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GLOSSARY OF TERMS

Our industry uses many terms and acronyms that may not be familiar to you. To assist you in reading this document, we have provided below definitions
of some of these terms.

*  Access Lines. Telephone lines reaching from the customer’s premises to & connection with the public switched telephone network. When we refer to
our access lines we mean all our mass markets, wholesale and business access lines, including those used by us and our affiliates.

»  Asynchronous Transfer Made (ATM). A broadband, network transport service utilizing data switches that provides a fast, efficient way to move large
quantities of information.

*  Competitive Local Exchange Carriers {CLECs). Telecommunications providers that compete with us in providing focal voice setvices in our Jocal
service area.

= Customer Premises Equipment (CPE). Telecommunications equipment sold to a customer, which may be sold in connection with our providing
telecommunications services to that customer.

»  Frame Relay. A high speed data switching technology primarily used to interconnect multiple local networks.

*  Incumbent Local Exchange Carrier (ILEC). A traditional telecommunications provider, such as our subsidiary, Qwest Corporation, that, prior to the
Telecommunications Act of 1996, had the exclusive right and responsibility for providing local telecommunications services in its local service area.

*  Inmtegrated Services Digital Network (ISDN). A telecommunications standard that uses digital transmission technology to support voice, video and
data communications applications over regular telephone lines.

v Interexchange Carriers (IXCs). Telecommunications providers that provide long—distance services to end—users by handling calls that extend beyond
& customer’s local exchange service area

*  InterlLATA long—distance services. Telacomemunications services, including “800” services, that cross LATA boundaries.

*  Imernet Dial Access. Provides ISPs and business customers with a comprehensive, reliable and cost—effective dial—up network infrastructure.

e Internet Protocol (IP). Those protocols that facilitate transferring information in packets of data and that enable each packet in a transmission to “tell”
the data switches it encounters where it is headed and enabtes the computers on each end to confirm that message has been accurately transmitted and
received.

*  Internef Service Providers (I5Ps). Businesses that provide Internet access to retail customers.

= IntralATA long—disiance services. These services include calls that terminate outside a caller’s local calling area but within their LATA, including
wide area telecommunications service or “800” services for customers with geographically highly concentrated demand.

= Locat Access Transport Area (LATA), A geographical area associated with the provision of telecommunications services by local exchange and long
distance carriers. There are 163 LATAs in the United States, of which 27 are in our 14 state local service area.

*  Local Calling Areq. A geographical area, usually smaller than a LATA, within which a customer can make telephone calls without incurring
long—distance charges. Multiple local caliing areas peneraily make up a LATA.

*  Privaie Lines. Direct circuits or channels specifically dedicated to the use of an end—uset organization for the purpose of directly connecting two of
more sites.

*  Public Switched Telephone Network {PSTN). The worldwide voics telephone network that is accessible to every person with a telephone equipped
with dial tone.
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= Unbundled Network Elements ((/NEs) Platform (UNE—P). Discrete elements of our network that are sold or leased to competitive
telecommunications providers and that may be combined to provide their retail telecommunications services.

= Virtual Private Network (VPN). A private network that operates securely within a public network (such as the Interngt) by means of encrypling

transmissions.

= Voice over Internet Protocol {VolP). An application that provides real-time, two—way voice capability originating in the Internet protocol over 2
broadband connection.

= Web Hosting. The providing of space, power and bandwidth in data centers for hosting of customers® Internet equipment as welf as related services,

o Wide Area Network (WAN). A communications network that covers a wide geographic area, such as a state or country. A WAN typically extends a
local area network outside the building, over telephone commen carrier lines to link to other Jocal area networks in remote locations, such as branch
offices or al-home workers and tefecommaters.



LUniess the context requires otherwise, references in this report fo “Qwest,” “we,” “us,” the “"Company™ and “our™ refer to (Qwes! Communications
International Inc. and its consolidated subsidiaries. References in this report to “QCII” refer to Qwest Communications International inc. on an unconsolidated,
stand—alone basis.

PARTI

ITEM 1. BUSINESS
We provide lacal telecommunications and related servicss, 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, 1owa, Minnesota, Montana, Nebraske, New Mexico, North Dakota, Oregon, South Dakota,

Utah, Washington and Wyoming, We also provide reliable, scalable and secure broadband data and voice (including long—distance) communications services
outside our local service area as weil as globally.

We were incorporated under the laws of the State of Delaware in 1997. Our principal executive offices are located at 1801 California Street, Denver,
Colorade 80202, telephone number (363) 992-1400.

We previously provided directory publishing services in our local service area. In Novembet 2002, we sold our directory publishing business in seven of
the 14 states in which we offered these services. In September 2003, we sold the directory publishing business in the remaining states, As a consequence, the
resulis of operations of our directory publishing business are included in income from discontinued operations in our consolidated statements of operations,

For a discussion of certain risks applicable to our business, financial condition and results of operations, including risks associated with our outstanding
tegal matters, see “Risk Factors” in ltem 1A of this report.
Financial Cendition

The below table provides a sumimary of some of our key financial metrics. This information should be read in conjunction with, and is qualified by
reference to, our consolidated financial statements and notes thereto in Item 8 of this report and “Management’s Discussion and Analysis of Financial Condition
and Results of Operations™ in Item 7 of this report.

Years Ended December 31,

2085 2004 23

(Dollars in millious)

Operating Results:
Operating revenue _ $i3,903 $13,809 514,288
Operating expenses i 13,048 14,097 14,542
Loss from contimuing operations (757) (1,754) (1,313)
Net (loss) income : (779) (1.794) 1,512

As of December 31,
2005 2004

Balance Sheet Data:
Total debit $ 15480 5 17,286
Warking capital deficit* {1.071) (68)
Accumulated deficit (46,500) (45,721)

*  Working capital deficit is the amount by which our current tiabilities exceed our current assets.

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. The sale of our directory prblishing business was completed in September 2003, as discussed
above. As & result, for purposes of calculating the percentages of revenue of our segments provided below, we have excluded the impact
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of revenue from our directory publishing business, which is accounted for as discontinued aparations in our consolidated statement of operations for the year
ended December 31, 2003. For additional financial information about our segments see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations™ in ftem 7 of this report aad Note 15—Segment Information to our consolidated financial statements in Item & of this report.

Our revenue by segment, including a breakdown of our revenue by major product category, is as follows:

Years Ended December 31, Percentage of Revenue

2003 2004 2003 2005 2004 2003

(Doltars i millions)
Wireline services : )
Voice services $ 93239 § 95423 $ 0,882 66.5% 68.2% 69.2%

Data and Internet services : 4,096 3,832 3,765 29.4% 271.3% 26.3%
‘Total wirelitie services revenus 13,335 13255 13,647 95.9% 96.0% 95,5%

Wircless services 527 514 508 3.8% 3.7% 4.20%
Other services 41 40 43 0.3% 0.3% 0.3%
Total operating revenue $13.903 $13.80¢ $14,288 160% 100% 100%

We market and sel] out products and services to mass markets and business customers. In general, our mass markets customers include consumers and
small businesses, and our business customers include local, national and globaj businesses, governmental entities, and public and private educational institutions.
We disteibute our products and services to these customers through a variety of channels, including direct sales, telemarketing and arrangements with third—party
agents. We also provide our products and services to other telecommunications providers who purchase our products and services on a wholesale basis. We
distribute our wholesale products and services through direct sales.

Wireline Praducts and Services

We offer wireline products and services in a varicty of categories that help people and businesses communicate, Our wireline products and services are
offered through our telecommunications network, a portion of which is located within our local service area (referred to as our in—region network) and a portion
of which is located outside of our local service area {referred to as our cut—of—region network). Qur in—region network consists of all equipment (i.c., voice and
data switches) required to process telecommunications within our local service area and forms a portion of the Public Switched Telephone Network. Our
in-region network is made up of both copper cables and fiber optic broadband cables and serves approximately 14.7 million access lines in 14 states.

Our out-of—region network consists primarily of data switches and fiber optic broadband cables, extending approximately 138,000 miles to major cities,
and enables long—distance voice services and data and Internet services. We rely on our out—of—region network, metropolitan area network fiber rings and
in—building rights—of-way to expand service to existing customers and provide service to new customers who have locations on or near a fiber ring or in a
building where we have a right—of-way or a physical presence. Our fiber rings atlow us to provide customers purchasing our broadband data services with
end—to—end connectivity to large and muiti—location enterprises and other telecommunications carriers in key United States metropolitan markets. End—to—end
conmectivity provides customers with the ability to transmit and receive information at high speed through the entire connection path.

The following reflects the key categories of our wireline products and services.

Volce Services

__ Local voice services—mass markets, business and wholesale. Through our in—region network, we originate, transport and terminate local voice services
within local exchange service territories as defined by state repulators. Through this network, we provide:

*  basic local exchange services provided through aceess lines connected to our portion of the Public Switched Telephone Network;
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*  switching services for customers' communications through facilities that we own;

e various custom calling features such as Caller [D, Call Waiting, Call Return and 3—Way Cailing;

+  enhanced voice services, such as voice mail;

=  payphone and opetator services, including divectory assistance;

*  voice customer premises equipment; and

= coliocation services, or the hosting of another provider's tefecommunications equipment in our facilities.

On a wholesale basis we provide network transport, billing services and access to our in—region network to other tefecommunication providers and
wireless carriers. These services allow other telecommunications companies to provide telecommunications services that originate or terminate on our in—region
network. We also sell UNEs, which allow our local wholesale customers to use our network or a combination of our network and their own networks to provide
local voice and data services to their customers.

Long—distance voice services—mass markets and business. We provide three types of long—distance communications setvices to our mass markets and
busingss custorners:

¢ IntraLATA tong-distance services to our customers nationwide including within oor locat service area;

= InterLATA !ong—distance services nationwide; and

«  International long—distance services for voice calis that ferminate or originate with our customers in the United States.

Long—distance voice services—wholesale. We aiso provide the same three types of long—distance services listed above to our wholesale customers. These
customers are other carriers and reseliers who buy services from us in Jarge quantities and provide these services fo their customers.

Aecess services—wholesale. We also provide services to other data and telecommunications providers to connect their customers to their networks so that
they can pravide jong—distance, transport, data, wireless and Internet services.

Data and Internet Services—Mass Markeis, Business and Wholesale

We offer 4 broad range of products and professional services to enable our customers to ransport voice, data and video telecommunications at speeds up to
12 gigabits per second. Qur customers use these products and services in a varicty of ways. Our business customers make internal and extemal data
transmissions, such as transferring files from one location to another. Our mass markets customers access email and the Intemet using a variety of connection
speeds and pricing packages. Our wholesale customers use our facilities for collocation and use our private line services to connect their customers and their
networks to our network.

We provide our data and Interpet services in our local service area, nationaily and intermationally. Some of cur data and Internet services are described
below,

*  High—speed Internet, which permits existing mass markets 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 high—speed Internet customers are located within our
local service area.

*  Private lines, which are direct circuits or channels specifically dedicated to the use of an end—user organization for the purpose of direcily connecting
two or more sites. Private lines offer a secure solution for frequent communication of large amounts of data between sites.
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¢ ISDN, which uses digital transmission technology to support voice, video and data communications applications over regular telephone lines.

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

«  Web hosting, which provides data center services. ln its most basic form, web hosting includes pfoviding space, power and bandwidth, We also offer
a variety of segver and application management and professional web design services. We currently operate ten web hosting centers, or
CyberCenters™

¢ Professional services, which include network management, the sale, instaliation and maintenance of data equipment and the building of proprietary
fiber—optic broadband networks for our governmentat and other business customers.

«  Data—CPE, which includes modems and routers, carrier—class WAN switches and IP telephony equipment.

¢ ISP, which provides Internet and World Wide Web access to customers.

= Video, which provides video programming services.

*  WAN, which provides high—performance, site—to—site, semote access and intranet/extranet services. Our WAN portfalio inchedes the following
products:

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

. ATM, which is a broadband, network transport service utilizing data switches that provides a fast, efficient way to move large quantities of
information over our highly reliable, scalable and secure fiber optic broadband network.

. i} Networking, which is a secure, managed, fully interoperabie and scalable suite of global wide area networking services.

. 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 communications needs.

Also included in our data and Internet services are our VoIP services, which we began offering over the past two years to business and mass market
customers. However, our VolP offerings remain new, and, altheugh we consider them to be strategic products with significant growth potential, we do not expect
to recognize a significant amount of revenue from them in 2006.

Wireless Products and Services

In August 2003, we entered into a services agreement with a third—party provider that allows us to resell wireless services, including access to its
nationwide PCS wireless network, to mass markets and business customers, primarily within our local service area. We began offering these services under our
brand name in March 2004 and provide the services through the third—party provider’s network. Prior to that date, we offered wireless services over our own
network. We market our wirsless products and services through our website, partnership relationships, retail stores/kiosks and our sajes/call centers. We offer
mass markets and business customers a broad range of wireless plans, as well as a variety of custom and enhanced features, such as Cail Waiting, Caller 1D,
3-way Calling, Voice Messaging, Enhanced Voice Calting and Two—~Way Text Messaging. We also offer an integrated service, which enables customers to use
the same telephone number and voice mailbox for their wireless phone as for their home or busineas phone.
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Other Services
We provide other services that primarily involve the sublease of some of our unused real estate, such as space in our office buildings, warehouses and
other properties. The majority of these properties are located in our local service area.

Importance, Boration and Effect of Patents, Trademarks and Copyrights

Either directly or through our subsidiaries, we own or have licenses 0 various patents, trademarks, trade names, copyrights and other intellectual praperty
necessary fo 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 materially affect our results of operations.

Competition

We compete in a rapidly evolving and highly competitive market, and we expect competition to continue to intensify. Regulatory developments and
technologicat advances over the past few years have increased opportunities for alternative communications service praviders, which in turn have increased
competitive pressures on our business. These alternate providers ofien face fewer regulations and have lower cost structures than we do. In addition, the
telecommunications industry is experiencing an ongoing trend towards consolidation, and severzl of our competitors have consolidated with other
telecommunications providers. The resulting consolidated companies are generalty larger, have more financial and business resources and have greater
geographical reach than we do.

Our on—going response to industry competition includes initiatives o retain and win—back customers by rolling out new or expanded services such as
wireless, in—region fong~distance, high—speed Internet, video and VoIP, bundling of expanded feature~rich products and improving the quality of our customer
service. We increased our marketing and advertising spending ievels in 2005 and have seen increased sajes of our bundle and package offerings. The success of
these offerings has resulted in increased jong~distance and high—speed Internet access revenue (as customers add more products), which partially offsets lower
revenue due to access line losses. While bundle discounts resuit in lower average revenue for our products, we believe they improve customer retention.

Wireline Services

Local Voice Services

Although our status as an incumbent focal exchange carrier heips make us the leader in providing voice services in our local service area, competition in
this market is continually increasing. We continue ko compete with traditional telecommunications providers, such as nationai carriers, smalier regional
providers, CLECs and independent telephone companies. Substitution of wireless, cable and Internet-based services for traditional wireline services also
continues to increase. As a result, we face greater competition from wireless providers (including ourselves) and broadband service providers, such as cable and
Internet companies including VolP providers.

Competition is based primarily on pricing, packaging of services and features, quality of service and on meeting customer care needs such as simplified
billing and timely response to service calls. We believe customers are increasingly looking to receive all of their telephone, television and Internet services from
one provider, and as such we and our competitars continue to develop and deploy more innovative product bundling and combined billing options in an effort to
retain and gain customers.

_Many of our competitors are subject to fewer regulations than we are, which affords them competitive advantages against us, Under federal regulations,
traditional telecommunication providers are able to interconnect their networks with ours, resel? our local services or Jease separate parts of our network (UNEs)
m



order to provide competitive local voice services. We generally have been required to provide these functions and services at wholesals rates, which allows our
competitors to sell their services at lower prices. However, these rules have been and continue to be under review by state and federal regulators. In connection
with rule changes, we have entered into agreements with many of our UNE purchasers, which agreements generally provide for wholesale prices above
previously imposed UNE rates, Despite these developments, the ongoing obligation to provide LINEs continues to reduce our overall revenue and margin. For a
detailed discussion of regulations affecting our business, see “Regulation” below. In addition, wireless and broadband service praviders generally are subject to
less or no regulation, which allows them to operate with lower costs than we are able to operate.

Long—Distance Voice Services

In providing long—distance services, we compete primarily with national telecommunications providers, such as AT&T Ine. (formerly SBC
Communications Ing, and AT&T Corp.), Sprint Nextel Corporation and Verizon Communications Inc. (formetly Verizon and MCI, Inc.), and increasingly with
wireless providers and broadband service providers, such as cable and Internet companies, inciuding VoIP providers.

Competition in the long~distance market is based primarily on price, customer service, quality and reliability. In addition, competition for business
customers is also based on the ability to provide nationwide services, and competition for wholesale customers is also based on availabie capacity. The national
telecommunications providers and wireless and broadband service providers with which we compete often have significant name recognition in the national
long—distance markets and as such have been able to retain and/or gain market share. These competitors also have substantial financial and technological
resources that allow them to compete more effectively against us. As these competitors have consolidated to form larger companies, their name recognition and
financial and technological resources have increased as well.

Data and Internet Services

In providing data and Intemet seevices to our mass markets customers, we compete primarily with broadband service providers, including cable providers
and national telecommunications providers, In providing data and Intemet services to our business customers, we compete primarily with national
telecommunications providers and smaller regional providers. We atso compete with large integrators which are increasingly providing customers with WAN
services, which take inter—site traffic off of our network.

Competition is based on network reach, as well as quality, reliability, customer service and price. Many of our competitors in this market are not subject to
the same regulatory requirements as we are and therefore are able to avoid significant regulatory costs and obligations, such as the obligations to make UNEs
available to competitors and to provide competitive access.

Wireless Services

The market for wireless services is highly competitive. We compete with national carriers, such as Verizon, Cingular Wireless LLC and Sprint Nextel, as
well as regional carriers. We expect competition in this market to continue to increase as additional spectrum is made available within our local service area. This
may attract new competitors to the market and may allow current competitors the opportunity to increase their coverage areas and service quality, In 2004 we

began offering our wireless setvices on a resale basis through a service agreement with a third—party provider, Our future competitive position will depend on
our ability to retain and gain subscribers through the bundling of these wireless services with our other products and services.

Compstition is based on price, coverage area, services, features, handsets, technical quality and customer service.
&



Regulation

As a general matter, we are subject to significant state and federal regulation, including requirements and restrictions aising under the Communications
Act of 1934, as amended, or the Communications Act, as modified in part by the Telecommunications Act of 1996, or the Telecommunications Act, state utility
laws, and the rules and policies of the Federal Coramunications Commission, or FCC, state regulators and other governmental entities. Federal laws and FCC
regulations generally apply to regulated interstate telecommunications (including international telecommunications that originate or terminate in the United
States), while state regulatory authorities generally have jurisdiction over regulated telecommunications services that are intrastate in nature. The local
competition aspects of the Telecommunications Act are subject to FCC rulemaking, but the state regulatory authorities play a significant role in implementing
some FCC rules. 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.

Thés 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 is some commonality among the regulatory frameworks from jurisdiction to jurisdiction, each state has its
own unique set of constitutional provisions, statutes, regulations, stipulations and practices that impose restrictions or limitations on the regulated entities’
activities. For example, in varying degrees, jurisdictions may provide limited restrictions on the manner in which a regulated entity can interact with affiliates,
transfer assets, issue debt and engage in other business activities.

Interconnection

The FCC is continuing to interpret the obligations of ILECs under the Telecommunications Act to interconnect their networks with and make UNEs
available to other telecommunications providers. These decisions establish our obligations in our local service area and affect our ability to compete outside of
our local service area. On February 5, 2005, the FCC issued new unbundling rules to replace the unbundling rules that earlier were vacated by the D.C. Circuit
Court of Appeals. The new rules, among other things: (i) require ILECs to provide unbundled access & certain medium to high capacity transport services in the
vast maajority of their wire centers; and (ii) allow CLECs to convert certain medium to high capacity transport services to UNEs or combinations of UNEs, as
long as the CLECs meet applicable qualification requirements. These rules require somewhat less unbundling fhan the unbundling rules they replaced. QCII and
ather regional bell operating companies filed a petition for review of this order with the D.C. Circuit Court of Appeals, asserting that the FCC’s new unbundling
rules are overly broad. Petitions for review filed by other parties claim that the FCC should have adopted more extensive unbundling requirements. Briefing of
the appeals has been completed, and oral argument is scheduled for March 21, 2006. A decision is expected mid—year 2006. Similarly, the FCC provided us
additional limited unbundiing relief in our Omaha, Nebraska service area in response to a petition for forbearance we filed.

On October 4, 2005, Qwest filed a petition asking the FCC to forbear from enforcing the ILECs® obligation to convert medium to high capecity transport
services to UNEs when the conversion request is mads by the companies resulting from the recent mergers of AT&T with SBC and MCI with Verizon. The FCC
is currentty seeking comment on Qwest’s petition. A grant of Qwest’s petition would ensure that a large postion of Qwest’s medium to high capacity transpor
services will not be converted to UNEs, which provide approximately half the revente as medium to high capacity transport services. A decision from the FCC is
expected in late 2006 or early 2007.

On Sepiember 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 Incrementat Cost, which is the basis upon which UNE prices are set. The outcome of this rulemaking
could have a material effect on the revenue and margins associated with our provision of UNEs to CLECs.
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Intercarrier Compensation and Access Pricing

The FCC has initiated over the past five years a number of proceedings that do, and will, affect the rates and charges for access services that we sell to or
purchase from other carriers. In 2005, the FCC released a. further notice of proposed rulemaking in the pending intercarrier compensation docket, and parties filed
comments addressing issues raised in the FCC notice and various industry growp proposals for revising the intercarrier compensation regime. The rules
emanating from this rulemaking could result in fundamental changes in the charges we collect from other cartiets and our end-users. This proceeding has not yet
been completed, and, because of its complexity and economic significance, may not be completed for some time, This complexity is due in part to the advent of
new types of traffic (such as VolP} for which accurate billing is difficult to assure or verify (sometimes referved to as “phantom traffic™). The FCC may address
discrete intercarrier compensation issues, such as compensation for phantom traffic, prior to completing comprehensive reform. Also, there has been a national
trend toward reducing the amounts charged for use of our networks to terminate all types of calls, with a corresponding shift of costs to end users. From time to
tite, the state regultators that regulate intrastate access charges conduet proceedings that may affect the rates and charges for access services.

On October 18, 2004, in a related docket the FCC released an Order deciding to forbear from applying certain 1SP reciprocal compensation interim rules
adopted in an April 27, 2001 Order. Those particular intetim rules related to the cap on the number of mimutes of use and the requirement that carriers exchange
ISP-bound traffic on & bill-and—keep basis if those carriers were not exchanging traffic pursuant to interconnection agreements prior to adoption of the April 27,
2001 Order. This order is currently pending appeal before the D.C. Circuit Coust of Appeals. The effect of this Order, and resolution of the pending appeals, may
be to increase significantly our payments of reciprocal compensation. In some instances, existing state rules regarding reciprocal compensation and applicable
interconnection agreements limit the effect of this Order.

On January 31, 2005, the FCC initiated a proceeding to examine whether ILEC special access rates should be reduced and pricing flexibility for those
services should be curtailed. Reply cominents in this proceeding were filed on July 29, 2005, This proceeding is pending before the FCC.

Veice Over Internet Protocol and Broadband Interner Access Serviges

On September 22, 2003, Vonage Holdings Corporation filed 2 petition for declaratory tuling requesting that the FCC preempt an order of the Minnesota
Public Utilities Commission imposing regulations applicable to providers of telephone service on Vonage’s Digital Voice, an 1P based voice service sold to refail
customers. On November 12, 2004, the FCC released its unanimous decision finding that preemption of state telecommunication service regulation was
consistent with federal law and policies intended to promote the continued development of the Internet, broadband and interactive services, The FCC further
conciuded that divergent state rules, regulations and licensing requirements could imypede the rollout of such services that benefit consumers by providing them
with more choice, competition and innovation. An appeal of the FCC’s order is currently pending before the Eighth Circuit Court of Appeals.

On March 10, 2004, the FCC issued its notice of proposed rulemaking instituting a formal rulemaking proceeding, or the IP-Enabled Services Proceeding,
addressing many issues related to VolP and other Internet services. This rulemaking raises issues that overlap, to a degree, with the rulemakings concerning
ILEC Broadband Telecommunications Services and Intercarrier Cotnpensation. There are a number of issues that have been presented to the FCC that concem
VolP and that could affect intercarrier compensation requirements and other federal or state requirements, such as those that impose a fee to support “universal
service” and programs that support the extension of telecommunications and Internet facilities to rural areas and to public schools and facilities in inner cities.
The FCC has also stated that the question of whether such IP based services should be classified as an unregulated “information service” under the
Communications Act or as telecomemunications services will be addressed in this proceeding. The FCC will also address in this proceeding whether VoIP
providers must pay carrier access charges or intercarrier compensation, whether they must contribute to the universal service fund, and other issues involving
IP—enabled services, including access by disabled persons, applicability of law enforcement statutes and the provision of emergency (911) services. This docket
TemMams
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pending. In a separate, but reiated, rulemaking the FCC has issued rules requiring all VolIP providers to offer 91} service in conjunction with their VoIP services.
We are following these developments closely, as our network is capable of VolP transport and other combinations of voice and data in an IP—addressed packet
format. VoIP offerings are likely to grow as the technofogy matures and the regulatory situation is clarified, and such growth in VoIP could contribute to further
declings in our sales of traditional locai exchange access ines or Jocal exchange services.

On September 23, 2005, the FCC issued an order reclassifying certain ILEC wireline broadband Internet access offerings as information services no longer
subject to tariffing obligations. We have notified the FCC that we are eliminating these offerings frot our federal tariffs, which will allow us to tailor our
wireline broadband Internet access offerings to specific customer needs. A petition for review of the FCC'’s order is currently pending before the Third Circuit
Court of Appeals.

Universal Service

The FCC maintains a number of “universal service” programs that are intended to ensure affordable telephone service for all Americans, including
low—income consumers and those living in reral areas that are costly to serve, and ensure access to advanced telecommunications services for schools, libraries,
and rural health care providers. These programs, which cuerently total over $6 billion annually, are funded through conttibutions by interstate
telecommunications carriers, which are generally passed through to their end users, Currently, universal service contributions are assessed at a rate of
approximately 10 percent of interstate and international end user telecommunications revenues. The FCC is actively considering a new contribution methodology
tased on telephone numbers, which could significantly increase our unjversal service contributions, and potentially affect the demand for certain
telecommunications services. If a telephone number contribution methodology is adopted it will likely apply to all wireline, wireless and VoIP service providers.

Qwest is also currently the recipient of over $80 million annually in federal universal service subsidies (exchuding amounts received through the schools,
libraries, and rural heaith care programs). The FCC is actively considering changes in the structure and distribution methodology of its universal service
programs. The resolution of these proceedings ultimately could affect the amount of universal service support we receive,

Employzes
As of December 31, 2003, we employed approximately 39,000 people.

Approximately 23,000 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 2005, we reached agreements with the CWA and the IBEW on new three—year
labor agreements, Each of these agreements was ratified by union members and expires on August 16, 2008.

Financial Information shout Geographic Areas

We provide a variety of telecommunications services on a domestic and infernational basis to business, government, mass markets and wholesate
customers; however, our internationally—based customers do not result in & material amount of revenue fo us.
Website Access

Our website address is www.gwest.com. The informaiion contained on, or that may be accessed through, our website is not part of this annual report. You
may obtain fres electronic copies of our anwual reports on Form 10-K, quarterly reports on Form 10—0Q), current reports on Form $—K,, and all amendments to
those reports at our investor relations website, www.qwest.com/about/investor/, under the heading “SEC Filings.” These reports are available on our investor
relations website as soon as reasonably practicable afier we electronically file them with the Securities and Exchange Commission, or SEC.
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We have adopted written codes of conduct that serve as the code of ethics applicable to our directors, officers and employees, including our principal
exsoutive officer and senior financial officers, in accordance with Section 406 of the Sarbanes—~Oxley Act of 2002, the rules of the SEC promulgated thereundet
and the New York Stock Exchange rules. In the event that we make any changes to, or provide any waivers from, the provisions of our codes of conduct, we
intend to disclose these events on our website or in a report on Form 8-K within four business days of such event.

These codes of conduct, as well as copies of our guidelines on significant governance issues and the charters of our audit committee, compensation and
human resources committee and nominating and governance commitiee, are available on our website at www.gwest.com/aboui/invesior/governance ot in print to
any stockholder who requests them by sending a written request to our Corporate Secretary at Qwest Communications International Inc., 1801 California Street,
Denver, Colorado 80202,

Special Note Regarding Forward—Looking Statements

This Form |0-K contains or incorporates by reference forward—-looking statements about our financial condition, results of operations and business. These
statements include, among others:

*  staternents conceming 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 this document or may be incorporated by reference to other docurments we have filed or will file with the SEC.
You can find many of these statements by Jooking for words such as “may,” “wonld,” “could,” “should,” “plan,” “believes,” “expects,” “anticipates,”
“gstimates,” or similar expressions used in this document or documents incorporated by reference in this document.

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 resuits expressed or implied by vs in those statements. Some of these risks are described in *Risk Factors” in Item 1A of this report.

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 issue. Given these uncertainties, we caution investors not to unduly rety on our forward-looking statements. We do not undertake any obligation to
review or confirm analysis’ expectations or estimates or 1o release publicly any revisions 1o any forward-looking statements to reflect evenls or circumstances
after the date of this docwment or to reflect the occurrence of unanticipated events. Further, the information about our intentions contained in this document is a
statement of our intention as of the date of this document and is 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, &t any time and without notice, based upon
any changes in such factors, in our assumptions or otherwise,

ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substitution, continues fo cause eccess line losses, which conld adversely affect our operating results and financial
performarnce.

We compete in a rapidly evolving and highly competitive market, and we expect competition to continue to inlensify. We ace facing greater competition in
our core lacal business from cable companies, wircless providers (including cursetves), facilities—based providers using their own networks as well as those
leasing parts of our
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network (UNEs), and resellers. As a reseller of wireless services, we face risks that facility based wireless providers do not have. In addition, regulatory
developments over the past few years have generally increased competitive pressures on our business. Due ko these and other factors, we continue to lose access
lines and are experiencing pressure on profit margins.

We seek to distinguish ourselves from our competitors by providing new or expanded services such as in-region long—-distance, high—speed Internet,
wireless, video and VolP, bundling of expanded feature—rich products and improving the quality of our customer service. However, we may not I:!e guocessﬁll in
these efforts, We may not have sufficient resources to distinguish our service levels from those of our competitors, and we may not be successful in integrating
our product offerings, especiaily products for which we act as a reseller, such as wireless services and satellite video services. Even if we are successful, these
initiatives may not be sufficient to offset our continuing loss of acoess lines. If these initiatives are unsuccessful or insufficient and our revenue declines
significantly without correspanding cost reductions, this will cause a significant deterioration to our resuits of operations and financial condition and adversely
affect our ability to service debt and pay other obligations.

Consolidation among participants in the telecommunications industry may allow our competitors to compete more effectively against us, which could
adversely affect our operating resnlts and financial performance.

The telecommunications industry is experiencing an ongoing trend towards consolidation, and several of our competitors have consolidated with other
telecommunications providers. This trend may result in competitors that are larger and better financed and may afford our competitors increased resources and
greater geographical reach, thereby enabling such competitors to compete more effectively against us. We have begun to experience and expect further increased
pressures as & result of this trend and in turn have been and may continue to be forced to respond with lower profit margin product offerings and pricing plans in
an effort to retain and attract customers. These pressures could adversely affect our operating results and financial performance.

Rapid changes in technology and markers could require substantial expenditure of financial and vther resources in excess of contemplated levels, and any
inability to respond to those changes could reduce our market share,

The telecommunications industry is experiencing significant technological changes, and our ability to execute our business plans and compete depends
upon our ability to develop and deploy new products and services, such as broadband data, wireless, video and VolF services. The devetopmenl and deployment
of new products and services could require substantial expenditure of financiat and other resources in excess of contemplated levels. If we are not able to develop
new products and services to keep pace with technological advances, or if such products and services are not widely accepted by customers, our ability to
compete could be adversely affected and our market share could decline. Any tnability to keep up with changes in technology and markets could also adversely
affect the trading price of our securities and our ability to service our debt.

Third parties may cigim we infringe upon their intellectunl property rights, and defending against these claims could adversely affect our profit margins and
our ability to conduct business.

From time to time, we receive notices from third parties claiming we have or are infringing upon their intellectual property rights. We may receive similar
notices in the firture. Responding to these claims may require us to expend significant time and money defending our use of affected technology, may require us
to enter into royatty or licensing agreements on less favorable tenns than we could otherwise obtain or may require us to pay damages. If we are required to take
one or more of these actions, our profit margins may decline. In addition, in responding to these claims, we may be required to stop selling or redesign ong or
more of our prodicts or services, which could significantly and adversely affect the way we conduct business.

13



Risks Relating to Legal and Regulatory Matters
Any adverse outcome of the investigation currently being conducted by the DOJ or the material litigation pending against us, including the securities actions,
could have a material adverse impact on our financial condition and operating results, vn the trading price of our debt and eqnity securities and on our
ability to access the capital markets,

The DOJ investigation and the remaining securities actions described in “Legal Proceedings™ in Item 3 of this report present material and significant risks
to us. In the aggregate, the plaintiffs in the remaining securities actions seek billions of dollars in damages, and the outcome of one or more of these actions or the
DO investigation could have a negative impact on the cutcomes of the other actions. Further, the size, scope and nature of the restatements of our consolidated
financial statements for 2001 and 2600, which are described in our Anmyal Report on Form 10—K/A for the fiscal year ended December 31, 2002, affect the risks
presented by these actions and the DOF investigation, as these matters involve, among other things, our prior accounting practices and related disclosures.
Plaintiffs in certain of the securities actions have alleged our restatement of items in support of their claims. We continue to defend against the remaining
securities actions vigorously and are currently unable to provide any estimate as to the timing of their resolution.

We can give no assurance as fo the impacts on our financial results or financial condition that may ultimately result from all of these matters. We have
recorded reserves in our financial statemsnits representing the minimum estimated amount of loss we believe is probable with respect to the securities actions.
However, the ultimate outcomes of these matters are still uncertain and the amount of loss we ultimately incur could be substantially more than the reserves we
have provided. If the recorded reserves are insufficient, we will need to record additional charges to our consolidated statement of operations in future periods. In
addition, any settlement of or judgment in one or more of these actions substantially in excess of our recorded reserves could have a significant impact on us, and
we can give o assurance that we wili have the resources available to pay any such judgment. The magnitude of any settlement or judgment resulting from these
matters could materially and adversely affect our ability to meet our debt obligations and our financiai condition, potentially impacting our credit ratings, our
ability to access capital markets and our compliance with debt covenants. In addition, the magnitude of any setttement or judgment may cause us to draw down
significantly on our cash balances, which might force us to obtain additional financing or explore other methods to generate cash. Such methods could include
issuing additional securities or selling assets.

Further, there exist other material proceedings pending against us as described in “Legal Proceedings™ in Ttem 3 of this report, 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.

Current or future civil or criminal actions against our former officers and employees could reduce investor confidence and cause the trading price for our
securities to decline.

As a result of our past accounting issues, investor confidence in us has suffered and could suffer further. Although we have consummated a settlement with
the SEC concerning its investigation of us, in March 2005, the SEC filed suit against our former chief executive officer, Joseph Nacchio, two of our former chief
financia! officers, Robert Woodruff and Robin Szeliga, and other former officers and employees. In December 2005, a criminal indictment was filed against
Mr. Nacchio charging him with 42 counts of insider trading, In July 2005, Ms. Szeliga pleaded guilty to a criminal charge of insider trading. I December 2005,
Marc Weisberg, a former Qwest executive, pleaded guilty to a criminal charge of wire fraud. Other former officers or employees have entered into settlements
with the SEC involving civil fraud or other claims in which they neither admitted nor denied the allegations against them.

A trial could take place in the pending SEC lawsuit against Mr. Nacchio and others and in connection with the criminal charges against Mr. Nacchio.
Evidence introduced at such trials and in other matters may result in
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further scrutiny by governmenta) authotities and others. The existence of this heightened scrutiny could adversely affect investor confidence and cause the
trading price for our securities to decline.

