included in the Second Amended and Consolidated Complaint ("Second Consolidated Complaint") described
below and referred to as the "consohidated ERISA action" Qwest expects the seventh putative class action to be
consolidated with the other cases since 1t asserts substantially the same claims The Second Consolidated complaint filed on
May 21, 2003, names as defendants, among others, Qwest, several former and current directors, officers and employees of
Qwest, Qwest Asset Management, Qwest's Plan Design Committee, the Plan Investment Commuttee and the Plan
Administrative Commuttee of the pre-Merger Qwest 401(k) Savings Plan The consolidated ERISA action, which 1s brought
under the Employee Retirement Income Security Act alleges, among other things, that the defendants breached fiduciary
duties to the Plan members by allegedly excessively concentrating the Plan's assets invested in Qwest's stock, requiring
certain participants 1n the Plan to hold the matching contributions received from Qwest 1n the Qwest Shares Fund, failing to
disclose to the participants the alleged accounting improprieties that are the subject of the consolidated securities action,
failing to investigate the prudence of investing in Qwest's stock, continuing to offer Qwest's stock as an mnmvestment option
under the Plan, failing to investigate the effect of the Merger on Plan assets and then failing to vote the Plan's shares against
1t, preventing plan participants from acquiring Qwest's stock during certain periods and, as against some of the individual
defendants, capitalizing on their private knowledge of Qwest's financial condition to reap profits n stock sales Plaintiffs
seek equitable and declaratory relief, along with attorneys' fees and costs and restitution Plamtiffs moved for class
certification on January 15, 2003 and Qwest has opposed that motion, which 1s pending before the court Defendants filed
motions to dismiss the consolidated ERISA action on August 22, 2002 Those motions are also pending before the court

On June 27, 2002, a putative class action was filed 1n the District Court for the County of Boulder against us, The
Anschutz Family Investment Co , Philip Anschutz, Joseph P Nacchio and Robin R Szeliga on behalf of purchasers of
Qwest's stock between June 28, 2000 and June 27, 2002 and owners of U S WEST stock on June 28, 2000 The complaint
alleges, among other things, that Qwest and the individual defendants 1ssued false and misleading statements and engaged
in improper accounting practices in order to accomplish the Merger, to make Qwest appear successful and to inflate the
value of Qwest's stock The complaint asserts claims under sections 11, 12, 15 and 17 of the Securittes Act. The complaint
seeks unspecified monetary damages, disgorgement of 1llegal gains and other relief On July 31, 2002, the defendants
removed this state court action to federal district court in Colorado and subsequently moved to consolidate this action with
the consohdated securities action 1dentified above The plamntiffs have moved to remand the lawswit back to state court
Defendants have opposed that motion, which 1s pending before the court

On December 10, 2002, the Califorma State Teachers' Retirement System ("CalSTRS"), filed suit against Qwest,
certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including Arthur
Andersen LLP and several investment banks, 1n the Superior Court of the State of California 1 and for the County of San
Francisco CalSTRS alleges that the defendants engaged 1n fraudulent conduct that caused CalSTRS to lose 1n excess of
$150 mullion invested in Qwest's equity and debt securities The complaint alleges, among other things, that defendants
engaged 1n a scheme to falsely inflate Qwest's revenue and decrease 1ts expenses so that Qwest would appear more
successful than 1t actually was during the perniod in which CalSTRS purchased and sold Qwest securities The complaint
purported to state causes of action aganst Qwest for (1) violation of Cahfornia Corporations Code section 25400 et seq.
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(securittes laws), (11) violation of California Corporations Code section 17200 et seq (unfair competition), (u1) fraud, deceit
and concealment, and (1v) breach of fiduciary duty Among other requested relief, CalSTRS sought compensatory, special
and
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punitive damages, restitution, pre-judgment interest and costs Qwest and the individual defendants filed a demurrer,
seeking dismissal of all claims In response, CalSTRS voluntanly dismissed the unfair competition claim but maintained the
balance of the complaint The court denied the demurrer as to the Califorma secunities law and fraud claims, but dismissed
the breach of fiduciary duty claim against Qwest with lcave to amend The court also dismissed the claims against Robert S
Woodruff and Robin R Szeliga on jurisdictional grounds On or about July 25, 2003, plaintiff filed a First Amended
Complamnt The material allegations and the relief sought remain Jargely the same, but plaintiff no longer alleges clarms
against Mr Woodruff and Ms Szeliga following the court's dismissal of the claims against them CalSTRS reasserted its
claim against Qwest for breach of fiduciary duty as a claim of aiding and abetting breach of fiduciary duty Qwest filed a
second demurrer to that claim and on November 17, 2003, the court disrmssed that claim without leave to amend

Discovery 1s proceeding 1n the CalSTRS Iitigation

On November 27, 2002, the State of New Jersey (Treasury Department, Division of Investment) ("New Jersey"), filed
a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer County On October 17, 2003, New Jersey
filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and certain current
directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by employing improper
accounting practices and by 1ssuing falsc statements about Qwest's business, revenues and profits As a result, New Jersey
contends that 1t incurred hundreds of milhons of dollars 1n losses New Jersey's complaint purports to state causes of action
against Qwest for (1) fraud, (11) negligent misrepresentation, and (1n) civil conspiracy Among other requested relief, New
Jersey sceks from the defendants, jointly and severally, compensatory, consequential, incidental and punitive damages On
November 17, 2003, Qwest filed a motion to dismmss That motion 1s pending before the court

On January 10, 2003, the State Unmiversities Retirement System of [1linois ("SURSI™), filed a lawsuit similar to the
CalSTRS and New Jersey lawsuits 1n the Circuit Court of Cook County, lllinois SURSI filed suit against Qwest, certain of
Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen LLP and
several investment banks On October 29, 2003, SURSI filed a second amended complaint which alleges, among other
things, that defendants engaged 1n fraudulent conduct that caused 1t to lose n excess of $12 5 nullion invested in Qwest's
common stock and debt and equity securities and that defendants engaged 1n a scheme to falsely inflate Qwest's revenues
and decrease 1ts expenses by improper conduct related to transactions with the Arizona School Facilities Board, Genuity,
Calpoint, KMC, KPNQwest and Koninklijke KPN, N V' The second amended complaint purports to state the following
causes of action against Qwest (1) violation of the lllinois Securities Act, (11) common law fraud, (111) common law
neghgent misrepresentation, and (1v) violation of scction 11 of the Securities Act SURSI seeks, among other relief,
punitive and exemplary damages, costs, cquitable rclief, including an mjunction to freeze or prevent disposition of the
defendants' assets, and disgoigement All the individual defendants have moved to dismiss the action against them for lack
of personal jurisdiction To date, neither Qwest nor the mdividual defendants have filed a response to the second amended
complaint, and the Illino1s' court's schedule does not contemplate that answers or motions to dismiss be filed until after the
challenges to junsdiction have been resolved

On October 22, 2001, a purported derivative lawsuit was filed in the Umited States District Court for the District of
Colorado (the "Federal Derivative Litigation™) On February 6, 2004, a third amended complaint was filed 1n the Federal
Denvative Litigation, naming as defendants certain of Qwest's present and former directors and certain former officers and
naming Qwest as a nominal
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defendant The Federal Derivative Litigation 1s based upon the allegations made 1n the consolidated securtties action and
alleges, among other things, that the defendants breached their fiduciary duties to Qwest by engaging 1n self-dealing, insider
trading, usurpation of corporate opportunities, failing to oversee implementation of securities laws that prohtbit instder
trading, failing to maintain appropnate financial controls within Qwest, and causing or permitting Qwest to commut alleged
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securities violations, thus (1) causig Qwest to be sued for such violations and (2) subjecting Qwest to adverse publicity,
increasing 1ts cost of raising capital and impairing earnings The Federal Derivative Litigation has been consolidated with
the consohdated securtties action Plaintiff seeks, among other remedies, disgorgement of alleged insider trading profits

On August 9, 2002, a purported derivative lawsuit was filed 1n the Court of Chancery of the State of Delaware A
separate alleged dervative lawsuit was filed 1n the Court of Chancery of the State of Delaware on or about August 28,
2002 On October 30, 2002, these two alleged derivative lawsuits were consolidated (collectively the "Delaware Derivative
Litigation") The Second Amended Complaint in the Delaware Derivative Litigation was filed on or about January 23,
2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest as a nominal
defendant In the Second Amended Complaint, the plaintiffs allege, among other things, that the individual defendants
(1) breached ther fiduciary duties by allegedly engaging 1n 1llegal insider trading 1 Qwest's stock, (1) failed to ensure
compliance with federal and state disclosure, anti-fraud and insider trading laws withim Qwest, resulting 1n exposure to 1t,
(i) appropriated corporate opportunities, wasted corporate assets and self-dealt in connection with investments 1n initial
public offering securities through Qwest's investment bankers, and (1v) improperly awarded severance payments to Qwest's
former Chief Executive Officer, Mr Nacchio and Qwest's former Chief Financial Officer, Mr Woodruff The plamntiffs
seek recovery of incentive compensation allegedly wrongfully paid to certain defendants, all severance payments made to
Messrs Nacchio and Woodruff, disgorgement, contribution and indemnification, repayment of compensation, ijunctive
rehef, and all costs including legal and accounting fees On March 17, 2003, defendants moved to dismuss the Second
Amended Complaint, or, in the alternative, to stay the action As described below, a proposed settlement of the Delaware
Derivative Litigation has been reached.