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 significant federal regulation, including the Communications Act 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
reguiated interstate telecommunications (including international telecommunications that eriginate or terminate in the United States), while state regulatory
authorities generally have jurisdiction over regulated telecommunications services that are intrastate in nature. The local competition aspects of the
Telecommunications Act are subject to FCC rulemaking, but the state regulatory authorities play a significant role in implementing those FCC rules. 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. Qur businesses are subject to numerous, and ofien quite detailed, requirements
under federal, state and local $aws, rules and regulations. Accordingly, we cannot ensure that we are always in compliance with all these requirements at any
single point in time. The agencies responsibie for the enforcement of these laws, rules and regulations may initiate inquiries or actions based on their own
perceptions of our conduct, or based on customer complaints, See “Business—Regulation” in Item 1 of this report for further information about regulations
affecting our business,

Regulation of the telecommunications industry is changing rapidly, and the regulatory environment varies substantially from state to state. Recently a
number of state tegislatures and state PUCs adopted reduced or modified forms of regulation for retail services. This is generally beneficial to us because it
reduces regufatory costs and regulatory filing and reporting requiretnents. These changes also generally allow more flexibility for new product introduction and
enhance our ability to respond to competition. At the same time, some of the changes, occurring at both the state and federal level, may have the potential effect
of reducing some regulatory protections, including having FCC—approved tariffs that include rates, terms and conditions. These changes may necessitate the need
for customer—specific contracts to address matters previously covered in our tariffs. Despite these regulatory changes, a substantial portion of our local voice
services revenue remains subject to FCC and state PUC pricing regulation, which could expose us to unanticipated price declines. There can be no assurance that
future regulatory, judicial or legislative activities will not have a material adverse effect on our operations, or that regulators or third parties will not raise materia!
issues with regard to our compliance or noncompliance with applicable regulations.

All of our operations are alse subject to a variety of environmenta), safety, health and other governmental regulations. We monitor our compliance with
federal, state and local regulations governing the discharge and disposal of hazardous and environmentally sensitive materials, including the emission of
electromagnetic radiation. Although we believe that we are in compliance 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 resuiis.

Risks Affecting Our Liquidity
Our high debt levels pose risks to our viability and may make us more vulnerable to adverse ecomomic and competitive conditions, as well as other adverse
developmenis.

We are highly leveraged. As of December 31, 2005, our total debt was approximately $15.5 biltion. Approximately $2.1 billion of our debt obligations
coines due over the next three years. While we currently believe we will have the financial resources to meet our obligations when they come due, we cannot
anticipate what our future condition will be, We may have unexpected costs and liabilities and we may have limited access to financing.
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We may periodically need to obtain financing in order to mees our debt obligations as they come dug. We may also need to obtain additional financing or
nvestigate other methods to generate cash (such as further cost reductions or the sale of assets) if revenue and cash provided by operations deciine, if economic
conditions weaken, if competitive pressures increase or if we become subject to significant judgments, settlements and/or tax payments as further discussed in
“Legal Proceedings™ in Item 3 of this report and in “Management’s Discussion and Analysis of Financial Condition and Resuls of Operations—Liquidity and
Capital Resources™ i Item 7 of this report. We can give no assurance that such additional financing wifl be available on terms that are acceptable. Als_o,_ we may
be impacted by factors relating to or affecting our liquidity and capital resources due to perception in fhe matket, impacts on our credit ratings or provisions in
our financing agreements that may restrict our flexibility under certain conditions,

In Qctober 2005, our wholly owned subsidiary, Qwest Services Corporation, replaced its preexisting three—year $750 million revolving credit facility with
anew five—year $850 million revolving credit facility (referred ta as the 2005 QSC Credit Facility}. The facility is currently undrawn. The 2005 QSC Credit
Facility has a cross payment default provision, and the 2005 QSC Credit Facility and certain of our other debt issues have cross acceleration provisions. When
present, such provisions could have a wider impact on liquidity than might otherwise arise from a default or acceleration of a single debt instrument. Any such
event could adversely affect our ability 1o conduct business or access the capital markets and could adversely impact our credit ratings. In addition, the 2005 QSC
Credit Facility contains various limitations, including a restriction on using any proceeds fiom the facility to pay settlements or judgments relating to the DOJF
investigation and securitiss actions discussed in “Legal Proceedings” in ftem 3 of this report.

Qur high debt levels could adversely impact our credit ratings. Additionally, the degree to which we are leveraged may have other important limiting
consequences, including the following:

= placing us at a competitive disadvantage as compared with out less leveraged competitors;

*  making us more vulnerable to downtumns in general economic conditions or in any of our businesses;

= limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate; and

*  impairing our ability to obtain additional financing in the futwre for working capital, capital expenditures or general corporate purposes.

We pay be unable io significantly reduce the substantial capital requirements or operating expenses necessary 1o continue to operate our business, which
may in turn affect our operating results.

The industry in which we operate is capital intensive, and as such we anticipate thai our capital requirements will contioue to be significant in the coming
years. Although we have reduced our capital expenditures and operating expenses over the past year, we may be unable to further significantly reduce these
costs, even if revenue is decreasing. While we believe that cur current level of capital expenditures will meet both our maintenance and our core growth
requirements going forward, this may not be the casg if ¢ircumstances underlying our expectations change.

Declines in the value of gualified pension plan assets, or unfavorable changes in laws or regulations that govern pension plan funding, could require us fo
provide significant amounts of funding for eur gualified pension plan.

While we do not expect to be required to make material cash contributions to our qualified defined benefit pension plan in the near term based upon
current actnarial analyses and forecasts, a significant decline in the value of qualified pension plan assets in the futare 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 gualified defined benefit pension plan with cash from operations, perhaps by a material amount. Also, recognition of an additional minimum liability caused
by changes in pension plan assets
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or measurement of the accumulated benefit obligation coutd have a material impact on our consolidated balance sheet. As an exampie, if our accumulated benefit
obligation exceeds pension plan assets in the fiture, the impact would be to eliminate our prepaid pension asset, which was §1.165 billion as of December 31,
2005, and record a pension liability for the amount that our accumulated benefit obligation exceeds pension plan assets with & corresponding charge to other
comprehensive loss, thereby increasing stockholders’ deficit. Alternatively, we could make a voluntary contribution to the plan so that the quallﬁe:d pension plan
assets exceed the accumulated benefit obligation. As of December 31, 2005, our qualified pension plan assets exceed our accumulated benefit obligation by

$596 million.

Our debt agreements allow us to incur significantly more debt, which could exacerbate the other risks described herein.

The terms of our debt instrurments permit us to incur additional indebtedness. Such additional debt may be necessary for many reasons, including to
adequately respond to competition, to comply with regulatory requirements related to our service obtigations o for financial reasons alone. Incremetital
borrowings or borrowings at maturity on terms that impose additional financial risks to our various efforts to improve our financial condition and results of
operations could exacerbate the other risks described herein.

If we pursue and gre involved in any business cqmbimﬁons, our financial condition could be adversely 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, if they were to result in a transaction, could have a material effect on our financial
condition (including short—term or long—term liquidity) or short—term or long—term results of operations.

Shoutd we make an error in judgment when identifying an acquisition candidate, or should we fail to successfully integrate va_uimed operations, we will
likely fail to realize the benefits we intended to derive from the acquisition and may suffer other adverse consequences. Acquisitions involve a number of other
risks, including:

= incurrence of substantial tansaction costs;

*  diversion of management’s attention from operating our existing business;

= charges to eamings in the event of any write—down or write—ofT of goodwill recorded in connection with acquisitions;

+  depletion of our cash resources or incurrence of additional indebtedness to fund acguisitions;

*  an adverse inpact on our tax position; and

¢ assumption of liabilities of an acquired business (including unforeseen liabilities).

We can give no assurance that we will be able to successfully complete and integrate strategic acquisitions.

Other Risks Relating to Qwest
1f conditions or assumprions 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 in conformity with accounting principles generaily accepted in the United States, or GAAP,
requircs management to make judgments, assumptions and estimates that affect the amounts reported ir our consolidated financial statements and accompanying
notes. Qus critical accounting policies, which are described in this document, describe those significant accounting polivies and methods used in the preparation
of our consolidated financial statements that are considered “critical” because they require judgments, assumptions and estimates that materially impact our
consolidated financial
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staternents and related disclosures. As a result, if future events differ significantly from the judgments, assuraptions and estimates in our critical accounting
policies, such events or assumptions could have a material impact on our consolidated financial statements and related disclosures.

Tuxing authorities may determine we owe additional taves relating to various matters, which could edversely affect our financial results,

As a significant taxpayer, we are subject to frequent and regular audits from the Intemnal Revenue Service, or IRS, as well as from state and local tax
authorities. These audits could subject us to risks due to adverse positions that may be taken by these iax authorities. Please see “Legal Proceedings” in ltem 3 of
this report for examples of legal proceedings involving some of these adverse positions. For example, in the fourth quarter of 2004, Qwest received notices of
proposed adjustments on several significant issues for the 1998—2001 audit cycle. Certain of these proposed adjustments are before the Appeals Office of the
IRS, There is no assurance that we and the IRS will achieve settlements on thess issves or that, if we do achieve settfements, the terms will be favorable to us.
Additionally, the IRS indicated in January 2005 tha it is reviewing Qwest’s tax treatment of the sale of its DEX directory publishing business in the 2002-2003
audit cycle,

Because prior to 1999 Qwest was a member of affiliated groups fiting consolidated 11.S. federal income tax retumns, we could be severally liable for tax
examinations and adjustments not directly applicable to current members of the Qwest affiliated group. Tax sharing agreements have been executed between us
and previous affiliates, and we believe the liabilities, if any, arising from adjustments to tax liability would be bome by the affiliated group member determined
to have a deficiency under the terms and conditions of such agreements and applicable tax law. We have not provided in our financial staternents for any liability
of former affiliated members or for claims they have asserted or may assert against us.

While we believe our tax reserves adequately provide for the associated tax contingencies, Qwest’s tax audits and examinations may result in tax Habilities
that differ maserially from those we have recorded in our consolidated financial statements. Also, the ultimate outcomes of all of these matters are unceriain, and
we can give no assurance as o whether an adverse result from one or more of them will have a material effect on our financial results, including potentially
offsetting a significant portion of our existing net operating losses.

If we fuil to extend or rencgotiate our collective bargaining agreementy with our labor unions as they expire from time to time, or if our unignized employees
were tp engage in o strike or other work stoppage, our business and operating results could be materially harmed.

We are a party to collective bargaining agreements with our fabor unions, which represent a significant number of our employees. In August 2005, we
reached agreements with the CWA and the IBEW on three—year labor agreements. Each of these agreements was ratified by union members and expires on
August 16, 2008. 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 renegotiate our collective bargaining agreements as they expire from time to time, The impact of fiture negotiations, including changes in wages and
benefit levels, could have a material impact on our financial results. Also, if we fail to extend or renegotiate our collective bargaining agreements, if disputes with
our uniions arise, or if gur unionized workers engage in 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,

The trading price of our securities could be volatile.
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 in our operating results;

*  changes in investors’ and analysts’ perception of the business risks and conditions of our business;
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= broader market fluctuations;

»  general economic or political conditions;

*  acquisitions and financings including the issuance of substantial number of shares of our common stock as consideration in acquisitions;

+  sale of a substantial number of shares held by the existing sharcholders in the public market, including shates issued upon exercise of outstanding
options or upon the conversion of our convertible notes; and

+«  general conditions in the telecommunications industry.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

I'TEM 2. PROPERTIES

Our principal properties do not lend themselves to simple description by character and location. The percentage allocation of our gross investment in
property, plant and equipment consisted of the following as of December 31, 2005 and 2004:

Land and buildings. 8%
Communications equipment o 43%
Other network eqiiipmeiit . T e e . 430
General-purpose computers and other 6%

Total 100%

Land and buildings consist of land, tand improvements, central office and certain administrative office buildings. Communications equipment primarily
consists of switches, routers and transmission electronics, Other network equipment primarily includes conduit and cable. General—purpose computers and other
consist principalty of computers, office equipment, vehicles and other general support equipment. We own substantially afl of our telecommunicalions equipment
required for our business. Total gross investment in property, plant and equipment was approximately $46.0 billion and $45.4 billion at December 31, 2005 and
2004, respectively, before deducting accumulated depreciation.

We own and lease sales offices in major metropolitan locations both i the United States and intemationally. Our network management centers are located
primarily in buildings that we own at various locations in geographic areas that we serve. Substantially all of the installations of ceniral office equipment for ouwr
local service business are located in buildings and on land that we own, Our out—of~region network is generally jocated in real property pursuant to an agresment
with the property owner or another person with rights to the property, It is possible that we may lose our rights under one or more of such agreements, due to
their termination or their expitation. In addition, several putative class actions have been fited against us disputing our use of certain of such rights—of—way. Fora
description of these actions, sec “Legal Proceedings™ in Item 3 of this report. If we loge any such rights—of~way or 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 2 result of the loss of any such
rights. For additional information, please see Note 4—Property, Plant and Equipinent to our consolidated financial statements in Item 8 of this repert.

ITEM 3. LEGAL PROCEEDINGS

Throughout this section, when we refer to a class action as “putative™ it is because a class has been alleged, but not certified in that matter, Uniil and wnless
a class has been certified by the court, it has not been established
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that the named plaintiffs represent the class of plaintiffs they purport to represent. To the extent appropriate, we have provided reserves for each of the matters
described below.

Settlement of Consolidated Securities Action

Twelve putative class actions purportedly brought on behalf of purchasers of our publicly traded securities between May 24, 1999 and February 14, 2002
have been consolidated into a consolidated securities action pending in federal district court in Colorade. The first of these actions was filed on July 27, 2001.
Plaintiffs allege, among other things, that defendanis issued false and misleading financiat results and made false staternents about our business and investments,
including making materially false statements in certain of our registration statements. The most recent complaint in this matter seeks unspecified compensatory
darnages and other relief. However, counsel for plaintiffs indicated that the putative class would seek damages in the tens of billions of dollars. The SPA action
desctibed below has also been consolidated with the consolidated securities action.

On November 23, 2005, we, certain other defendants, and the putative class representatives entered into and filed with the federal district court in Colorado
a Stipulation of Partial Settlement that, if implemented, wili settle the consolidated securities action against us and ceriain other defendants. On fanuary 3, 2006,
the federal district cowrt in Colorado issved an order (1) preliminarily approving the proposed settlement, (2) seiting a hearing for May 19, 2006 to consider final
approval of the propased settlement, and (3) certifying a class, for settlement purposes only, on behalf of purchasers of our publicly traded securities between
May 24, 1999 and July 28, 2002,

Under the proposed settlement agreement, we would pay a total of $400 miltion in cash—$100 million of which was paid 30 days after preliminary
approval of the proposed settlement by the federal district court in Colorado, $100 nllion of which would be paid 30 days after final approval of the settlement
by the court, and $200 million of which would be paid on January 15, 2007, plus interest at 3.75% per annum on the $200 million between the date of final
approval by the court and the date of payment.

If approved, the proposed settlement agreement will setile the individual claims of the class representatives and the claims of the class they represent
against us and all defendants in the consolidated securities action, except Joseph Nacchio, our former chief executive officer, and Robert Woodruff, our former
chief financial officer. (The non—class action brought by SPA that is consolidated for certain purposes with the consolidated securities action is not part of the
settlement.) As part of the proposed settlement, we would receive $1¢ million from Arthur Andersen LLP, which would also be released by the class
representatives and the class they represent, which will offset $10 million of the $400 million that would be payable by us.

The proposed settlement agreement is subject to a nwmbet of conditions and future contingencies. Among others, it {i) requires final court approval;
(ii} provides plaintiffs with the right to terminate the settlement if the 5250 million we previously paid to the SEC in settlement of its investigation against us is
not distributed to the class members; (jii) provides us with the right to terminate the settiement if class members representing more than a specified amount of
alleged securities losses elect to opt out of the settlement; (iv) provides us with the right to terminate the settlement if we do not receive adequate protections for
claims relating to substantive liabilities of non—settling defendants; and (v) is subject to review on appeal even if the district court were finally to approve it. Any
lawsuits that may be brought by parties opting out of the setilement will be vigorously defended regardless of whether the seitlement described herein is
consutmmated. No parties admit any wrongdoing as pari of the proposed settlement.

DOJ lovestigation and Remaining Secorities Actions

The Department of Justice, or DOJ, investigation and the securities actions described below present material and significant risks to us. The size, scope and
nature of the restatements of cur consolidated financial statements for 2001 and 2000, which are described in our previously issued consolidated financial
statements for the year
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ended December 31, 2002, or our 2002 Financial Statements, affect the risks presented by this investigation and these actions, as these matters involve, among
other things, our prior accounting practices and related disclosures. Plaintiffs in certain of the securities actions have alleged our restatement of items in support
of their claims. We can give no assurance as to the impacts on our financial results or financial condition that may uitimately result from afl of these matters.

We have a reserve recorded in our financial statements of approximately $105 million relating to the remaining securities actions described below, which
amount represents the minimum estimated amount of loss we betieve is probable with respect to these matters. We have recorded our estimate of the minimum
liability of these matters because no estimate of probable loss for these matters is a better estimate than any other amount. If the recorded reserve is insufficient to
cover these matters, we will need to record additional charges to our consolidated statement of operations in future periods. Additionally, we are unable at this
time to provide a reasonable sstimate of the upper end of the range of loss associated with these matters due to their complex nature and current status, and, as a
result, the amount we have reserved for these matters is our estimate of the lowest end of the possible range of loss. The ultimate outcomes of these matters are
still uncertain and the amount of loss we may ultimately incur could be substantially more than the reserve we have provided.

We believe that it is probable that & portion of the recorded reserve for the remaining securities actions described below and the consolidated securities
action described above will be recoverable from a portion of the insurance proceeds that were placed in a trust to cover our losses and the losses of individual
insureds following our November 2003 settlement of disputes with certain of our insurance carriers refaied 10, among other things, the DOJ investigation and
securities actions. The insurance proceeds are subject to claims by us and other insureds for, among other things, the costs of defending certain matters and, 28 a
result, such proceeds are being depleted over time. In any event, the terms and conditions of applicable bylaws, certificates or articles of incorporation,
agreements or applicable law may obligaie us to indemmnify our current and former directors, officers and employees with respect to certain liabilities, and we
have been advancing legal fees and costs to many current and former directors, officers and employees in connection with the DOJ investigation, securities
actions and certain other matiers.

We continue io defend against the securities actions described below vigorously and are currently unable to provide any estimate as to the timing of the
resolution of these actions. Any settlernent of or judgment in one or more of these actions substantially in excess of our recorded reserves could have a significant
impact on us, and we can give no assurance that we wilt have the resources available to pay any such judgment. The magnitude of any settlement or judgment
resulting from these actions could materiatly and adversely affect our shility to meet our debt obligations and our financial condition, potentially impacting our
credit ratings, our ability to access capital merkets and our compliance with debt covenants. In addition, the magnitude of any such setilement or judgment may
cause us to draw down significantly on our cash balances, which might force us to obtain additional financing or explors other methods to generate cash. Such
methods could include issning additional securities or selling assets.

DOJ fnvestigation

On July 9, 2002, we were informed by the ULS. Attomney's Office for the District of Colorade of & criminal investigation of our business. We believe the
U.S. Atlormey’s Office has investigated various matters that include transactions related to the various adjustments and restatements described in our 2002
Financial Statements, transactions between us and certain of our vendors and certain investments in the securities of those vendors by individuals associated with
us, and certain prior disclosures made by us. We are continuing in our efforis to cooperate fully with the U.S_ Attorney’s Office in its investigation. However, we
cannot predict the outeome of this investigation or the timing of its resolution.

Remaining Securities Actions

‘We are a defendant in the securities actions described below. Plaintiffs in these actions have variously alleged, among other things, that we violated federal
and state securities laws, engaged in frand, civil consptracy

21



Iable of Contents
and negligent misrepresentation, and breached fiduciary duties owed to investors and current and former employees. Other defendants in one or more of these
actions include current and former directors of Qwest, former officers and employees of Qwest, Arthur Andersen LLP, certain investment banks and others.

= ERISA actions. Seven putative class actions purportedly brought 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 January 12, 2004 have been consolidated into a consolidated action in federat
district court in Colorado. These suits also purport to seek relief on behalf of the Plan. The first of these actions was filed in March 2002. Plaintiffs
assert breach of fiduciary duty claims against us and others under the Employee Retirement Income Security Act of 1974, as amended, alleging,
amang other things, various improprieties in managing holdings of our stock in the Plan. Plaintiffs seck damages, equitable and declaratory relief,
along with attorneys® fees and costs and restitution. Counsel for plaintiffs has indicated that the putative class will seek billions of dollars of damages.
A non—class action alleging similar claims was filed in the federal district court in Montana in June 2003 and was later transferred to federal district
court in Colorado.

*  Colorade action, A putative class action purnortedty brought on behalf of purchasers of our stock between June 28, 2000 and June 27, 2002 and
owners of U 5 WEST, Inc. siock on June 28, 2000 is pending in Colorado in the District Court for the County of Boulder. This action was filed on
Jume 27, 2002, Plaintiffs allege, among other things, that the defendants issued false and misleading statements and engaged in improper acopunting
practices in order to accomplish the U § WEST/Qwest merger, which we refer 1o as the Merger, to make us appear successfut and to inflate the value
of our stock. Plaintiffs seek unspecified monetary damages, disgorgement of illegal gains and other relief.

+  New .Jersey action. An action by the State of New Jersey (Treasury Department, Division of lnvestment), or New Jersey, is pending in the New
Jersey Superior Court, Mercer County. This action was filed on November 27, 2002. New Jersey alieges, among other things, that defendants caused
our stock to trade at artificially inflated prices by employing improper accounting practices and by issuing false statements about our business,
revenue and profits, and contends that it incurred hundreds of millions of dollars in losses. Among other requested reliet, New Jersey seeks from the
defendants, jointly and severally, compensatory, consequential, incidental and punitive damages.

= CalSTRS action. An action by the California State Teachers” Retirement System, or CatSTRS, is pending in the Superior Court of the State of
Califomia in and for the County of San Francisco, This action was filed on December 10, 2002, CalSTRS alleges, among other things, that defendants
engaged in a scheme that falsely inflated our revenues and decreased our expenses so that we would appear more successful than we actually wers
during the period in which CalSTRS purchased our securities, and CalSTRS asserts that defendants” actions caused it to lose in excess of $150 million
invested in our equity and debt securities. Plaintiff seeks compensatory, special and punitive damages, restitution, pre—judgment interest and costs,

= SURSI action. An action by the State Universities Retitement System of 11linois, or SURSI, is pending in the Circuit Court of Cook County, Illinois.
This action was filed on January 0, 2003, SURSI alleges, amang other things, that defendants engaged in a scheme to falsely inflate our revenue and
decrease our expenses by improper conduct refated to transactions with various customers and suppliers and claims that its losses from investments in
our securities are in excess of $12.5 million. SURSI seeks, among other things, compensatory and punitive damages, cosis, equitable relief, inciuding
an injunction to freeze or prevent disposition of the defendants’ assets, and disgorgement.

*  SPA action. An action by Stichting Pensioenfonds ABP, or SPA, is pending in federal district court in Colorado. This action was filed on February 9,
2004. SPA alleges, among other things, that defendants created a false perception of our revenue and growth prospects and that its losses from
imvestments in our securities are in excess of $100 million. SPA seeks, among other things, compensatory and punitive damages, rescission or
rescissionary damages, pre—judgment interest, attorneys” fees and costs.
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= SHC action. An action by Shriners Hospital for Children, or SHC, is pending in federal district court in Colotado. This action was filed on March 22,
2004. SHC alleges, among othet things, that defendants issued false and misleading financial reports about us. SHC alleges compensatory damages of
approximately $17 million. SHC seeks compensatory and punifive damages, intetest, costs and atiorneys” fees.

= TRSL action, An action by the Teachers™ Retirement System of Louisiana, or TRSL, is pending in federal district court in Colorado. This action was
filed on or about March 30, 2004, TRSL allegzs, among other things, that defendants isswed false and misleading financial reports about us. TRSL
alleges compensatory damages of approximately $23 million. TRSL seeks compensatory and punitive damages, interest, costs and attorneys® fees.

= NYC Funds action. An action by a number of New York City pension and retirement fiunds, or NYC Funds, is pending in federa] district court in
Colorado, This action was filed on September 22, 2004. NYC Funds allege, among other things, that defendants created 2 false perception of cur
revemie and growth prospects and that their losses from investments in our securities are in excess of $300 million. NYC Funds seek, among other
things, compensatory and punitive damages, rescission or rescissionary damages, pre—judgment interest, attomeys’ foes and costs,

KPNQwest Litigation/Investigation

A putative class action is pending in the federal district court for the Southern District of New York against us, certain of our former executives who were
also on the supervisory board of KPNQwest, NV, {of which we werz a major shareholder), and others. This lawsuit was initially filed on October 4, 2002. The
current comgplaint alleges, on behalf of certain purchasers of KPNQwest securities, that, among other things, defendants engaged in a frandulent schems and
deceptive course of business in order to inflate KPNQwest’s revenue and the value of KPNQwest securities, Plaintiffs seek compensatory damages and/or
rescigsion as appropriate against defendants, as well as an award of plaintiffs” attorneys’ fees and costs. On February 3, 2006, we, certain other defendants and
the putative class representative in this action executed an agreement o settle the case tgainst us and certain other defendants. Under the settlement agreement,
we will pay §5.5 million in cash to the seitlement fund no [ater than 30 days following preliminary court approval, and no later than 30 days following final
approval by the court, we will issue shares of our stock to the settlement fiund then valued at $5.5 million as additional consideration for the settlement. The
settlement agreement would settle the individual claims of the putative class representative and the claims of the class he purports to represent against us and all
defendants except Koninklijke KPN N.V. a/k/a Royat KPN N.V., Willem Ackermans, Eeleo Blok, Joop Drechsel, Martin Pieters, and Rhett Williams, The
seitlement agreement is subject to a number of conditions and future contingencies. Among others, it (i) requires both preliminary and final court approval;
(iii} provides us with the right to terminate the settlement if class members representing more than a specified amount of alleged securities losses elect to opt out
of the settlement; (jii) provides us with the right 10 terminate the settlement if we do not receive adequate protections for claims relating to substantive liabilities
of non—settling defendants; and (iv} is subject to review on appeal even if the district court were finally to approve it. Any lawsuits thai may be brought by
parties opting out of the settlement will be vigerously defended regardless of whether the settlement described herein is consummated. No parties admit
wrongdoing as a part of the settlement agrestment,

] 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 which, as amended, alleges, among other things, that the defendants violated state and federal securities laws and breached their fiduciary
duty in connection with investments by plaintiffs in securities of KPNQwest. We are a defendant in this lawsuit along with Qwest B.V. {one of our subsidiaries),
Joseph Nacchio, our former Chairman and Chief Executive Officer, and John McMaster, the former President and Chief Executive Officer of KPNQwest.
Plaintiffs claim te have lost approximately $10 million in their investments in KPNQwest. The court granted defendants’ motion for partial summary judgment
with respect to a substantial portion of plaintiffs’ ciaims. The court entered judgment for defendants on thase claims and dismissed the remaining claims without
prejudice. We have entered into a

23



Table of Contents
toling agreement with plaintiffs that allows them to re—file these remaining claims following their appeal of the court’s order granting summary judgment to
defendants on a substantial portion of plaintiffs* claims. Plaintiffs have filed such an appeal with the Arizona Court of Appeals.

On June 25, 2004, J.C. van Apeldoom and E.T. Meijer, in their capacities as trustees in the Dufch bankrupicy proceeding for KPNQwest, filed 2 complaint
in the federal district court for the District of New Jersey alleging violations of the Racketeer Influenced and Corrupt Organizations Act, and breach of fiduciary
duty and mismanagement under Dultch law. We are a defendant in this lawsuit along with Joseph Nacchio, Robert S. Woodruff, our forener Chief Financial
Officer, and John McMaster. Plaintiffs allege, among other things, that defendants’ actions were a cause of the bankruptcy of KPNQwest and the bankruptcy
deficit of KPNQwest was in excess of $3 billion. Plaintiffs seek compensatory, treble and punitive damages, as well as an award of plaintiffs’ attoneys’ fees and
costs.

On June 17, 2005, Appaloosa Investment Limited Partnership 1, Palomino Fund Ltd., and Appaloosa Management L.P. filed a complaint in the federal
district court for the Southern District of New York against us, Joseph Nacchio, John McMaster and Koninklijke KPN N.V., or KPN. The complaint alleges that
defendants violated federal securities faws in connection with the purchase by plaintiffs of certain KPNQwest debt securities. Plaintiffs seek compensatory
damages, as well as an award of plaintiffs’ attorneys’ fees and costs,

Various former lenders to KPNQwest or their assignees, including Citibank, N.A., Deutsche Bank AG London and others, have notified us of their intent
to file legal claims in connection with the origination of a credit facility and subsequent borrowings made by KPNQwest of approxirmately €300 million under
that facility. They have indicated that we would be a defendant in this threatened lawsuit along with Joseph Nacchio, John McMaster, Drake Tempest, our former
General Counsel, KPN and other former employees of Qwest, KPN or KPNQwest.

On August 23, 2005, the Dutch Shareholders Association (Vereniging van Effectenbezitters, or VEB) filed a petition for inquiry with the Enterprise
Chamber of the Amsterdam Court of Appeals, located in the Netherlands, with regard to KPNQwest. VEB secks an inquiry into the policies and course of
business at KPNQwest that are alleged to have caused the bankruptcy of KPNQwest in May 2002, and an investigation into alieged mismanagement of
KPNQwest by its executive management, supervisory board members, joint venture entities (us and KPN), and KPNQwest's outside auditors and accountants.

Other than the putative class action in which we have entered into a proposed settlement {and for which we have recorded a reserve of §11 million in
connection with the proposed settlement), we will continue to defend against the pending KPNQwest litigation matters vigorously and will tikewizse defend
against any claims asserted by KPNQwest’s former lenders if litigation is filed.

Regulatory Macter

On July i35, 2004, the New Mexico state regulatory commission opened a proceeding to investigate whether we are in compliance with or are likely to
meet & commitment that we made in 2001 to invest in communications infrastructure in New Mexico through March 2006 pursuant to an Alternative Form of
Regulation plan, or AFOR. The AFOR says, in part, that “Qwest commits to devote a substantial budget to infrastructure investment, with the goal of achieving
the purposes of this Plan. Specifically, Qwest will make capital expenditures of not less than $788 million over the term of this Plan_ This level of investmant is
necessary to meet the commitments made in this Plan to iticrease Qwest’s investment and improve is service quality in New Mexico,” Multiple parties filed
comtnents in that proceeding and variously argued thdt we should be subject to a range of requirements including an escrow account for capital spending, new
investment obligations, and customer credits or price reductions.

On April 14, 2005, the Commission issued its Final Order in connection with this investigation. In this Fina{ Order, the Commission ruled that the
evidence in the record indicates we will not be in compliance with the
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investment commitment at the conclusion of the AFOR in March 2006, and if the current trend in our capital expenditures continues, there will be a shortfatl of
$200 million or more by the end of the AFOR. The Commission also concluded that we have an unconditional commitment to invest $788 million over the‘life of
the AFOR. Finally, the Commission ruled that if we fail to satisfy this investment commitment, any shortfall must be credited or refunded o our New Mexico
customers. The Commission also opened an enforcement and implementation docket to review our investments and consider the structure and size of any refunds
or credits to be issued to customers. On May i2 and 13, 2005, we filed appeals in federal district court and in the New Mexico State Supreme Court, respectively,
challenging the lawfulness of the Commission’s Final Order. On May 31, 2003, the Commission issued an order, in response to a report we filed on May 20,
2005, designating a hearing examiner te conduct proceedings addressing whether customer credits and refunds should be imposed on us based on our mvestment
levels as of June 30, 2005, and prior to the expiration of the AFOR in March 2006.

We have vigorously argued, among other things, that the underlying purposes of the investment commitment set forth in the AFOR have been met in that
we have met ail service quality and service deployment obligations under the AFOR; that, in light of this, we should not be held to a specific amount of
investment; and that the Commission has failed to include all eligible investments in the calcutation of how much we have actually invested. Nevertheless, we
ielieve it is unlikely the Commission will reverse its determination that we have an unconditional obligation to invest $788 million. In addition, we have argued,
and will continue to argue, that customer credits or refunds are an impermissible and illegal form of relief for the Commission fo order in the event there is an
investment shortfall, On January 30, 2006, Qwest filed with the New Mexico Commission an Offer of Settlement and to Revise AFOR, This Offer proposes fo
extend the time period for Qwest to complete $788 million in investments to three years following the approval of the Offer. Under the Offer, Qwest has included
within the $788 miilion of total investments a proposal to invest $85 million in projects approved by the Commission. In an order dated February 7, 2006, the
Commission rejected the Odffer on technical grounds, ruling that it was improper as to form. In this order, the Commission also encouraged Qwest and the other
parties to continue settlement negotiations.

We believe there is a substantial likelihood that the ultimate outcome of this matter will result in us having to make expenditures or payments beyond those
we woutd otherwise make in the normal course of business. These expenditures or payments could take the form of one or more of the following: penalties,
capital investment, basic service rate reductions and customer refunds or credits. At this time, however, we are not able o reasonably estirmate the amount of
these expenditures or payments and, accordingly, have not reserved any amount for such potential liability. Any final resolution of this matter could be material.

Other Matters

Several putative class actions relating to the installation of fiber optic cable in certain fghts—of-way were filed against us on behalf of landowners on
various dates and in varions courts in California, Colorado, Georgia, Tllinois, Indiana, Kanses, Mississippi, Missouri, North Carolina, Oregon, South Carolina,
Tennessee and Texas. For the most part, the complaints challenge our right to install our fiber optic cable in railroad rights—of—way. Complaints in Colorado,
Illinois and Texas, also chalenge our right to install fiber optic cable in utility and pipeline rights—-of-way. The complaints allege that the raflroads, utilities and
pipeline companies own a limited property right—of—way that did not include the right to permit us to install our fiber optic cable in the right—of—way without the
Plaintiffs’ consent. Most actions (California, Colorado, Georgia, Kansas, Louisiana, Missizsippi, Missouri, North Carolina, Oregon, South Carolina, Tennessee
and Texas)} purport to be brought on behalf of state—wide classes in the named plaintiffs’ respective states. Several actions purport to be brought on behalf of
multi~state classes. The lllinois state court action purports to be on behalf of landowners in Illinois, lowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and
Wisconsin. The Tlineis federal court action purports to be on behalf of landowners in Arkansas, California, Florida, Illinois, Indiana, Missouri, Nevada, New
Mexico, Montana and Oregon. The Indiana action purports to be on behalf of a national class of landowners adjacent io railroad rights—of—way aver which our
network passes. The complaints seek damages on theories of trespass and unjust enrichment, as well as punitive damages.
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The IRS proposed a tax adjustment for tax years 1994 through 1996. The principal issue involves the allocation of costs between long—term contracts with
customers for the instaliation of conduit or fiber optic cable ang additional conduit or fiber optic cable retained by us. The IRS disputes the allocation of the costs
between us and third parties. Similar claims have been asserted against us with respect to the 1997 to 1998 and the 1998 to 2001 audit periods. The 1994-19%6
claim is currently being litigated in the Tax Court, and we do not believe the IRS will be successful, although the uitimate outcome is uncertain. 1f we were to
lose this issue for the tax years 1994 through 1998, we estimate that we would have to pay approximately $57 million in tax plus approximately $43 million in
interest pursuant to tax sharing agreements with the Anschutz Company relating e those time periods.

In 2004, we recorded income tax expense of $158 million related to a change in the expected timing of deductions related to our tax strategy, referred to as
the Contested Liability Acceleration Strategy, or CLAS, which we implemented in 2000. CLAS is a strategy that sets aside assets to provide for the satisfaction
of asserted liabilities associated with litigation in a tax efficient manner. CLAS accelerated deguctions for contested liabilities by placing assets for potential
litigation liabilities out of the control of the company and into trusts managed by a third—party trustee. In 2004, we were formally notified by the IRS that it was
contesting the CLAS tax strategy. Also in 2004 as a result of a series of notices on CLAS sirategies issued by the IRS and the receipt of legal advice with respect
thereto, we adjusted our acconnting for CLAS as required by Statement of Financial Accounting Standards, or SFAS, No. 109, “Accounting for income Taxes,”
or SFAS No. 109. The change in expected timing of deductions caused an increase in our liability for uncertain tax positions and a corresponding increase in our
net operating loss carry—forwards, or NOLs. Because we are not currently forecasting future taxable income sufficient to realize the benefits of this increase in
our NOLs, we recorded an increase in our valuation allowance on deferred tax assets as required by SFAS No. 109. Additionalty, in 2004 the IRS proposed a
penalty of $37 million on this strategy. We believe that the imposition of a penalty is not appropriate as we acted in good faith in implementing this tax strategy
in reliance on twe contemporaneous tax opinions and adequately disclosad this transaction to the IRS in our initial and subsequent tax returns. We intend to
vigorously defend our position on this and other tax matters.

We have other tax related matters pending against us, certain of which, in addition to CLAS, are before the Appeals Office of the IRS. We believe we have
adequately provided for these matters,

Matters Resolved in the Fourth Quarter of 2005
Regulatory Matters

Beginning in 2002, formal proceedings against us were initiated with the public utilities commissions in severa) states alleging, among other things, that
we, in contravention of federal and state law, failed to file interconnection agreements with the state commissions and that we therefore allegedly discriminated
against various CLECs. The complainants sought fines, penalties and/or carrier credits. Most of these cases were previgusiy resolved. Two remaining state
commission proceedings were resolved as follows:

*  Minnesota. On February 14, 2002, the Minnesota Department of Commerce filed a formal complaint against us with the Minnesota Public Utilities
Commission. On November 1, 2002, the Minnesota Commission issued a written order finding against us. The Minnesota Commission’s final, written
decision was issued on May 21, 2003 and would require a penalty payment fo the state of approximately $26 million and payments of carrier credits
of approximately $18 million. Of the $18 million, about $3 million has been released by the carriers in bankruptey proceedings. The Minnesota
Commission, the carriers and Qwest each appealed portions of the decision to the federal district court in Minnesota, and the district court upheld the
penalty and vacated the carrier credits. The Minnesota Commission, the carriers and Qwest each appealed to the Eighth Circuit Court of Appeals. On
November 1, 2003, the Court of Appeals issued its opinion affirming the district court order, thereby upholding the penalty and vacating the carrier
credits. On November 13, 2005, Qwest petitioned the Court of Appeals for rehearing on the penalty issue. On December 20, 2005, the Court of
Appeals denied Qwest’s petition for rehearing,
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Based upon newly—discovered evidence, on August 24, 2005, Qwest filed a motion requesting that the federat district court vacate the penalty based
on our assertion that the undeslying Minnesota Commission order is invalid. On November 30, 2003, the district court denied Qwest’s motion to
vacate, and it denied Qrwest’s request for reconsideration. Qwest also requested the Minnesota Commission to investigate the newly—discovered
evidence that relates to the validity of orders issued in this and other Minnesota Commission ptoceedings, and on October 7, 2005, the Minnesota
Commission opened an investigation into the matter. The outoome of this investigation could lead to action by the Minnesota Commission that
ultimately results in a reduction of the $26 million penalty assessment.

*  Colorade. On December 20, 2003, the Colorado Commission issued an order approving a proposed settlement between Qwest, the Commission
Staff, the Office of Consumer Counsel, AT&T, and Covad that requires Qwest to pay $7.5 million in contributions to state telecommunications
programs and that offers CLECs credits that could total approximatety $6.5 million.

Other Matter

On January 20, 2004, we filed a complaint in the District Court for the City and County of Denver against KMC Telecom LLC and several of its related
parent or subsidiary companies (collectively referred to as KMC). Subsequently, we filed an amended complaint to name additiona) defendants, including
General Electric Capital Corporation, or GECC, one of KMC's lenders, and GECC filed a complaint in intervention. We were secking a declaration that a series
of agreements with KMC and its lenders were not effective because conditions precedent were not satisfied and to recoup other damages and attorneys” fees and
costs. GECC and KMC had asserted counterclaims for declaratory judgment and anticipatory breach of contract, GECC and KMC sought a declaration that the
refevant agreements are in effect and claimed monetary damages for anticipatory breach of the agreements and their attomeys® fees and costs. 1a November 2005,
wé entered into 3 settlement agreement with KMC and GECC regarding this lawsuit and also various other disputes and obligations between the parties. Under
the terms of the settlement, we paid $98 million in order to resolve the lawsuit and all other disputes and obligations between and among us, KMC and GECC.
As a tesult of the settlement, we have severed our relationship with KMC in its entirety.

ITEM 4. SUBMISSION OF MATTERS TO A YOTE OF SECURITY HOLDERS
No matters were submitted to a vote of security holders duting the fourth quarter of 2005,

27



Tabie of Contents

PARTI
ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES
OF EQUITY SECURITIES
Market for Qwest Common Stock

The United States market for trading in our commeon stock is the New York Stock Exchange. As of February 1, 2006, our common stock was held by
approximately 370,000 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

2004

First quarter $5.00 $3.50
Second quarter 4,40 351
Third guarter 4.00 2.56
Fourth quarter 4.61 3.25
2005

First quarter $4.86 $3.50
Second quarter 3.94 3.30
Third quarter 423 3.58
Fourth quanter 5.95 3.92

We did not pay any cash dividends on our common stock in 2005 or 2004. Some of our debi instruments contain restrictions on the amount of dividends
we can pay (see Note B—Bomowings to our consolidated financial statements in Item & of this report). The most restrictive covenant currently is under the 2005
QSC Credit Facility, which is currently undrawm. The 2005 QS8C Credit facility currenty allows us to pay dividends up to $1.7 billion, and the $1.7 billion may
be increased with cumulative net income and net procesds from the issuance of common stock. In addition, like other companies that are incorporated in
Delaware, we are also limited by Delaware law in the amount of dividends we can pay.

Recent Sales of Unregistered Securities

On October 6, 2005, we issued an aggregate of 33,626 additional shares of our common stock upon the exercise of warrants at an aggregate ¢xercise price
of $1,441. The warrants were issued by 1CON CMT Corp. in 1997 to one of its consultants and were assumed by us in connection with our acquisition of ICON
CMT Corp. in 1999. The shares were issued in reliance on the exemption from registration provided by Section 3(a)(9) of the Securities Act of 1933, as
amended. No underwriters were involved, and no sales commission or other remuneration was paid in connection with the issuance.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with, and are qualified by reference to, the consoiidated_ financial
staterents and notes thereto in ltem 8 of this report and “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ in tem 7 of

this report. Certain prior year amounts have been reclassified to conform to current—year presentation.

Years Ended December 31,
2005 04 2003 20802 00
{Dollets in millions, shares in thonsands excepi per share amonnis) )

Operating revenue $ 13903 3 13,809 $ 14288 $ 15371 $ 16530
Operating expenses 13,048 14,097 14,542 34,288 18,882
Loss from continuing operations (757) (1,794) (1.313) (17,618) . 6,117)
Net {loss) income(1} $ (779) $  (1,794) 1,512 3 (38.468%) 3 (5603)
Basic and diluted (Joss) income per share:

Loss from continuing operations $ (04D) b {1.00) 3  (0.76) $  (10.48) $ {3.68)

Net (loss) income per share 5 (042) 5 (LOm $ 0.87 $ (22.87) § (337
Basic and diluted weighted average shares

outstanding 1,836,374 1,801,405 1,738,766 {,682,056 1,661,133

Dividends per common share 3 0.00 .3 0.00 3 0.00 3 0.00 3 0.05
Other data:

Cash provided by operating, activities 3 2313 5§ 1848 3 2178 $ 2388 3 300

Cash used for investing activities {459) ~ {1,905) (2,730} {2,738) (8,152)

“Cash (vsed for) provided by findnicing activities (2,159 (158 * (%:856) (789) 4,660

Capital expenditures 1,613 1,731 2,088 2,764 8,042

As of December 31,
1005 o004 20403 2002 2061

Tota] assets $ 21497 $ 24324 § 26343 3 29473 §F 722%
Total debi(2) 15,480 17,286 17,508 22,540 25,037
Total debt to total capital ratio(3) 126.23% 117.80% 106.16% 114.36% 41.42%
(1) Amounss that follow in this foolnode are on an after—tax basis.

2005. 2005 net loss includes a net loss of $ 462 mitlion ($0.25 per basic and diluted share) relating to the sarly retirement of debt, a charge of $22 million
($0.01 per basic and diluted share) resuiting from adoption of Financial Accounting Standards Board, or FASB, Interpretation, or FIN, No. 47,
“Accounting for Conditional Asset Retirement Obligations,” or FIN 47, relating to accounting for conditional asset retirement obligations, a charge of
$114 million ($0.06 per basic and diluted share) for realignment and severance related costs, which is included in our selling, geneml and administrative
expensrzs; and a gain of § 263 million {$0.14 per basic and diluted share) in conuection with wireless asset sales of PCS licenses and related wireless
Retwork assets.

2004. 2004 net loss includes a charge of $550 million ($0.31 per basic and diluted share) for litigation related losses; a net charge of $211 miltion (50.12
per basic and diluted share) for restructuring, realignment and severance related costs which is included in our selling, general and administrative
expenses; a charge of $113 million {$0.06 per basic and diluted share) for an impairment of assets consisting primarily of excess network supplies,
network facilities, payphone operations and abandoned long—term capacity routes and a benefit of approximately $50 million ($0.03 per basic and dijuted
share) relating to favorable cusiomer bankruplcy seitlements.

2003. 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
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information technology systems supporting the wireless network), 2 net gain of $206 million ($0.12 per basic and diluted share) resulting from the
adoption of SFAS No, 143, “Accounting for Asset Retivement Obligations,” or SFAS No. 143, refating to the reversal of net 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 million (30.04 per basic and diluted share) for litigation related losses, a net gain of $23 million ($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 includes a charge of $22.800 billion ($13.55 per basic and diluted sharc) for a transitional impairment from the adoption of a change in
accounting for goadwill 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, restructuring and other charges, & charge of

$1.190 billion ($0.71 per basic and diluted share) for the losses and impairment of investment in KPNQwest, a gain of $1.122 billion ($0.67 per basic and
difuted share) celating to the gain an the carly retirement of debt and income from and gain on sale of discontinued operations of $1.950 billion ($1.16 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 impairment of investment in KPNQwest, 2 charge of $136 million ($0.08 per basic and
diluted share) for a depreciation adjustenent on access lines returned to service, a charge of $163 million ($0.10 per basic and diluted share} for invesiment
write—downs, a charge of $154 miilion ($0.09 per basic and diluted share) for asset impairments, a charge of $65 million {$0.04 per basic and diluted
share) for the early retirement of debt and a gain of $31 miilion ($0.02 per basic and diluted share) for the sale of rural exchanges.

Amounts exclude future puschase commitments, operating leases and puarantees. At December 31, 2005, the amount of those future purchase
commitments, operating leases, letters of credit and guarantees was approximately $3.4 billien. 2001 amouat includes outstanding commercial paper
borrowings of $3.165 biliion. There were no commercial paper borrowings outstanding as of December 31, 2005, 2004, 2003 and 2002.

The total debt to total capital ratio is a measure of the amount of tota] debt in cur capitalization. The ratic is calculated by dividing total debt by total
capital, Total debt includes current borrowings and long—term borrowings as reflected on our consolidated baiance sheets, Total capital is the sum of debt
and total stockholders” (deficit} equity.

30



ITEM 7. MANAGEMENT"*S DISCUSSION AND ANALYSIS OF FINANCIAL CONMTION AND RESULTS OF OPERATIONS

Certain statements set forth below under this caption constitute forward—looking statements. See “Business—Special Note Regardjng_Fomgrd-Lookm!g
Statements” in Item 1 of this report for additional factors relating to such statements, and see “Risk Factors™ in Item { A of this report for a discussion of certain
risk factors applicable to our business, financial condition and results of operations.

Business Overview and Presentation

We provide local telecommunications and related services, long-distance services and witeless, data and video services within our loca) service area,
which consists of the 14—state region of Arizona, Celerado, Idsho, lowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota,
Utah, Washington and Wyotning. We also provide reliable, scalable and secure broadband data and voice (including long—distance) comimunications outside our
local service area as well as globally.

We previously provided directory publishing setvices in our local service area. In November 2002, we sold our directory publishing business in seven of
the 14 states in which we offered these services. In September 2003, we sold the directory publishing business in the remaining states. As a consequence, the
results of operations of our directory publishing business are incluzded in income from discontinued operations in our consolidated statements of operations.

Qur analysis presented below s organized to provide the information we believe will be instructive for understanding the relevant trends going forward.
However, this discussion should be read in conjunction with our consolidated financial statements in ltem $ of this report, including the notes thereto. Our
operating revenue js generated from our wireline services, wireless services and other services segments. An overview of the segment results is provided in
Note 15—Segment Information to our consolidated financial statements in Item § of this report. Segment discussions reflect the way we currently report our
segment results to our Chief Operating Decision Maker, or CODM, and include revenue results for each of our customer channels within the wireline services
segment: business, mass markets and wholesale. In order to better serve the similar needs of our small business and consumer customers, in 2005 we combined
these customers into a new channel, which we refer (o as “mass markets,” and have reclassified our small business customers for all periods presented. Certain
prior year revenue and expense amounts have been reclassified to conform to the current year presentations.

Business Trends
Our financial results continue to be impacted by several significant trends, which are described below:

*  Access line losses. Our revenue has baen, and we expect it to continue o be, adversely affected by access line losses. Increased competition, including
product substitution, continues to be the primary reason for our access line losses. For example, consumers are increasingly substituting cable and
wireless telecommunications services for traditional lelecommunications services, which has increased the number and type of competitors within our
industry and decreased our market share. Product bundling, as described more fully befow, has been one of our responses to out declining revenue
due to access line losses.

*  Product bundling. We believe consumers increasingly value the convenience of receiving multiple services from a single provider. As such, we
increased our marketing and advertising spending levels in 2005 focusing on product bundling and packaging. Product bumdles ard packages
represent combinations of products and services, such as local voice, high—speed Internet and wireless, and features and services, such as three—way
calling and call forwarding related to an access line. As a result of these offerings, we have seen increased sales (primarily of our long—distance and
high—speed Intemet products and services).

*  Variable expenses. Expenses associated with higher growth products, such as long—distance, high—speed Internet and wireless services, tend to be
more variable in nature. While our traditionat
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telecommunications services tend to rely upon our fixed cost structure, the mix of products we expect to seil, combined with regulatory and market
pricing forces, will continue to pressure operating margins. In addition, facility costs (described below) are not always reduced proportionally with
revenue fluctuations due to contractual cost commitments.

*  Facility costs. Facility costs are third—party telecommunications expenses we incur to connect our customers to networks or to end-user product
platforms not owned by us. We have benefited in this area from the renegotiation, termination or settlement of various service arrangements, from
network optimization initiatives and from regulatory approvais allowing us to provide long—distance services in our local service area using our own
network, thereby decreasing our reliance on third-party providers. However, these benefits have been offset in varying degress by increased costs due
to increased long—distance traffic and data and Internet volumes and by new wireless facility costs due to our use of a third—party wireless provider.

s Operational efficiencies. We have continued to evaluate our operating structure and focus, and we continue to right—size our workforee in response to
changes in the telecommunications industry. Through targeted restructuring plans in prior years, focused improvements in operational efficiency,
process improvements through automation and normal employzee atirition, we have reduced our workforce and employee—related costs while
achieving operational goals.

While these trends are important to understanding and evaluating our financial results, the other transactions, events and trends discussed in "Risk Factors”
in Item: 1A of this report may also materially impact our business operations and financiai results.

Results of Operations
Overview

We generate revemue from our wireline services, wireless services and other services. Depending on the products or services purchased, a customer may
pay an up—front or monthly fee, a usage chatge ot a combination of these.

= Wireline services. The wireline services segment uses our network to provide voice services and data and Internet services to mass matkets (which
include consumer and smalt business customners), business and wholesale customers. Qur wireling services inclode:

. Voice services. Voice services revenue includes Jocad voice services, long—distance voice services and access services. Local voice services
revenue includes revenue from basic local exchange services, switching services, custom calling fealires, enhanced voice services, operator
services, collocation services and related equipment. Local voice services revenue also includes revenue from the provision of network
transport, billing services and access to our Jocal network on a wholesale basis. Long—distance voice services revenue includes revenue from
InterLATA and Intral ATA long—distance services. Access services revenus jncludes fees chargsd to other data and telecommunications
praviders to connect their customers and their network to our network.

. Daia and Internet services, Data and Intemet services revenue includes data services (such as traditional private lines, wholesale private lines,
frame relay, ATM and related equipment) and Internet services (such as high—speed Internet, ISDN, VPN, web hosting, professional services
and related equipment).

e Wireless services. We offer wireless services and equipment to residential and business customers, providing them the ability to use the same
telephone number for their wiretess phone as for their home or business phone. In August 2003, we entered info a services agreement with a
third—party provider that allows us to resell wireless services, including access te its nationwide PCS wircless network, to Tass markets and business
customers, primarily in the states within our Jocal service area.

*  Other services. Other services revenue is predominantly derived from the sublease of some of our real estate, such as space in our office buildings,
warehouses and other properties.
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The following table summarizes our results of operations for the years ended 2005, 2004 and 2003:

Percentuge
Years Ended December 31, Tocrease/(Decrease} Change
W5y 2004 v 2005 v 2004 ¥
2005 2104 2003 004 2003 2004 2003
{Dodtars in millions, except per share amounis)

Operating revenue $13,903 513809 514,288 94 5 (47 1% (3%
Operating expenses, ¢xcluding asset impairment charges 13,048 13,984 14,312 (936} (328) (M% (2%
Asset impairment charges — 113 230 (113} {(mn nm (51)%
Other expense—net 1,615 1418 1,578 197 {160) 14% (101%
Loss befote income taxes, discontinued operations and cumulative effect )

of changes in accounting principles @60y (L706)  (1832) 946 126 5% T%
Income tax benefit (expense) 3 (83%) 519 91 (607) nm ne
Loss from continuing operations 57y (1,794  (L31®) 1,037 (481 58% (3N%
Income from and gain on sale of discontinued operations—net of taxes — —_ 2,619 — (2,619) nm nm
(Loss} income before cumulative effect of changes in acoounting .

principles 737y (L,7949) 1,306 1,037 (3,100) 8% mn
Cumuiative effect of changes in accounting principles—net of taxes (22) — 206 {22) {206) nm nm
Net (loss) income § (779 §(1.794) $ 1512 3 1015 % (3.306} 57% nm
Basic and diluted (foss) income per share $ (042 S (108) § ORT % 058 $ (.80 58% nm

nra—percentages greater than 200% and comparisons from positive to negative values or to zero values ave considered not meaningful.
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Operating Revenue
2005 COMPARED TO 2004
The foliowing table compares our operating revenue by segment including the detail of customer channels within our wireline services segment:

Years Ended Increase/ Percentage
December 31, (Drecrease) Change
2005 ¥ 2405 v
005 04 2004 2004

. {Dollars in millions)
Wireline services revenue

Voice services
Business 5 1074 $ 1,140 $ (66) (6%
Mass markets 4,527 - 4,723 (196) (4%
Whalesale 747 783 (36) (5)%
Total loeal voice 6,348 6,646 (298) 4%
Long—distance
Business 447 450 (3) (%
Mass markets 686 607 7% 13%
Wholesale 1,098 1,031 67 6%
Taotal long—distance 2231 2,088 143 1%
Agcess services 660 680 (29) (%
Total voice services R . T 8239 9,423 (184) (2y%
Data and Internet services: ’
Business 2,086 1,962 124 6%
‘Mass markets 745 586 159 27%
Wholesale 1,265 1,284 {9 (1Y%
Total data and Jnternet 4,096 3,832 264 T%
Total wireline services revenue 13,335 13,255 80 1%
Wirgless services revenue 527 514 13 3%
Other services revenue 431 40 I 3%
Total operating revenue $ 13,903 $ 13,809 3 o4 1%

Wireline Services Revenue
Voice Services

Local voice services. The decrease in local voice services revenue in our business and mass markets channels was primarily due to access ling losses from
competitive pressures including technology substitution, partially offset by an increase in Universal Service Fund, or USF, revenue due to long—distance revenue
growth and USF rate increases. In our mass markets channel we have seen a slowing of access line losses, and this, combined with mte incrzases in this channel,
has decreased our rate of revenue decline from 10% in 2004 to 4% in 2005. The decrease in our wholesale channel was ptimarily due 1o the sale of a large
portion of our payphane business in August 2004 partially offset by UNE increases, including our non-tariff product. In addition, wholesale access lines
decreased along with sales of UNEs and related operator and billing services to local competitors as an increasing percentage of competition in our local area is
coming from facilities—based competition, including wireless and cable companies.
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The following table shows our access lines by channel as of Dacember 31, 2005 and 2004:

Access Lines™
Years Ended Increase/ Percentage
December 31, (decrease) Chaunge
2005 ¥ 005 v
2005 2004 2004 2004
_ {In thousands)
Mass markets 0653 11081 (428) 4%
Business 2,376 2,562 (186) {N%
Wholesale 1,710 1.879 {1693 {31%
Tota} 14,739 15,522 {783) (5¥4

¢ We may modify the channel classification of our access Jines from time to time in our efforts to better approximate the related revenue channels and befter
reflect how we manage our business.

Long—distance services. The increase in mass markets long-distance services revenue was primarily due to (i) & 6% increase in in—region fong—distance
subscribers (adding 270,000 subscribers in 2005) (ii) increased minutes of use, (iii) increases in our monthly recurring charges, and (iv) increased participation in
our unlimited plan, These increases were partially offset by out—of region declines in both mass markets and business. The wholesale revenue increase was
driven by volume and domestic vate increases partially offset by decteased intemationat volume and rates.

Aecess services. Access services Tevenue continues to be negatively affected by mess markets and business access line losses, 2s well as our increasing
penetration into in—region long—distance (as we became  compelitor to our access services customers). The decrease in total access services was partially offset
by favorable setilements of customer billing disputes during 2005.

Data and Internet Services

The increase in business data and Internet services revenue was driven by the recognition of $70 million in revenue from a large government CPE and
other data services arrangement and increased revenue relaied to WAN (including IQ and UPN) and Private Line services, partially offset by a decrease in Frame
Relay revenue. We anticipate that the large government CPE and other data services arrangement will continue to positively impact our revenue growth, although
to a lesser extent, for the next few quarters as this contract is completed.

The increase in mass markets data and Internet services revenue was primarily driven by a 43% increase in the number of high—speed Internet subscribers
as we expanded our high—speed Internet setvice area to 77% of our local service area in 2005 from 67% in 2004, This growth came from continued expansion of
service availability and increased penetration of high—speed Intemet where service is available. We believe this growth was supported by our expanded
marketing efforts,

The decline in our wholesale channel was due to the termination of our wholesale modem services product in April 2005 partially offset by increases in
Frame Relay, Private Line and dedicated Intemet access revenue.
Wireless Services Revenne

Wireless services revenus increased primarily due to increased price plan and airtime rates for new subscribers resulting in higher average revenue per

subscriber. Although the average number of subscribers for 2005 declined as compared to 2004, total subscribers as of December 31, 2005 increased 2% from
December 31, 2004.
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2004 COMPARED TO 2003
The following iable compares our operating revenue by segment including the detail of customer channels within our wireline services scgment:

Years Ended Encrease/ Percentage
December 31, {Decrease)} Change
2004 ¥ 200 ¥
2004 2003 2003 2003

{Dodlars in millions)
Wireline services revenue
VYoice services

Local voice
Business $ 1,140 § 1,204 §  (®4) 5)%
Mass markets 4,723, 5258 (535) (10)%
Wholesale 783 801 {18 {1)%
Total local voice 6,646 7,263 (617} 8%
Long-distance
Business - o 450 T 430 20 5%
Mass markets _ 607 569 38 7%
Wholesale 1,031 865 166 19%
Total long—distance 2,088 1,864 224 12%
Access services 689 755 (66) (9¥%
Total voice services 9,423 9,882 {459} 5%
Data and Internet services:
Business 1,962 1,388 74 4%
Mass markeis 586 556 30 5%
Wholssale 1,284 1,321 (37) {(3)%
Total data and Internet : 3,832 3,765 |67 2%
Total wireline services revenue 13255 13,647 ©{392). (3)%
Wireless services revenue 514 598 (84) (14)%
Other services revenue 40 43 (3) (Y%
Total operating revenue $ 13,809 $ 14,288 $ (47 1%
Wireline Services Revenue
Volce Services

Local voice services. The decrease in our locsl voice services revenue was primarily due to access line losses from competitive pressures including
technology substitution and was also impacted by our customers migrating 1o our package offerings, which penerally offer lower pricing than our stand-alone
products, In particular, in 2004 and 2003, a significant portion of the losses of our mass markets and business access lines was atiributable to the CLECs’ use of
UNE-P and unbundled local loops to deliver voice services. These losses were partially offset by comresponding increases in our wholesale access lines (where
UNEs are reflected) in our wholesale chanael. However, the regulated price structure of UNEs applied downward pressure on our revenue.

The following table shows our access lines by channel as of December 31, 2004 and 2003:

Years Ended Increase/ Percentage
Becember 31, {decrease) Change
2004 ¥ 2004 v
4 2003 2003 2003
(in thousands)
Mass markets : 11,081 11,773 (692) (6)%
Business 2,562 2,748 (186) _ (%
Wholesale . . 1,879 1,688 191 e 11%
Totat 15,522 16,200 (687) @Y%
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*  We may modify the channel classification of our access lines from time to time in our efforts to better approximate the related revenue channels and better
reflect how we manage our business.

Long—distance services. The decrease in local voice services revenue was partially offset by an increase in long distance services revenue. In
January 2003, we began to receive regulatory approval to offer long—distance service in gach state within our 14—state region. In the fourth quarter of 2003, we
received regulatory approval for the last of our |4 in—region states. As we received reguiatory approval in each of the states, we began to increase the marketing
and promotion of InterLATA long—distance service to our customers, resulting in growth of in—region long—distance services revenue, In total, 2.4 million and
2.2 million long distance subscribers were added in our i 4—state region in 2004 and 2003, respectively. In contrast, out—of-region long—distance mass markets
and business revenue declined due to continuing competitive pressures, including pricing pressures. Wholesale long—distance revenue increased due to increased
international and domestic long—distance call volume, partially offset by lower rates.

Access services. The decrease in access services was primarily due to lower volumes resulting from our re~eniry into in—region long distance (as we
became a competitor to our access services customers) and access ling losses.

Data and Internet Services

Data and Internet services revenue increased due to increases in our high—speed Internet, Intemet hosting and VPN offerings, and broadband services
continued to be expanded peographically to make our high—speed Internet service available to more customers. The number of mass markets high—speed Internet
subscribers grew by 62%, and we expanded out high—speed Intemnet service area to 7% of our local service area in 2004; however, the impact of increases in
mass markets high—speed Internet subscribers and related revenue was offset in part by decreases in whoteszale data and Internet services revenoe,

Wireless Services Revenue

‘The decrease in our wireless revenue is primarily attributable to a net loss of 116,000, or 13% of subscribers in 2004. A portion of the 2004 loss of
subscribers occurred in connection with the migration, completed in 2005, of our customers to a third—party nefwork and tightened credit policies.

Operating Expenses
This section should be read in conjunction with our business trends discussed above.
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2005 COMPARED TO 2004

The following table provides further detail regarding our operating expenses:

Operating expenses:
Cost of sales
Facility costs
Network expenses
Employec—related costs
Other non—employee related costs

Total cost of sales
Selling, gencral and administrative
Property and other taxss
Bad debt
Restructuring, realignment and severance related costs
Employee—related costs
Other non-employee related costs

Total selling, genetal and administrative
.. Depreciation
. Capitalized software and other intangible assets amortization
Asset impairment charges

Total operating expenses

Years Ended I ! ey g
December 31, {Decrease) Change
2005 v 2008 ¥
2085 2084 2004 2004
(Mrollars in milliens)

$ 2692 $ 2,728 5 (36) 1%

266 262 4 2%
1,593 1,706 {i13) {7)%%

1,285 1,194 a1 §%
5,836 5,850 (54) (1%
353 386 {33) (9%
173 194 21) {i1%
114 211 (97} (46)%
- 1,623 1,729 (106} (6)%
1,884 2451 (567) (23y%
4,147 4971 (824 {17y%
2,612 2,626 (14} (1%
453 497 (443 (9%

— 113 (113) am

§ 13,048 $ 14,097 5 (1.049) {71)%

nm—percentages greater than 2% and comparisons from positive to negative values or to zero values are considered not meaningful.

Cost of Sales

Cost of sales includes employee—related costs, such as salaries, wages and benefits directly attributable to products or services, network expenses, facility
costs and other non—employes related costs such as real estate, USF charges, call termination fees, materials and supplies, contracted engineering services,

computer system gupport and the cost of CPE sold.

Cost of sales as a percentage of revenue decreased from 43% in 2004 to 42% in 2005 primarily due to decreased facility and employee—retated costs as

described below,

Facility costs decreased largely due to cosé savings primarily from network optimization efforts including the renegotiation, termination or settlement of
service arrangements. These benefits were partially offset by approximately $220 million in increases associated with reselling wireless through a third party as
opposed to operating and mainfaining our own wireless network and higher long distance volumes,

Emptoyee—related costs decreased primarily due to a 5% employee reductior: from our priot year sestructuring plans as well as a continued focus on

containing our empioyee—related costs and productivity improvements,

Other non—employee refated costs increased primarily due to non—recurring costs associated with the large government CPE and other data services
arrangement described above. The remaining fluctuation is primarily due to increased call termination fees related primarily to a favorable settlement in 2004,
and USF rate increases, offset by decreased equipment costs related to our wireless and high—speed Interngt products.
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Selfing, General and Administrative

SeHing, general and administrative, or SG&A, expenses inchude employee—related costs such as salaries, wages and benefits not directly attributable to
products or services, severance related costs, sales commissions, bad debt charges and other non—employee related costs such as property taxes, real estate costs,
advertising, professional service fees and compuiet systerns support.

SG&A expenses as a percentage of revenue decreased from 36% in 2004 to 30% in 2005 primarily due to $550 million of reserves recorded in 2004
reiated to litigation maiters and employee—related costs primarily due to prior year restructuring as described below.

Cur property and other taxes decreased primarity due to favorable property {ax settlements in 2005 in excess of property tax settlements in 2004.

Bad debt expense decreased primarily due to the continued trend of improved wiretine collections resulting in reduced days” sales outstanding, partially
offset by favorable bad debt settlements in 2004.

Restructuring, realignment and severance related costs decreased due to a charge of $128 million in the second quarter of 2004 resulting from a planned
workforce reduction, Employee—related costs decreased primarily due to employee reductions from our restructuring efforts, normal attrition and productivity
improvements.

Other non—employee related costs decreased for the year ended December 31, 2005 primarily due to $550 million of reserves recorded in 2004 related to
litigation matters and reductions in legal and other costs in 2005. This dectease was partially offset by increased marketing and advertising cosis.

Pension and post—retivement benefits. We sponsor noncontributory defined benefit pension plans covering substantially a!l of our employees. Our
post—retirement benefit plans for current and certain future retirses include healthcare and life insurance coverage.

Qur 2005 pension and post—retirement benefit exgense of $236 million increased from the 2004 expense of 3188 miltion, Increases in expense were due to
a reduction in the expected retum on assets of $78 million related primarily to the five year smoothing convention used for recognizing gains and losses on the
pension plan assets, completion of the amortization of $63 million for the transition asset in the pension plan in 2004, and recognition of $42 million in higher
actyarial losses. Offsetting decreases in expense were due to $15 million in lower service costs due to reduced headcount and fewer eligible participants, reduced
interest costs of $111 mitlion due to lower discount rates, changes in pasticipant demographics and assumption changes, and $9 million due to plan design
changes affecting prior service costs. '

At December 31, 2005 and 2004 the net unrecognized actuarial loss related to the pension and post—retirement benefit plans decreased by $634 million and
$210 million, respectively. Differences between expected and actual rates of return on assets, discount tates applied to the pension and post—retirement plan
obligations, expected benefit from Medicare Part D reimbursements and healthcare claims experience are the primary components of the net unrecognized
actuarial (gain) loss,

The difference created between fhe expected return on assets and the actual net eamings on the assets is deferred at the end of the year and classified as an
unrecognized net actuarial (gain) Joss. Lower than expected earnings create losses and higher than expected earnings create gains. Similarly, the difference
between the discount rate at the beginning of the year and the discount rate at the end of the year is deferred at the end of the year and classified as an
unrecognized net actarial {gain) loss. Lower than expected discount rates create losses and higher than expected discount rates create gains. Unrecognized net
actuarial losses are similar to deferred costs and are amortized to expense over 9 to 11 years based on the average remaining service period of the employees
expected to receive benefits in accordance with pension and post—retirement benefit accounting rujes. The impact of recognizing amortization of the niet actuarial
losses increased the net cost included in current
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eamings by $136 million, $94 million and $10F miltion for the years ended December 31, 2005, 2004 and 2003, respectively, Net unrccognized actuarial josses
increase the prepaid pension asset and lower the post—retirement liability recorded in the financial statements while net unrecognized actuarial gains decrease the
prepaid pension asset and increase the post—retirement liability. A significant decrease in net unrecognized actuarial losses is more likely to occur as a result of
changes in the debt and equity markets than through amortization,

For additional information on cur pension and post—retirement plans see Note 11 —Employes Benefits 10 our consolidated financial statements in leem B of
this report.

Operating Expenses by Segment

Segment expenses include employee—related costs, facility costs, network expenses and other nom—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 centraily, )
consequently, these costs are included in the other services segment. We evaluate depreciation, amortization, interest expense, interest income, and other income
(expense} on a total company basis. As a result, these charges are not assigned to any segment. Similarly, we do not include impairment charges in the segment
results. Our CODM regularly reviews the results of operations at a segment level to evaluate the performance of each segment and allocate resources based on
SEEMEnt iNComs.

Wireline Services Segment Expenses
The following table provides further financial detail regarding our wireline services segment for the years ended December 31, 2005 and 2004:

Years Ended I / Percentag
December 31, {Decrease) Change
2005 v 2005 v
2005 2004 2004 2004
. {Dollars in millions)
Wireline services expenses: :
Facility costs $ 2386 $ 2,584 5 (198) (8)%
Network expenses - . 258 . 242 16 T%
Bad debt ) 122 157 (35) (22)%
‘Restructuring, realigmment and seveérance refated costs oo i3 102 {69) (68)%
Employee—rtetated costs 2,397 2,595 (198) 8)%
Other non—employee relatedt costs o 1404 1,313 13 T
Total wireline services expenses $ 6,600 $ 6,593 5 (393) (6)%

Wireline services operating expenses decreased primarily due to decreased facility costs achieved through network optimization initiatives and the
renegotiation, termination or settlement of services arrangements, savings in employee—related costs as a result of our restructuring and reduced restructuring and
severance related costs, offset by the cost associated with the large data CPE arrangement mentioned above.
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Wireless Services Segment Expenses
The following table provides detail regarding our wireless services segment for the years ended December 31, 2005 and 2004:

Years Ended Increasef Perceniage
December 31, {Decrease) Change
2005 ¥ 2005 ¥
2005 2004 2004 2004
{Doliars in milions}
‘Wireless services expenses:
Facility costs 3 305 $ 143 $ 162 113%
Wireless equipment 107 117 (0 ()%
Bad debt 51 29 22 76%
Employee—related costs 39 34 s 15%
Other non—employee related costs 96 178 (82) 46Y%
Total wireless setvices expenses $ 598 $ 501 i 97 19%

Wireless services operating expenses increased primarily due to facility costs associated with our customers who previously received their services on our
network and whose services we now provide through a third-party. As a result of this transition, beginning in the third quarter of 2004, we realized savings in
depreciation and other non—employee refated cosis such as real estate costs, network costs and professional fees. In addition, other non—employee related costs
decreased due to decressed marketing and advertising directly attributable to our wireless product. We sxpect our facility costs as a percentage of wireless
revenue to remain refatively constant subject to certain volume discounts as volumes increase. Wireless bad debt increased due to a change in the application of
our credit policy and a decline in collections.

(her Services Segment Expenses

Other services expenses include corporate expenses for services such as finance, information techaology, legal, marketing services and human resources,
which we centrally manage and are not assigned to the wireline or wireless services segments. The following table sets forth additional expense information to
provide greater detail as to the composition of the other services segment for the years ended December 31, 2005 and 2004:

Years Ended Increase/ Percentage
December 31, {Decrease) Change
2005y 2005 v
2005 2004 2004 2004

(Dollars im millions)

Other services expenses:
Property and other taxes LI 5 385 3G9 (%
Real estate costs 422 415 7 2%
Restructuring, realignment and severance related costs 80 107 27} (25)%
Employee-related costs 784 RO7 (23) (3%
Other non—employee related costs 1,148 1,653 (505) (317%
Total other services expenses ¥ 2,785 § 3,367 3 (582 (17)%

The decrease in other services expense was primarily driven by $550 million in litigation reserves recorded in 2004, partially offset by increased marketing
expenses. Restructuring, realignment and severance related costs decteased due 10 significant restmicturing charges recorded in 2004, which exceeded 2005
employee realignment costs incurred as we continued to right—size our workforce.
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2004 COMPARED TO 2003

The foilowing table provides further detail regarding our operating expenses:

Operating expenses:
Cost of sales
Facility costs
Network expenses
Employes—related costs
Other non—employee related costs

Total cost of sales
Selling, general and administeative
Property and other taxes
Bad debs
Restructuring, realignment and severance related costs
Employee—related costs
Other non—empiloyee related costs

Total selling, general and administrative
Depreciation

Capitalized software and other intangible assets amortization
Agset imnpairment charges

Total operating expenses

Cost of Sales

Years Ended Tacrease/ Percentage
December 31, (Decresse) Change
2004 v 2004 v
2004 2003 2003 1003
(Dollars in millions)

$ 2,728 $ 3220 $  (492) (15)%
262 301 3N {13)%
1,706 1,804 (98) (5y%

1,194 1,130 64 6%
5.890 6,453 (565) %
386 432 (66) (15)%
194 304 (110} (36)%

211 H2 99 88%
1.72% 1,801 (1) 4y

2.451 2,021 430 21%

4971 4.6%0 281 6%
2,626 2,739 {113) (4Y%

497 428 69 16%
113 230 (7 (51
$ 14,007 § 14542 5 (445) (3%

Cost of sales includes employee-related costs, such as salaries, wages and benefits directly attributable to products or services, network expenses, facility
costs and other non—employee related costs such as reat estate, USF charges, call termination fees, materials and supplies, contracted engineering services,

computer system support and the cost of CPE =old.

Cost of sales as a percentage of revenue decreased from 45% in 2003 to 43% in 2004 due to decreased facility and employee—related costs as described

below.