On each of March 6, 2002 and November 22, 2002, a purported derivative action was filed in Denver District Court
(collectively, the "Colorado Derivative Litigation™) On February 5, 2004, plaintiffs in one of these cases filed an amended
complaint naming as defendants certain of Qwest's current and former officers and directors and Anschutz Company, and
naming Qwest as a nominal defendant The two purported derivative actions were consolidated on February 17,2004 The
amended complaint alleges, among other things, that various of the individual defendants breached their legal duties to
Qwest by engaging 1 various kinds of self-dealings, failing to oversee compliance with laws that prohibit insider trading
and self-dealing, and causing or permitting Qwest to commit securities laws violations, thereby causing Qwest to be sued
for such violations and subjecting Qwest to adverse publicity, increasing 1ts cost of raising capital and impairing earnings

Beginning 1in May 2003, the parties to the Colorado Denivative Litigation and the Delaware Derivative Litigation
participated 1n a series of mediation sessions with former Umited States District Judge Layn R Phillips On November 14,
2003, as a result of this process, the parties agreed 1n principle upon a settlement of the claims asserted n the Colorado
Denvative Litigation and the Delaware Dervative Litigation, subject to approval and execution of formal settlement
documents, approval by the Denver District Court and dismissal with prejudice of the Colorado Derivative Litigation, the
Delaware Derivative Litigation and the Federal Derivative Litigation From
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November 14, 2003 until February 17, 2004, the parties engaged 1 complex negotiations to resolve the remaining 1ssues
concerning the potential settlement On February 17, 2004, the parties reached a formal Stipulation of Settlement, which
was filed with the Denver District Court The stipulation of settlement provides, among other things, that 1f approved by the
Denver District Court and upon dismissal with prejudice of the Delaware Derivative Litigation and the Federal Derivative
Litigation, $25 million of the $200 muillion from the msurance settlement with certain of our msurance carriers (See

Note 10—Other Financial Information) will be designated for the exclusive use of Qwest to pay losses and Qwest will
implement a number of corporate governance changes The Stipulation of Settlement also provides that the Denver District
Court may enter awards of attorney's fees and costs to derivative plamtiffs’ counsel from the $25 million 1n amounts not to
exceed $7 5 million and $125,000, respectively. On February 17, 2004, the Denver District Court entered a Prelimmary
Approval Order and scheduled a hearing to take place on June 15, 2004, to consider final approval of the proposed
settlement and derivative plaintiffs' counsels' request for an award of fees and costs Pursuant to the Prehminary Approval
Order, Qwest mailed, on February 27, 2004, notice of the proposed settlement and hearing to stockholders of its Common
stock as of February 17, 2004

On or about February 23, 2004, plaintiff in the Federal Denvative Litigation filed a motion 1n the United States
District Court for the District of Colorado to enjoin further proceedings relating to the proposed settlement of the Colorado
Dernivative Litigation, or alternatively, to enjoin the enforcement of a provision in the Preliminary Approval Order of the
Denver District Court which plaintiffs claims would prevent the Federal Derivative Litigation from being prosecuted
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pending a final determination of whether the settlement of the Colorado Derivative Litigation shall be approved
Regulatory Matters

On February 14, 2002, the Minnesota Department of Commerce filed a formal complaint against us with the
Minnesota Public Utihties Commission ("Minnesota Comnussion") alleging that we, in contravention of federal and state
law, failed to file interconnection agreements with the Mimnesota Commission relating to certamn of our wholesale
customers and thereby allegedly discrimimated against other CLECs On November 1, 2002, the Minnesota Commission
1ssued a written order adopting 1n full a proposal by an admimistrative law judge that we committed 26 individual violations
of federal law by failing to file, as required under section 252 of the Telecommunications Act, 26 distinct provisions found
m 12 separate agreements with individual CLECs for regulated services in Minnesota The order also found that we agreed
to provide and did provide to McLeod USA Inc ("McLeod") and Eschelon Telecom, Inc ("Eschelon") discounts on
regulated wholesale services of up to 10% that were not made available to other CLECs, thereby unlawfully discriminating
agamnst them The order found we also violated state law, that the harm caused by our conduct extended to both customers
and competitors, and that the damages to CLECs would amount to several million dollars for Minnesota alone

On February 28, 2003, the Minnesota Commuission issued 1ts imtial written decision imposing fines and penalties,
which was later revised on Apnl 8, 2003 to include a fine of nearly $26 million and ordered us to

. grant a 10% discount off all intrastate Minnesota wholesale services to all CLECs other than Eschelon and
McLeod, this discount would be applicable to purchases made by these CLECs during the period beginning
on November 15, 2000 and ending on May 15, 2002,
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. grant all CLECs other than Eschelon and McLeod monthly credits of $13 to $16 per unbundled network
element—platform line (subject to certain offsets) purchased during the months of November 2000 through
February 2001,
. pay all CLECs other than Eschelon and McLeod monthly credits of $2 per access line (subject to certamn

offsets) purchased during the months of July 2001 through February 2002, and

. allow CLECs to opt-1n to agreements the Minnesota Commission determined should have been publicly
filed

The Minnesota Commission 1ssued its final, written decision setting forth the penalties and credits described above on
May 21,2003 On June 19, 2003, we appealed the Minnesota Commuission's orders to the Umited States District Court for
the District of Minnesota The appeal 1s pending

Arizona, Colorado, Ncw Mexico, Washington, lowa and South Dakota have also imitiated formal proceedings
regarding our alleged failure to file required agreements 1n those states On July 25, 2003, we entered 1nto a settlement with
the staff of the Arizona Corporation Commussion ("Arizona Commission”) to settle this and several other proceedings The
proposed settlement, which must be approved by the Arizona Commission, requires that we provide approximately
$21 million in consideration in the form of a voluntary contribution to the Anizona State Treasury, contributions to certain
organizations and/or infrastructure investments and refunds in the form of bill credits to CLECs On December 1, 2003, an
admimistrative law judge 1ssued a recommended decision denying the proposed settlement The judge also recommended
final orders requiring us to pay approximately $11 nullion in penalties and to 1ssue credits to CLECs for a 24-month period
from October 2000 to September 2002 equal to 10% of all sales of wholesale intrastate services sold by us We filed
exceptions to the recommended decisions with the full Arizona Commission New Mexico has 1ssued an order providing its
interpretation of the standard for filing these agreements, 1dentified certain of our contracts as coming within that standard
and opened a separate docket to consider further proceedings Colorado has also opened an investigatton into these matters,
and on February 27, 2004, the Staff of the Colorado Public Utility Commussions ("PUC") submitted 1ts Initial Comments
The Colorado Staff's Initial Comments recommended that the PUC open a show cause procecding based upon the Staff's
view that Qwest and CLECs had willfully and intentionally violated federal and state law and Commuission rules The Staff
also detailed a range of remedies available to the Commussion, including but not imited to an assessment of penalties and
an obligation to extend credits to CLECs On June 26, 2003, we received from the Federal Communications Commission
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("FCC") a letter of inquiry seeking information about related matters We subnutted our initial response to this inquiry on
July 31,2003 The proceedings and investigations in New Mexico, Colorado and Washimgton and at the FCC could result
in the imposition of fines and other penalties against us that could be matenial Towa and South Dakota have concluded their
inquiries resulting 1n no imposition of penalties or obligations to 1ssue credits to CLECs in those states Also, some
telecommunications providers have filed private actions based on facts similar to those underlying these administrative
proceedings These private actions, together with any similar, future actions, could result 1n additional damages and awards
that could be significant

IMuminet, Inc ("[Mluminet"), a traffic aggregator and several of 1ts customers have filed complaints with regulatory
agencies 1n Idaho, Nebraska, lowa, North Dakota and New Mexico, alleging that they are entitled to refunds due to our
purported improper implementation of tariffs governing certain signaling scrvices we provide in those states The
commissions 1n Idaho and Nebraska have ruled 1n favor of Hluminet and awarded 1t $1 5 million and $4 8 million,
respectively We sought reconsideration
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1n both states, which was denied and subsequently we perfected appeals 1n both states The proceedings in the other states
and 1n states where Illuminet has not yet filed complaints could result in agency decisions requiring additional refunds

As a part of the approval by the FCC of the Merger, the FCC rcquired us to engage an independent auditor to perform
an attestation review of our comphance with our divestiture of in-1cgion InterLATA services and our ongoing compliance
with Section 271 of the Telecommunications Act ("Section 271") In 2001, the FCC began an investigation of our
comphance with the divestiture of in-region InterLATA services and our ongoing compliance with Section 271 for the audit
years 2000 and 2001 In connection with this investigation, Qwest disclosed certain matters to the FCC that occurred
2000, 2001, 2002 and 2003 These matters were resolved with the 1ssuance of a consent decree on May 7, 2003, by which
the investigation was concluded As part of the consent decree, Qwest made a voluntary payment to the U S Treasury 1n the
amount of $6 5 million and agreed to a compliance plan for certamn future activities Scparate from this investigation, Qwest
disclosed matters to the FCC 1n connection with 1ts 2002 compliance audit, including a change 1n traffic flow related to
wholesale transport for operator services traffic and certain toll-free traffic, certain bill mis-labeling for commercial credit
card bills and certain billing errors for public telephone services originating in South Dakota and for toll free services The
FCC has not yet instituted an investigation mto the latter categories of matters If 1t does so, an investigation could result in
the imposition of fines and other penalties against us The FCC has also instituted an investigation into whether we may
have impermissibly engaged 1n the marketing of InterLATA services in Arizona prior to recerving FCC approval of our
application to provide such services 1n that state

We have other regulatory actions pending 1n local regulatory jurisdictions, which call for price decreases, refunds or
both Thesc actions are generally routine and incidental to our business

Other Matters

In January 2001, an amended purported class action complaint was filed in Denver District Court against Qwest and
certain current and former officers and directors on behalf of stockholders of U S WEST The complaint alleges that Qwest
had a duty to pay a quarterly dividend to U S WEST stockholdeis of tecord as of June 30, 2000 Plaintiffs further claim that
the defendants attempted to avoid paying the dividend by changing the record date from June 30, 2000 to July 10, 2000 In
September 2002, Qwest filed a motion for summary judgment on all claims Plaintiffs filed a cross- motion for summary
Judgment on their breach of contract clasms only On July 15, 2003, the court denied both summary judgment motions
Plaintiffs' claims for breach of fiduciary duty and breach of contract remain pending The case 1s now 1n the class
certification stage, which Qwest 1s challenging

From time to time we recerve complaints and become subject to investigations regarding "slamming" (the practice of
changing long-distance carriers without the customer's consent), "cramming" (the practice of charging a consumer for
goods or services that the consumer has not authorized or ordered) and other sales practices Through December 2003, we
resolved allegations and complaits of slamming and cramming with the Attorneys General for the states of Arizona,
Colorado, Idaho, Oregon, Utah and Washington In each of those states, we agreed to comply with certain terms governing
our sales practices and to pay each of the states between $200,000 and $3 75 million We may become subject to other
mvestigations or complaints 1n the future and any such complaints or investigations could result 1n further legal action and
the imposition of fines, penalties or damage awards.
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Several purported class actions relating to the installation of fiber optic cable in certain rights-of-way were filed 1n
various courts against Qwest on behalf of landowners 1n Alabama, Califorma, Colorado, Georgia, Illinois, Indiana, Kansas,
Lousiana, Mississippt, Missour1, North Carolina, Oregon, South Carolina, Tennessee and Texas Class certification was
denied 1n the Louisiana proceeding and, subsequently, summary judgment was granted 1n Qwest's favor A new Louwsiana
class action complaint has recently been filed Class certification was also denied 1n the Califorma proceeding, although
plamtiffs have filed a motion for reconsideration Class certification was granted n the Illinois proceeding Class
certification has not been resolved yet in the other proceedings The complaints challenge Qwest's right to install 1ts fiber
optic cable 1n railroad rights-of-way and, in Colorado, lllinois and Texas, also challenge Qwest's right to nstall fiber optic
cable i utility and pipeline rnights-of-way In Alabama, the complaint challenges Qwest's nght to nstall fiber optic cable in
any rnight-of-way, including public highways The complaints allege that the railroads, utilities and pipeline companies own
a hmited property right-of-way that did not include the right to permit Qwest to install Qwest's fiber optic cable on the
plamntiffs' property The Indiana action purports to be on behalf of a national class of landowners adjacent to ratlroad rights-
of-way over which Qwest's network passes The Alabama, California, Colorado, Georgia, Kansas, Louisiana, Mississippi,
Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas actions purport to be on behalf of a class of such
landowners 1n those states, respectively The I1linois action purports to be on behalf of landowners adjacent to railroad
rights-of-way over which Qwest's network passes m Illinois, lowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and
Wisconsin Plamtiffs in the lllinois action have filed a motion to expand the class to a nationwide class The complaints
seek damages on theories of trespass and unjust enrichment, as well as punitive damages Together with some of the other
telecommunication carrier defendants, in September 2002, Qwest filed a proposed settlement of all these matters (except
those 1 Louisiana) in the United States District Court for the Northern District of I1linois On July 25, 2003, the court
granted prelmimary approval of the settlement and entered an order enjoining competing class action claims, except those
m Lowsiana The settlement and the court's injunction are opposed by some, but not all, of the plaintiffs' counsel and are on
appeal before the Seventh Circuit Court of Appeals At this ime, Qwest cannot determine whether such settlement will be
ultimately approved or the final cost of the settlement 1f 1t 1s approved

On October 31, 2002, Richard and Marcia Grand, co-trustees of the R M Grand Revocable Living Trust, dated
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal securities
laws and breached their fiduciary duty in connection with an mvestment by the plaintiff in securities of KPNQwest Qwest
1s a defendant n this lawsuit along with Qwest B V | Joseph Nacchio and John McMaster, the former President and Chief
Executive Officer of KPNQwest The plaintiff trust claims to have lost $10 milhion n 1ts investment in KPNQwest On
January 27, 2004, the Arizona Superior Court granted Qwest's motion to dismuss the state and federal securities law claims
The claim for breach of fiduciary duty remains pending

We have built our International Network outside North America primanily by entering into long-term agreements to
acquire optical capacity assets We have also acquired some capacity from other telecommunications service carriers within
North America under similar contracts Several of the companies from which we have acquired capacity appear to be 1n
financial difficulty or have filed for bankruptcy protection Bankruptcy courts have wide discretion and could deny us the
continued use of the assets under the optical capacity agreements without relieving us of our obligation to make payments
or requiring the refund of amounts previously paid 1f such an event were to occur, we would be required to wnte-off the
cost of the related optical capacity assets and accrue a loss based on the
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remaining obligation, if any We believe that we are taking appropriate actions to protect our investments and mantain
ongoing use of the acquired optical capacity assets At this time, 1t 1s too early to determine what effect the bankruptctes
will have with respect to the acquired capacity or our ability to use this acquired optical capacity

The IRS has proposed a tax adjustment for tax years 1994 through 1996 The principal 1ssue mvolves our allocation of
costs between long-term contracts with customers for the nstallation of conduit or fiber optic cable and additional condut
or fiber optic cable retamed by us The IRS disputes our allocation of the costs between us and third parties for whom we
were building similar network assets during the same time period Stmilar claims have been asserted against us with respect
to 1997 and 1998 and 1t 1s possible that claims could be made against us for other penods We are contesting these claims
and do not beheve they will be successful Even if they are, we believe that any significant tax obhgations will be
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substantially offset as a result of available net operating losses and tax sharing arrangements However, the ultimate
outcomes of these matters are uncertain and we can give no assurance as to whether they will have a materal effect on our
financial results

We are subject to a number of environmental matters as a result of our prior operations as part of the Bell System We
beheve that expenditures 1n connection with remedial actions under the current environmental protection laws or related
matters will not be material to our business or financial condition

Intellectual Property

We frequently receive offers to take licenses for patent and other itellectual rights, mcluding rights held by
competitors in the telecommunications industry, in exchange for royalties or other substantial consideration We also
regularly are the subject of allegations that our products or services nfiinge upon various intellectual property rights, and
receive demands that we discontinue the alleged infringement We normally investigate such offers and allegations and
respond appropniately, including defending our self vigoiously when appropnate There can be no assurance that, 1f one or
more of these allegations proved to have ment and mvolved significant nghts, damages or royalties, this would not have a
material adverse cffect on us We have provided for certamn of the above ntellectual property matters 1n our consohdated
financial statements as of December 31, 2003 Although the ultimate resolution of these claims 1s uncertain, we do not
expect any matenal adverse impacts as a result of the resolution of these matters

Rights of Way

We have transferred optical capacity assets on our network primanly to other telecommunications service carriers 1n
the form of IRU transactions mvolving specific channels on our "Iit" network or specific dark fiber strands These IRUs
provide for the exclusive right to use a specified amount of capacity or fiber for a specificd period reflecting the estimated
uscful hfe of the optical capacity asset, typically 20 years or more Typically, at or before the end of the IRU term,
ownership of the optical capacity asset will have passed to the customer Our fiber optic broadband network 1s generally
located 1n real property pursuant to an agreement with the property owner or another person with rights to the property It 1s
possible that we may lose our rights under one or more of such agreements, due to their termination or their expiration If
we lose any such rights of way and are unable to renew them, we may find 1t necessary to move or replace the affected
portions of the network However, we do not expect any material adverse impacts as a result of the loss of any such nghts
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Note 18: Subsequent Events
Contingencies
Debt-related Matters