Facility costs decreased primarily due to the renegotiation, fermination or settlement of service arrangements and network optimization initiatives. These
activities resulted in savings during the period of ever $675 million, of which approximately $400 million were caused by one—time termination charges in 2003.
Additionally, we experienced a decrease of approximately $260 million as a result of reduction in our reliance on third party facility providers. These additional
decreases were more than offset by (i) intemationat, mass markets and wholesale long-—-distance volume increases, (ii) facility costs associated with the increase
in long—distance revenue in our local service area and (iif} commencement of usage of a third—party wireless network as we migrated our wireless customers.

The decrease in network costs was primarily due to improved maintenance and right—of—way costs related to our out—of—region network.

The decrease in employee related costs was primarily due to employes reductions from our restructuring efforts, normal atirition and productivity

improvements.
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Other non—employee related cosis increased primarily due o increased equipment costs for high—speed Internet modems &5 a result of subscriber growth
and for wircless handsets as a result of the transition of our customers to a third—party wireless network, and increased voice/data CPE costs. The higher
equipment costs were partially offset by favorable call termination fees, reduced materials purchases and external commissions.

Selling, General and Administrative

SG&A expenses include employee—velated costs such as salaries, wages and benefits not directly attributable to products or services, severance related
costs, sales commissions, bad debi charges and other non—employee related costs such as property taxes, real estate costs, advertising, professional service fees
and compuler systems support.

SG&A expenses as a percentage of revenue increased from 33% in 2003 to 36% in 2004 primarily due to increased litigation expenses and restructuring,
realignment and severance costs as described below.

The decrease in property and other taxes was primarily due to reduced property values as a result of our impairments and favorable settlements in 2004.

The decrease in bad debt expense was primarily due to a favorable settlement of approximately $50 million in the second quarter 2004 from customers
emerging from bankruptcy, and improved credit policies and collection processes.

The inctease in restructuring, realignment and severance related costs was primarity due to our 2004 restructuring plan pursuant to which we reduced
4,000 employees in cerlain job functions, including information technology, network construction, customer installations, sales and back—office areas, in
response to continued declines in revenue and our plans for improved operational efficiencies. $28 million of the increase in restructuring costs was due to
changes in sublease projections for idle real estate propetties.

The decrease in employee related expenses was due to employee reductions related to the above mentioned restructuring plans.

The increase in other nom—employee related costs was primarily attributable to the $550 million of charges recorded in 2004 and the $100 million recorded
in 2003 for iitigation matters that are further discussed in “Legal Proceedings™ in ltem 3 of this report,

Pension and post-retirement benefits. Our 2004 pension and post—retirement benefit expense of $188 million decreased from the 2003 expense of
$209 million. Decreases in expense were due to recognition of $7 million in lower actuarial losses partially due to the recognition of the Medicare Part D benefit,
$10 million in lower service costs due to reduced headcount and fewer covered participants, a reduction in interest costs of $69 million due to lower discount
rates and a reduction of $32 million due to plan design changes affecting prior service costs. These decreases are partially offset by increases in expense due to a
reduction in the expected return on assets of $89 million related primarily due to the reduction in the expected long—term rate of retarn on plan assets from 9.00%
to B.50% and lower amortization of $8 million due to the completion of the amontization for the transition asset in the pension plan in 2004,

Operating Expenses by Segment

Segment expenses include employee—related costs, facility costs, network expenses and other 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 assigned to the other services segment. We evaluate depreciation, amortization, interest expense, interest income, and ether income
(expense) on a total company basis. As a result, these charges are not included in any segment.
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Simitarly, we do not include impairment charges in the segment results. Our CODM regularly reviews the results of operations at a segment level to evaluate the
performance of each segment and ailocate capital resources based on segment income.

Wireline Services Segment Expenses
The following table provides further financial detail regarding our wireline services segment for the years ended December 31, 2004 and 2003:

Years Ended Encreasef Percentage
December 3, {Decrease) Change
2 ¥ 2604 v
2004 2003 2003 2003
(Dollars in millions)
Wireline services expenses:
Facility costs ¥ 2584 $ 3,178 5 (5394) {19)%
Network expenses 242 267 2%) (9%
Bad debt 157 250 (93) (7%
Restructwring, realignment and severance related costs 102 67 35 52%
Employeerelated costs 2,595 2673 (78) (3)%
Other non—employee related cosis 1,313 1,391 (78) (6)%
Total wireline services expenses % 6,993 $ 7.826 $  (833) (11)%

The dectease in wireline operating expenises was primarily due to the reductions in facility costs discussed above.

Wireless Services Segment Expenses
The following table provides detail regarding our wiretess services segment for the years ended December 31, 2064 and 2003;

Years Ended Incrense/ Percentage
December 31, (Decrense) Change
2004 ¥ 2004 v
2004 2003 2003 2003

__(Dollars in milkions)

Wireless services expenses: - - ’ :
Facility costs 5 143 § 40 3 103 nm
Network expenses : NS b v 98 19 19%
Bad debt 29 50 213 4%
Employes—telated costs’ 34 29 3 17%
Other non—employes related costs 178 134 44 33%
Total wircless services expenses $ 501 $ 351 3 130 43%

nm—percentages greater than 200% and comparisons from positive to negative values ot to zero values are considered not meaningful.

Wiretess operating expenses increased, primarily due to facifity and network costs associated with the costs of transitioning wireless services to a
third—party provider. These facility and network costs included usage and roaming costs associated with our use of the third—party provider's network and
development costs associated with the migration of our customers to the third—party provider’s network. Other non-employee related costs increased due to
additional marketing and advertising costs as we aggressively marketed our new wireless products.
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Other Services Segment Expenses

The following table sets forth additional expense information to provide greater detail as to the composition of the other services segment for the years
ended December 31, 2004 and 2003:

Years Ended Increase/ Percentage
December 31, (Drecrease) Change
2004 v 2004 v
2004 2003 2003 2003
{Dollars in millions)
Other services expense:
Property and other taxes § 385 § 451 3 (66} (15)%
Real estate costs 415 434 (19) (%
Restructuring, realignment and severance related costs 107 45 62 138%
Employee—related costs 807 903 (98) {i11)%
Other non—employee related costs 1,653 1,133 520 46%
Total other services expenses - - s . $3,367 $ 2,968 $ 3® 13%

The increase in other services expense is primarily due to increased other non—employee related costs attributable to the $350 million of charges recorded
in 2004 compared to the $100 miltion recorded in 2003 for litigation matters that are fuether discussed in mors detail above in “Operating expenses—2004
compared to 2003—selling, general and administrative” expenses and an increase in professional fees related éo the outsourcing of our information technology
services. This increase was partially offset by lower hardware, software and maintenance costs resulting from such outsourcing.

Partially offsetting the increase in othet non—employee related costs were lower employee—related costs, attributable to decreases in salaries and wages and
overtime related to our agreemnent to outsource certain information technology services and lower property and other taxes due to changes in property tax
estimates and a one—time $28 million expense reduction from a successfil property tax appeal.

Non—Segment Operating Expenses

Years Ended Twerense! FPercentage
December 31, (Decrease) Change
2005 v 2004 ¥ 2005 v 2004 v
2005 2004 2003 2084 2003 2004 2003
i (Dollars in millions)
Depreciation $2,612 32,626 $2,739 $ (i4) $(113) (1)% 4%
Capitalized sofiware and other intangible assets amortization 453 497 428 (44) 69 ()% 16%
Asset impairment charges —_ 113 230 {113) (117) nm (51%

nm—percentages greater than 200% and comparisons from positive to negative values or to zero values are considered not meaningful.

Depreciation

The decreases in depreciation were primarily the result of reduced capitat expenditures beginning in 2002 as well as asset impairment charges, recorded in
2004 and 2003, which resulted in decreases in the depreciable basis of our fixed assets. The level of depreciation in all three years is lower than in previous years
due to our impairment of assets in 2002,

Capitalized Software and Other Intangible Assets Amortization

The increase in amortization expense from 2003 to 2004 was attributable to the increase in total capitalized software. The decrease from 2004 to 2005 was
primarily due to the completion of amortization for a number of intangible assets.
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Asset Impairment Charges

In conjunction with our efforts to sell certain assets during 2004, we determined that the carrying amounts of those assets wers in excess of our expected
sales proceeds, This, in addition to the abandonment of various Jeased long—term network capacity routes, resuited in an asset impairment charge of $113 million
in 2004.

The 2003 asset impairment charges of $230 million were due to the anticipated decrease in usage of our wireless network following the transition of our
customers onto a third—party network.

For mote information on our asset impainment charges, please see Note 4—Property, Plant and Equipment o our consolidated financial statements in
[tem § of this report.

Other Consolidated Resulis

The following table provides further detail regarding other expense—net, income tax benefit (expense) and curmulative effect of changes in accowating
principles—net of taxes:

Years Ended Increase/ Percentage
December 31, (Decrease) Chanpe
2005 ¥ 2004 ¥ 2005 v 2004 ¥
2005 2004 2003 2004 2003 2004 003

(Dollars in milliens)

Other expense—net:
Interest expense—net $1,483 $1,331 31,757 $ (48) $(226) {3)% {137
Loss (gain} on carly retitement of debt—net - 462 1 38 451 39 nm nm
Othet income—net {67) {106) (141) 39 33 3% 25%
Gain on-sale of assets (263) 3 — (255) (8) nm nm
Total other expense—net :"" B B1.615 . S141% 31578 $ 197 $(160) 14% {10)%
Income tax bencfit (expense) - $ 3 $ (8% $ 519 % 91 $(607) o nm
Cumulative effect of changes in accounting principles—net of taxes § {22) $ — § 206 £ (22) $(206) nm nm

nm—percentages greater than 200% and comparisons from positive to negative values or 1o zero values are considerad not meaningful.

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 on carly retirement of debt; declines in market values of warrants to purchase securities in other entities; and our share of the investees’
income or losses for investments accounted for under the equity method of zccounting.

Interest expense—net. Interest expense decreased from 2004 to 2005 primarily due fo the expensing of unamortized debt issue costs associated with the
early termination of a previous credit facility in 2004 and from 2003 0 2004 primarily due to the significant pay—down of debt in 2003 using cash proceeds from
the sale of our directory business. We expect that our interest expense will decline by approximately $300 million in 2006 as a result of our debt restructuring
activity. See Note 8—Bortowings to our consolidated financial statemenits in Item 8 of this report for further information.

Lass(gain} on early retirement of debi—net. The 2005 loss on early retirement of debt was primarily due to the payment of premiums associated with the
extinguishment of certain of our higher coupon debt. The gain in 2003 was primarily attributable to 2 $44 million gain due to the exchange of debt for shares of
our common stock in 2003,
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Other income-—net. The decrease from 2004 to 2005 was primarily due to $30 million in gains in 2004 from the settlement of customers emerging from
bankruptcy and termination of indefeasible rights of use, or IRL, agresments, offset in part by a $50 million increase in interest income from higher interest rates
and an increase in cash and investment balances. The decrease from 2003 to 2004 was primarily due to gains related to the early termination of services contracts
and IRU agreements, which were $20 million higher in 2003.

Guin on sale of assets. The gain on the sale of assets in 2005 was due to the saje of all of our PCS licenses and substantially 2l of our refated wireless
network assets.

Income Tax Benefit

Our continuing operations effective tax benefit (expense) rate was 0.4%, (5.1)%, and 28,3% in 2005, 2004 and 2003, respectively. The increase from 2004
to 2003 was primarily due to expenses recognized during 2004 for uncertain tax positions. The decrease in our income tax benefit from 2003 to 2004 was
primarily due o a net charge to tax expense of $88 million in 2004, which was primarily due to the $158 million increass to our asset valuation allowance for
CLAS, This increase was offset primarily by a reduction in our liability for other uncertain tax positions. This and other related tax matters could require
sigmificant cash outlays if they are not successfully defended. See Note 14—Income Taxes to our consolidated financial statements in ltem 8 of this report for
further information.

Cumulative Effect of Changes in Accounting Principles—~Net of Tax

In 2005, we recognized a charge of $22 million from the cumulative effect of adopting FIN No, 47, “Accounting for Conditional Asset Retirement
Obligations.” In 2003, we recognized a gain of $206 million (net of $131 million of taxes) from the cumulative effect of adopting SFAS No. 143, See
Note 2—Summary of Significant Accounting Policies to our consolidated financial statements in item 8 of this report for further information.

Liguidity and Capital Resources
Near-Term View
Our working capital deficit, or the amount by which our current liabilities exceed our current assets, was $1,071 million and $68 miltion as of
December 31, 2005 and 2004, respectively. The increase in our working capital deficit was primarily cavsed by our use of cash to fund our tender offer for high
coupon debt in the quarter ended December 31, 2005, which moze than offset the working capitat generated by our operations net of capital expenditures.

We believe that our cash on hand together with our shoet—term investments, our currently undrawn revelver and our cash flows from operations should be
sufficient to meet our cash needs through the next twelve months. However, if we become subject to significant judgments, settlements and/or tax payments, as
further discussed in “Legal Proceedings™ in Item 3 of this report, we could be required 1o make significant payments that we may not have the resources to make.
The magnitude of any settlements or judgments resulting from these actions could materially and adversely affect our ability to meet our debt obligations and our
financial condition, potentially impacting our credit ratings, our ability ko access capital markets and our compliance with debt covenants. In addition, the
magnitude of any settlements or judgments may cause us to dmw down significantly on our cash halances, which might force us to obtain additional financing or
explore other methods o generate cash. Such methods could inctude issuing additional securities or selling assets.

To the extent that our EBITDA (as defined in our debt covenants) is reduced by cash judgments, settlements and/or tax payments, our debt to consolidated
EBITDA ratios under certain debt agreements will be adversely affected. This could reduce our liquidity and fiexibility due to potential restrictions on drawing
on our line of credit and potentia! restrictions on incurring additional debt under certain provisions of our debt agreements.
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The 2005 QSC Credit Facility contains various limitations, including a restriction on using any praceeds from the ficility to pay settlements or judgments
relating to the investigation and securities actions discussed in “Legal Proceedings” in Item 3 of this report,

The wireline services segment provides over 95% of our fotal operating revenue with the balance atiributed to our wireless services and other services
segments and the wireline services segment also provides all of the consolidated cash flows from operations. Cash flows used in operations of our wireless
services segment are not expectad to be significant in the near term, Cash flows used in operations of cur other services segment are significant; however, we
expect that the cash flows provided by the wireline services segment will be sufficient to fund these operations in the near term,

We expect that our 2006 capital expenditures will be slightly higher than our 2005 levels, with the majority being used in our wireline services segment.

During the year ended December 3, 2005, we completed several tansactions to improve our near-term financiaf position, including registered exchange
offers, cash tender offers and consent solicitations with respect to our high coupon debt, issuances of new debt and convertible notes and debt—for—equity
exchanges. For a more detailed description of these activities, see Note 8—Bomowings to our conselidated financial statemnents in Item 8 of this report.

In November 2005, QCII sold $1.265 billion aggregate principal amount of 3.50% Convertible Senior Notes due 2025 under a universal shelf registration
statement filed with the SEC in August 2003, Due to changes in the federal securities laws effective in December 2003, we will not issue any additional
securities under that registration statement. In December 2005, we filed a new universal shelf registration statement, under which we may issue up to $1.235
billion of securities in one or more offerings, Our ability and willingness to issue securities pursuant to this registration statement will depend on market
conditions at the time of any such desired offering,

As a result of the various debt offerings, exchanges and payments in 2005, we expect that our interest expense will decline by approximately $300 million
in 2006.

Long—Term View

We have historically operated with a working capital deficit as a result of our highly leveraged position, and it is likely that we will operate with a working
capital deficit in the future, We believe that cash provided by operations and our currently undrawn revolver, combined with our current cash position and
continued access to capital markets to refinance gur current portion of debt, should allow us 10 meet our cash requirements foz the foreseeable future.

We may periodically need to obtain financing in order to meet our debi obligations as they come due. We may alsc need to obtain additional financing or
investigate other methods to generate cash (such as further cost reductions or the sale of assets) if revenue and cash provided by operations decline, if economic
conditions weaken, if competitive pressures increase or if we become subject to significant judgments, settlements and/or tax payments as further discussed in
“Legal Proceedings™ in Item 3 of this report. In the event of an adverse outcome in one or more of these matters, we could be required to make significant
paymenis that we do not have the resources to make. The magnitude of any seitlements or judgments resulting from these actions could materially and adversely
affect our ability to meet our debt obligations and our financial condition, potentially impacting our credit ratings, our ability to access capital markets and our
compliance with debt covenants. In addition, the magnitude of any settlements or judgments may cause us to draw down significantly on our cash balances,
which might force us to obtain additional financing or explore other methods to generate cash. Such methods could include issuing additional securities or selling
asgets.

The 2005 QSC Credit Facility makes avaitable to us $850 million of additional credit subject to certain restrictions as described betow, and is currently
undrawn, This facility has a cross payment default provision, and
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this facility and certain other debt issues also have cross accelesation provisions. When present, such provisions conld have 2 greater impact on liquidity than
might otherwise arise from a default or acceleration of a single debt instrument, These provisions generally provide that a cross default under these debt

ingtruments could occur ift

= we fail to pay any indebtedness when due in an aggregate principal amount greater than $100 mitlion;

»  any indebtedness is accelerated in an aggregate principal amount greater than $100 million ($25 million in the case of one of the debt instruments); or

= judicial proceedings are commenced to foreclose on any of our assets that secure indebtedness in an aggregate principal amount greater than

$100 million.

Upon such a cross default, the creditors of a material amount of our debt may elect to declare that a default has occurred umder their debt instroments and
to accelerate the principal amounts due such creditors. Cross acceleration provisions are similar to cross default provisions, but permit a default in a second debt
instrument to be declared only if in addition to a default occurring under the first debt instrument, the indebtedness due under the first debt instrument is actualiy
accelerated. In addition, the 2005 QSC Credit Facility contains various limitations, including a restriction on using any proceeds from the facility to pay
seftlements or judgments relating o the investigation and securities actions discussed in “Legal Proceedings™ in Item 3 of this report.

Payment Obligations and Contingencies
Payment Obligations

The following table summarizes our fiture contractuzl cash obligations as of December 31, 2005

Future Contractual Obligations:(1)
Long—term debt

Interest on debt(2)

Capital lease and other obligations
Operating leases

Subtotal

Purchese commlitment obligations:(3)(5)
Teleco ications commitinents(d)
IRU operating and maintenance obligations
Agvertising and prometion
Services

Total purchase commitment obligations

‘Total futare contractual obligations

{1y The table does not include:

Payments Due by Period

2011 and

2606 2007 2008 2009 810 Thereafter Totsl

 (Dollars In mililons)

$495 $ 996 3 595 $1,315 § 927 $ 11,264 $15,592
Lil4 147 1001 907 847 6888 11,804
35 33 30 21 8 45 172
289 261 233 213 182 1125 2,303

1933 2337 1859 2456 1,564 19322 25,871

166 87 66 Iy — — 329
17 17 17 17 17 195 280
37 32 31 3 31 174 336
12 10 6 1 1 — 30
232 146 120 59 49 369 975

0,165 $2483 $L979 RS515 32013 5 19691 $30,346

*  our open purchase orders as of December 31, 2005, These purchase orders are generally at fair value, are generally cancelable without penalty and are

part of normal operations;

e accounts payable of $773 million, acerued

expenses and other current liabilities of $2.3 billion, and other long—term lLiabilities of $1.5 billion, afl of

which are recorded on our December 31, 2005 consolidated balance sheet; and

*  any amounis related to the legal contingencies described in Note 17—Commitments and Contingencies to our consolidated financial statements in

Item 8 of this report.
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{2) Interest expense in all years may differ due to future refinancing of debt. Interest on our floating rate debt was calculated for all years using the rates
effective as of December 31, 2005.

{3}  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 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 receive.

(4)  In the ordinary course of business and in erder to optimize our cost structire, we enter into contractual obligations to utilize network facilities from local
exchange carriers with terms greater than one year, Since the contracts generally have no minimum velume requirements 2nd are based on an
interrelationship of volumes and discounted rates, we assessed our minimum commitment based on the termination fees to exit the contracts, assuming we
exited the contracts on December 31, 2005. At December 31, 2003 the termination fees that would have been incurred to exit all such contracts would have
been approximately $382 million. These terminaiion fees are excluded from the above table as the fees would not be paid in every year and the timing of
such payments, if any, is uncertain, We believe that the payment of these fees is remote in the future under normal business conditions.

(5}  We calculated the minimum obligation for certain agreements to purchase goods or services based on termination fees that may have to be paid to exit the
contract. If we elect to exit these contracts, termination fees for all such contracts could be approximately $228 million in 2006. These termination fees arz
excluded from the above table as the foes would not be paid in every year and the timing of such payments, if any, is uncertain, We believe that the
payraent of these fees is remote in the future under normal business conditions.

Employee Benefit Plans. We offer pension, non—qualified, post—retirement healthcare and life insurance benefits to certain current and future retirees,
some of which are due under contractual agreements. Pension and certain occupational post-retirement benefits are paid through trusts and therefore are not
included in this table as we are not able to reliably estimate future required contributions to the trusts, if any. As of December 31, 2005, our qualified defined
benefit pension plan was fully funded. As of December 31, 2005, we had a liability recorded on our balance sheet of $3.459 billion for non—qualified pension,
post—retirement healthcare and life insurance and other post-employment benefit obligations. The Liability is impacted by various actuarial assumptions and will
differ from the sum of the future value of actuarially estimated payments. See further discussion of our benefit plans in Note 11—Employee Benefits to our
consolidated financial statements in ltem 8 of this report.

Off—Balance Sheet Arrangements

In 2004, we identified two relationships that may be subject to consolidation by us uader the accounting guidance in FIN No. 46 (revised December 2003},
“Consolidation of Variable Interest Entities,” or FIN 46R. Both relationships are with entities that provide or provided Intemet port access and services to their
customers. In November 2005, we entered into a settlement agreement with one of the entities, which terminated any potential variable interests and any
consolidation requirements under FIN 46R. We do not currently have sufficient information about the other entity to complete our analysis under FIN 46R, even
though until this entity ceased doing business we continuously requested such information. Unless further information becomes available to us about this entity,
which we believe is unlikely because the entity has ceased doing business, we are unable to come to any conclusion regarding consolidation under FIN 46R. We
previously recorded a liability and charge associated with our relationship with the second entity, and as a result, we believe that our exposure to loss, excluding
interest aceretion, has been teflected in our consolidated financial statements.

Other than this entity and the operating leases described above, we have no special purpose or limited purpose entities that provide off—balance sheet
financing, liquidity, or market or credit risk support, and we do not engage in leasing, hedging, research and development services, or other relationships that
expose us to liability that is not reflected on the face of the financial statements.
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Letters of Credie .
We maintain letter of credit arrangements with various financial institutions for up to $147 million. At December 31, 2005, we had outstanding letters of
credit of approximately $144 million.

Historical View
The following table summarizes the decrease in our cash and cash equivalents for the years ended Decemnber 31, 2005, 2004 and 2003:

Yesrs Ended Increase! Fercentage
December 31, {Decrease) Change
2005 v 2004 v 2005 v 2004 v
1005 2004 2003 2004 2003 2004 2003
(Doliars in millions}
Cash flows:
Provided by operating activities $2313 $1,848 $2,175 3 465 $ (32N 25% (15)%
Used for investing activities 459) {1,905) (2,730} 1,446 825 76% 30%
Used for financing activities (2,i59) (158) {4,856} (2,001) 4,698 nm 97%
Decrease in cash and cash equivalents $ (305) 3 (215) S§541) § (90  §519 {42y% $6%

nm—percentages greater than 200% and comparisons between positive and negative values or to zero values are considered not meaningful,

Operating Activities

Our primary source of funds is cash generated from operating activities. During 2005 cash from operating activities improved as income increased due to
our continued efforts to reduce costs and maintain or grow revenue. Changes in operating assets and liabilitizs caused a use of funds in 2005 due in large part to
payments made on our contracts with KMC and our second and final payment of $125 million related to our 2004 setilement with the SEC, These uses were
offset by additional improvements in working capital management from credit, collections and payment initiatives, In 2004, changes in operating assets and
liabilities caused a source of funds largely due to a legal reserve of $550 million and tax reserves, reduced by our first payment of $125 million related to the
above—mentioned settlement with the SEC. Cash provided by operating activities decreased from 2003 to 2004 as large seftlement, fax and restructuring
payments were offset by improvements in our working capital accounts,

Investing Activities

Cash used for investing activities decreased in 2005 primarily as a result of liquidating short—term investments in order to pay down debt and reduced
capital expenditure levels. We believe that our current level of capital expenditures will sustain our business at existing leves and support our anticipated core
growth requirements in areas such as high—speed Intemet, long—distance and VoIP products.

Financing Activities

Cash used for financing activities increased from 2004 to 2005 primarily due to debt repayments and associated early retirement of debt costs, and
decreased from 2003 to 2004 primarily due to the payment of debt in 2003 with proceeds from the sale of our directory publishing business.

At December 31, 2003, we were in compliance with all provisions or covenants of our borrowings. See Note 8—Borrowings to our consolidated financial
statements in Item 8 of this repont for more information on our 2005 and historical financing activities as well as additional information regarding the covenants
of our existing debt instruments. We paid no dividends in 2005.
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Credit Ratings
The table below summarizes cur long—term debt ratings at December 31, 2005 and 2004:

December 31, 2005 December 31, 2004
Moody's S&P Fitch Moody’s &P Fitch
Corporate rating/Sr. Implied rating Bl BB~ NR B2 BB~ NR
Qwest Corporation Bal BB BB+ Ba3 BB- BB
Qwest Communications Corporation NR NR B+ NR NR B
(ywest Capital Funding, Inc. B3 B B+ Caa2 ] B
Qwest Communications International ne.* . B2/B3 B BB/B+ B3/Ceal/Caa2 B B+/B

NR = Not rated
® = QCI1 notes have various ratings

On October 20, 2005, S&P raised its ratings on QC to BB and assigned a BB rating to the 2005 QSC Credit Facility. On November 1, 20053, Moody’s
raised its ratings on Qwest and its affiliates as reflected in the table above. In addition, Moody’s assigned a B1 rating to the 2005 QSC Credit Facility. On
November 15, 2003, Fitch raised its ratings on Qwest and its affiliates as reflected in the table above, At the same time, Fitch also assigned a BB+ rating to the
2005 QSC Credit Facility.

With respect to Moody's, a Ba rating is judged to have speculative clements, meaning that the future of the issuer 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. The ©1,2,3"
modifiers show relative standing within the major categories, 1 being the highest, or best, modifier in terms of credit quality.

With respect to S&P, any rating below BBB indicates that the security is speculative in nature. A BB rating indicates that the issuer currently has the
capacity to meet its financial commitment on the obligation; however, it faces major ongoing uncertainties or exposure to adverse business, financial or economic
conditions, which could lead to the obligor’s inadequate capacity to meet its financial commitment on the obligation. An obligation rated B is more vulnerable to
nonpayment than oblizations rated BB, but the obligor currently has capacity to meet its firancial commitment on the obligation. Adverse business, financal, or
economic conditions will likely impair the obligor’s capacity or willingness to meet its 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 is considered speculative in nature. A BB rating indicates that there is a possibility of credit risk developing,
particularly as the result of adverse economic change over time; howgver, business or financiat alternatives may be available to allow financial commitmentis to
be met. A B rating indicates that significant credis risk is present, but a limited margin of safety remains. Financial commitments are currently being met;
howsver, capacity for continued payment is contingent upon a systained, favorable business and economic gnvironment. The plus and minus symbols show
relative standing within major categorigs.

Debt ratings by the various rating agencies reflect each agency’s opinion of the ability of the issuers to repay debt obligations as they come due. In general,
lower ratings result in higher borrowing costs and/or impaired abitity to borrow. A security rating is not a recommendation to buy, sell, or hold securities and
may be subject to revision or withdrawal at any time by the assigning miing organization.

Given our current credit ratings, as noted above, our ability to raise additional capital under acceptable terms and conditions may be negatively impacted.
Critical Accounting Policies and Estimates

We have identified the policies and estimates below as critical to our business operations and the understanding of our results of operations, gither past or
present. For a detailed discussion on the application of
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these and other significant accounting policies, see the notes to our consolidated financial statements in Item 8 of this report. These policies and estimates are
considered “critical” because they either had a material impact or they have the potential o have a material impact on our financial statements, and because they
require significant judgments, assumptions or estimates. Note that our preparsation of this annual report en Form 10K requires us to make estimates and
assumptions that affect the reported amount of assets and liabilities, disclosure of contingent assets and liakilities at the date of our consolidated financial
statements and the reported amounts of revenue and expenses during the reporing period. We believe that the estimates, judgments and assumptions made when
accounting for items and matters such as future usage under long—term contracts, customer retention pattems, collectibility of accounts receiveble, expected
economic duration of assets to be depreciated or amortized, asset valuations, internal labor capitalization rates, recoverability of assets, rates of refurn on assets
held for employee benefits, timing and amounts of future employee benefit payments, uncertain tax positions, reserves and other provisions and contingencies are
reasonable, based on information available at the time they are made. However, there can be no assurance that actual results will not differ from those estimates.

Loss Contingencies and Litigation Reserves

We are involved in several material legal procesdings, as described in more detait in “Legal Proceedings™ in Item 3 of this report. We assess potential
tosses in refation to these and other pending or threatened legal and tax matters. For matters not related to income taxes, if a loss is considersd probable and the
amount can be reasonably estimated, we recognize an expense for the estimated loss. If a loss is considered possible and the amount can be reasonably estimated,
we disclose it if material. For income tax related matiers, we record 2 liability computed at the statutory income tax rate if we determine that (i) we do not believe
that we are more likely than not to prevail on an uncertainty related to the timing of recognition for an item, or (ii) we do not believe that it is probable that we
will prevail and the uncertainty is not related to the timing of recognition. The overall tax liakility also considers the anticipated utilization of any applicable tax
credits and net operating losses. To the extent these estimates are more or less than the actual liability resulting from the resotution of such matters, cur eamings
will be increased or decreased accordingly and if the differences are material, our consolidated financial statements could be materially impacted.

Revenue Recognition and Related Reserves

Revenue from services is tecognized when the services are 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 life of the product, generally one to five years. Paymenis received in
advance are deferred until the service is 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 deemed separable, total consideration is atlocated to each element based on the refative
fair values of the separate elements and the revenue associated with each element is recognized as eamed. If the elements are not deemed separable, total
consideration is deferred and recognized ratably over the ionger of the contractual period or the expected customer relationship period. We believe that the
accounting estimates related to estimated lives and to the assessment of whether bundled elements are separable are “critical accounting estimates™ because:
{i) they require management to make assumptions about how long we will retain customers; (ii) the assessment of whether bundled elements are separable is
subjective; (iii) the impact of changes in actual retention periods versus these estimates on the revenne amounts reported in our consolidated statements of
operations could be material; and (iv) the assessment of whether bundled elements are separable may result in revenue being reported in different periods than
significant portions of the related costs.

As the telecommunications market experiences greater competition and customers shift from traditional land based tetephony services to wireless and
Internet—based services, our estimated customer relationship period could decrease and we witl accelerate the recognition of deferred revenue and related costs
over a shorter estimated customer relationship period.
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Restructuring and Realignments

Periodically, we commit to exit certain business activities, eliminate office or facility locations and/or reduce our number of employees. The amount we
record for such a charge depends upon various assumptions, including future severance payments, sublease income, length of time on market for abandoned
rented facilities and contractual termination costs, Sueh estimates are inherently judgmenta) and may change materially based upon actual experience. The
estimate of fisture losses on sublease income and disposal activity generally involves the most significant judgment. Due to the estimates and judgments involved
in the application of each of these accounting policies, changes in our plans and these estimates and market conditions could materially impact our financial
condition or results of eperations.

Economic Lives of Assets to be Depreciated or Amortized

Due to rapid changes in technology and the competitive environment, selecting the estimated economic life of telecommunications plant, equipment and
software requires a significant amount of judgment. We regularty review data on utilization of equipment, asset retirements and salvage values to determine
adjustments to our depreciation rates. The effect of a one year increase or decrease in the estimated usaful lives of our property, plant and equipment would have
been decreased depreciation of approximately $370 miltion or increased depreciation of approximately $52€ million, respectively. The effect of a one year
increase or decrease in the estimated useful lives of our intangibte assets with finite lives would have been decreased amortization of approximately $80 million
or increased amortization of approximately $130 miltion, respectively.

Pension and Post—~Retirement Benefits

Pension and post—retirement healtheare and life insurance benefits attributed to employees® servics during the year, as well as interest on projected benefit
obligations, are accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service period
of the employees expected to receive benefits or over the term of the collective bargaining agreement, as applicable. Pension and post—retirement costs are
recognized over the period in which the employee renders service and becomes eligible to receive benefits as deterimined using the projected unit credit method.

In computing the pension and post—retirement healthcare and life insurance benefit costs, we must make numerous assumptions about such things as
discount rates, expected rate of return on plan assets, employee mortality and tumover, salary and wage increases, expected future cost increases, healtheare
claims experience and negotiated caps on reimbursable costs. These items generally have the most significant impact on the tevel of cost: the discount rate, the
expected rate of return on plan assets and the terms of cur post—retirement plan benefits covered by collective bargaining agreements as negotiated with our
employees” unions.

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 and other post—retirement benefits. In making this determination, we use a simple average of
four specific indices of high quality corporate bond yields that would genemte the necessary cash flows to pay our projected benefits when due.

The expected rate of return on plan assets is the long—term rate of retuim we expect 1o earn on the plans” assets. The rate of retum is detenmined 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 weil 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 in the financial markets.

The estimate of the accumulated benefit obligation (*ABO™) for our occupational (union) post—retirement plan benefits is based on the terms of our written
benefit plan as negotiated with our employees’ unions. In making this determination we consider the exchange of benefits between us and our employees that
occurs as part of the negotiations.
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We have a noncontributory qualified defined benefit pension plan, or the pension plan, for substantially all management znd occupational {union)
employees. Our post—retirement benefit plans for ceriain current and future retirees include healthcare and life insurance benefits. To compute the expected
return on pension and post—retirement benefit plan assets, we apply an expected tate of return to the market—related asset value of the pension plan and to the fair
value of post—retirement plan assets. The market—related asset vajue is a computed value that recognizes changes in fair value of pension plan equity assets over
a period of time, not o exceed five years. The five year weighted average gains and losses related to the equity assets are added to the fair value of bonds and
other assets at year—end to arrive at the market—related asset vatve. In accordance with SFAS No. 87, “Employers’ Accounting for Pensions,” we elected to
recognize actual retumns on our pension plan asseis ratably over a five year period when computing our market—related value of pension plan assets. This method
has the effect of reducing the impact on ¢xpense from annual market volatility that may be experienced from year to year.

Changes in any of the assumptions we made in computing the pension and post—retirement heaithcare and life insurance benefit costs could have a
material impact on various components that comptise these expenses. Factors o be considered include the strength or weakness of the investment markets,
changes in the composition of the employee base, fluctuations in interest rates, significant employee hiring or downsizings, medical cost trends and changes in
our collective bargaining agreements. Changes in any of these factors could impact cost of sales and SG&A in 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 8.5% for 2005 were 100 basis points lower, the
impact would have been to increase the pension and posi-retirement expense by $97 million. If our assumed discount rate of 5.75% for 2005 were 100 basis
paints lower, the impact would have been to increase the net expense by $77 miltion. If the caps on reimbursement of post—retirement health costs for certain
plan participants that are effective January 1, 2009, were not substantive, the impact would have been to increase our ABO approximately $2.3 billion.

The pension plan ABO represents the actuarial present value of benefits based on employee service and compensation as of a certain date and does not
include an assnmption about future compensation levels. If the ABO exceeds plan assets and at lezst this amount has not been accrued, an additional minimum
Hability must be recognized. Annually, we evaluate the funded status of our pension plan 10 determine whether any additional minimum liability is required to be
recognized.

Recoverability of Long~llved Assets

Due to our ongoing lasses, we periodically perform evaluations of the recoverability of the carrying value of our long—lived assets using gross
undiscounted cash flow projections. These evaluations require identification of the lowest level of identitiable, largely independent, cash flows for purposes of
grouping assets and liabilities subject to review. The cash flow projections include long—term forecasts of revenue growth, gross margins and capital
expenditures. Al} of these items require significant judgment and assumptions. We believe our estimates are reasonable, based on information available af the
time they were made. However, if our estimates of our future cash flows had been different, we may have conciuded that some of our long—lived assets were not
recoverable, which would likely have caused us to record a material impairment charge. Also, if our future cash flows are significantly lower than our projections
we may determine at some future date that some of our long-lived assets are not recoverable,

Impairments of Leng—fived Assets

Pursuant to the 2003 services agreement with a third—party provider thet allows us to resell wirtless services, our wireless customers who were serviced
through our proprietary wireless network were transitioned onto the third—party provider’s network. Due 1o the anticipated decrease in usage of our own wireless
network following the transition of our customers onto this network, in the third quarter of 2003 we performed an evaluation of the recoverability of the carrying
value of our long—lived wireless network assets.
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We compared gross undiscounted cash flow projections to the carrying value of the long—lived wireless network assets and determined that certain asset
groups were not expected to be recovered through fisture projecied cash flows. For those asset groups that were not recoverable, we then estimatet the fair value
vsing estimates of market prices for similar assets, Cell sites, switches, refated tools and equipiment 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. The price allocated to these assets in our subsequent agreement to sell the assets to Verizon indicated that the
ultimate proceeds from the sale of the assets differed from our ¢stimate by an immaterfal amount.