On February 5, 2004, Qwest 1ssued a total of $1 775 billion of senior notes which consisted of $750 million in floating
rate notes due 1n 2009 with mterest at LIBOR plus 3 50%, $525 mullion fixed rate notes due 1n 2011 wath an interest rate of
7 25%, and $500 million fixed rate notes due in 2014 with an interest rate of 7 50% These notes are guaranteed by QCF
and QSC The guarantee by QCF 1s on a senior unsecured basis and the guarantee by QSC 1s on a senior subordinated
secured basis The QSC guarantee 1s secured by a hen on the stock of QC This collateral also secures other obligations of
QSC, but the lien securing the QSC guarantee 1s (1) jumor to the lien securing senior debt secured by the collateral,
mcluding the 2004 QSC Credit Facility, and (2) sentor to the hen securing the 2007, 2010 and 2014 QSC notes and certain
other obligations Upon the release of the liens securing the 2007, 2010 and 2014 QSC notes and certain other obligations,
subject to certain conditions, this collateral wilf be released and the subordinated provisions will terminate such that the
2009, 2011 and 2014 Qwest notes will be guaranteed on a senior unsecured basis by QSC The covenant and default terms
of these notes include but are not hnmted to (1) lnmtations on incurrence of indebtedness, (1) limitations on restricted
payments, (1) himitations on dividends and loans and other payment restrictions, (iv) limitations on asset sales or transfers,
(v) hmitations on transactions with affiliates, (vi) himitations on liens, (vi1) imitations on mergers and consolidations and
(vin) hmtations on business activities If the notes recetve investment grade ratings, most of the covenants with respect to
the notes will be subject to suspension or termination Under the indenture governing the notes, we must repurchase the
notes upon certain changes of control This indenture also contains provisions for cross acceleration relating to any of our
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other debt obligations and the debt obligations of our restrnicted subsidiaries n the aggregate in excess of $100 rilhon

The net proceeds from the notes were uscd for general corporate purposes, inctuding repayment of indebtedness
Concurrent with the 1ssuance of the notes, QSC paid off n full the outstanding balance of $750 million and terminated the
QSC Credit Facility and QSC also estabhished a new three-year $750 mnllion revolving credit facility, (the "2004 QSC
Credit Facility") 1f drawn, the 2004 QSC Credit Facility would, at our election, bear interest at a rate of adjusted LIBOR or
a base rate, in each case plus an apphicable margin Such margin varies based upon the credit ratings of the facihity and 1s
currently 3% for LIBOR based borrowings and 2% for base rate borrowings The 2004 QSC Credit Facihity 1s guaranteed
by Qwest Commumications International Inc

The 2004 QSC Credit Facility contains financial covenants that (1) require Qwest and 1ts consolidated subsidiaries to
mamtam a debt-to-Consolidated EBITDA 1atio (Consolidated EBITDA as defined 1n the 2004 QSC Credit Facility 1s a
measure of EBITDA that starts with our net income (loss) and adjusts for taxes, interest and non-cash and certain non-
recurring'items) of not more than 6 0-to-1 0 and (11) require QC and 1ts consohidated subsicharies to maintain a debt-to-
consohdated EBITDA ratio of not more than 2 5-to-1 0 These financial covenants will be suspended while the 2004 QSC
Credit Facility remains undrawn The 2004 QSC Credit Facility contains certain other covenants including, but not inited
to (1) hmitations on incurrence of indebtedness, (1) limitations on restricted payments, (111) limitations on using any
proceeds to pay settlements or judgments rclating to investigations and securities actions discussed in "Contingencies” 1in
Note 17, (1v) linitations on dividends and other payment restrictions, (v) hmitations on mergers, consohdations and asset
sales, (v1) limtations on investments, and (vi) mitations on hens We must pay down the 2004 QSC Credrt
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Facility upon certain changes of control The 2004 QSC Credit Facility also contains provisions for cross acceleration and
cross payment default relating to any other of our debt obligations and the debt obligations of our subsidiaries in the
aggregate in excess of $100 mithon We have not borrowed against the 2004 QSC Credit Facility The 2004 QSC Credit
Facility 1s secured by a semor lien on the stock of QC

On February 26, 2004, we completed a cash tender offer for the purchase of up to $963 million of aggregate principal
amount of QCF's 5 875% notes due 1n August 2004 We received and accepted tenders of approximately $921 million 1n
total principal amount of the QCF notes for $939 million 1n cash

Legal Matters

On February 9, 2004, Stichting Pensioenfonds ABP ("SPA"), filed suit against us, certain of our current and former
directors, officers, and employees, as well as several other defendants, including Arthur Andersen LLP, Citigroup Inc and
various affiliated corporations of Citigroup Inc , in the United States District Court for the Distnict of Colorado SPA alleges
that the defendants engaged 1n fraudulent conduct that caused SPA to lose more than $100 million related to SPA's
mvestments in Qwest's equity sccurities purchased between July 5, 2000 and March 11, 2002 The complaint alleges,
among other things, that defendants created a false perception of Qwest's revenues and growth prospects SPA alleges
claims agamst Qwest and certain of the individual defendants for violations of sections 18 and 10(b) of the Exchange Act,
and SEC Rule 10b-5, violations of the Colorado Securities Act and common law fraud, misrepresentation and conspiracy
The complaint also contends that certain of the individual defendants are hable as "control persons” because they had the
power to cause Qwest to engage 1n the unlawful conduct alleged by plaintiffs in violation of section 20(a) of the Exchange
Act and alleges other claims against defendants other than Qwest SPA seeks among other things, compensatory and
punitive damages, rescission or rescissionary damages, pre-judgment interest, fees and costs

On October 4, 2002, a putative class action was filed in the federal district court for the Southern Distnct of New York
against Willem Ackermans, the former Executive Vice President and Chief Financial Officer of KPNQwest, in which we
were a major shareholder The complaint alleges, on behalf of certain purchasers of KPNQwest securities, that Ackermans
engaged 1n a fraudulent scheme and deceptive course of business 1n order to inflate KPNQwest revenue and securities
Ackermans was the only defendant named 1n the original complaint On January 9, 2004, plamtiffs filed an amended
complaint adding as defendants us, certain of our former executives who were also on the supervisory board of KPNQwest,
and others

Legal Matters (Unaudited)
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On March 8, 2004, Qwest and other defendants filed motions to dismiss the Fifth Consolidated Complant described in
Note 17—Comnmutments and Contingencies—Secunties Actions and Derivative Actions

On Matrch 8, 2004, the individual defendants 1n the Federal Dervative Litigation filed a motion to stay all proceedings
in that action pending a determination by the Denver District Court whether to approve the proposed settlement of the
derivative claims asserted in the Colorado Derivative Litigation, which would resolve the denvative claims asserted 1n the
Federal Denvative Litigation See Note 17—Commitments and Contingencies—Seccurities Actions and Derivative Actions
for additional information regarding the Federal Derivative Litigation
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Note 19: Quarterly Financial Data (Unaudited)
Quarterly Financial Data
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(Dollars in millions, except per share amounts)

2003
Opcrating revenue $ 3624 $ 3,596 $§ 3,570 $§ 3,498 $ 14,288
Operating mcome (loss) 183 177 (523) 1) (254)
Loss from continuing operations* (120) (125) (686) (382) (1,313)
Net income (loss) 152 64) 1,831 407) 1,512
Basic and diluted earmings (loss) per share
Loss from continuing operations* 0 07) ©07) 039 (0 22) (0 76)
Net income (loss) 009 (0 04) 10§ (0 23) 087
2002
Operating revenue $ 3,983 $ 3911 § 3,772 §$ 3,705 $ 157371
Operating (loss) income 94) (19,276) 76 377 (18,917)
(Loss) income from continuing operations* 975) (17,458) (238) 1,053 (17,618)
Net (loss) income (23,650) (17,430) (123) 2,735 (38,468)
Basic and diluted earnings (loss) per share
(Loss) income from continuing operations* (059) (10 41) 014) 062 (10 48)
Net (loss) income (14 19) (10 39) 0on 161 22 87)
* Income (loss) from continuing operations 1s before results from discontinucd operations and cumulative effect of

changes 1n accounting principle
First Quarter 2003

Included 1 net income (loss) 1s after-tax gamn of $13 million on the early retirement of debt; an after-tax income of
$66 nillion primanly related to the operation of our directory publishing business that was recorded as income from
discontinued operations and an after-tax gamn of $206 million resulting from the adoption of SFAS No 143, relating to the
reversal of net removal costs where there was not a legal removal obligation

Second Quarter 2003

Included 1n net mcome (loss) 1s after-tax income of $61 mitlion primarily related to the operation of our directory
pubhshing business that was recorded as income from discontinued operations
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Third Quarter 2003

Included n net income (loss) 1s an after-tax charge of $140 milhon for impairment of assets (primarily cell sites,
switches, related tools and equipment inventory and ccrtain information technology systems supporting the wireless
network), after-tax income of $2 517 billion primarily related to the operation and gain associated with the sale of the
remaiing part of our directory publishing business that was recorded as income from discontinued operations, an after-tax
charge of $241 million resulting
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from the termination of services arrangements with Calpoint and another service provider and includes an after-tax charge
of $23 mullion for restructuring charges