Asset Retirement Obligations

We have network assets located in leased properties such as equipment rooms, central offices, and wireless sites. For centain of these leases, we are legally
obligated to remove our equipment when the lease expires. As required by SFAS No. 143, we record a liability for the estimated current fair value of the costs
associated with these removal obligations. We estitnate our removal liabilities using historical cost information, industry factors, and current engineering
estimates. We then estimate the present value of these costs by discounting the future expected cash payout to current fair value based on our incremental
borrowing rate. To the extent there are material differences between our estimated and actus) removal costs and our estimated and actual discount rates, we could
be required to adjust our recorded liabitities at that time. These estimates were critical factors in determining the net income impact of $206 million upon the
adoption of SFAS No. 143 in 2003,

Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption

In December 2003, we adopted FIN 47, which is an interpretation of SFAS No. 143 and requires us to recognize asset retirement obligations that are
conditional on a future event, such as the obligation to safely dispose of asbestos when a building is demolished or under certain circumstances, renovated. Upon
adoption of FIN 47, we determined that we have conditional asset retirement obligations to properly dispose of or encapsulate asbestos in several of our buildings
and to close fuel storage tanks and dispose of other potentially hazardous materials. We recorded a cumulative effect of a change in accounting principie charge
upon adeption of FIN 47 of $22 million (liability of $26 million net of an asset of $4 million) in 2005, Had FIN 47 been adopted priot ko 2003, our liabilities
associated with asset retirement obligations would have increased by $25 million both at December 31, 2004 and 2003. Had we adopted FIN 47 prior to 2003,
our operating results for the years ending December 3t, 2005, 2004 and 2003 would not have chenged materially,

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Non—Mongtary Assets,” or SFAS No. 153, which we adopted in July 2005. Pror to
the adoption of SFAS No. 153, we were required to measure the value of certain assets exchanged in non—monetary transactions by using the net book value of
the asset relinquished. Under SFAS No. 153, we now measure assets exchanged at fair value, as long as the transaction has commercial substance and the faie
value of the assets exchanged is determinable within reasonable limits. A non—monetary exchange has commercial substance if the future cash flows of the entity
are expected to change significantly as a result of the exchange. The adeption of SFAS No. 153 has not had a material effect on our financial position or results
of operations for the year ended December 31, 2005.

We adopted the provisions of FIN 46R in the First quarter of 2004. FIN 46K requires an evaluation of three additional criteria to determineg if consolidation
is required. These criteria are: (i) whether the entity is a variable interest entity; (i} whether the company holds a variable interest in the entity; and (iii} whether
the company is the primary beneficiary of the entity. If all three of these criteria are met, consolidation is required.

Upen adoption of FIN 46R, we identified two relationships that may be subject to consolidation by us under the provisions of FIN 46R. Both relationships
are with groups of entities that provide Internet port acoess and
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services to their customers. The first relationsbhip was with entities owned by KM Telecom Holdings, Tnc. As discussed in “Legal Proceedings—Matters
Resolved in the Fourth Quarter of 2005” in Item 3 of this report, in November 2005 we entered into a settlement agreement with KMC and one of its lenders to
resolve all outstanding disputes and obligations between and among us, KMC and the lender, As & result of the settlement, we have severad our relationship with
KMC in its entirety and terminated any potential variable interests and any consolidation requirements under FIN 46R.

We previously recorded a liability and charge associated with our relationship with the second entity. We do not curzently have sufficient information
about this entity to complete our analysis under FIN 46R,, even though unti] this entity ceased doing business we had continuously requested such information.
Unless further information becomes available to us about this entity, which we believe is unlikely because the entity has ceased doing business, we are unable fo
come to any conclusion regarding consolidation under FIN 46R. As a result of previously recording a liability and charge associated with this relationship, we
Helieve that our exposure to loss, excluding interest accretion, has been seflecied in our financial statemenis.

In December 2003, the Medicare Prescription Drug, Improverent, and Modemization Act of 2003 (the “Medicare Act™) became law in the United States.
The Medicare Act introduces a prescription drug benefit under Mexdicare as well as a federal subsidy to sponsors of retire healthcare benefit plans that provide a
benefit that is at least actuarially equivalent to the Medicare benefit. We adopted the provisions of FASB Staff Position No. 1062 (“FSP No. 106—2"),
“Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modemization Act of 2003.” Accounting for the
government subsidy provided under the Act reduced our accurnulated post—retirement benefit obligation by $235 million. The Medicare Act redoced the
prescription drag expense component of our 2005 and 2004 post—retirement benefit expenses by $38 million and $33 million, respectively. During 2005, the
Center for Medicare and Medicaid Services issued and clarified rules for implementing the Medicare Act. We have revised our actuarial estimate of the federal
subsidy and using out December 31, 2005 measurement date, the total reduction in our ABOD was $510 million. This reduction was recorded as an unrecognized
actuaria] gain which will be amortized to expense. The issuance and clarification of the rules for implementing the Medicare Act during 2005 are expected to
further reduce our prescription benefit cost in 2006. See Note 11—Employee Benefits to our consolidated financial statements in Item 8 of this report.

Recently Issned Accounting Pronouncements

In May 2005, the FASB, as part of an effort to conform to international accounting standards, issued SFAS No. 154, “Accounting Changes and Error
Corrections,” or SFAS No. 154, which was effective for us beginning on January 1, 2006. SFAS Ne. 154 requires that all voluntary changes in accounting
principles are retrospectivety applied to prior financial statements as if that principle had always been used, unless it is impracticable to do so. When it is
impracticable to calculate the effects on all prior periods, SFAS No. 154 requires that the new principle be applied to the earliest period practicable. Currently, we
do not anticipate any voluntary changes in accounting principles that, upon the adoption of SFAS No. 154, would have a material effect on our financial position
or results of operations.

In April 2005, the SEC delayed the effective date of SFAS No. 123R, “Share Based Payments,” or SFAS No. 123R. SFAS No. 123R was effective for us
as of the interim reporting period beginning Fanuary 1, 2006. SFAS No. 123R requires that compensation cost relating to share~based payment transactions be
recognized in the financial statements based on the fair value of the equity or liability instruments issued. SFAS No. 123R covers a wide range of share—based
cormpensation arrangements including share options, restricted share plans, performance—based awards, share appreciation rights and employee share purchase
plans. We do not anticipate that the adoption of SFAS No. 123R will have a material impact on our financial position or results of operations. However,
depending on valuation factors such as the price of our common stock, if we grant stock—based awards at similar volume to what was granted in prior years, then
the application of SFAS Ne. 123R could have a material impact on our resuits of operations in future periods.
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Risk Management

We are exposed fo market risks arising from changes in interest rates, The objective of our interest rate risk management program is to manage the level
and volatility of our interest expense, We may empioy derivative financial instruments to manage our interest rate risk exposure. We may alsa employ financial
derivatives to hedge foreign currency exposures associated with particular debt,

Approximately $2.0 billion of floating—rate debt was exposed to changes in interest rates as of December 31, 2005 and December 31, 2004. This exposure
is linked to LIBOR. A hypothetical increase of 100 basis points in LIBOR would have increased annual pre—tax interest expense by $20 million in 2005, As of
December 31, 2005 and December 31, 2004, we had approximately $0.5 billion and $0.6 billion, respectively, of long—term fixed rate debt obligations maturing
in the subsequent 12 months, We are exposed to changes in interest rates at any time that we choose to refinance this debt. A hypothetical increase of 160 or 200
basis points in the interest rates on any refinancing of the current portion of long—term debt would not have a material effect on our earnings.

As of December 31, 2003, we had $§737 miltion invested in money market instruments and $60 million invested in auction rate securities. As interest rates
change, so will the interest income derived from these instrumenis. Assuming that these investment balances were to remain constant, a hypothetical increase of
100 basis points in money market rates would be immaterial.

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™ in
Item 7 of this report is incorporated herein by reference.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
Report of Independent Registered Public Accounting Firm

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 2004, and the related consolidated statements of operations, stockholders” deficit, and cash flows for each of the years in the three—year period ended
Decemnber 31, 2005. These consolidated financial statemends are the responsibility of the Company's management. Our responsibility is to express an opinion on
these consolidated financial staternents based on our audits.

We conducted our audits in accerdance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements arz free of material misstatement. An sudit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financisl statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial statement presentatton. We believe that cur audits provide a
reasonable basis for our opinion.

In our epinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Qwest
Communications International inc. and subsidiaries as of December 31, 2005 and 2004, and the resuits of their operations and their cash flows for each of the
years in the three~year period ended December 31, 2005, in conformity with U.S. generally accepied accounting principies.

As discussed in note 2 to the accompanying consolidated financia!l statements, effective December 31, 2005, the Company adopted FASB Interpretation
No. 47, Accounting for Conditional Asset Retivement Obligations, Also, as discussed in note 2, effective January 1, 2003, the Company adopted Statement of
Financial Accounting Standards No. 143, decounting for Asset Retivement Obligations.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board {United States), the effectiveness of Qwest
Communications International Inc.’s internal control over financial reporting as of December 31, 2005, based on critetia established in Enternat
Control—Integrated Framework issued by the Commitiee of Sponsoring Organizations of the Treadway Commission {COSO), and our report dated February 16,
2066 expressed an unqualified opinion on management’s assessment of, and the effective operation of, internal control over financial reporting.

KPMG LLP

Denver, Colorado
February 16, 2006
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QWEST COMMUNICATIONS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2085 2004 2003

{Dollars In millions except per share

. » Shares in tl
Cperating revenue $ 13903 $ 13800 $ 14,288
Operating expenses:
Cost of sales {exclusive of depreciation and amortization) 5,836 5,850 6,455
Selling, general and administeative 4,147 4,971 4,690
Depreciation 2,612 2,626 2,739
Capitalized software and other intangible assets amortization 4353 497 428
Asset impairment charges —_ 113 230
Total operating expenses 13,048 14,097 14,542
Interest expense—uet 1,483 1,531 1,757
Loss {gain} on easly retirement of debt—net 462 1 (3%)
Other income-—net (67) {106) (141)
(ain on sale of assets (263) 8 —
Total other sxpense—net 1,615 1,418 1,578
Loss before income taxes, discontinued operations and cumulative effect of changes in
accounting principles (760} (1,706) (1,832)
Income tax benefit (expense) 3 {88) 519
Loss from continwing operations (757 {1,794 (1.313)
Income from and gain on sale of discontinued operations, net of taxes of $0, $0 and $1,658,
respectively — — 2,619
(Loss) income before cumulative effect of changes in accounting principies {757) (1,794) 1,306
Cumuiative effect of changes in accounting principles, net of taxes of $0, $0 and $131,
respectively 22) —_ 206
Net (foss) income 3 (7719 $ (1,799 $ 1512

Basic and diluted (loss) income per share:
Loss from continuing operations 3 (041) |4 {1.00) 3 (0.76)
Discontinued operations, net of taxes — — 1.51

(Loss) income before cumulative effect of changes in acecunting principles (0.41) (1.00) 0.75
Cumulative effect of changes in accounting principles, net of taxes {0.01) — 0.12
Basic and diluted {loss) incotie per share. . . ] L §F  42) $ (100 3 0.87
Basic-and diluted weighted—average shares outstanding 1,836,374 1,801,405 1,738,766

The accompanying notes are an integral part of these consolidated financial statements.

60



QWEST COMMUNICATIONS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Short—tertn investments o
Accounts receivable—less allowmnees of $167 and $178, respectively
Prepaid expenses and other assets

Total current assets

Property, plant and equipment—net

Capitzalized software and other infangibie assets—net
Prepaid pension asset

Other assets

Total assets

. LIABILFTIES AND STOCKHOLDERS® DEFICIT
Current Liabilities:
Curreat borcowings
. Aecounts payable . C .
" Accrued expenses and other current Habilities ’ S
Deferred revenue and advance billings

Total current liabilities .
Long—term borrowings (net of unamaortized debt discount of $221 and $32, respectively)

Post-retirement and other post—employment benefit obligations
Deferred revenue

Other long-term liabilities

Total liabilities
Comnnittnents and contingencies (Note 17)
Stockholders” deficit:
Preferred stock—3$1.00 par value, 200 million shares authorized, none issuwed or outstanding
Common stock—-$0.01 par value, 5 billion shares authorized; 1,867,422 and 1,817,494 issued, respectively
Additional paid—in capital

Treasnry stock—1,062 and 1,108 shares, respectively (including 62 and 168 shares, respectively, held in rabbi trust}.

Accumulated deficit
Accumulated other comprehensive loss

Total stockholders’ deficit

Total liabilities and stockholders’ deficit

The accompanying totes are an integral part of these consolidated financial statements.
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BDecember 31,

2005

2004

{Dollars in millions,

shares in thousands)

$ 845 $ 1151
101 764
15525 1,594
692 708
3,164 4218
15,568 16,853
1,007 1,179
1,165 1,192
503 882

$ 21497 $ 24324
5 512 $ 506
Y| 731
2,317 2,290
633 669
4,235 4,286
14,968 16,690
3,459 3478
522 559
1,530 1.973
24,714 26936
19 18
43290 43111
(7 (20)
(46,500) 45,721}
© v
(3,217) (2,612)

$ 21497 $ 24324




QWEST COMMUNICATIONS INTERNATIONAL INC,
CONSOLIDATED STATEMENTS OF CASH FLOWS

Yenrs Ended December 31,

2005 2004 2003

{Dollars im millions)
OPERATING ACTIVITIES - o :
Net (toss) income ) 3 (779) $(1,794) $1,52
Adjustrments to reconcile net (loss) ficome’to net cash provided by operating activities: . '

Income from and gain on sale of discontinued operations—net of taxes — - (2,619
Depreciation and amortization B 3,065 3,123 3,167
Provision for bad debts—net 173 194 304
Cumulative effect of changes in accounting principles—net of taxes 22 — (206)
Asset impairment charges — 113 230
Gain on sale of assets (263} (8) —
Deferred income taxes {5} 7 (532)
Loss {gain) on easly retirement of debt—net 462 i (38)
Other non—cash charges—net 37 21 212
Changes in operating assets and labilities:
Accounts receivable {104) 170 78
.Prepaid and other current assets (8) 20 65
Accounts payable and accrued expenses ) 73 (80) (126}
Deferred revenue and advanced billings : : S . 73). (255) 247
Other non—current asseis and liabilities (287) 306 375
Cash provided by aperating activities 2,313 1848 - . 2175
INVESTING ACTIVITIES
Expenditures for property, piant and equipment and intangible assets (1,613) (i.731) (2.088)
Proceeds from sale of property and equipment 420 48 7
Proceeds from sale of nvestment securities 1,793 1,922 13
Purchase of investment securities {1,086} {2,137} (601)
Other 27 7 (61
Cash used for investing activities (459) {1,908) (2,730}
FINANCING ACTIVITIES .
Proceeds from long—term borrowings 3,182 2,601 1,729
Repayments of long—tertn borrowings; incloding current mahyrities . ’ (4,716) (2.714) (5.792)
Net payments of from shori—term debt —_ {750)
Proceeds from issuance of common and treasury stock, . 33 10 —
Early retirement of debt costs (567) — —
Dbt issuance costs ®7 {55) (43)
Cash used for financing activities (2,159) {158) (4,856)
CASH AND CASH EQUIVALENTS
Decrease in ¢cash and cash equivalents (305) {215) (3411}
Net cash generated by discontinued operations (operating activities) — — 234
Proceeds from sals of directory publishing business (investing activity) — -— 4,290
Beginning balance 1,151 1,366 2,253
‘Eunding balance . $ 346 $ 1,151 % 1,366

The accompanying notes are an integral part of these consolidated financial statements.
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Balance, December 31, 2002
Nzt income
Other comprehensive loss—net of taxes

Total comprehensive income

Caromon stock issuinces:

401 (k) plan match

Other
Stock—based compensation expense
Extinguishmeat of debt
Rabbi Trust treasury share issuance
Other - ;

Balance, December 31, 2003
Net loss

Othier comprehensive income—net of tayes

Total comprehensive loss

Contrnan stock issuances:

Stock options exercised

loyss stock purchage plan

401{k} plan match
Stock~based compensation expense
Extinguishunent of debt
Rabbi Trost treasury share disposition

{ismuance} :

Balance, December 31, 2004
Nat loss
Other comprehensive loss—net of taxes

Total comprehensive loss

Common stock issaances:
Stock options exercised
Employee stock purchase plan
401(k} plan trustee discrstionary

purchases
Extinguishment of debit
Rabbi Trust treasury share disposition
‘(issuance)

Balanée, December 31, 2665

QWEST COMMUNECATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS® DEFICIT

Common
Steck and Accumnlated
Shares of Additionat Treasury Other
Common Paid-in Stock, at Accumuiated Comprehensive Comprehensive
Stock Capital cost Deficit Loss Total Loss
{Shares in
thonsands)} (Dollars in miliions)
1,699,115 5 43242 | I 34 & [45.439) 3 (15} $ (2,830)
- — — 1512 — 1.512 % 1,512
— — - — 2y 2) (2}
H 1510
18,260 76 —_ — — 76
{21) e _ — — —
_ 6 — — —_ 6
52,482 {396) 598 [, — 2
60 51 5 — — -
e 1] — — — 20
1,759,396 42,943 {15 (43,927) {n (1,016)
- - — (1.794) —_ 11,794 3 {1,794)
— —_ — _ 17 17 17
3 (L1777
94 2 — — — 2
2,257 7 — —_ —_ T
AN 33 — — — 33
— ) — — — 23
36,354 144 — _ — 144
159 ® 9 - - 1
{528) 10 (14} — — (4
1,316,386 43,129 (20} (45,721} — 12,612)
il _ i (779) (779) 5 (779)
- - - ) ®) (E9)]
3 {78R)
8432 26 — — — 26
2,064 7 7
1,084 5 - — 5
38,348 145 — — 145
106 () 4 — — l
£60):. - - 4} — - (1}
1,866,360 $ 43309 (M E-] (46,5003 -3 9 532N

The accompanying notes are an integral part of these consolidated financial statements.
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QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended December 31, 2005, 2004 and 2003

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 cansolidated subsidiaries, References in this report to “QUCII” refer to Owest Communications International Inc. on an unconsolidaied,
stand—alone basis.

Nete 1: Business and Backgroond

We provide locat telecommunications and related services, Jong—distance services and wiretess, 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 reliable, scalable and secure broadband data and voice {including long~distance) services outside our tocal
service area as well as globally.

We previously provided directory publishing services in our Jocal service area. In November 2002, we sold our directory publishing business in seven of
the 14 states in which we offered these services. In September 2003, we sold the directory publishing business in the remaining states, As a consequence, the
results of operations of our directory publishing business are included in income from discontinued operations in our consolidated statements of operations.

We adopted the provisions of Financial Accounting Standards Board (“FASB") Interpretation (“FIN™) No. 46 (revised December 2003), “Consolidation of
Variable Interest Entities” (“FIN 46R™) in the first quarter of 2004, Upon adoption of FIN 46R, we identified two relationships that may be subject to
consolidation by us. Both relationships are with entities that provide or provided Internet port access and services to their customers. In November 2005, we
entered into a settlement agreement with one of the entities, which terminated any potential variable interests and any consolidation requirements under FIN 46R.
We do not currently have sufficient information about the other entity to complete our anatysis under FIN 46R. Until further information is available to ns about
this entity, which we believe is unlikely because this entity ceased doing business, we are unable to come fo any conclusion regarding consolidation under FIN
46R.

Note 2: Summary of Significant Accounting Policies

Significant Accounting Polices

Basis of presentation. The accompanying consolidated financial statements include out accounts and the accounts of our subsidiaries over which we
exercise controt, All intercompany amounts and transactions with our consolidated subsidiaries have been eliminated.

Use of estimates. Our cansolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States of
America (“GAAP™). These accounting principles require us to make certain estimates, judgments and assumptions. We believe that the estimates, judgments and
assumptions made when accounting fot itemns and matters such as Jong—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 weli as the reported amounits of revenug and expenses
during the periods presented. We also assess potential losses i refation to threatened or pending legal and tax matters. For matters not related to income taxes, if
a loss is considered probable and the amount can be reasonably estimated, we recognize an expense for the estimated loss. For income tax related matters, we
record a liability computed at the statutory incomne tax rate if we determine that (i) we do not believe that we are more likely than not to prevail on an uncertainty
related fo the timing of recognition for an item, or (ii) we do not believe that it is probabte that we will prevail and the uncertainty is not refated to the timing of
recognition, Actuaj results could differ from these estimates,

64



QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
For the Years Ended December 31, 2045, 2004 and 2003

Reclassifications. We have reclassified our investments in auction rate securities of $619 million as of December 31, 2004 from cash and cash equivalents
into short—term investments in our consolidated balance sheets. We invest in auction rate securities as part of our cash management strategy. These investments
are highly liquid, variable—rate debt securities. While the underlying security typically has a stated maturity of 20 to 30 years, the interest rate is reset through
dutch auctions that are typicatly hetd every 7, 28 or 35 days, creating a highly liquid, short—term instniment. The securities trade at par and are callable at par on
any interest payment date at the option of the issuer. Interest is paid at the end of each auction period, We have reclassified the purchases and sales of these
auction rate securities in our consolidated statements of cash flows, increasing cash used for investing activities by $229 million from $1,676 million to
$1,905 million for the year ended December 31, 2004 and increasing cash used for investing activities by $390 million from $2,340 million to 32,730 million for
the year ended December 31, 2003. This reclassification has no impact on previcusly reported total current assets, total assets, working capital position, resuits of
operations or debt covenants and does not affect previously reported cash flows from operating or financing activities.

Other shori-term investments of $145 million as of December 31, 2004 have also been reclassified to short—term investments from prepaid and other
assets,

Certain other prior year balances have been reclassified to conform to the cusrent year presentation.

Revenue recognition. Revenue for services is recognized when the related services are provided. Payments received in advance are deferred until the
service is provided. Up—front fees received, primarily activation fees and installation charges, as well as the associated custorner acquisition costs, are deferred
and recognized over the expected customer relationship period, which ranges from one to five years. The amount of customer acquisition costs which are
deferred is less than or equal to the amount of up—front fees deferred. Costs in excess of up—fromt fees are recorded as an expense in the period incurred.
Expected customer relationship perjods are estimated using histotical data of actual product patterns. Termination fees or other fees on existing contracts that are
negotiated in 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 camiers. These transactions are structured as
indefeasible rights of use, conmmonly referred to as IRUs, which are the exclusive right 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.

Revenue related to equipment sales is recognized upon acceptance by the customer and when all the conditions for revenue recognition have been
satisfied. Customer atrangements 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 scparate eamnings processes exist, fotal consideration is allocated to each element based on the relative fair values of
the separate elements and the revenue associated with each element is recognized as eamed. 1f separate earings processes do not exist, total consideration is
deferred and Tecognized ratably over the longer of the contractual period or the expected customer relationship period.

Advertising costs. Costs related to advertising are expensed as incurred. Advertising expense was $430 million; $362 million and $335 million for
the years ended December 31, 2005, 2004 and 2003, respectively, and is included in selling, general and administrative on our consolidated statements of
operations.
. Income taxes. The provision for income taxes consists of an amount for taxes currently payable and an amount for tax consequences deferred to future
pen_gds, l?m:l adjustments to our liabilities for uncertain tax positions. Deferred Income tax assets and liabilities &re recognized for the futyre tax consequences
attributable to
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QWEST COMMUNECATIONS INTERNATEONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
For the Years Ended December 31, 20035, 2004 znd 2063

the differences between the financial statement and tax basis of assets and liabilities as well as for operating loss and tax credit carryforwards uging enacted tax
rates expected to apply in the year in which the differences are expected to affect taxable income. The effect on deferred income tax assets and liabilities of a
change in tax rate is recognized in operations in the period that includes the enactraent 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 federal 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 in cerlain states. We amortize these credits eatably over the
estimated service lives of the related assets as a credit to our income tax provision in our consolidated statement of operations.

Cash and cash equivalents. Cash and cash equivalents include highly liquid investments with original maturities of three months or less that are readily
convertible into cash and are not subject 10 significant risk from fluctuations in interest rates. As a result, the carrying amount of cash and cash equivalents
approximates fair valug, To preserve capital and maintain liquidity, we invest with financial institutions we deem o be of sound financial condition and in high
quality and relativety risk—{rec investment products. Our cash investment policy limits the concentration of investments with specific financial institutions or
among certain products and includes criteria related to credit worthiness of any particular financial institution,

Allowance for doubtful accounts. The altowance for doubtful accounts receivable reflects our best estimate of probable losses inherent in our receivable
portfolio determined on the basis of historical experience, specific allowances for known troubled accounts and other currently available evidence.

Assets held for sale and discontinued operations. Assets 10 be disposed of that meet all of the criteria to be classified as held for sale are reported at the
lower of their camrying amounts or fair valyes less cost to sell. Assets are not depreciated while they are classified as held for sale. Assets held for sale that are
significant and have operations and cash flows that can be clearly distinguished, operationally and for financial reparting purposes, from the rest of our assets arc
reported in discontinued operations when (2) it is determined that the operations and cash flows of the assets will be eliminated from our ongoing operations and
{b} we will not have any significant continuing involvement in the operations of the asseis after the disposal transaction.

Praperiy, plant and equipment, Property, plant and equipment are carried at cost, plus the estimated value of any associated legal retirement obligations.
Property, plant and equipment are depreciated primarily using the straight—line group method. Under the straight—line group method, assets dedicated to
providing telecormmunications services (which comprise the majority of our property, plant and equipment) that have similar physical characteristics, use and
expected useful lives are categorized in the year acquired on the basis of equal life groups for purposes of depreciation and tracking. Generally, under the
straight—tine group method, when an asset is sold or retired, the cost is deducted from property, plant and equipment and charged to accurulated depreciation
without recognition of a gain or loss. A gain or Joss is recognized in our consolidated statements of operations only if a disposal is abnormal or unusual or when a
sate involves land or assets associated with the sale of customer contracts. Leasehold improvements are amortized over the shorter of the useful lives of the assets
or the lease term. Expenditures for maintenance and repairs are expensed as incurred. Inferest is capitalized during the construction phase of network and other
intermal—use capital projects. Employee—related costs directly related to construction of infernal use assets are also capitalized during the construction phase.
}:lr:npe;'_ty, plant end equipment supplies used internatly are carried at average cost, except for significant individual items for which cost is based on specific
identification.

_ We have asset retirement obligations associated with the removal of a limited group of property, plant and equipment assets from leased properties, and the
disposal of certain hazardous materials present in our owned
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QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continved)
For the Years Ended December 31, 2005, 2004 and 2003

properties. When an asset retiretnent obligation is identified, usually in association with the acquisition of the asset, we record the fair value of the cbligation as a
Isability. The fair value of the obligation is also capitalized as property, plant and equipment and then amortized over the estimated remaining usefud life of the
associated asset. Where the removal obligation is not legally binding, the net cost to remove assets is expensed in the perigd in which the costs are actually
incurred.

Our policy for asset retirement obligations was changed at December 3 [, 2005 to include accruals for the estimated disposal costs of certain hazardous
materials present in out owned properties, pursuant to our adoption of FIN 47. See further discussion below in the section entitled Recently adopied accounting
pronouncements, Our poticy for asset retirement obligations was also changed in 2003 with the adoption of Statement of Financial Accounting Standards
{“SFAS™) No. 143, “Accounting for Asset Retirement Obligations™ (“SFAS No. 143™). Prior to 2003, we included estimated net removal costs (removal costs
less salvage) in our group depreciation rates, including those asset retirement obligations that were not legally binding. These costs had been reflected in the
calculation of depreciation expense and, therefore, were recognized in accumulated depreciation. The change in policy in 2003 required us to record a cumulative
effect of a change in accounting principle benefit of $365 million before taxes. The total net income impact of the 2003 change in policy was $206 million
($365 million less an asset retirement obligation of $43 million, et of an incremental adjustment to the historical cost of the undertying assets of $15 million, net
of income taxes of $131 million).

Impairment of long—lived assets. We review long—lived assets, other than goodwill and other intangible assets with indefinite lives, for impaitment
whenever facts and circumstances indicate that the carrying amounts of the assets may tot be recoverable. An impairment loss is recognized only if the carrying
amount of the asset is not recoverable and exceeds its fair vatue. Recoverability of assets to be held and used is measured by comparing the carrying amount of
an asset to the estimated undiscounted future net cash flows expacted to be generated by the asset. If the asset’s carrying value is not recoverable, an impairment
charge is recognized for the amount by which the carrying amount of the asset exceeds its fair value, We determine fair values by using a combination of
comparabie market values and discounted cash flows, as appropriate.

Capitalized software, goodwill and other intangible assets. Internally used sofiware, whether purchased or developed, is capitalized and amortized using
the straight-line group method over an estimated useful life of 18 months te 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 capitalize cettain costs associated
with software such as 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. Subsexquent additions,
modifications or upgrades to internal—use software are capitalized only to the extent that they allow the software to perform a task it previously did not perform.
Software maintenance and training costs are expensed in the period in which they are incurred. The capitalization of software requires judgment in determining
when a project has reached the development stage and the period over which we expect to benefit from the use of that software.

Intangible assets arising from business combinations, such as goodwill, customer lists, trademarks and trade names, are initially recorded at fair value,
Other intangible assets not arising from business combinations, such as capitalized software, are initially recorded at cost.

Intangible assets with finite lives are amortized on a straight—line basis over that life. Where there are no legal, regulatory, contractual or other factors that
would reasonably fimit the useful life of an intangible asset, we classify the intangible asset as indefinite lived and such intangible assets are not amortized.
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QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-—(Continued}
For the Years Ended December 31, 2005, 2004 and 2003

Impairment of goodwill and other indefinite—lived intangible assets. Goodwill and other long—tived intangible assets with indefinite lives, such as
trademarks, trade names and wirgless spectrm 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 cartied at historical cost if their estimated fair value is greater than their carrying
amounts. Howaver, if their estimated fair value is tess than the carrying amount, goodwill and other indefinite lived intangible assets arc reduced to their
estimated fair vatue through an impairment charge to our consolidated statements of operations.

Invesimenis. 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 investee’s income or losses
as well as impairment write—downs for other—than—temporary dectines in value.

Equity investments where we cannot exercise significant influence over the investee are carried at cost or, if the security is publicly traded, at fair-market
value, For publicly traded securities, unreatized pains or losses, net of taxes, are included in 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 in value are determined on the specific identification
method and are reclassified from other comprehensive income (loss) and inctuded in the determination of net income (loss).

Marketable debt securities are classified as held~to—maturity when we have both the intent and the ability to hold the securities to maturity,
Held—to~malurity securities are carried at amortized cost, adjusted for amortization of premiums and accretion of discounts to matuity.

Derivative instruments. All derivatives are measured at fair value and recognized as either assets or Liabilities in our consolidated balance sheets. Changes
in the fair values of derivative instruments that do not qualify as hedges and/or any ineffective portion of hedges are recognized as a gain or loss in our
consolidated statement of operations in other income—net in the current period. Changes in the fait values of derivative instruments used effectively as fait value
hedges are recogmized in earmnings (losses), along with the change in the value of the hedged item. Changes in the fair value of the effective portions of cash flow
hedges are reported in other comprehensive income (loss) and recognized in eamings (losses) when the hedged item is recognized in earnings {losses).

Restructuring charges. Periodically, we commit fo exit certain business activities, eliminate administrative and network locations and/or significantly
reduce our humber of employees, At the time a restructuring plan is approved, we record a charge to our consolidated statement of operations for our estimated
costs associated with the plan. We also record a charge when we permanently cease use of a leased location. Charges associated with these exits or restructuring
plans incorporate various estimates, including severance coss, sublease income and costs, disposal costs, length of time on market for abandoned rented facilities
and contractual termination costs. Estimates of charges associated with abandoned operating leases, some of which sntail 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 Disposat Activities” (“SFAS No. 146™), charges associated with zbandoned operating leases recorded under restructuring plans in 2003 and
subsequently were measured using the present value of the estimated net amounts we will pay, while charges recorded prior to 2003 were measured on an
undiscounted basis.

Fair value of financial instruments. Our financial instruments consist of cash and cash eguivalents, accounts receivable, investments, accounts payable,
borrowings and interest rate swap agreements. The carrying values of
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QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
For the Years Ended December 31, 2005, 2004 and 2003

cash and cash equivalents, accounts receivable, auction rate securities, marketable debt securities, accounts payable and shori—term borrowings approximate their
fair values because of their short-term nature. Our publicly traded marketable debt securities investments classified as held—~to—maturity are recorded at
amortized cost, not at fair vatue, The fair value of these investments based on quoted market prices was $41 million and $189 miltion at December 31, 2005 and
2004, respectively. Our long-term borrowings had a fair value of approximately $16.1 billion and $18.4 billion at Decentber 31, 2005 and 2004, respectively.
We did not have any interest rate swap agreaments in effect at December 31, 2005, Our interest rate swap agreements had a fair value of $5 million at

December 31, 2004, The fair values of our long—term borrowings are based on quoted market prices where available or, if not available, based on discounted
firture cash flows using current market interest rates.

Stock—based compensation. We account for our stock—based compensation arrangements under the intrinsic—value recognition and measurement
principles of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees.” Under the intrinsic—value method, no compensation
expense is recognized for options granted to employees when the strike price of those options equais or exceeds the value of the undetlying security on the
measurement date. Any excess of the stock price on the measurement date over the exercise price is recorded as deferred compensation and amortized over the
service period during which the stock option award vests using the accelerated method described in FIN No. 28, “Accounting for Stock Appreciation Rights and
Other Variable Stock Option or Award Plans.”

Had compensation cost for our stock—based compensation plans been determined under the fair—value method in 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,

2005 2004 2003

(Dollars in millions, excent per
share amounis)

Net (loss) income:
As reported $(779) $(1,794) $ 1512
Deduct: Total stock—based empioyee cornpensation expense determined under the fair-value—based method
for afl awards, net of related tax effects a7 (59) (65}
Proforma $(550) $(1,853) § 1447
Earnings (loss) per share:
As reported—basic and diluted 50.42) $ (1.00) $ 0.7
Pro forma—basic and diluted $(0.52) $ (1.03) $ 083

The pro forma amounts reflected above may not be representative of the effects on ouz reported net income or loss in future years because the number of
future shares 1o be issued under these plans is not known and the assumptions used to determing the fair value can vary significantly. See “Recently issued
accounting pronouncements™ below for further discussion of SEFAS No. 123R, “Share Based Payments™ (“SFAS No. 123R™).

On August 18, 2005, the Compensation and Human Resources Committee of our Board of Directors accelerated the vesting of all outstanding and
unvested stock options that have an exercise price aqual to ot greater than $3.79, which was the closing market price of Qwest’s common stock on such date. As
a result of the acceleration, 50.4 million stock options, of which 10.5 million stock options were held by our executive officers,
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became exercisable on August 18, 2005, The impact of the acceleration on net (loss) income as shown in the above table was an increase in prqumm
stock—based compensation expense of approximately $103 million in 2085, Aside from the acceleration of the vesting date, the terms and conditions of the stock
option agreements governing the underlying stock options remain unchanged.

The purpose of the acceferation was to avoid recognizing future compensation expense associated with the accelerated options upon the adoption of SFAS
No. 123R. SFAS No. 123R sets forth accounting requirements for “share—based” compensation to employees and requires companies to recognize in their
income statements the grant—date fair value of stock optiens and other equity—based compensation. We estimate that future compensation expense will be
reduced by approximately $80 million over the vemaining vesting period of the options as a result of the acceleration.

Recently Adopted Accounting Pronouncements

In December 2005, we adopted FIN No. 47, *“Accounting for Conditiona! Asset Retirement Obligations” (“FIN 47™). FIN 47 is an interpretation of SFAS
No. 143 and requires us to recognize asset retirement obligations that are conditional on a future event, such as the obligation to safely dispose of asbestos when a
building is remodeled or demolished. Upon adoption of FIN 47, we determined that we have conditional asset retirement obligations to properly dispose of or
encapsulate asbestos in several of our buildings and to dispose of fuel storage tanks and other similar potentiatly hazardous items. We recorded a cumulative
effect of a change in accounting principle charge upon adoption of FIN 47 of $22 miltion (liability of $26 million net of an asset of $4 million) in 2005. Had FIN
47 been adopted priot to 2003, our liabilities associated with asset retirement obligations would have increased by $25 million both at December 31, 2004 and
2003. Had we adopted FIN 47 prior to 2003, our operating results for the years ending December 31, 2005, 2004 and 2003 would not have changed materially.

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Non—-Monetary Assets” (“SFAS No. 153™), which we adopted on July 1, 2003, Prior
to the adoption of SFAS No. 153, we were required to measure the value of certain assets exchanged in non—monetary transactions by using the net book value
of the asset relinquished. Under SFAS No. 153, we now measure assets exchanged at fair value, as long as the transaction has commercial substance and the fair
value of the assets exchanged is determinable within reasonable limits. A non—monetary exchange has commercial substance if the future cash flows of the entity
are expected o change significantly as a result of the exchange. The adoption of SFAS No. 153 has not had a material effect on our financial position or results
of operations for the year ended December 31, 2005.

Recentdy Issued Accounting Pronouncements

In May 2005, the FASB, as part of an effort to conform to intemational accounting standards, isswed SFAS No. 154, “Accounting Changes and Error
Corrections” (“SFAS No, 154™), which was effective for us beginning on January 1, 2006. SFAS No. 154 requires that all voluntary changes in accounting
principles be retrospectively applied ko prior financial statements as if that principle had always been used, unkess it is impracticable to do so. When it is
impracticable to calculate the effects on all prior periods, SFAS No. 154 requires that the new principle be applied to the earliest period practicable. Currently, we
do not anticipate any voluntary changes in accounting principles that, upon the adoption of SFAS No. 154, would have a material effect on our financial position
or results of operations.

In April 2005, the Securities and Exchange Commission (“SEC™) delayed the effective date of SFAS No. 123R. SFAS No. 123R is effective for us as of
the interim reporting period beginning January [, 2006. SFAS No. 123R requires that compensation cost relating 1o share—based payment transactions be
recognized in the financial statements based on the fair value of the equity or liability instruments issued, SFAS No. 23R coversa
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wide range of share-based compensation arrangements inctuding share options, restricted share plans, performance-based awards, share appreciation rights and
employee share purchase plans. Based on the unvested stock—based awards outstanding at December 31, 2005, we do not anticipate that the adoption of SFAS
No. 123R will have a material impact on our financial position or results of operations. However, depending on valnation factors such as the price of our
common stock, if we grant stock—based awards at a similar volume to what was granted in prior years, then the application of SFAS No. 123R could have a
material impact on our resufts of operations in future periods.

Nate 3: Accounts Recelvable
The following table presents details of our accounts receivable balances:

December 31,
2005 2004
(Dollars
in milions)

Teade receivables 51197 $1,23¢9
Eamed and unbilled receivables 352 357
Purchased receivables 65 83
Other receivables 78 93

‘Total accounts receivabies : ' 1,692 1,772
Less: Allowance for bad dabis (167 (178)

Agcounts receivable—net . $1,525 41,594

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 coltateral 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 recourse basis and include these amounts in our acconnts receivable balance. We have not experienced any
significant fosses refated to these purchased receivables.

Note 4: Property, Plant and Equipment
The components of property, plant and equipment arz as follows:

December 31,
Bepreciable
Lives 2005 2004
(Dollars in millions)

Land N/A 5 104 3 107
Buildings 1540 years 3486 3588
Commmunications equipment 8—10 years 19,505 19,346
Other network equipment B—50 years 19,964 19,355
Gertteral purpose computers and other 3~11 yeats 2,686 2,844
Construction in progress N/A 209 188

Tofal property, plant and equipivent -~~~ © S 45,954 45,428
Less: accumulated depreciation {30,386) (28,573)

Property, plant and equipmént—nst : $ 15,568 $ 16,853

Asset impairments recognized for property, plant and equipment and internal use software projects for the years ended December 31, 2005, 2004 and 2003
were 30 miltion, $113 million, and $230 million, respectively.
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2004 Activities

Duaring 2004, in conjunction with our effort to sell certain assets, we determined that the carrying amounts were in excess of our expected sales price, )
which indicated that our investments in these assats may have been impaired at that date. As & result of such efforts and pursuant to SFAS No. 144 “Accounting
for the Impaimment or Disposal of Long—Lived Asseis™ (*SFAS No. 144"), we recorded the following impairment charges:

e Impainment charges totaling $67 million to reduce the carrying value of network supplies held for sale to their estimated fair value based on recent
selling prices for comparable assets.

*  Impairment charges totaling $46 million for hosting assets s0ld in conjunction with sub-leasing a network facility, a reduction in the camrying value of
payphone assets to their estimated fair value and for various long~term network capacity leases that were abandoned.

In accordance with SFAS No. 144, the estimated fair value of the impaired assets becomes the new basis for accounting purposes. As such, approximately
$122 million in accumulated depreciation was ¢liminated against the cost of these impaired assets in connection with the accounting for these impairments. The
impact of the impairments is not material to our depreciation expense.

2003 Activities

In August 2003, we entered into a services agreement with a third—party wireless provider that allowed us to sell wireless services. Due to the anticipated
decrease in usage of our own wireless network following the transition of our customers onto the third—party provider's network, we determined, in the third
quarter of 2003, that certain asset groups were not expecied to be recovered through future projected cash flows and recorded an impairment charge of
$230 miflzon,

In accordance with SFAS No. 144, the fair value of the impaired assets became the new basis for accounting purposes. As such, approximately $25 miltion
in accumulated depreciation was eliminated in connection with the accounting for the impairment. This impairment reduced our annual depreciation and
amortization expense by approximately $40 million effective October 1, 2003,

Asset Retirement Obligations

As discussed in Note 2—Summary of Significant Accounting Policies, we adopted SFAS No. 143 on January 1, 2003, and we adopted FIN 47 on
December 31, 2005, At December 31, 2005, our asset retirement obligations primarily refatad to the costs of removing circuit equipment from leased properties
when leases expire, and the costs of properly disposing of asbestos and other hazardous materials when we remodel or demolish buildings we own. Asset
retirement obligations are included in other long—term liabilities on our consolidated balance sheets. During 2005, we sold or disposed of our witeless towers
and, in connection with that sale, the related asset retirement obligations were transferred to the buyer. See Note 6—Assets Held for Sale Including Discontinued
Operations for additional information, The following is a reconciliation of our asset retirement obligations for the periods indicated:

2005 2004 2043
] (Dollars in millions)
Asset retirement obligations, January 1 $ 55 § 49 X
Accretion £xpense 7 7
Liabilities incurred, including adoption. of FIN 47 26 —
Liabilities settled and other (15} ) -
Asset retireiment obligations, Pecember 31 $ 73 - $ 49
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Note 5: Intangible Assets

As of December 31, 2005 and 2004, we had intangible assets with finite lives of between 1.5 and 5 years with carrying costs of $2,233 million and $2.475
million, respectively, and accumulated amortization of $1,267 million and $1,336 million, respectively. We also had trademarks and trade names with an
approximate carrying value of $41 milfion as of December 31, 2005 and $40 million as of December 31, 2004 that have indefinite lives.

We recorded amortization expense of $453 million in 2005 for intangible assets with finite lives. Based on the current balance of intangible assets subject
to amortization, the estimated amottization for each of the succeeding 5 years is as follows:

Estimated
Amortization
Expense
(Dollars
In millions)
2006 3 405
2067 248
2008 172
2000 98
210 43
Total ' Co ' $ 966

Note 6: Assets Held for Sale Including Discontinued Operations

In the years ended December 31, 2005 and 2004, we did not have any discontinued operations. The following table presents the summarized results of
operations for the year ended December 31, 2003, related to our discontinued operations in that year. These results primarily relate to our directory publishing
business.

{Daoliars in
willlions)

Revenue 3 648
Costs and expenses:

Cost of sales: (232)

Selling, general and administrative {93)

Gain on sale of directory publishing business 4,065

Other expense (111}
Income before income taxes 4,277

Income tax provision {1,658)
Income from and gain on sale of discontinued operations § 2619

Discontinued Directory Publishing Business

©On November 8, 2002, we compieted the first stage of the sale (the “Dex Sale™) of our directory publishing business (“Dex™), which involved the sale of

;)ex opetations in the states of Colorade, Iowa, Minnesota, Nebraska, New Mexico, North Dakota and South Dakota (“Dex East™) for a cash sales price of
2.75 billion. We

73



QWEST COMMUNICATIONS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continued)
For the Years Ended December 31, 2005, 2004 and 2003

recognized a gain of $1.6 billion (net of $1.0 billion in taxes) from the Dex East sale. The sale of Dex in the remaining states of Arizona, ldaho, Montana,
Oregon, Utah, Washington and Wyoming (“Dex West™ was completed in Septermber 2003. We received approximately $4.3 billion in gross cash proceeds and
recognized a gain of $2.5 billion (net of $1.6 billion in taxes) from the Dex West sale,

Assets Held for Sale

On July 1, 2004, we entered into an agreement with Verizon Wireiess (*Verizon™) under which it agreed to acquire all of our personal communications
services, or PCS, licenses and substantially all of our related wireless network assets in our local service area (inctuding cell sites and wireless network
infrastructure, site Jeases, and associated network equipment). This sale closed in the first quarter of 2005, and Verizon paid us $418 million to purchase these
assets. As of December 31, 2004, $160 million of the related assets were classified as held for sale. We recorded a gain of $263 million from this sale and other
dispositions of wirgless assets during the year ended December 31, 2003,

Note 7: Investments
The following table summarizes the carrying vaiue of our investments as of December 31, 2005 and 2004:

December 31,

005 2004

_ (Trollurs in militons)

Short—tetm publicly traded marketable debt securities w1 %8 7M4
Non-—-current investments:

Publicly traded marketable debt securities and other investments — 43
Total investments $ 101 3 3w

The following fable surimarizes information related to our investments in debt and equity securities for the years ended December 31, 2003, 2004 and

2003
PubHcly Private
Traded Company TFotai
{Dnllars in millions)

Balance a5 of December 31, 2002 3 1 $ 22 $ 23
Additions 601 —_— 601
Dispositions 13 - a3
Unrealized mark—to—~market gains — 3 3
Other-than—ternporary declines in value and mark—to-market adjustment of

warrants (1} 9% {20}

Balance as of December 31, 2003 588 [ 554
Aflditicrns 2,137 — 2,137
Dispositions {1,917 — {1,917)
Other—than—temporary declines in value and mark—to—market adjustment and

write downs — () (%

Balnnée-s_s of Deceralier 31, 2004 208 1 8069
Afldltic:n.s 1,086 o 1,086
Dispositions (1,793) _— 11,793y
Other-than—temporary dectines in value and mark—to—market adjustment and

write downs — (1} (1}

Balance as of December 31, 2005 $ 10! i — $ wn
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Debt Securities

As of Decamber 31, 2005 and 2004, our portfolio of publicly traded securities consisted of U.S. government agency debt securities, which we intend to
hold to maturity, and auction rate securities that are available for sale. We accrete the discount of the hold—to—maturity bonds and recognize interest income in
our consolidated statement of operations over the term of the notes using the effective interest rate method. The auction rate securities are reported on our balance
shest at par value, which equals fair value, as these securities have liquidity provisions that specify interest rate reset dates, typically every 7, 28 or 35 days.
Short—term bonds of § 41 million and $145 million and auction rate securities of $60 million and $619 mitlion ate included in shori—term investments in our
consolidated balance sheets as of December 31, 2005 and 2004, respectively. Non—current bonds of $0 million and $44 million are inciuded in non—curment other
assets on our consolidated balance sheets as of December 31, 2005 and 2004, respectively.

Note 8: Borrowings
Current Borrowings
As of December 3§, 2005 and 2004, our current borrowings consisted of:

December 31,
2005 2004
{Dollars in
millions)
Current portion of long—term borrowings $ 492 $ 584
Current portion of capital lease obligations and other 20 12
Total current borrowings $ 512 $ 59

75



QWEST COMMUNICATIONS INTERNATIONAL INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—{Continved}
For the Years Ended December 31, 2005, 2004 and 2003

Long—term Borrowings

As of December 31, 2005 and 2004, long—term borrowings consisted of the following {for al} notes with unamortized discount or premium, the face

amount of the notes and the unamortized discount or premium are presented separately):

Chvest Corporation (“QC™): :
Notes with various rates ranging from 5.50% to 9.02% including LIBOR* + 4.75% and maturities from 2007 to 2043
Unamortized discount
Capital lease obligations
Lesg:; current portion
Qwest Services Corporation (“QSC™):
Notes with various rates ranging from 13.00% to 14.00% and maturities from 2007 to 2014
Unamottized premium
Qwest Communications Corporation (*“"QCC™):
7.25% Senior Notes dug 2007
Unamortized discount and other
Capital lease obligations and other
Less: current portion
Qwest Capital Funding (“QCF™):
Notes with various rates ranging from 6.25% to 7.96% and maturities from 2006 to 2031
Unamortized discount
Less: cirrent portion’
Qwest Communications International Inc.: )
Senior notes with varions rates ranging from 3.50% to 9.47% including LIBOR + 3.50% and maturities from 2007 10 2025
Unamortized discount and other
Note payable to Anschutz Digital Media, Inc. (Note 16—Related Party Transactions)
Less: current portion
Other;
Capital lease obligations
Less: current portion

Total long—term borrowings

* London interbank offering rate,
76

December 31,
2005 2004
(Deoilars in milions)
$ 7,789 $ 7,788
(129) (139)
5 11
1 (405)
21 3,377
i 150
34 34
203 24)
82 58
{7 £)]
3473 3,825
(2) 9
(4853 (17%)
3,942 1,877
73 {13)
21 27
(6) (5)
56 44
(13) )
314968 $ 16,690
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Our long—term borrowings had the following interest rates and maturities at December 31, 2005:

Maturities
Interest Rates 2006 207 2008 2009 2019 Thereafter Total
{Dallars in millions)
Up to 5% $— $— $— $§ — $— 5 1265 § 1,25
Above 5% to 6% 6 77 328 — — — 411
Above 6% to 7% —_ 90 17t 562 500 1,591 2,914
Above 7% to 8% 485 jl4 71 750 403 6,643 8,066
Above 8% to 9% 1 1 22 — — 1,750 1,774
Above 9% to 10% — 511 —_ —_— — — 311
Above 10% 3 3 3 3 24 [5] 51
Total $495 5996 $595 $1315 $927 $ 11264 $15592
. % Capital lease obligations . : s 112
Unamortized discount and other (224)
Less current borrowings : . {312y
Total long—term borrowings $ 14968
QU Notes
Covenants

The indentures poverning the QC notes contain certain covenants including, but not limited to: (i) a prohibition on certain liens on the assets of QT and
{i) 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 in compliance with all of the covenants at December 31, 2005.

New Issues

On June 17, 2005, QC issued a total of $1.15 bitlion aggregate principat amount of new debt consisting of $730 million of Floating Rate Notes due 2013
with interest at LIBOR plus 3.25% (7.74% as of December 31, 2005) and $400 million of 7.625% Notes due 2015.

On November 23, 2004, QC issued $250 million aggregate principal amount of its 7.875% Notes due 2011.
On August 19, 2004, QC issued an aggregate of $575 million of 7.875% Notes due 2011.

The aggregate net proceeds from the above offerings have been or will be used for general corporate purposes, including funding or refinancing our
investments in telecommunication assets.

Tender Offers and Related Payments at Maturity
Omn June 7, 2005, QC commenced the following cash tender offers:

*  QC offered to purchase up to $250 million aggregate principal amount of its 6 * 189 Notes due 2005 (the “QC 6 1% Notes™). We received and
aceepted tenders of approximately $211 million face amount of these note for $212 million, On September 15, 2005, QC paid the romaining $39
million of these notes that matured on that date.
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- QC offered to purchase up to $150 million aggregate principal amount of its 6 '/8% Notes due November 15, 2005 (the “QC 6 /8% Notes™). We
received and accepted tenders of approximately $129 million face amount for $130 million. On November 15, 2005, QC paid the remaining $21
million of these notes that matured on that date,

On August 14, 2004, QC commenced a cash tender offer for up to $750 million aggregate principal amount of its 7.20% Notes due November 1, 2004, QC
received and accepted tenders of approximately $569 million face amount for $574 million in cash. On November 1, 2004, QC paid the remaining $18! million
of these notes that matured on that date.

Prepayment
On June 20 and June 23, 2005, QC pre—paid an aggregate of $750 miltion face amount of the $1.25 billion floating rate tranche of its senior term loan that
matures in June 2007 for $773 million.

Redensption
On May 1, 2004, QC redeemed the entire $100 million outstanding principal on its 5.65% Notes due November 1, 2004 and the entite 341 million
outstanding principal amount on its 39—year 5.5% debentures due June 1, 2005 at par and all related interest ceased 1o accrue.

Registered Exchange Offers

On May 27, 2005, QC commenced registered exchange offers for its 7.875% Notes due 2011 (the 2011 QC Notes™) and its 8 /8% Notes due 2012 (the
“2012 QC Notes™) pursuant o the registration rights agreements that it entered into in connection with the issuance of these notes. QC completed the registered
exchange offers for the 2011 QC Notes and 2012 QC Notes on July 3, 2005,

QSC Notes
Tender Offers
On December 1, 2005, QSC completed cash tender offers (the “QSC Tender Offer”™), and accepted tenders, for the following notes:

= Approximately $52 million outstanding principal amount of its 13.00% Senior Subordinated Secured Notes due 2007 {the “2007 QSC Notes,™) for
$56 million.

= Approximately $2.211 billion of the approximatety $2.232 billion outstanding principal amount of its 13.50% Senior Subordinated Secured Notes due
2010 (the “2010 QSC Notes™) for $2.548 billion.

. $Appmximately $641 million outstanding principal amount of its 14.00% Senior Subordinated Secured Notes due 2014 (the “2014 QSC Notes™} for
794 million.

These transactions resulted in a foss of $426 million,

) In conmection with the QSC Tender Offer, QSC also received consents from a majority in aggregate principal amount of ali hotders of the above notes
agreemgzto remove or madify substantially all of the restrictive covenants in the indenture governing those notes (the “Covenant Amendment Consent™) and
from 66 “/3% in aggregate principal amount of all hoiders of the above notes to release all collateral securing these notes and the cotlateral seouring the
guarantees thersof by QCII (the “Collateral Release Consent™). Concurrent with the Collateral Release Consent, a¥l liens securing notes issued by QCII and
Q5C’s guarantees of notes issued by
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QCI! were also released. Upon completion of the QSC Tender Offer and in accordance with the applicable indentures, the subordination pmvi_sions of the QSC
guarantees of debt securities of QCI1 were terminated. The QSC guarantees of QCII debt securities now rank pari passu in right of payment with all existing and
future senior unsecured obligations of QSC (including QSC’s guarantes of the 2009, 2011 and 2014 QCII Notes (as defined below)) and rank senior in right of
payment to all existing and future obligations of QSC that are expressly subordinated to such QSC guarantees. As of December 31, 2005, o publicly held debt of
QCI] and its subsidiaries was secured.

On June 7, 2005, we cotnmenced a cash tender offer for the purchase of $504 million aggregate principal amount of the 2007 QSC Notes. We received and
accepted tenders of approximately $4352 million face amount for $500 million, resulting in a loss of $18 million.

Registered Exchange Offers
On May 11, 2005, we commenced a registered exchangs offer for the 2010 QSC Notes and the 2014 QSC Notes pursuant to the registration rights
agreements that we entered into in connection with the issuance of these notes. We completed the registered exchange offer for these notes on June 17, 2005.

QSC Credit Facility

October 21, 2005, QSC replaced its pre—existing three—year $750 million revolving credit facility with 2 new five—ysar $8:SO mil]im_'l revolving credit
facility (the *2005 QSC Credit Facility™), which is currently ondrawn. [f drawn, the 2005 QSC Credit Facility would, at our e]ech(_n:l. bear lpterwt at a rate of
adjusted LIBOR or a base rate, in each case plus an applicable margin. Such margin varies based upon the credit ratings of the facility and is cqrrently 2.0% for
LIBOR based borrowings and 1.0% for base rate borrowings. The 2005 QSC Credit Facility is guaranteed by QCII and is secured by a semior lien on the stock of
QC. The 2005 QSC Credit Facility will mature on October 21, 2010,

Covenants

The 2005 QSC Credit Facility contains certain other covenaats including, but not limited o, limitations on:

*  incurrence of indebtedness (suspended white the 2005 QSC Credit Facility remains undrawn);

*  restricted payments;

*  using any proceeds o pay settlements or judgments relating to investigations and securities actions discussed in Note 17—Commitments and
Contingencies:

«  dividend and other paymenits;

*  mergers, consolidations and asset sales;

+  investments; and

+  liens (suspended while the 2005 QSC Credit Facility remains undrawn}.

In the event of certain changes of control, each lender under the 2005 QSC Credit Facility may terminate its commitment thereunder and declare any
outstanding amaunts for such lender’s account immediztefy due and payable.
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The 2005 QSC Credit Facility makes available to'us $850 million of borrowing capacity subject to certain restrictions as described below, and is currently
undrwn, The 2005 QSC Credit Facility contains financial covenants that (i) require Qwest and its consolidated subsidiaries to maintain a debt—to—consolidated
EBITDA ratio of not more than 6 to 1 and (ii) require QC and its consolidated subsidiaries to maintain a debt—to—consolidated EBITDA ratio of not more than
2.5 to 1, Consolidated EBITDA as defined in the 2005 QSC Credit Facility means our net income (loss} adjusted for taxes, interest and non—cash and certain
non—recurring items. Compliance with these financial covenants is not required while the 2005 QSC Credit Facility remains undrawn.

This facility has a cross payment default provision, and this facility and certain other debt issues also have cross acceleration provisions. When present,
such provisions could have a greater impact on liquidity than might otherwise arise from a default or acceleration of a single debt instrument, These provisions
generally provide that a cross default under these debt instruments could occar if:

*  we fail fo pay any indebtedness when due in an aggregate principal amount greater than $100 miilion;

*  any indebtedness is accelerated in an aggregate principal amount greater than $100 million ($25 million in the case of one of the debt instruments), or

»  judicial proceedings are commenced to foreclose on any of our assets that secure indebtedness in an aggregate principal amount greater than $100
million.

Upon such a cross default, the creditors of a material amount of our debt may elect to declare that a default has occurred under their debt instruments and
10 accelerate the principal amounts due such creditors. Cross acceleration provisions arg similar to cross defauit provistons, but permit a default in a second debt
instrument to be declared onty if in addition to 2 default occurring under the first debt instrument, the indebtedness due under the first debt instrument is actually
accelerated. Under certain circumstances described in the 2005 QSC Credit Facility, QCII may become a substitute borrower under such facility.

QCC Notes

Covenants

The indenture governing the ontstanding QCC notes contains certain covenants including, but tiot limited so: (i} a prohibition on certain liens on assets of
QCC and (ii) a limitation 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 accelerating payment of the notes upon an acceleration of any other debt obligations of QCC in the aggregate in
excess of $25 million. We were in compliance with all of the indenture covenants as of December 31, 2005,

QCF Notes

Covenants

The QCF notes are guaranteed by QCIT on a senior unsecured basis. The indentures goveming these QCF notes contain certain covenants including, but
not limited to: (i) a prohibition on certain liens on the assets of QCF and (ii} a limitation on mergers or sales of all, or substantialfy all, of the assets of QCF or us,
which limitation requires that a successor assume the obligation with regard fo these notes. These indentures do not contain any cross—defanit provisions. We
were in compliance with all of the covenants as of December 31, 2005,
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Tender Offers

On February 26, 2004, we complefed a cash tender offer for the purchase of up to $963 million aggregate principal amount of QCF’s 5.875% Notes due
August 2004. We received and accspted tenders of approximately $921 million in total principal amount of the QCF notes for $939 million, resulting in a loss of
$21 miltion.

Repayment

On July 15, 2005, we paid the remaining $179 million of QCF’s 6 '14% Notes due July 15, 2005 that matured on that date.

Exchange Offers

PDuring the year ended December 31, 2005, we exchanged approximately $167 million of existing QCF notes for approximately 38 million shares of our
common stock with an aggregate value of $145 miltion at the time of issuance. The effective share price for the exchange transactions ranged from $4.03 per
share to $4.98 per share {principa) and accrued interest divided by the number of shares issued). The trading prices for our shases at the time m_at the exchange
transactions were consummated ranged from $3.53 per share to $4.09 per share. As a result, we recorded a gain of $23 million on gebt extinguishments.

During the year ended Deceraber 31, 2004, we exchanged $169 million face amount of existing QCF notes for 36.4 million shares of our commen stock
with an aggregate value of $144 million and effective share prices ranging from $4.01 to $5.32. The trading prices for our shares at the time the exchange
transactions were consummated ranged from $3.60 per share to $4.39 per share. As a result, 2 gain of $25 million was recorded on the debt extinguishments.

These gains are included in other expense {(income) in our consolidated statements of operations.

QCII Notes
Covenants
The 2004 QCII notes are guaranteed on a seniot unsecured basis by QSC and QCF. The indenture governing these notes limits QCII"s and its subsidiaries’

ability to:
= incur or guarantee additional debt or issue preferred stock;
= pay dividends of distributions on or redeem or repurchase capital stock;
= make investments and other restricted payments;
= issue or sell capital stock of restricted subsidiaries;
*  prant liens;
»  transfer or sell assets;

= consolidate or merge or transfer all or substantially al) of our assets; and

=  enter into trangactions with affiliates.

If the notes receive investment grade ratings, most of the covenants with respect to the notes will be subject to suspension or tenmination. Under the
indenture governing these notes, we must repurchase the notes upor
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certain changes of control. This indenture also contains provisions for ctoss acceleration relating fo any of our other debt obligations and the debt obligations of
our restricted subsidiaries in an aggregate amount in excess of $100 million. We were in compliance with all of the cavenants as of December 31, 2005,

New Issues

On June 17, 2005, QCH issued $600 million of 7 '/2% Senior Notes due 2014—Series B. On June 23, 2005, QCI1I issued an additional $200 million
aggregate principal amount of such notes, bringing the total principal amount outstanding te $800 miliion. The aggregate net proceeds from these offerings have
been or will be used for general corparate purposes, incliding repayment of indebtedness, and funding or refinancing our investments in tetecomnunication
assets,

On Febnuary 5, 2004, QCH issued a total of $1.775 billion of senior notes, whlch consisted of $750 million in Floating Rate Semor Notes due 2009 with
interest at LIBOR plus 3.50% (7.84% as of December 31, 2005), $525 million in 7 '/4% Senior Notes due 2011, and $500 mitlion in 7 1129 Senior Notes due
2014. These notes are guaranteed by QCF and QSC. The guarantees by QCF and QSC are om a senior unsecured basis. Upon completion of the QSC Tender
Offer and in accordance with the applicable indentures, the subordination provisions of the QSC guarantees of debt securities of QCII were terminated. The net
proceeds from this note offering were used for peneral corporate purposes, including repayment of indebtedness.

Registered Exclange Offers

On May 11, 2005, we commenced a registered exchange offer for QCII’s Fioating Rate Senior Notes due 2009, 7 '/4% Senior Notes due 2011, and 7 1%
Senior Notes due 2014 (collectively, the “2009, 201 § and 2014 QCII Notes™) pursuant &0 the registration rights agreement that we entered into in connection with
the issuance of these outstanding notes. We completed the registered exchange offer for these notes on June 16, 2005,

QCII Convertible Sentor Notes

New Issnes

On November 8, 2005, QCII completed an offering of $1.265 billion aggregate principal amount of 3.50% Converible Senior Notes due 2025. The
conversion value of the notes may be calculated prior to maturity by using an initial conversion tate of 169.4341 per $1,000 in principal amount of the notes or an
initial conversion price of $5.90, subject to certain conditions as described in the indenture governing the notes (the “Indenturs™).

As a general matter, assuming no adjusiment to the initial conversion rate or price is made or required under the terms of the Indenture and the requisite
conditions to an exercise of the conversion right provided under the Indenture are satistied, the foliowing hypothetical examples would apply:

(1} If the price of our common stock exceeds $5.9Q per share when the notes are convented, then, for every $1,000 in principal amount of the notes
surtendered for conversion, the holder will receive the following:

«  $1,000 in cash, and

*  the amount by which the conversion value {calculated as the product of the initial conversion rate and the average of the closing sale prices of the
common stock during the conversion period as deseribed in the Indenture) exceeds $1,000, which amount the Indenture defines as the “residual value
shares™, At our option, we may elect to pay all ot a portion of the tesidual value shares, calculated as provided in the Indenture, in cash or in a number
of shares of our common stock.
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(2) If the price of our common stock is at or below $5.90 per share when the notes are converted, then, for every $1,000 in principal amount of the notes
surrendered for conversion, the holder will receive the lesser of:

= $1,000 in cash, or

= the conversion value in cash.

Covenanis

The indenture governing the 3.50% Senior Notes contains certain covenants including, but not limited to, a limitation on meegers or sales of all, or
substantially all, of the assets of QCII, which requires that a successor agsume the obligation with regard 1o these notes. The indenture contains provisions
Tequiring acceleration of payment of the notes upon an acceleration of any other debt obligations of QCII in an aggregate amount in excess of $100 million. We
werg in compliance with all of the indenture covenants as of December 31, 2005.

Interest Rate Swap Activities

n 2004 we entered into interest rate swap agreements with notional amounts totaling $825 miltion. We previously disclosed that all these interest rate
swap agreements were designated as fair—value hedges, which effectively converted the related fixed—tate debt to floating rate through the receipt of fixed—rate
amounts in exchange for floating—rate interest payments. While the structute of the swaps did not change, we determined in the first quarter of 2003 that
agreements with notional amounts totling $575 million did not teet all the requirements to be treated as fair-value hedges. As a result of this change, the
changes in the fair value of the swap agreements were included in other expense—net in our consolidated statements of operations. Had we applied this same
accounting freatment to the swap agreements in 2004, the impact would have been less than $1 million in our 2004 financial statements.

In the second quarter of 2005, we terminated all of these interest rate swap agreements. We paid $3 million to terminate the agreements that were not
freated as fair—value hedges, and we received $6 million from the termination of the interest rte swap agreement that was treated as a fair—value hedge. For the
agreements that were not treated as fair—value hedges the changes in fair value prior to termination resuited in a net $3 million non—operating loss in 2005, which
amount is included in other expense—net in our consolidated statements of operations. For the interest rate swap agreement that was treated as a fair-value
hedge, we are amortizing the $6 million of proceeds as a reduction in interest expense over the remaining six years until the hedged notes mature.

Ingerest
The following table presents the amount of gross interest expense, capitalized interest and cash paid for interest during 2005, 2004 and 2003:

Years Ended December 31,

2005 004 2003

{Dollars in millions)

Gross interest expense $1,496 $1,543 §1,776

Capitalized interest {13) (12) %
Net interest expense $1,483 31,331 $1.757

Cash intereat paid : : $1.428 $1,476 $1,339
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Note 9: Realignment and Restructuring Charges

During 2004 and previcus years, as part of our ongoing effort to evaluate our operating costs, we established restructuring programs, which included
workforce reductions, consolidation of excess facilities, and restructuring of certain business functions. The restructuring reserve batances discussed below are
included in our consotidated balance sheets in the category of accrued expenses and other current liabilities for the current portion and other Jong-term liabilities
for the long—term portion. Charges and reversals discussed below are included in our consolidated statement of operations in selling, general and administrative
expenses. As of December 31, 2005 and 2004, the amounts inciuded as current lLiabilities were $62 million and $146 mitlion, respectively, and the non—current
portions are $366 million and $374 million, respectively.

The following table summarizes the activity related to the remaining liability for restructuring costs discussed below, comprised peimarsily of.' future net
payments on shandoned operating leases, as of December 31, 2005. These future net payments for lease obligations are also included in our commitments table
in Note 17—Commitmenis and Contingencies:

Restrocturing Plans

2002 and
2004 2003 Prior Total

{Dollars in millions)

December 31, 2002 Balance — — 5 547 $ 547
Provisions _ 131 — 131
Utilization — {t4) (122) (136)
Reversals — - (18) (18)

December 31, 2003 Balance $— $117 5 407 §524
Provisions 179 4 67 250
Utilization o (95) {37) (50) (202)
Reversals (6 {26) (20} (52)

December 31, 2004 Balance $78 538 § 404 $ 520
Provisions —_ 4 36 40
Utilization S (35) %) 37y (101}
Reversals (12) (%) [{t1)] {31}

December 31, 2005 Balance $11 $24 $ 393 $ 428

2004 Restructuring Plan

During the year ended December 31, 2004, as part of an ongoing effort of evaluating costs of operations, we reviewed employee levels in ceriain areas of
our business. We identified approximately 4,000 employees from various functional areas to be terminated as part of this 2004 restructuring plan. As a result, we
established a reserve and recorded a charge to our 2004 consolidated statement of operations for $179 million for severance benefits pursuant to established
;evmnce policies. Through December 31, 2004 we had uiilized $95 million of this reserve for severance payments and adjusted our estimated payments by

6 million.

During the year ended December 31, 2005, we utilized $55 million of the 2004 restructuring plan reserves for employee severance payments and through
December 31, 2005 we had terminated 3,900 employees. As the 2004 employee reduction plan was essentially complete and actual costs were less than
originally estimated, we reversed $12 million of severance benefits during the year ended Decernber 31, 2005. The remaining 2004
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reserve includes $11 million for severance payments, the majority of which we expect to be utilized during 2006 with some utilization for outplacement over the
next several years.

2603 Restructuring Plan

During the year ended December 31, 2003, as part of an ongoing effort of evaluating costs of operations, we reviewed employee levels in certain areas of
our business. As a result, we established a reserve and recorded a $131 million charge to our 2003 consolidated statement of operations comprised of
$107 million for severance benefits pursuant to established severance policies and $24 million for real estate exit obligations, which primarily include estimated
future net payments on abandoned operating leases. We identified approximately 2,240 employees from various functional areas to be terminated as part of this
restructuring. The real estate exii costs include the net present value of rental payments due over the remaining term of the leases, net of estimated sublease
rentals and estimated costs to terminate the leases. Through December 31, 2003 we had utilized $12 million of the 2003 restructuring reserves for severance
payments and $2 million for real estate exit costs.

During the year ended December 31, 2004, we utilized $54 miilion of the 2003 restructuring plan reserves for employee severanceé payments and
$3 million for real estate exit—related payments. Through December 31, 2004, we had terminated 2,230 employess. As the 2003 employee reduction plan was
essentially complete and actual costs were less than originally estimated, we reversed $17 million of severance benefits during the year ended December 31,
2004. We also updated our remaining real estate reserves for completed transactions and our cutrent assessment of remaining exit costs, resulting in an additional
net reduction of the reserve of $9 million.

During the year ended December 31, 2005 we updated our remaining real estate reserves for completed transactions and our current assessenent of
remaining exit costs, utilizing $9 miltion of the 2003 restructuring reserves and increasing the reserve by $4 million. As the majority of the severance related
costs had been paid, we reversed an additional $9 million of severance accrual. The remaining restructuring reserve for the 2003 restructuring plan of $24 million
is for real estate exit costs which we expect to utilize over the remaining term of the leases,

2002 and Prior Restructuring Plans

We had identified 1,500 employees to be terminated as part of the 2002 restructuring and prior plans and as of December 31, 2003, these employee
reductions were complete. As the employee reduction portion of the 2002 restructuring and prior plans were complete and actual cosis wers less than originally
estimated, we reversed $18 million of the restructuring reserve during the year ended December 31, 2003. During the year ended December 31, 2003, we utilized
$47 million of the reserves for employee severance payments, $53 imillion for real estate exit—related payments and the remaining reserve related to our merger
with U S WEST, Inc. (the “Merger™) in the amount of $22 million.

During the year ended December 31, 2004, we utilized $50 million of the 2002 and prior restructuring plan reserves for abandoned real estate exit—related
payments. As there were no remaining unpaid employee-related benefits, we reversed the remaining estimated severance reserves of $7 million. We
re—evalualed our exit costs for completed leased real estate transactions and reversed the remaining $13 million. Additionally, we re—evaluated our estimated real
estate costs for incomplete transactions and increased our reserve by $67 miltion. The increase in the estimated costs for real estate exit—related costs was caused
primarily by continued oversupply of available telecommunications and data center hosting space in certain markets, We based our adjustment on a current
assessment of market conditions.
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Duting the year ended December 31, 2005 we updated our real estate reserves for completed transactions resuiting in a decrease of $37 million to the 2002
and prior restructuring reserve and we re—evaluated our estimated real estate costs for non—complete transactions resulting in a net increase in our reserve of
$26 million. The increase in the estimated costs for real estate exit—related costs was caused primarily by continued oversupply of avzilable telecommunications
and data center hosting space in certain markets and greater than anticipated increases in lease refated costs in 2005. We based our adjustment on a curvent
assessment of market conditions. The remaining restructuring reserve for the 2002 and prior restructuring plan of $393 million is for real estate exit costs, The
real estate exit accrual is expected to be utilized over approximately the next 20 years.

During 2005 we incurred charges of $1 14 million related to severance and exiting of operating leases in the normal course of business. These realignment
chatges, which are included in our consolidated statements of operations in sefling, general and administrative expenses, were the result of ongoing management
of our workforce in our competitive industry.

Segment Information

The restructuring provisions less reversals for the plans discussed above for our wireline services segment are ($16) million, $104 million, and $69 million
for 2005, 2004 and 2003, respectively. No amounts were recorded for our wireless services segment for any periods presented. The 2005, 2004 and 2003
amounts for our other services segment was $25 million, $94 million, and $44 million, respectively.
Camulative Plan Utilization

The following table outlines our curnulative utilization of the 2004, 2003, 2002 and prior restructuring plans through December 31, 2005.