Fourth Quarter 2003

Included n net income (loss) 1s an after-tax charge of $29 milhon for restructuring charges and an after-tax charge of
$61 mullion for htigation related losses

First Quarter 2002

Included n net income (loss) 1s an after-tax charge of $614 million for losses and impairment of investment 1n
KPNQwest, after-tax income of $125 million related to the operation of our directory publishing business which was
recorded as income from discontinued operations, and an after-tax charge of $22 8 billion relating to the reduction 1n the
carrying value of goodwi1ll recorded as a cumulative effect of adopting SFAS No 142 effective January 1, 2002

Second Quarter 2002

Included n net income (loss) 1s an after-tax charge of $8 483 billion for impairment under SFAS No 142 of the entire
remaining balance of goodwill, an after-tax charge of $6 429 billion for the impairment of assets (primarily property, plant
and equipment) under SFAS No 144, an after-tax charge of $576 nulhon for losses and impairment of the investment 1n
KPNQwest, a non-cash charge of §1 7 bilhon to establish a valuation allowance against the 2002 deferred tax assets, and
after-tax mcome of $28 mitlion related to the operation of our directory publishing business which was recorded as income
from discontinued operations

Third Quarter 2002

Included 1n net income (loss) 1s an after-tax charge of $83 milhon for restructuring charges and after-tax income of
$115 mallion related to the operation of our directory publishing business that was recorded as income from discontinued
operations

Fourth Quarter 2002

Included m net income (loss) 1s an after-tax gain of $1 117 billion on the early retirement of debt and after-tax income
and gain of $1 682 billion related to the operation and partial sale of our directory publishing services bustness that was
recorded as income and gain from discontinued operations.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE
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Prior to May 29, 2002, we had not engaged independent auditors for 2002 Based on the recommendation of the Audit
Commuttee of our Board of Directors, on May 29, 2002 our Board of Directors decided, effective immediately, not to re-
engage Arthur Andersen LLP ("Andersen") as our independent auditor

Effective May 29, 2002, our Board of Directors engaged KPMG LLP ("KPMG") to serve as our independent auditor
for 2002

Andersen's reports on our consohdated financial statements for the years ended December 31, 2001 and 2000 did not
contain an adverse opinion or disclaimer of opinion, nor were they quahified or modified as to uncertainty, audit scope or
accounting principles During the years ended December 31, 2001 and 2000 and through May 29, 2002, there were (1) no
disagreements with Andersen on any matter of accounting principles or practices, financial statement disclosure, or auditing
scope or procedure which, 1f not resolved to Andersen's satisfaction, would have caused 1t to make reference to the subject
matter in connection with its report on our consolidated financial statements, and (2) no reportable events, as listed 1n Item
304(a)(1)(v) of Regulation S-K

During the years ended December 31, 2001 and 2000 and prior to May 29, 2002, we did not consult KPMG with
respect to the application of accounting principles to a specified transaction, either completed or proposed, or the type of
audit opinion that might be rendered on our consohdated financial statements, or any other matters or reportable events
listed 1n Items 304(a)(2)(1) and (1) of Regulation S-K

Following our decision not to re-engage Andersen and the engagement of KPMG, we decided to revise certain of our
previous accounting practices and policies Prior to making these revisions, we sought Andersen's input and cooperation
and notified Andersen of our determinations prior to their public announcement During August 2002, we received a letter
from Andersen, indicating its disagreement with our proposed restatement to revise the accounting for:

(1) contemporaneous sales and purchases of optical capacity, (2) optical capacity asset sales and (3) revenue recognition for
our directory publishing business Although we continued to seek Andersen's input following Andersen's letter as we made
further determinations about the restatement of these and other issues, we have not responded to the August correspondence
from Andersen Following our notification to Andersen of certain restatement 1ssues we contemplated discussing with the
staff of the SEC, during February 2003, we received a sccond letter from Andersen indicating 1t had not received a response
to 1ts positions, noting Andersen's continued disagreement with our proposed restatement for the items listed above and
expressing Andersen's disagreement with the other restatement tssues that we had 1dentified Andersen has not withdrawn
its previously 1ssued opinion related to our financial statements for the three years ended December 31, 2001

ITEM 9A. CONTROLS AND PROCEDURES

The effectiveness of our or any system of disclosure controls and procedures 1s subject to certain limitations, including
the exercise of judgment in designing, implementing and evaluating the controls and procedures, the assumptions used 1n
1dentifying the likelthood of future events, and the inability to eliminate misconduct completely As a result, there can be no
assurance that our disclosure controls and procedures will prevent all errors or fraud or ensure that all material information
will be made known to approprnate management 1n a imely fashion By their nature, our or any system of disclosure
controls and procedures can provide only reasonable assurance regarding management's control objectives

148

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief
Financial Officer, we evaluated the design and operation of the Company's disclosure controls and procedures (as defined
in Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, or the "Exchange Act") as of December 31, 2003
On the basis of this review, our management, including our Chief Executive Officer and Chief Financial Officer, concluded
that the Company's disclosure controls and procedures are designed, and are effective, to give reasonable assurance that the
information required to be disclosed by the Company 1n reports that 1t files under the Exchange Act 1s recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the SEC There have been no
sigmficant changes 1n the Company's internal controls or 1n other factors that could significantly affect internal controls
subsequent to the date we performed our evaluation.

PART 111
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The mformation required by Item 10 of this annual report on Form 10-K 1s mcorporated by reference to our 2004
Proxy Statement anticipated to be filed with the Securities and Exchange Commussion within 120 days of December 31,
2003 under the headings "Proposal No 1-—Election of Class 1 Directors”, "Executive Officers and Management", "Audit
Commuttee" and "Section 16(a) Beneficial Ownership Reporting Comphance” and to Item 1 of this annual report under the
heading "Website Access”

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 of this annual report on Form 10-K 1s incorporated by reference to our 2004
Proxy Statement anticipated to be filed with the Secunities and Exchange Commussion within 120 days of December 31,
2003 under the headings "Director Compensation,” "Executive Compensation,” "Stock Option Grants," "Option Exercises
and Holdings," "Pension Plans," "Employment Contracts and Termination of Employment and Change-In-Control
Arrangements” and "Compensation Commuttee Interlocks and Insider Participation "

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

The information required by Item 12 of this annual report on Form 10-K 1s mncorporated by reference to our 2004
Proxy Statement anticipated to be filed with the Securities and Exchange Commussion within 120 days of December 31,
2003 under the heading "Beneficial Ownership of Shares of Common Stock”

Equity Compensation Plan Information

We currently maintain four compensation plans under which shares of our common stock are authorized for 1ssuance
to employees and non-employees our Equity Incentive Plan, our Employee Stock Purchase Plan, our Nonquahfied
Employee Stock Purchase Plan and our Equity Compensation Plan for Non-Employee Directors Our Equity Incentive Plan
and Employee Stock Purchase Plan have been approved by our stockholders Our Nonquahfied Employee Stock Purchase
Plan and our Equity Compensation Plan for Non-Employee Directors, each of which 1s described 1n more detail below,
have

149

not been approved by our stockholders The following table provides information as of December 31, 2003 about
outstanding options and shares reserved for future 1ssuance under these plans

Number of securities
remaming available for
future 1ssuance under

Number of securities to Weighted-average equity compensation

be 1ssued upon exercise exercise price of plans

of outstanding options, outstanding options, (excluding securities
Plan Category warrants and rights(1) warrants and rights(1) reflected in column (a))

(a) (b) ©

Equity compensation plans
approved by security holders 125,724,478 $ 1598 71,140,458(2)
Equity compensation plans not
approved by security holders — — 10,083,267(3)
Total

81,223,725
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) Includes 32,913,219 shares 1ssuable upon the exercise of outstanding options we assumed 1n connection with
acquisttions, including the U S WEST merger The weighted-average exercise price of these options 1s $29 19 We
do not intend to grant any new options under the plans pursuant to which these options were originally granted

2) Includes 50,650,603 shares available for future 1ssuance under our Equity Incentive Plan and 20,489,855 shares
available for future 1ssuance under our Employee Stock Purchase Plan

3 Includes 10,000,000 shares available for future 1ssuance under our Nonquahfied Employee Stock Purchase Plan and
83,267 shares available for future 1ssuance under our Equity Compensation Plan for Non-Employee Directors

In 1997, our Board of Directors adopted an Equity Compensation Plan for Non-Employee Directors, under which
directors who are not officers or employees of Qwest may receive shares of our common stock Under the plan, ehgible
directors may elect on a quarterly basis to recerve any or all of their annual and meeting fees for that quarter in shares of our
common stock With respect to each quarter for which an election 1s made, the total number of shares granted to the
electing dircctor equals the amount of the dircctor's total annual and meeting fees divided by the fair market value of our
common stock on the last business day of that quarter Shares 1ssued under the plan are to be 1ssued as soon as practicable
after the end of each quarter