December 31, 2805—Cumulative

Utiltzation
Real Estate
Severance Exit and
and Related Related Total
{Dollars in millions)
2004 restructuring plan $ 1% 0 035 — $ 150
2003 restructuring plan 67 13 80
2002 restructuring and prior plans 1,110 1,361 24N
Total curnulative utifization - o $ 1327 $ 1374 $ 2,701
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Note 18; Other Financial Information
Accrued Expenses and Other Current Liabilities
Accrued expenses and other current liabilities consist of the following:

December 31,
2008 2084
(Dollare
o inmlilions)
Avcrued interest : § 290 F 286
Employee compensation 429 483
Acerued property and other taxes : 328 350
Accrued facilities costs _ 431 440
Current portion of state regulatory and other legal reserves 291 289
Restructuring and realignment reserves 117 147
Other 431 295
Total accrued expenses and other current linbilities $ 2317 $ 2290

Other Long—Term Linbilities
Other long—term liabilities include principally restructuring and realignment fizbilities and reserves for contingencies and litigation. Restructuring
tiabilities are discussed in Note 9—Restructuring Charges and other significant items are discussed below and in Note 17—Comimnitments and Contingencies,

As of December 31, 2005 and 2004, we had liabilities of $124 miflion and $233 million, respectively, of which $0 million and $131 million, respectively,
was long term, related to the termination of our Calpoint LLC (“Calpoint™) services agraement, We entered into a services agreement with Calpoint in 2001. In
conmection with this arrangement, we also agreed to pay monthly services fees directly to the trustee that serves as a paying agent on debt instruments issued 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 Sepiernber 2003, we terminated our services arrangement with Calpoint. We paid
to terminate the services agreement, but witl continue o make payments to a trustes related to the unconditional purchase obligation. As a result of this
transaction, in September 2003, we recorded a liability of $346 million for the net present value of the remaining obligation that will be paid through 2006,

In November 2005, we entered into a settlement agreement with KMC Telecom LLC and several of its related parent or subsidiary companies
(collectively, “*KMC™) and one of KMC’s lenders, General Electric Capital Corporation (“GECC™), to seitle several disputes and obligations between the parties.
Under the terms of the settiement, we paid $98 million in order to resolve all outstanding disputes and obligations between and among us, KMC and GECC. In
connection with the resolution of this matter, we reduced our pre—existing deferred credit and other labilities related to the matter resulting in a net $4 million
gain related to this settiement, which is included as a reduction of cost of sales.

Prepaid and Other Assets

Prepaid and other assets contained 3186 million and $192 million of deferred activation and installation charges as of December 31, 2005 and 2004,
respectively.
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Note 11: Employee Benefits
Pension, Post—retirement and Qther Post—employment Benefits

We sponsor a noncontributory defined benefit pension plan (the “Pension Plan™) for substantially all management (non—union) and occupational (union)
employees. In addition to this tax qualified Pension Plan we also maintain a non—qualified pension plan for certain highly compensated employees and
executives (the ‘“Non—Qualified Pension Plan™), We maintain post—retirement benefit plans that provide healthcare and life insarance benefits for eligible
ménagement and occupational retirees. We also provide post—employment benefits for other eligible former employees. As of December 31, 2065 and 2044,
shares of our commeon stock and ownership of our debt accounted for less than 0.5% of the assets held in the pension and post—retirement benefit plans.

The Pension Plan features a traditional service—based program as well as a cash balancs program. Participants in the service—based program include alt
occupational (union) employees, and management employees that had reached 20 years of service by December 31, 2000 or who would be service pension
cligible by December 31, 2003, The cash balance progrm covers management employees hired after December 31, 2000 and management employees who did
not have 20 years of service by December 31, 2000 or who would not be service pension eligible by December 31, 2003. Future benefits in the cash balance plan
are based on 3% of pay while actively employed plus an investment return. The investment retuen an employee’s cash balance plan account eams in a given year
is based upon the average 30 year Treasury intetest rate in effect during August—December of the prior year and the employee’s account balance at the
beginning of the year.

Pension and post—retirement healthcare and life insurance benefits attributed to employee service during the year, as well as interest on projected benefit
obligations, are accrued currently. Prior service costs and credits resulting from changes in plan benefits are amortized over the average remaining service period
of the employees expected to receive benefits or, for changes associated with our 2005 collective bargaining agreement, over the thres ysar term of the
agreement. Costs for the pension and post—retirement plans are recognized over the period in which the employee renders services and becomes eligible to
receive benefits as determined using the projected unit credit method,

The accumulated post—retireinent benefit obligation (“ABO™) for our occupationzl {union) healthcare and life insurance post—retirement pian benefits is
estimated based on the terms of our writien plan as negotiated with our employees’ unions as well as numerous agsumptions, estimates and judgments, including
but not limited to, healthcare cost trend rates and mortality trend rates. In the third quarter of 2005, we negotiated new three—year collective bargaining
agreements covering approximately 23,000 unionized employees. These new agreements reflect changes for the occupational post—1990 retirees, including:

(i) retirees will begin coatributing to the cost of healthcare benefiis in excess of specified limits on the company—funded portion of retiree healthcare costs (also
referred to as “caps™} beginning January 1, 2009, rather than Janvary 1, 2006, the previous effective date of the caps: (ii) retirees will receive a reduced life
insurance benefit starting January 1, 2006; and {iii) retirees will pay increased out of pocket costs through plan design changes starting January 1, 2006. These
changes have been considered in the determination of the ABO for our occupational (union) emptoyee benefits under the plan. The additional costs to us of
deferring the enforcement of the caps by three years were substantially offset in negotiation by the additional benefit to us of the reduction in life insurance
benefits, As a result of this exchange of benefits with the affected plan participants (the retirees in this case), we have determined that the caps provision
beginning January 1, 2009 is substantive, If the caps were not considered to be substantive in our determination of the ABO, our current calculation of the ABO
would increase by approximately $2.3 billion. The collective bargaining agreements with our employees’ unions contain caps that are effective January 1, 2009,
and we currently intend to enforce these healthcare caps beginning on that date in order to maintain our healthcare costs at competitive levels.
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The terms of the post—retirement life and healthcare arrangement between us and our management employzes and our post—1990 management retirees are
established by us and are subject to change at our discretion. We have a past practice of sharing some of the cost of providing healthcare benefits with our
management enployees and post—1990 management retiress. The ABO for the inanagement post—retirement healthcare benefits is based on the terms of the
current written plan documents and is adjusted for anticipated continued cost sharing with management employees and post—1990 management retirees.
Management employees who retain retiree healthcare benefits and retired after December 31, 1990 began paying contributions toward the cost of their retiree
healthcare benefits effective January 1, 2004, Post—1950 management retirees made contributions to the Company for their healthcare benefits of $26 million and
$20 miltion for the years ended December 31, 2005 and 2004, respectively.

Our funding policy for the pension plan is to make contributions with the objective of accumulating sufficient assets to pay all qualified pension benefits
when due under the terms of the plan. No pension contribution was required in 2005 or 2004 and as of December 31, 2005 and 2004, the fair value of the assets
in the qualified pension trust exceeded the ABO of the qualified Pension Plan. During 2005 and 2004, we made contributions of $6 million and $14 million,
respectively to the post—retirement occupational (union) healthcare trust. In addition, we recejved reimbursements for healthcare claims incurred by occupational
(umion) retirees from the post—retirement occupational (union) healthcare trust of $206 million and $185 million in 2603 and 2004, respectively. During 2004 we
also reccived $15 million as a final rimbursement fom the 1ife insurance trust for life insurance premiums incurred by retirees. We made payinents of
$383 miilion and $391 million directly to healtheare benefit providers and life insurers in 2005 and 2004 respectively.

Expected Cash Flows

The pension, non—qualified pension and post-retirement benefit payments, which include expected future services, are expected to be paid by us and from
plan assets and the estimated future Medicare Part D subsidy receipts are as fotllows:

Non—Qualifled Post—Retirement Medicare Part D
Pension Plan Pension Plan Benmeflt Plans Sobsidy Receipts
(Dollars im millions)

2006 $ 735 8 3 $ 439 $ (17)
2007 744 5 474 (19
2008 752 5 505 1)
2009 756 14 431 (23)
2010- 758 : g © 438 25
2011—2015 $ 3,729 s 19 $ 2,177 3 (161)
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‘The components of the pension benefit expense (credit), non—qualified pension benefit expenss and post—retirement benefit expense are as follows:

Service cost

Interest cost

Expected return on plan assets
Amortization of transition asset

Aimortization of prior service cost
Recognized net actuarial {gain) loss

Net (credit) cost included in current earnings (loss)

Nom—Cualified Ppst-Retirement
Pension Cost (Credit) Penston Cost Renefit Cost
Years Ended Years Ended Years Ended
December 31, December 31, December 3,
2005 2004 2003 2005 2004 2003 2005 2004 2003

3 149 § 164 $ 170

500 567 601
(695) (773) (858)
— (63) (71}
(5) (3} —
79 6 —

8 B 3 (104) $(158)

$ 3 3§ 2 3% 3
3 3

{Dollars in milllons)

$ 20 $ 21 § 23

310 354 389

a3y 13 43
(36) “n 20)
56 87 (01

§ 199 § 284 $ 353

“The pension, non—qualified pension and post—retirement benefit expense (credit) is allocated between cost of sales and selling, genera! and administrative

expense in the consolidated statements of operations.

The measurement dases used to determine pension, non—qualified pension and other post-retirement healthicare and life insurance benefit measuremnents
for the plans are December 31, 2005, 2004 and 2003. The actuzrial assumptions used to compute the net pension expense {credit), non—qualified pension benefit
expense and post—retirerent benefit expense are based upon information available as of the beginning of the year, as presented in the following table.

Beginning of the year:
Discount rate
Rate of compensation increase

Expected long—term rate of return on plan assets

Initial healthcare cost trend rate
Ulitmate healthcare cost trend rate
Year ultimate trend rate is reached

N/A—naot applicable

Non—Qualifled Past—Retirement
Pensten Expense (Credit) Pension Expense Benefit Expense
2005 2604 203 205 2004 2003 2005 2004 203

5.75% 6.25% 6.75%
4.65% 4.65% 4.65%

8.50% 8.50% 2.00%
N/A N/A N/A
N/A NA N/A
NiA NA N/A

5.75% 625% 6.75%
465% 4.65%  4.65%
N/A N/A N/A
NiA N/A N/&-
N/A N/A N/A
N/A N/A N/A

5.75% 6.25% 6.75%
N/A N/A N/A
8.50% 8.50% 9.00%

10.00%  10:00%  10.00%
500%  5.00% 5.00%
2010 2014 2013
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Following is an analysis of the change in the projected benefit obligation for the pension, non—qualified pension and post—retirement benefit plans for

the years ended December 31, 2005 and 2004:

Benefit obligation accrued at beginning of year
Service cost
Interest cost
Actuarial loss (gain)
Plan amendments
Special tennination benefits
Benefits paid

Benefit obligation accrued at end of year

Accumulated benefit obligation

Noa—Qualificd Past—Retirement
Pension Plan Pengion Plan Benefit Plans
Years Ended Yeats Ended Years Ended
December 31, December 31, December 31,
2005 2004 2005 2004 2005 2004
(Doftars in milllons)
$ 8,929 §8960 § 59 $ 48 $5798 $ 6,076
149 164 3 2 20 _ 21
500 567 3 3 310 354
219 207 4) 10 (293) (184)
— (14) —_ —_ (32} (18)
_ i — — . —
{340) (956} {5) 4 {383) (391)
$ 8,957 $8929 % 56 $ 59 §s5420 $ 5,798
$8752 $8658 $ 51 % 53 §5420 85798

The actuarial assumptions used to compute the funded (unfunded) status for the plans are based upon informatton available as of the end of the respective

year and are as follows:

End of the year;

Discount raie

Rate of compensation ingrease
Initial healtheare cost trend rate
Ultimate healthcare cost trend rate
Year ultimate trend rate is reached

N/A—mnot applicable

Now—Qualifted Post-Retirement
Pension Plan Pessien Plan Benefit Plans

2085 2004 205 2084 2005 2004

5.60% . 575%  5.60% 5.75% 5.60% 5.75%
. 4.65% 4.65% 4.65% 4.65% NA NIA

NiA N/A N/A N/A §0.00% 10.00%

N/A N/A N/A N/A 5.00% 5.00%

N/A W/A N/A N/A 2011 2010

The plan assets of the pension plan are currently used for the payment of pension benefits. The plan assets of the post—retirement benefit plan are onty used
for the payment of healthcare benefits for accupational {union) plan participants. Following is an analysis of the change in the fair value of plan assets for the
pension, non—qualified pension &nd post—retirement benefit plans for the years erded December 31, 2005 and 2004:

Fair value of plan assets at beginning of year
Actual gain on plan assets
Netcontributions to trust and benefit providers
Benefits paid

Fair value-of plan assets at year end
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Non—Qualified Post-Retirement
Pensien Plan Pension Plan Benefit Plans
Years Ended Years Ended Vears Ended
December 31, December 31, December 31,
2005 2084 2005 2004 2005 2004
{Dollars in millions)
$9,133 $ 9,010 $— $— $ 1,652 § 1,659
1,055 1,079 — — 193 180
_ —_ 5 4 182 204
(840) (956) (5) @) (383) (391)
$9,348 $9,133 § — - $ 1,644 $ 1,652
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The following table presents the funded status of the pension, non—qualified pension and postretirement benefi¢ plans as of December 31, 2003 and 2004:

Noo—Qualifled Fost—Retirement

Pension Plan Pension Plan Benefit Plans

Years Ended Years Ended Years Ended

December 31, December 31, December 31,

2005 2004 2008 2004 2008 2004
. {Dollars in millipns)
Funded (unfimdesd) status § 391 5 24 $(56) 8559 % (3776 $ (4,146)
Unrecognized net actuarial loss 818 1,037 12 16 786 1,197
Unamortized prior service cost (benefit) ) (44) 2L — i - (325) (349)
Unrecognized transition {assef) obligation — — 3 3 — —_
Prepaid benefit (accrued cost) $1,165 $1,192 S $(37) $ (3315 § (3,298)

The accrued cost of the non—qualified pension plan and the accrued cost for the post—retirement benefit plans are included in post—retirement benefit
obligations on our consolidated balance sheet. Also included in that line are post-employment long~term disability insurance and workers compensation benefits
accruals.

The weighted—average agset allocations for the benefit plans at December 31, 2005 and 2004 by asset category are as follows;

Non—Qualified Post-Retirement

Pension Plan Pension Plan Benefit Plan

Years Ended Years Ended Years Ended

December 31, December 31, December 31,

005 2004 S 2004 2005 2004

Equity Securities 60% 62% N/A N/A 56% 58%
Debt Securities 22% 23% NFA N/A 20% 30%
Real Estate 8% % N/A N/A 5% %
Other 10% 8% N/A N/A 10% %
Total 100% 100% N/A N/A 100% 100%

— — — ——— —— —

N/A—not applicable

The investment objective for both the pension &nd post-retirement benefit plans js to provide an attractive risk—adjusted return that will ensure the
payment of benefits and protect against the risk of substantial investment Josses. Investment risk is managed by broadty diversifying plan assets across numerous
strategies with differing expected returns, volatilities and correlations. Derivative instruments (primarily exchange—traded futures, forwards and options}) are used
to reduce risk as well as enhance return.

The asset mix, or the percent of the trust held in each asset class, takes into account benefit obligations, risk/retum requirements and the outlook for the
financial markets. Given the long—term nature of our benefit obligations, the benefit plans have a significant weighting to equities, which have a higher expected
retum. As of year—end, the actual asset mix is within the 50%—70% policy allocation range for equities and the 30%—50% policy allocation range for
non—equities (debt, real estate and other).

In computing the pension and post-retirement benefit costs, we must make numerous assumptions about such things as employee mortality and tumover,
expected salary and wage increases, discount rate, expected rate
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of return on plan assets, expected future cost increases, health care claims experience and changes in our collective bargaining agreements. These items generally
have the most significant impact on the leve! of cost: (1) discount rate, {2} expected rate of retum on plan assets and (3) the terms of our post—retirement plan
benefits covered by collective bargaining agreements as negotiated with our employees” unions.

The discount rate enables us to state expected future cash flows at a present value on the measurement date. Annually, we set our discount rates based
upon the yields on high—quality fixed—income investments available at the measurement date and expected 1o be available duting the period to maturity of 1]15
pension and other post-retirement benefits. In making this determination we use a simple average of four specific indices of high quality corporated bond yields
that would generate the necessary cash flows to pay our projected benefits when due.

The expected rate of return on plan assets is the long—term rate of retum we expect to eam on trust assets. The rate of return is 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
wsing historical information as well as an analysis of current and expectsd market conditions, The expected risk and retuen characteristics for each asset class are
reviewed annually and revised, as necessary, to reflect changes in the financial markets,

To compute the expected return on pension and post—retirement benefit plan assets, we apply an expected rate of return to the market—related agset value
of the pension plan assets and to the fair value of the post-retirement plan assets. The market-refated asset value is a computed value that recognizes changes in
fair value of plan equity assets over a period of time, not to exceed five years. The five year weighted average gains and losses related to the equity assets are
added to the fair value of bonds and other assets at year—end to arrive at the market—related asset vaine. This method has the effect of reducing the impact on
expense from annual market volatility that may be experienced from year fo year. As a result, our expected retutn is not significantly impacted by the actual
retumn on pension plan assets experienced in any given year, For the years ended December 31, 2005 and 2004, the investment program produced an actual retum
on pension and post—retirement plan assets which exceeded the expected return by $422 million and $355 million, respectively. The annual returns on plan assets

will almost always be different from the expected long—term retutns, and could include net losses, due primarily to the volatility occurring in the debt and equity
markets during any given year.

The estimate of the ABOQ for our occupational {union} post-retirement plan benefits is based on the terms of our written plan as negotiated with our
employees’ unions. In making this determination we consider the exchangs of benefits between us and our employees that ocours as part of the negotiations.

A change of one percent in the assumed initial healthcare cost trend rate would have had the following effects in 2005:

One Pertent Change

Increase Decrease

(Dollars [a millions)

Effect on the aggregate of the service and intersst cost companents of net periodic post-retirement benefit
cost (statement of operations) $§ 18 5 (U5
Effect on ABO (balance sheet) $ 268 £ (23D

Our post—retirement cost for occupational post—~199§ retirees is capped at a set dollar amount beginning January 1, 2009 and, therefore, is not subject to
healthcare trends after the capped cost is attained. Therefore, a 1% change in these actual trends subsequent to January 1, 2069 would not have a significant
impact on the ABO at December 31, 2005 or 2006 benefit expense for this group of participants,
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Medicare Prescription Drug, Improvement and Modernization Act of 2003

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (“the Medicare Act”) became Jaw in the United States.
The Medicare Act introduced a prescription drug benefit under Medicare as well as a federal subsidy to sponsors of retiree healthcare benefit plans that provide a
benefit that is at least actuariatly equivalent to the Medicare benefit, We sponsor a post—retirement healthcare plan with several benefit options that provides
prescription drug benefits, which we deem actuarially equivalent to Medicare Part D, We recognized the impact of the federal subsidy on the calculation of our
ABO and net post—retirement benefit costs. In accordance with FASB Staff Position No. 106-2, “Accounting and Disclosure Requirements Related 1o the
Medicare Prescription Drug, Improvement and Modernization Act of 2003,” we recognized a $235 million reduction of our ABO using our December 31, 2003
measurement date, The effect of the subsidy reduced our net periodic post—retirement benefit cost by $38 million and $33 million for the years ended
December 31, 2005 and 2004 respectivefy, During 2005, the Center for Medicare and Medicaid Services issued and clarified rules for itnplementing the
Medicare Act. We have revised our actuarial estimate of the federal subsidy and using our December 31, 2005 measurement date, the total reduction in our ABO
was $510 million, This reduction was recorded as an unrecognized actuarial gain which will be amortized to expense. The issuance and clarification of the rules
for implementing the Medicare Act during 2005 are expected to further reduce our prescription benefit cost in 2006.

Other Benefit Plans
Healtheare and Life Insurance

We provide healthcare and life insurance benefits to essentially all of our active employees. The Company is largely self~insured for the cost of the
healthcare plan, Our 2005 active healthcare benefit expense of $281 million declined from the 2004 expense of $315 miflion, Occupational {union) employees
are provided henefits based on the negotiated labor contract and currently these costs are largely funded by the Company other than out of pocket amounts.
Management employees are required to partially fund the healthcare benefits provided by the Company. The management participant contributions of $35
million for 2005 and $30 miltion for 2004 are in addition to out of pocket costs, The basic group life insurance plan is fully insured and the premiums are paid by
the Company,

401(k) Plan

We sponsot a qualified defined contribution benefit ptan covering substentially all management and occupational {union) employees. Under this plan,
enmployees may contribute a percentage of their annual compensation to the plan up te certain maximums, as defined by the plan and by the Internal Revenue
Service (“[RS™). Currently, we match a percentage of employee contributions in cash. Prior to May 2004 we matched this percentage in shares of our common
stock. As of December 31, 2005 and 2004, the assets of the plan included approximately 65 miliion and 77 miltion shares, respectively, of our common stock as 2
result of the combination of our employer match and participant directed contributions. We made cash contributions in connection with our 401(k) plan of $65
million in 2005 and $44 million in 2084, In addition, we made contributions of our cornmon stock valued at $33 million in 2004.

Deferved Compensation Plaps

We sponsor several non—qualified unfunded deferred compensation plans for various groups that include certain of our current and former management
and highly compensated employees. Ceriain of these plans are open to new perticipants. Participants in these plans may, at their discretion, invest their deferred
compensation in yvarious investment choices including our common stock.
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Our deferved compensation obligations for these plans are included in our consolidated balance sheet in other long—term lighilities. Investment eamings,
administrative expenses, changes in investment values and increases or decreases in the deferred compensation liability resulting from changes in the investment
values are recorded in our consolidated statement of operations. The defemred compensation liability as of December 31, 2005 and 2004 was $20 million and
$21 million, respectively. The value of the deferred compensation pians” assets was $10 million and $11 million at December 31, 2005 and 2004, respectively,
and is included in other long—term assets in our consolidated balance sheets. Shares of our common stock owned by rabbi trusts, such as those established for our
deferred compensation plans, are treated as treasury stock and are included at cost as treasury stock on our consolidated balance sheet.

Deferred Compensation Plan for Non—employee Directors

We sponsor a deferred compensation plan for directors’ fees for non—employee 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. The
Company no longer provides a match for defered fees for the members of the ¢urrent Board, however, we previously matched 50% of the fees that were
contributed to the plan. Participants in the plan are fully vested in both their deferred fees and the matching contribution. Subject to the terms of the plan,
participants can suspend or change their election to defer fees jo be earned and paid in future calendar years.

Quarterly, we credit the director’s account with “phantom units,” which are held in a notational account. Each phantom unit represents a value equivalent
to one share of our common stock and is subject to adjustment for cash dividends payable to our stockholders as weil as stock dividends and splits, consolidations
and the like that affect shares of our comemon stock outstanding. At December 31, 2005, the deferred cotnpensation plan for non—employee directors held
approximately 807,000 phantom units of Qwest common stock. Subject to the terms of the plan, each director’s account will be ultimately distributed at the time
elected in advance by the director or upon termination of the plan and in a form elected in advance by the director, which may be in: (i) a lump—sum payment;
(ii} annyal cash installments over periods up to 10 years; or (iii) some other form selected by our Executive Vice President—Chief Human Resources Officer (or
his or her designee). A change in our stock price of one doilar would not result in a significant expense impact to our consolidated financial statements.

Investment eamnings, administrative expenses, changes in investment values and increases or decreases in the deferred compensation liability resulting
from changes in the value of our common stock are recorded in our consolidated staterent of operations. The deferred compensation liability as of December 31,
2005 for the plan was $4 million and the expense associated with this plan was not significant during 2005 and 2004. However, depending on the extent of
appreciation in the value of our common stock, expenses incurred under this plaa could become significant in subsequent years.

Note 12: Stock Incentive Plans
Stock Optiens

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 rights, restricted stock, stock units and other stock grants. The
maxinrum gumber of shares of our common stock that may be issued under the Equity Incentive Plan af any time pursuant to awards is equal to 10% of the
aggregate number of our common shares issied 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 detetinined as of the close of trading on the New York Stock Exchange on the preceding
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trading day. Since the Merger, all option grants have been issued from this plan. As of December 31, 2005, the maximum number of shares of our common stock
available for issuance under the Equity Incentive Plan was {87 mitlion, with 137 million shares underlying ontstanding options and 50 miliion shares available
for issuance pursuant to new awards.

The Compensation and Human Resources Committee of our Board, or its delegate, approves the exercise price for each option. Stock options generally
have an exercise price that is at least equal to the fair market value of the common stock on the date the stock option is granted, subject to certain restrictions.
Stock option awards generally vest in equal increments over the vesting period of the granted option (generally three to five years). Unless otherwise provided by
the Compensation and Human Resources Commitiee, our Equity Incentive Plan provides that, on a “change in centrod,” 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 if
the optionee is terminated without cause following a change in 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 controi and options that we grant to all other
employees typically provide for accelerated vesting if the optionee is terminated without cause following a changg in control. Options granted in 2005, 20064 and
2003 have ten—year terms.

Qur stock incentive plans are accounted for using the intrinsic—value method under which no compensation expense is recognized for options granted to
employess when the strike 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 is recorded as deferred compensation and amortized over the service period during which the stock option award
vests, using the accelerated method described in FIN No. 28. As a result of using the accelerated method, we must occasionally reverse expense previously
recorded for options that are forfeited prior to vesting, but after expense has been recorded. This practice has resulted in a net benefit of $2 million for stock
compensation in the year ended December 31, 2004, which is a partial reversal of the stock option—based compensation expense of $6 million and $18 million
we recorded in the years ended December 31, 2003 and 2002, respectively.

Summarized below is the activity of our stock option plans for the three years ended December 31, 2005:

Welghted
Avernge
Nomber of Exercise
Shares Price
) (in thouszuds)

Outstanding December 31, 2002 : 112,320 $ 1931
Granted 31,549 3.60
Exercised — —
Canceled or expired (18,145) 18.13

Oatstanding December 31, 2003 125,724 $ 1598
Granted 24,3035 4.61
Exercised ’ (794) 2,81
Canceled or expired (22,261) 11.63

Outstanding December 31, 2004 _ 126,974 § 1465
Granted 32,142 4,01
Exercised . (6,683) 3.86
Canceled or expired (17.493) 17.87

Outstanding December 31, 2005 134,940 $ 1223
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Options to purchase 124.5 million, 74.5 million and 54.0 million shares of Qwest common stock at weighted—average exercise prices of $12.97, $21.31
and $25.38 were exercisable at December 31, 2005, 2604 and 2003, respectively.

The outstanding options at December 31, 2005 have the following characteristics (sharss in thousands):

Ontstanding Options Exercisable Options
Weighted Average
Number Remaining Life Welghted Average Number Weighted Average
Range of Exercise Price Outstanding (Years) Exercise Price Exercisable Exercise Price
$ 0.01—8 5.00 68,934 8.10 5 3.95 58,546 $ 4.06
$ 5.01—%10.00 23,741 5.30 5.23 23,737 5.23
$10.01—$20.00 10,682 2407 17.19 10,682 17.19
$20.01—830.00 9,700 235 26.80 9,700 26.80
$30.01—3$40.00 13,407 3.62 3329 13,407 3329
$40.01—360.00 8.476 4.10 4295 8.476 42.95
Total o 134,940 6.02 $ 1223 124,548 ¥ 12.97

As required by SFAS No. 123 and SFAS No. 148, “Accounting for Stock—based Compensation—Transition and Disclosure—an Amendment of FASE
Statement No. 123, we have disclosed in Note 2—Summary of Significant Accounting Policies the pro forma amounts as if 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 in future years becaunse the number of future
shares to be issued under these plans is not known and the assumptions used to determine the fair value can vary significantly.

On Angust 18, 2005, the Compensation and Human Resources Commitiee of our Board of Directors accelerated the vesting of ali outstanding and
unvested stock options that have an exercise price equal to or greater than $3.79, which was the closing market price of our commeon stock on such date. As a
result of the acceleration, 50.4 miflion stock options, of which 10.5 million stock options were held by our executive officers, became exercisable on August 18,
2005. Aside from the acceleration of the vesting date, the terms and conditions of the stock option agreements governing the underlying stock options remain
unchanged.

The purpose of the acceleration was o avoid recognizing future compensation expense associated with the accelerated options upon the adoption of SFAS
No. 123R. SFAS No. [23R sets forth accounting requiremnents for “share—based™ compensation to employees and requires companies te recognize in their
income statements the grant—date fair value of stock options and other equity—based compensation. We estimate that future compensation expense will be
reduced by approximately $80 million over the remaining vesting period of the options a5 a result of the acceleration.

Following are the weighted-average assumptions used with the Black—Scholes option—pricing model o estimate the fair vatue of options granted in 2005,
2004 and 2003:

Years Ended December 31,
2005 2004 2003
Risk—free interest rate 3.8% 2.8% 2.7%
Expected dividend yield _ ) 0.0% 0.0% 0.0%
Expected option Life (ybars) y R e 44 43 44
Expected stock price volatility ) L 88% 83% 88%
Weighted—average grant date fair value ' s $.274 $3W0 $.237

Twao of the more significant assumptions used in this estimate are the expected option life and the expected volatility, both of which we estimated based on
higtorical information.
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Restricted Stock

In 2005 1,704,600 shares of restricted stock were granted under the Equity Incentive Plan. In 2004 and 2003, we did not grant any shares of restricted
stock under the Equity Incentive Plan. Based on prior grants, compensation expense of $1 million, $1 million and $2 million was recognized for restricted stock
grants in 2005, 2004 and 2003, respectively.

Employee Stock Purchase Plan

We have an Employee Stock Purchase Plan (“ESPP) under which we are authorized to issue shares of our common stock to eligible employees. As a
result of our failure to file with the SEC, vatious of our quarteriy reports on Form 10-Q and our faiture to fite our Annual Report on Form 16-K for the year
ended December 31, 2002, we temporarily suspended the ESPP in August 2002. In December 2003, an amended and restated ESPP was approved by the
shareholders. Under the amended plan, we are authorized to issue 27 million shares of our common stock to eligible employees. Enroliment in the amended
ESPP plan began int January 2004 and the first distribution of stock occurred during the first week of March 2004, Under the terms of the ESPF, eligible
employees may authorize payroli deductions of up to | 5% 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 in which our common stock is purchased. In the years ended December 31, 2005 and
2004 approximaely 2,064,000 shares and 2,257,000 shares, respectively, were purchased under this plan at weighted—average putchase prices of $3.46 and $3.23
per share respectively. No shares were purchased under this plan in the year ended December 31, 2003 due to the suspension. In accordance with APB No. 25,
we do not recognize compensation expense for the ditference between the employees’ purchase price and the fair market value of the stock.

Naote 13: Stockholders’ Equity
Corunon Stock (30.01 par value)

We are authorized to issue up to 5.0 billion shares of common stock, par value $0.01 per share. As of December 31, 2005 and 2004, there were
1.867 billion and 1.817 billion shares issued and 1.866 billion and 1.816 billion shares outstanding, respectively.

Preferred Stock (81.00 par value)

Under our charter, our Board has the authority, without stockholder approval, to (1) create one or more classes or seties within a class of preferred stock,
(2} issue shares of preferred stock in such class of series up to the maximum number of shares of the relevant class or series of preferred stock authorized and
{3) determine the preferences, rights, priviieges and restrictions of any such class or series, including the dividend rights, voting rights, the rights and terms of
redemption, the rights and terms of conversion, liquidation preferences, the number of shares constituting any such class or series and the designation of such
class or series. One of the effects of authorized but unissued and unreserved shares of capital stock may be to render more difficult or discourage an atlempt by a
potential acquirer to obtain control of us by means of a merger, tender offer, proxy contest or otherwise and thereby protect the continuity of our management.
The issuance of such shares of capital stock may have the effect of delaying, deferring or preventing a change in 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, 2005, 2004 and 2003, there were 200 million shares of preferred stock authorized but no shares issued or outstanding.
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Treasury Stock
Debt for Equity Exchanges

During 2003, 2004 and 2003, we issued 38.3 million, 36.4 million and 52.5 miltion shares of our common stock with an aggregate value of $145 million,
$144 million and $202 million, respectively, in exchange For certain outstanding debt,

Deferred Compensstion—Rabbi Trust

Rabbi trusts were established for two of our deferred compensation plans. During 2005 one of the rabbi trusts liquidated all of the shares of our common
stock that it held. At December 31, 2005 and 2004, the rabbi trusts held approximately 62,000 and 168,000 shares of our cormmen stock with a cost of $3 million
and $8 million, respectively. Shares of our common stock held by the rabbi trusts are accounted for as treasury stock, but are considered outstanding for legal
PLIPOSES.

Earnings Per Share

The weighted—average number of shares used in computing basic and diluted income (loss) per share for the years ended December 31, 2005, 2004 and
2003 was 1.836 biltion, 1.801 billion and 1.739 billion, respectively. For the years ended December 31, 2005, 2004 and 2003, the ¢ffect of approximately
135 million, 127 miltion and 126 million, respectively, of outstanding stock options was excluded from the caleutation of diluted income (loss) per share because
the effect was anti—dilutive. As described in Note 8: Borrowings, in November 2005 we issued 3.50% Convertible Senior Notes due 2025, Due to the terms of
conversion in the Indenture, any hypothetical conversion during 2005 would not have resulted in the issuance of shares of our common stock. Therefore, there is
no impact of potential conversion of these 3.50% Convertible Senior Notes due 2025 on the caleiation of the weighted-average number of shares for 2603,

Dividends
We did not dectare any dividends during 2005, 2004 and 20063.

Note 14: Income Taxes

We are currently generating net operating loss carryforwards for tax purposes. The $88 million expense we recognized in 2004 is primarily related to the
adjustment of our accrual for uncertain tax positions or strategies (“Uncertain Tax Positions™), including $158 million related to the Contested Liability
Acceleration Strategy (“CLAS™) offset by reductions in the estimated liabilities for other Uncertain Tax Positions. We do niot expect to recognize income tax
benefits for future net operating losses until we generate taxabie income. An income tax provision will continue to be recognized for changes in our estimated
liability for Uncertain Tax Positions.

In 2004, we recorded income tax expense of $158 million related to a changs in the expected timing of deductions related to our tax strategy, referred ta as
CLAS, which we implemented in 2000. CLAS is a strategy that sets aside assets to provide for the satisfaction of asserted liabilities associated with litigation in 2
tax efficient manner. CLAS accelerated deductions for contested Jiabilities by placing assets for potentia? litigation labilities out of the control of the Company
and into trusts managed by a third—party trustee. in 2004, we were formally notified by the IRS that it was contesting the CLAS tax strafegy, Also in 2004, as a
result of a series of notices on CLAS strategies issued by the IRS and the receipt of lega! advice with respect thereto, we adjusted our accounting for CLAS as
required by SFAS No. 109, “Accounting for Income Taxes” (“SFAS No. 109™). The change in expected timing of deductions caused an increase in our Hability
for unicertain tax positions and a
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corresponding increase in our net operating loss carry—forwards (“NOLs™), Because we are not currently fotecasting future taxable income sufficient to realize
the benefits of this increase in our NOLs, we recorded an increase in our valuation allowance on deferred tax assets as required by SFAS No. 109. Additionally,
in 2004 the IRS proposed a penalty of $37 million on this strategy. The Company believes that the imposition of a penalty is not appropriate as it acted in good
faith in implementing this tax strategy in reliance on two contemporaneous fax opinions and adequately disclosed this transaction to the TRS in its initial and
subsequent tax returns. We intend to vigorously defend our position on this and other tax matters.

In 2004, the IRS billed us for additional taxes due for past years, This billing relates to the preparation of a camryback claim from the year 2000, and
resulted in additional Altermative Minimum Tax (*“AMT") due. The payment of this AMT liability results in AMT Credit carryforwards the majority of which we

expect 1o realize as a reduction in any payments we make against our liabilities for uncertain tax positions. In 2004, we paid $186 miliion, including $16 million
for interest, for this maitter.

The components of the income tax expense (benefit) from continuing operations are as follows:

Years Ended December 31,
2005 200 2063
{Dollars in millions)

Current tax (benefit) provision: .

Federal o 5 (1) 94 5 —

State and loeal Ee T B .3 ¢ 6
Totzl current tax provision 2 100 6
Deferred tax (benefit) provision:

Federal 1)) — (441)

State and local e (12) (84)
Total deferred tax benefit ()] {12) (525)
Income tax (benefit) expense £ (3 % 88 $ (519)

The effective tax rate for our continuing operations differs from the statutory tax rate as follows:
Years Ended December 31,
2085 204 2003
(In percent)

Federal statutory income tax rate 35.0% 35.0% 35.0%
State income taxes—net of foderal effect and tax benefit of losses not recognized 0.1 0.3 238
Non—deductible Securities and Exchange Commission settlement — 5.1 e
Medicare subsidy 1.9 08 —
Uncertdin tax position changzs : 02 (6.1) -
Other N _ ] 0.1 (1.2) 0.1
Federal tax benefit from loss not recognized . . (36.9) (28.8) (9:6)
Effective income tax rate 0.4% 1% 28.3%
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The components of the deferred tax assets and liabilities are as follows:

December 31,

605 2004

{Dolars in millions)

Net operating loss carryforwards $22402 $ 2316
Post—retirement benefits and pensions 792 79
State deferred taxes—net of federal effect 437 460
Other 754 829
4225 4,396
Valuation allowance on deferred tax assets {2,459) {2.533)
WNet deferred tax assets 1,768 © 1,863
Property, plant and equipment and intangible assats (1,305) (1,392}
Deferred revenue (237 {231)
State deferred taxes—net of federal effect {182) (192}
Other {14} {17)
Total deferred tax liabilitics {1,738) {1.832)
Net deferred tax assets $ 28 3003

We received $5 million and $67 million in net income tax refunds in 2005 and 2003. We paid $164 million in net income tax in 2004.