In 2002, our Board of Directors adopted a Nonquahfied Employee Stock Purchase Plan, however we have not
commenced any offers nor 1ssued any shares of our common stock under the plan If used, the Nonqualified Employee
Stock Purchase Plan will provide eligible employees of Qwest with an opportunity to purchase shares of our common stock
The maximum number of shares of common stock that may be purchased under the Nonqualified Employee Stock Purchase
Plan 1s, in the aggregate, 10,000,000 Under the plan, offers to purchase common stock will be made on the first day of each
calendar month and last for a period of one calendar month, unless otherwise determined by the Compensatton and Human
Resources Commuttee of our Board of Directors An eligible employee may participate 1n any offer under the plan by
authonzing payroll deductions of up to 15% of his or her base salary and commussions paid per pay period Amounts
withheld will be held for the credit of the participant as part of our general funds and will not accrue interest On the last
day of each calendar month, the entire account balance of a participating employee will be applied to purchase shares of our
common stock at a purchase price equal to 85% of the fair market value of the common stock on the last trading day of that
month In no event, however, will an employee be permitted to purchase more than 20,000 shares of common stock through
the plan 1n any single offer Participants may not transfer shares of common stock purchased under the plan until after the
last day of the sixth month following the month in which the shares were purchased We have the right to terminate or
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amend the plan at any time If not previously terminated by our Board of Directors, the plan will terminate on the date as of
which participants have purchased a number of shares equal to or greater than the number of shares then subject to the plan

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by Item 13 of this annual report on Form 10-K 1s incorporated by reference to our 2004
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31,
2003 under the headings "Certain Transactions and Legal Proceedings" and "Compensation Commuttee Interlocks and
Insider Participation "

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 14 of this annual report on Form 10-K 1s incorporated by reference to our 2004
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31,
2003 under the heading "Independent Auditor "
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

@) Documents filed as part of this report

(1) Independent Auditors’ Report

Financial Statements covered by the Report of Independent Public
Accountants
Consohdated Statements_ of Opetations for the years ended December 31,

2003, 2002 and 2001

Consolidated Balance Sheets as of December 31, 2003 and 2002
Consolidated Statements of Cash I'lows for the years ended December 31,
2003, 2002 and 2001

Consolidated Statements of Stockholders’ (Deficit) Equity for the years
ended December 31, 2003, 2002 and 2001

Notes to the Consolidated Financial Statements for the years ended
December 31, 2003, 2002 and 2001

(b) Reports on Form 8-K

We filed the following reports on Form 8-K during the fourth quarter of 2003

M

@)

3)

@

&)

On November 19, 2003, we filed a report on Form 8-K announcing our financial results for the third
quarter of 2003 Included as exhibits to the Form 8-K were the following financial statements
condensed consohdated statements of operations for the three and nine months ended September 30,
2003 and 2002—as reported, condensed consolidated balance sheets as of September 30, 2003 and
December 31, 2002, condensed consolidated statements of cash flows for the nine months ended
September 30, 2003 and 2002, and certain selected consolidated financial data

On November 19, 2003, we filed a report on Form 8-K announcing that we and our wholly owned
subsidiaries, Qwest Capital Funding, Inc ("QCF") and Qwest Services Corporation ("QSC"),
commenced a cash tender offer for up to $2 25 billion aggregate principal amount of our outstanding
debt secunities.

On December 8, 2003, we filed a report on Form 8-K stating that we and our wholly owned
subsidiaries, QCF and QSC, had increased the size of our offers to purchase specified senes of
outstanding debt securities for cash from $2 25 billion to $3 0 billion aggregate principal amount of
notes and that we had receirved an amendment on the QSC credit facility 1n order to facilitate the
offer

On December 19, 2003, we filed a report on Form 8-K announcing that we signed an agreement to
purchase certain assets and associated revenue streams from Allegiance Telecom, Inc

On December 23, 2003, we filed a report on Form 8-K announcing that we and our wholly owned
subsicdharies, QCF and QSC, successfully completed the purchase of $3 billion of our outstanding
debt securities under our cash tender offers, which commenced on November 19, 2003.

©) Exhibits required by Item 601 of Regulation S-K

Exhibits identified in parentheses below are on file with the SEC and are incorporated herein by reference
All other exhibits are provided as part of this electronic submission.
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Exhibit

Number

Description

@1

G

(3 2)***
@1n

(4 2)**

(4 3)**

@44

@45)

(4 6)

(47

(48

49

(4 10)
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Agreement and Plan of Merger, dated as of July 18, 1999 between U S WEST,
Inc and Qwest (incorporated by reference to Qwest's Form S-4/A filed on
August 13,1999, File No 333-81149)

Restated Certificate of Incorporation of Qwest (incorporated by reference to
Qwest's Registration Statement on Form S-4/A, filed September 17, 1999, File
No 333-81149)

Amended and Restated Bylaws of Qwest, adopted as of July 1, 2002

Indenture, dated as of October 15, 1997, with Bankers Trust Company
(including form of Qwest's 9 47% Senior Discount Notes due 2007 and 9 47%
Series B Semor Discount Notes due 2007 as an exhibit thereto)(incorporated by
reference to exhibit 4 1 of Qwest's Form S-4 as declared effective on January 5,
1998, File No 333-42847)

Indenture, dated as of August 28, 1997, with Bankers Trust Company
(including form of Qwest's 107/8% Series B Sentor Discount Notes due 2007 as
an exhibit thereto)

Indenture, dated as of January 29, 1998, with Bankers Trust Company
(including form of Qwest's 8 29% Senior Discount Notes due 2008 and 8 29%
Series B Semor Discount Notes due 2008 as an exhibit thereto)

Indenture, dated as of November 4, 1998, with Bankers Trust Company
(including form of Qwest's 7 50% Semor Discount Notes due 2008 and 7 50%
Series B Senior Discount Notes due 2008 as an exhibit thereto) (incorporated by
reference to Qwest's Registration Statement on Form S-4, filed February 2,
1999, File No 333-71603).

Indenture, dated as of November 27, 1998, with Bankers Trust Company
(including form of Qwest's 7 25% Sentor Discount Notes due 2008 and 7 25%
Sernies B Senior Discount Notes due 2008 as an exhibit thereto) (incorporated by
reference to Qwest's Registration Statement on Form S-4, filed February 2,
1999, File No 333-71603).

Indenture, dated as of June 23, 1997, between LCI International, Inc and First
Trust National Association, as trustee, providing for the 1ssuance of Senior Debt
Secunities, including Resolutions of the Pricing Commuttee of the Board of
Directors establishing the terms of the 7 25% Senior Notes due June 15, 2007
(incorporated by reference to LCI's Current Report on Form 8-K, dated June 23,
1997, File No. 001-12683)

Indenture, dated as of June 29, 1998, by and among U S WEST Capital
Funding, Inc, U S WEST, Inc , and The First National Bank of Chicago (now
known as Bank One Trust Company, N A ), as Trustee (incorporated by
reference to U S WEST's Current Report on Form 8-K, dated November 18,
1998, File No 1-14087)

First Supplemental Indenture, dated as of June 30, 2000, by and among U S
WEST Capital Funding, Inc , U S WEST, Inc , Qwest Communications
International Inc , and Bank One Trust Company, as Trustee (incorporated by
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June
30, 2000)

First Supplemental Indenture, dated as of February 16, 2001, to the Indenture,
dated as of January 29, 1998, with Bankers Trust Company (including form of
Qwest's 8 29% Senior Discount Notes due 2008 and 8 29% Series B Senior
Discount Notes due 2008 as an exhibit thereto) (incorporated by reference to
Qwest's Quarterly Report on Form 10-Q for the quarter ended March 31, 2001).
First Supplemental Indenture, dated as of February 16, 2001, to the Indenture,
dated as of October 15, 1997, with Bankers Trust Company (including form of
Qwest's 9 47% Semor Discount Notes due 2007 and 9 47% Series B Senior
Discount Notes due 2007 as an exhibit thereto) (incorporated by reference to
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First Supplemental Indenture, dated as of February 16, 2001, to the Indenture,
dated as of August 28, 1997, with Bankers Trust Company (including form of

Qwest's 107/8% Series B Senior Discount Notes due 2007 as an exhibit thereto)
(incorporated by reference to Qwest's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2001)

Indenture, dated as of December 26, 2002, between Qwest, Qwest Services
Corporation, Qwest Capital Funding, Inc and Bank One Trust Company, N A,
as Trustee (incorporated by reference to Qwest's Current Report on Form 8-K
filed on January 10, 2003, File No 1-15577)

First Supplemental Indenture, dated as of December 26, 2002, by and among
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc and Deutsche
Bank Trust Company Americas (formerly known as Bankers Trust Company),
supplementing the Indenture, dated as of November 4, 1998, with Bankers Trust
Company

First Supplemental Indenture, dated as of December 26, 2002, by and among
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc and Deutsche
Bank Trust Company Americas (formerly known as Bankers Trust Company),
supplementing the Indenture, dated as of November 27, 1998, with Bankers
Trust Company.

Second Supplemental Indenture, dated as of December 4, 2003, by and among
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc and Bank One
Trust Company, N A (as successor in interest to Bankers Trust Company),
supplementing the Indenture, dated as of November 4, 1998, with Bankers Trust
Company

Second Supplemental Indenture, dated as of December 4, 2003, by and among
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc and Bank One
Trust Company, N A (as successor n interest to Bankers Trust Company),
supplementing the Indenture, dated as of November 27, 1998, with Bankers
Trust Company

Indenture, dated as of February 5, 2004, among Qwest, Qwest Services
Corporation, Qwest Capital Funding, Inc and J P Morgan Trust Company
Equity Incentive Plan, as amended (incorporated by reference to Qwest's 2000
Proxy Statement for the Annual Meeting of Stockholders) *

Employee Stock Purchase Plan (incorporated by reference to Qwest's 2003
Proxy Statement for the Annual Meeting of Stockholders) *

Nonqualified Employee Stock Purchase Plan *

Deferred Compensation Plan (incorporated by reference to Qwest's Annual
Report on Form 10-K for the year ended December 31, 1998, File No 000-
22609) *

Equity Compensation Plan for Non-Employee Directors *

Deferred Compensation Plan for Nonemployee Directors (incorporated by
reference to Qwest's Annual Report on Form 10-K for the year ended December
31, 2000) *

Qwest Savings & Investment Plan, as amended and restated (incorporated by
reference to Qwest's Form S-8 filed on January 15, 2004, File No 333-11923) *
Registration Rights Agreement, dated as of April 18, 1999, with Anschutz
Company and Anschutz Family Investment Company LLC (incorporated by
reference to Qwest's Current Report on Form 8-K/A, filed April 28, 1999, File
No 000-22609)

Common Stock Purchase Agreement, dated as of April 19, 1999, with
BellSouth Enterprises, Inc (incorporated by reference to Qwest's Current
Report on Form 8-K/A, filed April 28, 1999, File No 000-22609)

Securities Purchase Agreement, dated January 16, 2001, with BellSouth
Corporation (incorporated by reference to Qwest's Annual Report on Form 10-
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Employee Matters Agreement between MediaOne Group and U S WEST, dated
June 5, 1998 (incorporated by reference to U S WEST's Current Report on
Form 8-K/A, dated June 26, 1998, File No 1-14087)

Tax Sharing Agreement between MediaOne Group and U S WEST, dated

June 5, 1998 (incorporated by reference to U S WEST's Current Report on
Form 8-K/A, dated June 26, 1998, File No 1-14087)

Purchase Agreement, dated July 3, 2000, among Qwest, Qwest Capital Funding,
Inc and Salomon Smuth Barney Inc (incorporated by reference to Qwest's
Quarterly Report on Form 10-Q for the quarter ended June 30, 2000)

Purchase Agreement, dated August 16, 2000, among Qwest, Qwest Capital
Funding, Inc , Salomon Smith Barney Inc and Lehman Brothers Inc , as
Representatives of the several initial purchasers listed therein (incorporated by
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2000)

Purchase Agreement, dated February 7, 2001, among Qwest, Qwest Capital
Funding, Inc, Banc of America Secunties LLC and Chase Securities Inc as
Representatives of the several tnitial purchasers listed therein (incorporated by
reference to Qwest's Annual Report on Form 10-K for the year ended December
31, 2000)

Purchase Agreement, dated July 25, 2001, among Qwest, Qwest Capital
Funding, Inc , Lehman Brothers Inc and Merrill Lynch & Co, Inc, as
Representatives of the several initial purchasers listed therein (incorporated by
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June
30, 2001)

Registration Rights Agreement, dated July 30, 2001, among Qwest, Qwest
Capital Funding, Inc , Lchman Brothers Inc and Memill Lynch & Co , Inc., as
Representatives of the several initial purchasers listed therein (incorporated by
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June
30, 2001)

Registration Rights Agreement, dated as of December 26, 2002, among Qwest,
Qwest Services Corporation, Qwest Capital Funding, Inc and Bank One Trust
Company, N A , as Trustee (incorporated by reference to Qwest's Current
Report on Form 8-K, dated January 10, 2003, File No 1-15577)

Purchase Agreement, dated as of August 19, 2002, between Qwest, Qwest
Service Corporation, Qwest Dex, Inc and Dex Holdings LLC (incorporated by
reference to Qwest's Current Report on Form 8-K, dated August 22, 2002, File
No 1-15577)

Purchase Agreement, dated as of August 19, 2002, between Qwest, Qwest
Service Corporation, Qwest Dex, Inc and Dex Holdings LLC (incorporated by
reference to Qwest's Current Report on Form 8-K, dated August 22, 2002, File
No. 1-15577)

Second Amended and Restated Credit Agreement, dated as of August 30, 2002,
by and among Qwest, Qwest Services Corporation, Qwest Dex Holdings, Inc,
Qwest Dex, Inc , the Banks listed therein and Bank of America, N A., as Agent
(incorporated by reference to Qwest's Current Report on Form 8-K, dated
September 5, 2002, File No. 1-15577)

Term Loan Agreement, dated as of August 30, 2002, by and among Qwest
Services Corporation, Qwest Dex Holdings, Inc , Qwest Dex, Inc , the Lenders
listed therein and Bank of Amenca, N A | as Agent (incorporated by reference
to Qwest's Current Report on Form 8-K, dated September 5, 2002, File No 1-
15577).

Secunity and Pledge Agreement, dated as of August 30, 2002, by and among
Qwest Services Corporation, Qwest Dex Holdings, Inc , Qwest Dex, Inc and
Bank of America, N A, as Agent (incorporated by reference to Qwest's Current
Report on Form 8-K, dated September 5, 2002, File No 1-15577).
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Amendment No 1, dated as of November 6, 2002, to Second Amended and
Restated Credit Agreement dated as of August 30, 2002, by and among Qwest,
Qwest Services Corporation, Qwest Dex Holdings, Inc , Qwest Dex, Inc., the
Banks listed therein and Bank of America, N A , as Agent (incorporated by
reference to Qwest's Current Report on Form 8-K, dated November 26, 2002,
File No 1-15577)

Term Loan Agreement, dated as of June 9, 2003, by and among Qwest
Corporation, the Lenders listed therein, and Memll Lynch & Co , Mernll
Lynch, Pierce, Fenner & Smith Incorporated, as sole book-runner, joint lead
arranger and syndication agent, and Credit Suisse First Boston, acting through
1ts Cayman Islands branch as joint lead arranger and admimistrative agent, and
Deutsche Bank Trust Company Americas, as documentation agent and
Deutsche Bank Securities, Inc as arranger (incorporated by reference to
Qwest's Current Report on Form 8-K, dated June 10, 2003, File No 1-15577)
Amendment No 2 to Credit Agreement and Amendment No 1 to Security and
Pledge Agreement, dated as of December 5, 2003, by and among Qwest, Qwest
Services Corporation, Qwest Dex Holdings, Inc , Qwest Dex, Inc , the Banks
listed therein and Bank of America, N A , as Agent (incorporated by reference
to Qwest's Current Report on Form 8-K, dated December 8, 2003, File No 1-
15577)

Purchase Agreement, dated January 30, 2004, by and among Qwest, Qwest
Services Corporation, Qwest Capital Funding, Inc and the Imitial Purchasers
listed therein

Registration Rights Agreement, dated February 5, 2004, among Qwest, Qwest
Services Corporation, Qwest Capital Funding, Inc and the Initial Purchasers
listed therein

Credit Agreement, dated as of February 5, 2004, among Qwest, Qwest Services
Corporation, the Lenders listed therein and Bank of America, N A , as
Administrative Agent

Employment Agreement, dated May 14, 2003, by and between Richard C
Notcbaert and Qwest Services Corporation *

Aircraft Time Sharing Agreement, dated November 11, 2003, by and between
Qwest Business Resources, Inc and Richard C Notebaert (incorporated by
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended
September 30, 2003)

Employment Agreement, dated May 14, 2003, by and between Oren G Shaffer
and Qwest Services Corporation *

Retention Agreement, dated May 8, 2002, by and between Qwest and Richard
N Baer *

Severance Agreement, dated July 21, 2003, by and between Qwest and Richard
N Baer *

Severance Agreement, dated July 21, 2003, by and between Qwest and Chifford
S. Holtz.*

Letter Agreement, dated April 19, 2001, by and between Qwest and Annette M
Jacobs *

Severance Agreement and General Release, dated September 17, 2003, by and
between Qwest and Annette M Jacobs *

Letter Agreement, dated August 20, 2003, by and between Qwest and Paula
Kruger *

Severance Agreement, dated September 8, 2003, by and between Qwest and
Paula Kruger *

Calculation of Ratio of Earmings to Fixed Charges

Letter from Arthur Andersen LLP to the Secunties and Exchange Commussion
dated June 11, 2002 (incorporated by reference to Qwest's Current Report on
Form 8-K/A, filed June 11, 2002, File No 1-15577)
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21
23
24
311

312

32

Subsidiaries of Qwest

Consent of KPMG LLP

Power of Attorney

Chief Executive Officer Certification pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002

Chief Financial Officer Certification pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002

Certification pursuant to 18 U S C Section 1350, as adopted pursuant to Section
906 of the Sarbanes-Oxley Act of 2002

( )} Previously filed

Executive Compensation Plans and Arrangements

*x Incorporated by reference to Qwest's Annual Report on Form 10-K for the year ended December 31, 1997, File
No 000-22609

***  Incorporated by reference to Qwest's Annual Report on Form 10-K for the year ended December 31, 2002, File
No 001-15577
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on 1ts behalf by the undersigned, thereunto duly authorized, n the City of Denver, State of
Colorado, on March 11, 2004

QWEST COMMUNICATIONS INTERNATIONAL INC,

A DELAWARE CORPORATION

By /s/ OREN G SHAFFER

Oren G Shaffer

Vice Charrman and Chief Financial Officer
(Principal Financial and Accounting Officer)

Pursuant to the requirecments of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and 1n the capacities indicated on the 11th day of March 2004

Signature Titles

/s/ RICHARD C NOTEBAERT

/s/ OREN G SHAFFER

Richard C Notebaert

Director, Chairman and Chief Executive Officer
(Principal Executive Officer)

Vice Chairman and Chief Financial Officer
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Oren G Shaffer

*

Page 143 of 144

(Principal Financial and Accounting Officer)

Director
Phihip F Anschutz
*
Director
Linda G Alvarado
*
Director
Craig R Barrett
*
Director
Thomas ] Donohue
*
Director
Jordan L Haines
158
*
Director
Cannon Y Harvey
*
Director
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*By /s/ RICHARD C NOTEBAERT

Richard C Notebaert
As Attorney-In-Fact
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Independent Auditors’ Report

The Board of Directors and Stockholders
Qwest Communications International Inc

Under date of March 2, 2004, we reported on the consolidated balance sheets of Qwest Communications
International Inc and subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements of operations,
stockholders' (deficit) equity, and cash flows for each of the years 1n the three-year period ended December 31, 2003, as
contained 1n the December 31, 2003, annual report on Form 10-K In connection with our audits of the aforementioned
consolidated financial statements, we also audited the rclated accompanying consolidated financial statement schedule,
Schedule 1I—Valuation and Qualifying Accounts This financial statement schedule 1s the responsibility of the Company's
management Our responsibility 1s to express an opinion on this financial statement schedule based on our audits

In our opinion, such financial statement schedule, when considered 1n relation to the basic consolidated financial
statcments taken as a whole, presents fairly, i all matenial respects, the information set forth therein

/s/ KPMG LLP

Denver, Colorado
March 2, 2004

S-1

QWEST COMMUNICATIONS INTERNATIONAL INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at Balance at

beginning Charged to end of

of pertod expense Deductions period
Allowance for doubtful accounts
2003 $ 360 $ 304 $ 384 §$ 280
2002 402 511 553 360
2001 305 615 518 402

S-2
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The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY "QWEST COMMUNICATIONS CORPORATION"
IS DULY INCORPORATED UNDER THE LAWS OF THE STATE OF DELAWARE AND
IS IN GOOD STANDING AND HAS A LEGAL CORPORATE EXISTENCE SO FAR
AS THE RECORDS OF THIS OFFICE SHOW, AS OF THE FIRST DAY OF
APRIL, A.D. 2004.

AND I DO HEREBY FURTHER CERTIFY THAT THE ANNUAL REPORTS HAVE
BEEN FILED TO DATE.

AND I DO HEREBY FURTHER CERTIFY THAT THE FRANCHISE TAXES

HAVE BEEN PAID TO DATE.

Harriet Smith Windsor, Secretary of State

0642301 8300 AUTHENTICATION: 3025278

040242750 DATE: 04-01-04

EXHIBIT
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QWEST COMMUNICATIONS CORPORATION f< 3
The undersigned, as Secretary of State of the State of North w‘ &
Dakota, hereby certifies that QWEST COMMUNICATIONS ;, )
CORPCRATION , a Delaware corporation, authorized to transact 2
business in the State of North Dakota on October 6, 1994, and g%\
according to the records of this office as of this date, has paid all fees kr, 5

due this office as required by North Dakota statutes governing foreign
corporations.
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ACCORDINGLY the undersigned, as such Secretary of State, and
by virtue of the authority vested in him by law, hereby issues this
Certificate of Good Standing to
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QWEST COMMUNICATIONS CORPORATION
Issued April 2, 2004
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Qwest Communications Corporation - - Current as of March 15, 2004

Directors
Tom Gillett
Chff Holtz

Officers

Tom Gillett, President

Cliff Holtz, Executive Vice President — Business Markets

Pamela ] Stegora Axberg, Senior Vice President, Network Operations
Kelly Carter, Vice President — Corporate Tax and Assistant Secretary
Mark Evans, Vice President — Finance and Assistant Treasurer

R William (Bill) Johnston, Vice President — Assistant Controller
Troy M Keller, Assistant Secretary

Joan E Randazzo, Assistant Secretary

tabbies’
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STATE OF NORTH DAKQOTA
PUBLIC SERVICE COMMISSION
Qwest Communications Corporation
Certificate of Public Convenience ) Case No. PU-

and Necessity Application )

AFFIDAVIT OF BILL JOHNSTON

Bill Johnston being duly sworn, states as follows:

1. | am the Vice President of Qwest Communications Corporation (“QCC”) |
submit this affidavit in support of QCC’s application to the North Dakota Public Service
Commission for a Certificate of Public Convenience and Necessity to provide
competitive local exchange services in North Dakota

2. QCC s the fourth largest provider of long distance telecommunications
services In the United States It provides long distance telecommunications services
nationwide with the exception of Alaska. Also, QCC provides services like those
defined as essential and nonessential in North Dakota both in-region and out of the
Qwest RBOC region. QCC has over 2,600 employees located in Colorado, Minnesota,
Ohio, Virginia and a number of other states. It meets the regulatory requirements of
those states in which it provides local and long distance telecommunications services as
well as the regulatory requirements of the Federal Communications Commission.

3. Attached hereto as Exhibit 1 1s a summary chart of the corporate structure
for Qwest Communications International, Inc. QCC 1s a subsidiary of Qwest Services
Corporation which in turn is a subsidiary of Qwest Communications International, Inc

4. QCC 1s authorized to transact business in the State of North Dakota as

reflected by the Certificate of Good Standing from the North Dakota Secretary of State,
EXHIBIT

—~




which 1s attached as Exhibit 3 to QCC's Application for Certificate of Public
Convenience and Necessity.

5. QCC will provide local exchange services in North Dakota, in conjunction
with its long distance services, over facilities owned by QCC or facilities leased by QCC
from others. Through these facilities, QCC will provide a modern network for the
intrastate and interstate transmission of voice and data telecommunications within North
Dakota.

6. QCC provides both intrastate and interstate local and long distance
telecommunications services In the states where 1t Is currently authonzed to provide
services. QCC will provide both interstate and Intrastate local and long distance
telecommunications services in North Dakota upon authorization from the North Dakota
Public Service Commission.

7. QCC’s operational organization that is responsible for providing local and
long distance telecommunications services outside the Qwest RBOC region is the same
operational organization that will be responsible for providing essential and nonessential
services In North Dakota. Based upon the experience and expertise of this organization
in providing telecommunications services outside the Qwest RBOC region, QCC has
both facilities and personnel to provide local and long distance telecommunications
services In North Dakota

8. Attached as Exhibit 5 to QCC's Application 1s a hst of QCC’s current
officers and directors.

9. The quality of QCC’'s essential and nonessential local exchange

telecommunications services in North Dakota will meet or exceed current industry



standards for such services. QCC operates one of the most technologically advanced
telecommunication networks in the world

10. QCC intends to provide essential and nonessential local exchange
telecommunications services to all customer groups In North Dakota including
residential, business and governmental customers.

11. Qwest plans to provide a variety of essential and nonessential local
exchange telecommunications services and pricing plans in North Dakota that will be
comparable and competitive with the services and prices offered by other local
providers. QCC’s services and prices will supplement and enhance the choices
available to North Dakota customers of telecommunications services. The offering of
local exchange services in conjunction with the offering of long distance services by
QCC will provide North Dakota customers with the opportunity to purchase bundled
telecommunications services from a single provider.

15.  With its Application for a Certificate of Public Convenience and Necessity,
QCC submitted the audited consolidated financial statement for Qwest Communications
International, Inc. dated March 11, 2004 that was filed with the United States Securities

and Exchange Commission as Form 10-K Annual Report and Financial Statements.

Dated this é day of April, 2004.




CITY AND COUNTY OF DENVER )
) Ss.
STATE OF COLORADO )

On this é% day of April, 2004, before me personally appeared Bill Johnston,
known to me to be the Vice President of Qwest Communications Corporation, and who
executed the within and foregoing instrument.

Subscribed and sworn to before me this 5@ day of April, 2004.
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+ Certified Public Utility
# RBOC (Qwest Dex, Inc 1s not an RBOC but 1s subject to regulation)

Domestic Corporate Ownership/Organization
(as of February 24, 2004)

Qwest Communications International Inc

(DELAWARE)

Qwest Services Corporation

(COLORADO)

[

Qwest Communications
Corporation +
(DELAWARE)

100% owned, except where

otherwise indicated

Qwest Corporation #
(COLORADO)
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