As of December 31, 2005, we had net operating loss carryforwards of approximately $6 billion that may expire between 2008 and 2025. Less than §100
million of the net operating loss catryforward expires before 2016. A valuation allowance has been established for the net operating loss carryforwards because
we cannot determine that it is more likely than not that we will ever realize these cammyforwards. Although no net operating loss carryforward expired in 2005, we
recorded a $1 billion reduction in our reported net operating loss carryforward and, at the same time, we recorded a comesponding reduction in the related
valuation allowance as a result of our current analysis of the sustainability of a particular tax position,

During 20035, we cornpleted filing amended tax documents associated with the 2000 and 2001 restatements of our consolidated financial statements. In
connection with the completion of these filings, we completed the true—up of the deferred income tax balances that were reported at December 31, 2004 in the
above table as follows. We increased our total deferred tax liabilities by $649 million and our total deferred tax assets by $560 million resulting in a reduction in
our net deferred tax asset of $89 miltion with a corresponding reduction in the valuation allowance. The true—up to our deferred tax assets includes an increase in
other deferred tax assets of $277 million, an increase in the tax benefit of our net operating loss carryforward of $297 million and a decrease in deferred tax assets
related to post—retirement benefits and pensions of $118 million and an increase in state defetred taxes, net of federal effect of $104 million. The true—up to our
deferred tax liabilitics includes an increase in property, plant and equipment and intangible of $557 million, an increase in deferred revenue of $231 million
offset by a decrease in other deferred tax liabilities of $207 million and an increase of stale deferred taxes, net of federal effect of $68 million. These entries have
no irnpact on our previously reported net deferred tax assets, incoms tax benefit (expense), net (loss) income, stockholders® deficit or cash flows.
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in 2004, we changed our state tax rate based on a review of our state apportionment factors and the current tax rate of the states where we conduct
business. The change resulted in a $26 million state deferred tax benefit, which was offset by a cormesponding increase in our valuatien allowance.

We had unamortized investment tax credits of $71 million and $79 million as of December 31, 2005 and 2004, respectively, included in other long—term
Jiabilities on our consolidated balance sheets. These investment tax credits are amortized over the lives of the reltated assets. At the end of 2005 we aiso have
869 million ($45 million net of federal income tax) of state investment tax credit carryforwards that will expire between 2008 and 2019, if not utilized.

Note 15: Segment Information

Our three segments are (1) wireline services, (2) wireless services and (3} other services. Until September 2003, we operated a fourth segment, our
directory publishing business, which, as described in Note 4—Assets Held for Sale including Discontinued Operations, has been classified as discontinued
operations and accordingly is not presented in our segment results below. Our chief operating decision maker (“CODM™) regularly reviews the resulis of
opetations at a segment level to gvaluate the performance of each segment and allocate capital resources based on segment income as defined below.

Segment jncome consists of each segment’s revenue and direct expenses. Segment revenue is based on the types of products and services offered as
described below. Segment ¢xpenses include employee-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 legai centrally;
consequently, these costs are assigned to the other services segment. We manage depreciation, amortization, interest expense, interest income and other income
(expense) on a total company basis. As a result, these charges are not included in any segment.

Our wireline services 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 is also generated on a wholesale basis from network transport and billing services, wholesale Jong—distance service revenue (included in long—distance
services revenue) and wholesale access revenue (inciuded in local voice services revenue). Data and Internet services include data services (such as traditional
private lines, wholesale private lines, frame relay, asynchronous transfer mode and related CPE) and Internet services (such as high—speed Internet, dedicated
Internet aceess (“DIA™), virtual private network (“VPN™), Iniernet dial access, web hosting, professional services and related CPE). Revenue from optical
capacity transactions is also included in revenue from data services. Depending on the product oy service purchased, a customer may pay an up—front fee, a
monthly fee, a usage charge or a combination of these fees and charges.

Our wirgless services are provided through our wholly owned subsidiary, Qwest Wireless. In August 2003, Qwest Wireless entered into a services
agreement with a third—party provider that allows us to resell wireless services, including access to the third—party provider’s nationwide personal
communications service wireless network, to mass markets and business customers primarily within our local service area. We began offering these services
under our brand name in March 2004,

Our other services segment consists of revenue and expenses from other operations and our centrally managed departments. Other services revenue is
predominately derived from subleases of some of our unused
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real estate assets, such as space in our office buildings, warehouses and other properties. Our other services segment expenses include unallocated corporate
expenses for functions such as finance, information technology, 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 in our consolidated financial statements. The revenue
shown below for each segment is derived from transactions with external customers, Intemnally, we do not separately track the total assets of our wireline services
or other services segments.

Segment information for the three years ended December 31, 2005 is summarized in the following table. We have revised the segment expenses and
segment incoms: amounts presented for 2004 and 2003 to conform to the way the segment information is cusrently presented to our CODM.

Years Ended December 31,

205 004 2003

(Doltars in millions)

Operating revenue:
Wireline services £13,335 $13,255 513,647
Wireless services 527 514 598
Other services 41 40 43
Total operating revenue $13.903 513,809 $14,28%
Operating expensés:
Wireline services $ 6,600 $ 6,993 $ 7.826
Wireless services 598 501 351
Other services 2,785 3,367 2,968
Total segment expenses $ 9,983 510,861 $11,145
Segment income (loss):
W@re]ine sewjoes $ 6,735 § 6,262 $ 5,821
Wireless services (71). 13 247
Other services (2,744) (3,321 (2,925)
Total segment income. - $ 3520 $2948 ° §3,143
Capital expenditures: .
Wircline services $ 1,248 $ 1,351 $ 1,562
Wireless services 2 5 13
Other services 363 375 513
Total cash capital expenditures $ 1,613 $ 1,731 $ 2,088
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The following table reconciles segment income to net loss for each of the years ended December 31, 2005, 2004 and 2003:

Years Ended December 31,
2005 2004 2003
{Dollars in millions)

Segment income % 3920 $ 2948 $ 3,343
Depreciation (2.612) (2,626) (2,739)
Capitalized software and other intangible assets amortization (453) 497 {428)
Asset impairment charges — (113) (230)
Total other expense—net {1,615) (1418} {1,578)
Income tax benefit (expense) 3 (88) 519
Tncome and.gain from sale of discontinued operations—nel of taxes - — — 2,619
Cumulative effect of accounting changes—net of taxes {22) — 206

Net (foss) income ’ § (779) $ (1,794) $ 1512

Set forth below is revenue information for the years ended December 31, 2005, 2004 and 2003 for revenue derived from external customers for our
products and services.

VYears Ended December 31,
2005 2004 2003
o B {Dollars in millions}
Wireline voice services $ 9,235 $ 9423 $ 9,882
Wireline datz and Internet services 4,096 3,832 3,765
Wireless services 527 514 598
Orher services 41 40 43
Total operating revenue $13.903 $13,809 $14,288

We provide a variety of telecommunications services on a domestic and international basis to business, government, mass market and wholesale
customers.

We do not have any single major customer that provides moge than ten percent of the total of our revenue derived from external customers.
Note 16: Related Party Transactions

In October 1999, we agreed to puschase certain telephony—related assets and all of the stock of Precision Systems, Inc., a lefecommunications solutions
provider, from Anschutz Digital Media, Inc., a subsidiary of Anschutz Company (which is our largest stockholder), in exchange for a promissory note in the
amount of 334 million. The note bears interest at 6% annually with semi—annual interest payments and annual principal payments due through 2008. During
2003, 2004 and 2003, we paid $2 million, $2 mitlion and $4 million in interest, respectively, and $5 million, 54 million and $3 millien in principal, respectively,

on th$e note, At December 31, 2005, the outstanding accnued interest on the note was approximately $250,000 and the outstanding principal balance on the note
was $21.4 million.
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Note 17: Commitments and Contingencies
Commitments
Fuiure Contractual Obligations
The following table summarizes our fufure contractual cash obligations as of December 31, 2003:

Payments Due by Perjod

2011 and
2006 2007 2008 L) 2010 Therealter Total

(Dollars in millions)

Futire Conteactual Obligations:(1). e : _ _ S
Long-term debt $ 495 $ 996 $ 595 $13i5 § 927 $ 11264 $15592
Interest-on debt(2) 1,114 1,047 3001 - 907 847 6,888 11804
Capital lease and other obligations 35 33 30 21 8 45 172
Operating leases . : 289 261 233 13 182 1,125 2,303
Subtatal 1,933 2,337 1,859 2456 1,964 19,322 29,871
Purchase commitment obligations:(3) (5)
Telecommunications commitments (4) 166 87 66 10 — s 329
IRU operating and maintenance obligations 17 17 17 17 17 195 280
Advertising and promotion 37 32 3l 31 31 174 336
Services i2 10 [ 1 1 — 30
Total purchase commitment obligations 232 146 120 59 49 369 975
‘Fotal fature contractual obligations: T $2,165 $2.483 $1,979 $2,515 $2:013 .8 19691 $30,846

(1) The table does not inctude:

= our open purchase orders as of December 31, 2005. These purchase orders are generally at fair value, are generally cancelable without penalty and are
part of notmal operations;

e accounts payable of $773 miltion, accrued expenses and other current Habilities of $2.3 billion, 2nd other long—term liabilities of $1.5 billion, all of
which are recorded on our December 31, 2005 consolidated balance sheet; and

= any amounts refated to the legal contingencies described herein,

(2)  Interest expense in all years may differ due to fisture refinancing of debt. Interest on our floating rate debt was calculated for all years using the rates
effective as of December 31, 2005,

(3)  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 evenits, 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 actuaj usage. In the table above we estimated payments for these service
contracts based on the level of services we expect to receive.
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In the ordinary course of business and in order to optimize aur cost structure, we enter into contractual obligations to utilize network facilities from local
exchange carmriers with terms greaier than one year. Since the contracts generaliy have no minimum volume requirements and are based on an
interrelationship of volumes and discounted rates, we assessed our minimum commitment based on the termination fees to exit the contracts, assuming we
exited the contracts on December 31, 2005, At December 31, 2005 the termination fees that would have been incurred to exit all such contracts would have
been approximately $382 million. These termination fees are excluded from the above table as the fees would not be paid in every year and the timing of
such payments, if any, is uncertain. We believe that the payment of these fees is temote in the future under normal business conditions.

We calculated the minimum obligation for certain agreements to purchase goods or services based on termination fees that may have to be paid to exit the
contract, If we elect to exit these contracts, termination fees for all such contraces could be approximatefy $228 million in 2006, These termination fees are
exctuded from the above table as the fees would not be paid in every year and the timing of such payments, if any, is uncertain. We believe that the
payment of thesa faes is remote in the future under nermal business conditions,

Capital Leases. We lease certain office facilities and equipment under various capital lease arrangements. Assets acquired through capital leases during

2005, 2004 and 2003 were $50 miltion, $56 million and $36 million, respectively. Assets recorded under capitalized Jease agreements included in property, plant
and equipment consisted of $208 millior, $174 million and $183 millien of cost less accumulated amortization of $35 million, $50 million and $80 million at
December 31, 2003, 2004 and 2003, respectively,

The future minimum payments under capital leases as of December 31, 2005 are reconciled fo our consolidated balance sheet as follows:

Capital Lease
Obligations
(Dollars in
millions)
Total tinimum payments $ 172
Less: amount representing interest and executory costs {60)
Present value of minimum payments 112
Less: current portion (19
Long-term portion $ 93

Operating Leases. Certain office facilities, real estate and equipment are subject to operating leases. We aiso 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 3435 miltion,

$405 miltion and $479 million during 2005, 2604 and 2003, respectively, net of sublease rentals of $35 million, $36 million and $33 million, respectively. Future
cantractual obligations for operating leases as reported in the table above have not been reduced by minimuen sublease rentals of $197 miflion we expect to be
realized under non——cancelable subleases.

Empioyee Benefit Plans. We offer pension, non—qualified, post—retirement healthicare and life insurance benefits to certain current and future retirees,

some of which are due under contractual agreements. Pension and certain occupational post—retirement benefits are paid through trusts and therefore are not
included in this table as we are not able to reliably estimate future required contributions to the trusts. As of December 31, 2005, our qualified defined benefit
pension plan was fully funded. As of December 31, 2005, we had a liability recorded on
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our balanoce sheet of $3.459 billion for non—qualified pension, post—retirement healthcare and life insurance and other pest—employment benefit oblig_ations: The
liability is impacted by various actuarial assumptions and will differ from the sum of the future value of actuarialiy estimated payments. See further discussion of
our benefit pians in Noie 11—Employee Benefits.

Letters of Credit and Guarantees
We maintain letter of credit arrangements with varions financial institutions for up to $147 million. At December 31, 2005, the amount of letters of credit
outstanding was $144 million.

As described further in Note 19—Financial Statements of Guarantors, certain Qwest entities have guaranteed the payment of debt, ieases or letter of credit
obligations of other Qwest entifies.

Contingencies

Throughout this note, when we refer to a class action as “putative” it is because a class has been alleged, but not certified in that matter. Until and unless a
class has been certified by the court, it has not been established that the named plaintiffs represent the class of plaintiffs they purport to represent, To the extent
appropriate, we have provided reserves for each of the matters described below.

Seittement of Consolidated Securities Action

Twelve putative class actions purportedly brought on behalf of purchasers of our publicly traded securities between May 24, 1999 and February 14, 2002
have been consolidated into a consolidated securities action pending in federal district court in Colorado. The first of these actions was filed on July 27, 2001.
Plaintiffs allege, among other things, that defendants issued false and misleading financial results and made falss statements about our business and investments,
including making materiaily false statements in certain of our registration statements. The most recent complaint in this matter seeks unspecified compensatoty
damages and other relief. However, counsef for plaintiffs indicated that the putative class would seek damages in the tens of billions of dollars. The SPA action
described beiow has also been consolidated with the consofidated securities action.

On November 23, 2005, we, certain other defendants, and the putative class representatives entered into and filed with the federal district court in Colorado
a Stipulation of Partial Settlement that, if implemented, will settle the consolidated securities action against us and certain other defendants. On January 5, 2006,
the federal district court in Colerade issued an order {1) preliminarily approving the proposed settlement, (2) setting a hearing for May 19, 2006 to consider final
approval of the proposed settlement, and (3) certifying a class, for settlement purposes only, on behalf of purchasers of our publicly traded securities between
May 24, 1999 and Juiy 28, 2002.

Under the proposed settfement agreement, we would pay a total of $400 million in cash—3$100 million of which was paid 30 days after prefiminary
approval of the proposed settlement by the federal district court in Colerado, $100 million of which would be paid 30 days after final approval of the settlement
by the court, and $200 million of which would be paid on January 15, 2007, plus interest at 3.75% per annum on the $200 million between the date of final
approval by the court and the date of payment.

If approved, the proposed settlement agreement will settle the individual claims of the class representatives and the claims of the class they represent
against us and all defendants in the consolidated securities action, except Joseph Nacchio, our fortner chief executive officer, and Robert Woodmuff, our former
chief financiat officer. (The non—class action brought by SPA that is consolidated for certain purposes with the consolidated
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securities action is not part of the settlement) As part of the proposed settlement, we would receive $10 million from Arthur Andersen LEP, which would also be
released by the class representatives and the class they represent, which will offset $10 million of the $400 million that would be payable by us.

The proposed settlement agreement is subject to a number of conditions and future contingencies. Among others, it (i) requires final court approval;
(i) provides plaintiffs with the right to terminate the settlement if the $250 mitlion we previously paid to the SEC in settlement of its investigation against us is
not distributed to the cass members; (iif} provides us with the right fo terminate the settlement if class members representing mors than a specified amount of
alleged securities losses elect to opt out of the settlement; (iv) provides us with the right to terminate the settlement if we do not receive adequate protections for
claims retating to substantive liabilities of non—settling defendants; and (v) is subject to review on appeal even if the district court were finally to approve it. Any
lawsuits that may be brought by parties opting out of the setlement will be vigorously defended regardless of whether the settlement described herein is
consummated. No parties admit any wrongdoing as part of the proposed settlement.

D Investigation and Remaining Securities Actions

The Department of Justice, or DOJ, investigation and the securities actions described below present material and significant risks to us. The size, scope and
nature of the restatements of our consolidated financial statements for 2001 and 2000, which are described in our previously issued consolidated financial
statements for the year ended December 31, 2002, or our 2002 Financial Statements, affect the risks presented by this investigation and these actions, as these
matters involve, among other things, our prior accounting practices and related disclosures. Plaintiffs in certain of the securities actions have alleged our
restatement of itemns in support of their claims. We can give no assurance as to the impacts on our financial tesults or financial condition that may ultimately
result from all of these matters,

We have a reserve recorded in our financial statements of approximately $105 miflion relating to the remaining securitics actions described below, which
amount represents the minimum estimated amount of loss we believe is probable with respect to these matters. We have recorded our estimate of the minimum
liability of these matters because no estimate of probable loss for these matters is a better estimate than any other amount. I (he recorded reserve is insufficient to
cover these matters, we will need to record additional charges to our consolidated statement of operations in future periods. Additionally, we are unable at this
time to provide a reasonable estimate of the upper end of the range of loss associated with these matiers due to their complex nature and current status, and, as a
result, the amount we have reserved for these matters is our estimate of the lowest end of the possible range of loss. The ultimate cutcomes of these matkers are
stilt uncertain and {he amount of loss we may ultimately incur could be substantially more than the reserve we have provided.

We believe that it is probable that a portion of the recorded reserve for the remaining securities actions described below and the consolidated securities
action described above will be recoverable from a portion of the insurance proceeds that were placed in a trust to cover our losses and the losses of individual
insureds following our November 2003 settlement of disputes with certain of our insurance carriers related to, among other things, the DOJ investigation and
securities actions. The insurance proceeds are subject to claims by us and other insureds for, among other things, the costs of defending certain matters and, as a
result, such proceeds are being depleted over time. In any event, the terms and conditions of applicable bytaws, certificates or articles of incorporation,
agreements or applicable law may obligate us to indemnify our current and former directors, officers and employees with respect to certain liabilities, and we
have been advancing legal fees and costs to many current and former directors, officets and employees in conmection with the DOJ investigation, securities
actions and certain other matters.
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We continue to defend against the securities actions described below vigorously and are currently unable to provide any estimate as to the timing of the
resolution of these actions. Any settlement of or judgment in one or more of these actions subsiantially in excess of our recorded reserves could have a significant
impact on us, and we can give no assurance that we will have the resources available to pay any such judgment. The magnitude of any settlement or judgment
resulting from these actions could materially and adversely affect our ability to meet our debt obligations and our financial condition, potentially impacting our
credit ratings, our ability te access capital markets and our compliance with debt covenants. Tn addition, the magnitude of any such settlement or judgment may
cause us to draw down significantly on our cash balances, which might force us to obtain additional financing or explore other methods to generate cash. Such
methods could include issuing additional securities or selling assets.

DOJ Investigation

On July 9, 2002, we were informed by the U.S. Attorney’s Office for the District of Colorado of a criminat investigation of our business. We believe the
U.8. Attorney’s Office has investigated various matters that include transactions related to the various adjustments and restatements described in our 2002
Financial Statements, transactions between us and certain of our vendors and certain investments in the securities of those vendors by individuals associated with
us, and certain prior disclosures made by us. We are continuing in our efforts to cooperate fully with the U.S. Attorney's Office in its investigation. However, we
cannot predict the outcome of this investigation or the timing of its resolution.

Remaining Securities Actions

We are a defendant in the securities actions described below. Plaintiffs in these actions have variously alleged, among other things, that we violated federal
and state securities laws, engaged in fraud, civil conspiracy and negligent misrepresentation, and breached fiduciary duties owed to investors and current and
former employees. Other defendants in one or more of these actions include current and former directors of Qwest, former officers and employees of Qwest,
Arthur Andersen LLP, certain investment banks and others.

*  ERISA actions. Seven putative class actions purportedly brought on behalf of ali participants and beneficiaries of the Qwest Savings and Investment
Plan and predecessor plans, or the Plan, from March 7, 1999 until January 12, 2004 have been consolidated into a consolidated action in fedesal
district court in Colorado. These suits also purport to seck relief on behalf of the Plan. The first of these actions was filed in March 2002, Plaintiffs
assert breach of fiduciary duty claims against s and others under the Employse Retirement Income Security Act of 1974, as amended, alleging,
among other things, various improprieties in managing holdings of our stock in the Plan, Plaintiffs seek damages, equitable and declaratory retief,
along with attorneys’ fees and costs and restitution, Counsel for plaintiffs has indicated that the putative class will seek billions of dollars of damages.
A non—class action alleging similar claims was filed in the federal district court in Montana in June 2003 and was later transferved to federal district
court in Colorado.

= Colorado actiom, A putative class action purportedly brought on behalf of purchasers of our stock between June 28, 2000 and June 27, 2002 and
owners of U 8§ WEST, Inc. stock on June 28, 2000 is pending in Colorado in the District Court for the County of Boulder. This action was filed on
June 27, 2002, Plaintiffs allege, among other things, that the defendants issued false and misleading statements and engaged in improper accounting
practices in order to accoimplish the Merger, to make us appear successfill and to inflate the value of our stock. Plaintiffs seek unspecified monetary
damages, disgorgement of illegal gains and other relief.
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New Jersey action. An action by the State of New Jersey (Treasury Department, Division of Investment), or New Jersey, is pending in the New
Jersey Superior Court, Mercer County. This action was fited on November 27, 2002, New Jersey alleges, among other things, that defendants cavsed
our stock to trade at anificially inflated prices by employing improper accounting practices and by issuing false statements about our business,
revenue and profits, and contends that it incurred hundreds of millions of dollars in losses. Among other requested retief, New Jersey secks from the
defendants, jointly and severally, compensatory, consequential, incidental and punitive damages.

CaISTRS actlon. An action by the California State Teachers™ Retirement System, or CalSTRS, is pending in the Superior Court of the State of
Califomia in and for the County of San Francisco. This action was filed on December 18, 2002. CalSTRS alleges, among other things, that defendants
engaged in a scheme that falsely infiated our revenues and decreased our expenses so that we would appear more successful than we actually were
during the period in which CalSTRS purchased our securities, and CaiSTRS asserts that defendants’ actions caused it to lose in excess of $150 million
invested in our equity and debt securities. Plaintiff seeks compensatory, special and punitive damages, restitution, pre—judgment interest and costs.

SURSI action. An action by the State Universities Retirement System of Tlinois, or SURS, is pending in the Circuit Court of Cook County, Illinois.

This action was filed on January 10, 2003. SURSI alleges, among other things, that defendants engaged in a scheme to falsely inflate our revenue and
decrease our expenses by improper conduct related to transactions with various customers and suppliers and claims that its losses from investments in
our securities are in excess of $12.5 million. SURS] seeks, among other things, compensatory and punitive damages, costs, equitable relief, including
an injunction to freeze or prevent disposition of the defendants® assets, and disgorgement.

SPA action. An action by Stichting Pensioenfonds ABP, or SPA, is pending in federal district court in Colorado. This action was filed on February 9,
2004. SPA alleges, among other things, that defendants created a falge perception of our revenue and growth prospects and that its losses from
investrments in our securities are in excess of $100 million, SPA seeks, among other things, compensatory and punitive damages, rescission or
rescissionary damages, pre—judgment interest, attorngys’ fees and costs.

SHC action. An action by Shriners Hospital for Children, or SHC, is pending in federal district coust in Colorado. This action was filed on March 22,
2004. SHC alleges, among other things, that defendants issued false and misleading financial reports about us. SHC alleges compensatory damages of
approximaely $17 million. SHC secks compensatory and punitive damages, interest, costs and attorneys’ fees.

TRSL action. An action by the Teachers’ Retirement System of Loutstana, or TRSL, is pending in federal district court in Colorado. This action was
filed on or about March 30, 2004. TRSL alleges, among other things, that defendants issued false and misleading financial reports about us. TRSL
alleges compensatory damages of approximately $23 million. TRSL seeks compensatory and punitive damages, interest, costs and attomeys” fees.

NYC Funds action. An action by & number of New York City pension and retirement funds, or NYC Funds, is pending in federai district court in
Colorado. This action was filed on September 22, 2004. NYC Funds aliege, among other things, that defendants created a false perception of our
revenue and growth prospects and that their losses from investments in our securities are in excess of $300 million. NYC Funds seek, among other
things, compensatory and punitive damages, rescission or rescissionary damages, pre—judgment interest, attomeys’ fees and costs,
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KPNQwest Litigation/Investigation

A putative class action is pending in the federal district court for the Southern District of New York against us, certain of our former executives who were
also on the supervisory board of KPNQuwest, N.V. (of which we were a major shareholder), and others. This lawsuit was initially filed on October 4, 2002. The
current complaint alleges, on behalf of certain purchasers of KPNQwest securities, that, among other things, defendants engaged in a fraudulent scheme and
deceptive course of business in order to inflate KPNQwest's revenue and the value of KPNQwest securities. Plaintiffs seek compensatory damages and/or
rescission as appropriate against defendants, as weil as an award of plaintiffs* attorneys’ fees and costs. On February 3, 2006, we, certain other defendants and
the putative class representative in this action executed an agreement to settle the case against us and certain other defendants. Under the setilement agreement,
we will pay $5.5 miliion in cash to the settlement fund no later than 30 days following preliminary court approval, and no laier than 30 days foltowing final
approval by the court, we will issue shares of our stock to the settlement fund then valued at $5.5 miilion as additional consideration for the settlement. The
settlement agreement would settle the individual claims of the putative class representative and the claims of the class he purports to represent against us and all
defendants except Koninklijke KPN N.V, a/k/a Royat KPN N.V., Willem Ackermans, Eelco Blok, foop Drechsel, Martin Pieters, and Rhett Williams. The
settlement agreement is subject to a number of conditions and future contingencies. Among others, it (i) requires both preliminary ané final court approval;
(i) provides us with the right to terminate the setflement if class members representing more than 2 specified amount of alleged securities losses elect to opt out
of the settlement; (iii) provides us with the right to tenminate the settlement if we do not receive adequate protections for claims relating to substantive liabilities
of non—seitiing defendants; and (iv} is subject to review on appeal even if the district court were finally to approve it. Any lawsuits that may be brought by
parties opting out of the settlement will be vigorously defended regardless of whether the setilement described herein is consummated. No parties admit
wrongdoing as a part of the settlement agreement.

On Qctober 31, 2002, Richard and Marcia Grand, co—trustees of the R.M. Grand Revocabie Living Trust, dated Januvary 25, 1991, filed a lawsuit in
Arizona Superior Court which, as amended, alleges, among other things, that the defendants violated state and federal securities Jaws and breached their fiduciary
duty in connection with investments by plaintiffs in securities of KPNQwest. We are a defendant in this lawsuii along with Qwest B.V. (one of our subsidiaries),
Joseph Nacchio, our former Chairman and Chief Executive Officer, and John McMaster, the former President and Chief Executive Officer of KPNQwest.
Plaintiffs claim to have lost approximately $10 million in their investments in KPNQwest. The court granted defendants’ motion for partial summary judgment
with respect to a substantial portion of plaintiffs’ claims. The court entered judgment for defendants on those claims and dismissed the remaining claims without
prejudice. We have entered into a tolling agreement with plaintiffs that allows them to re~file these remaining claimns following their appeal of the court’s order
granting summary judgment to defendants on a substantia) portion of plaintiffs” claims, Plaintiffs have fited such an appeal with the Arizona Court of Appeals.

On June 25, 2004, 1.C. van Apeldoom and E.T. Meijer, in their capacities as trustees in the Dutch bankrupicy proceeding for KPNQwest, filed a complaint
in the federal district court for the District of New Jersey alleging violations of the Racketeer Influenced and Corrupt Organizations Act, and breach of fiduciary
duty and mismanagement under Dutch law. We are a defendant in this lawsuit along with Joseph Nacchio, Robert S, Woodruff, our former Chief Financial
Officer, and John McMaster. Plaintiffs aflege, among other things, that defendants® actions were a cause of the bankruptey of KPNQwest and the bankruptcy
deficit of KPNQwest was in excess of $3 billion. Plaintiffs seck compensatory, treble and punitive damages, as well as an award of plaintiffs’ attorneys’ fees and
costs,

On hme 17, 2005, Appaloosa Investment Limited Partnership [, Palomino Fund Ltd., and Appaloosa Management L.P. filed a complaint in the federal
district court for the Southern District of New York against us,
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Joseph Nacchio, John McMaster and Koninklijke KPN N.V., or KPN. The complaint alleges that defendants violated federal securities laws in connection with
the purchase by plaintiffs of certain KPNQuwest debt securities. Plaintiffs seek compensatory damages, as well as an award of plaintiffs” atiorneys’ fees and costs.

Various former lenders to KPNQwest or their assignees, including Citibank, N_A., Deutsche Bank AG London and others, have notified us of their intent
to file legal claims in connection with the origination of a credit facility and subsequent borrowings made by KFNQwest of approximately €300 million under
that facility. They have indicated that we wouid be a defendant in this threatened lawsuit along with Joseph Nacchio, Johm McMaster, Drake Tempest, our former
General Counsel, KPN and other former employees of Qwest, KPN or KPNQwest,

On August 23, 2005, the Dutch Sharcholders Association {Vereniging van Effectenbezitters, or VEB) filed a petition for inquiry with the Enterprise
Chamber of the Amsterdam Court of Appeals, located in the Netherlands, with regard to KPNQwest. VEB secks an inquiry into the policies and course of
business at KPNCrwest that are alleged to have caused the bankruptey of KPNQwest in May 2002, and an investigation into alleged mismanagement of
KPNQwest by its executive managemnent, supervisory board members, joint venture entities (us and KPN), and KPNQwest’s ontside auditors and accountants.

Other than the putative class action in which we have entered into a proposed settlement (and for which we have recorded a reserve of $t 1 million in
connection with the proposed settlement), we will continue to defend against the pending KPNQwest litigation matters vigorously and will likewise defend
against any claims asserted by KPNQwest’s former lenders if litigation is filed.

Regulatory Matter

On July 15, 2004, the New Mexico state regulatory comimission opened 2 proceeding to investigate whether we are in compliance with or are likely to
meet a commitment that we made in 2001 to invest in communications infrastructure in New Mexico through March 2006 pursnaat to an Alternative Form of
Regulation plan, or AFOR. The AFOR says, in part, that “Qwest commits to devote a substantial budget to infrastructure investment, with the goal of achieving
the purposes of this Plan. Specifically, Qwest will make capital expenditures of not less than $788 million over the term of this Plan. This level of investment is
necessary to meet the commitments made in this Plan to increase Qwest’s investment and improve its service quatity in New Mexico.” Multiple parties filed
comments in that proceeding and variously argued that we should be subject to a range of requirements including an escrow account for capital spending, new
investment obligations, and customer credits or price reductions.

On April 14, 2005, the Commission issued its Firal Order in connection with this investigation, In this Firal Order, the Commission ruled that the
evidence in the record indicates we will not be in compliance with the investment commitment at the conclusion of the AFOR in March 2006, and if the current
trend in our capital expenditures continues, there will be 2 shortfall of $200 million or more by the end of the AFOR. The Commission also concluded that we
have an unconditional commitment to invest $788 million over the life of the AFOR. Finally, the Commission ruled that if we fail to satisfy this investment
commitment, any shortfall must be credited or refunded to our New Mexico customers. The Commission also opened an enforcement and implementation docket
to review our investments and consider the structure and size of any refunds or credits to be issued to cusiomers. On May 12 and 13, 2003, we filed appeals in
federal district court and in the New Mexico State Supreme Court, respectively, challenging the lawfulness of the Commission’s Fina! Order. On May 31, 2005,
the Commission issued an order, in response to a report we filed on May 20, 2005, designating a
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hearing examiner to conduct proceedings addressing whether custotmer credits and refunds should be imposed on us based on our invesiment levels as of June 30,
2005, and prior to the expiration of the AFOR in March 2006.

We have vigorousty argued, among ather things, that the underlying purposes of the investment commitment set forth in the AFOR have been met in that
we have met 21l service quality and service deployment obligations nder the AFOR; that, in light of this, we should not be held to a specific amount of
investment; and that the Commission has failed to include all eligible investments in the calculation of how much we have actually invested. Nevertheless, we
believe it is unlikely the Commission will reverse its determination that we have an unconditional obligation to invest $788 million. In addition, we have argued,
and will continue to argue, that customer credits or refunds are an impermissible and illegal form of relief for the Commission to order in the event there is an
investient shorifall. On January 30, 2006, Qwest filed with the New Mexico Commission an Offer of Settlement and to Revise AFOR. This Offer proposes to
extend the time period for Qwest to complete $788 million in investments to three years following the approval of the Offer. Under the Offer, Qwest has included
within the $788 million of total investments a proposal to invest $85 million in projects approved by the Commission. In an order dated Febnsary 7, 2006, the
Commission rejected the Offer on technical grounds, ruling that it was improper as to form. In this order, the Commission also encouraged Qwest and the other
parties {o continue settlement negotiations.

We believe there is a substantial likelthood that the ultimate outcome of this matier will result in us having to make expenditures or payments beyond those
we would otherwise make in the normal course of business. These expenditures or payments could take the form of ane or more of the following: penalties,
capital investment, basic service rate reductions and customer refunds or credits. At this time, however, we ars not able to reasonably estimate the amount of
these expenditures or payments and, accordingty, have not reserved any amount for such potential liability, Any final resolution of this matter could be material.

Other Matters

Several putative class actions relating to the installation of fiber optic cable in certain rights—of—way were filed against us on behalf of landowners on
various dates and in various courts in California, Colorado, Georgia, Hlinois, Indiana, Kansas, Mississippi, Missouri, North Carolina, Oregon, South Carolina,
Tennessee and Texas. For the most part, the complaints challenge our right to install our fiber optic cable in raiiroad rights—of-way. Complaints in Colorado,
Utinois and Texas, also challenge our right to install fiber optic cable in utility and pipeline rights—of-way. The complaints allege that the railroads, utifities and
pipeline companies own a limited property right—of—way that did not include the right to permit us to install our fiber optic cablz in the right—of—way without the
Plaintiffs’ consent. Most actions (California, Colorade, Georgia, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South Carolina, Tennesses
and Texas) purport to be brought on behalf of state—wide classes in the named plaintiffs’ respective states. Several actions purport to be brought on behalf of
multi-state ciasses, The [Llinois state court action purports to be on behalf of landowners in lllinois, lowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and
Wisconsin. The Illinois federal court action purports to be on behalf of landowners in Arkansas, California, Florida, lilinois, Indiana, Missouri, Nevada, New
Mexico, Motitana and Oregon. The Indiana action purports to be on behalf of a national class of landowners adjacent to railroad rights—of—way over which our
network passes. The complaints seek damages on theories of trespass and unjust enrichment, as well as punitive damages.

The IRS proposed a tax adjustment for tax years 1994 through 1996. The principal issue involves the allocation of costs between long—term contracts with
customners for the installation of conduit or fiber optic cable and additional conduit or fiber optic cable retained by us. The IRS disputes the allocation of the costs
between us and third parties. Similar claims have been asserted against us with respect to the 1997 to 1998 and the 1998 to
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2001 audit periods. The 1994—1996 claim is currently being litigated in the Tax Court, and we do not believe the IRS will be successful, although the ultimate
outcome is uncertain, If we were to lose this issue for the tax years 1994 through 1998, we estimate that we would have to pay apptoximately $57 miltion in tax
plus approximately $43 million in interest pursuant to tax sharing agreements with the Anschutz Company relating to those time periods.

In 2004, we recorded income tax expense of $158 million related to a change in the expected timing of deductions related to our tax strategy, referred to as
the Contested Liability Acceleration Strategy, or CLAS, which we implemented in 2000. CLAS is a strategy that sets aside assets to provide for the satisfaction
of asserted liabilitics associated with litigation n a tax efficient manner. CLAS aceelerated deductions for contested liabilities by placing assets for potential
litigation liabilities out of the control of the company and into trusts managed by a third—party trustee. In 2004, we were formally notified by the IRS that it was
contesting the CLAS tax strategy. Also in 2004 as a result of a series of notices on CLAS strategies issued by the IRS and the receipt of legal advice with respect
thereto, we adjusted our accounting for CLAS as required by SFAS No. 109. The change in expecied timing of deductions caused an increase in our liability for
uncertaitt tax positions and a corresponding increase in our net operating loss carry—forwards, or NOLs. Because we are not curmently forecasting future taxable
income sufficient to realize the benefits of this increase in our NOLs, we recorded an incregse in our valuation allowance on deferred tax assets as required by
SFAS No. 109. Additionally, in 2004 the IRS proposed a penalty of $37 million on this strategy. We believe that the imposition of a penalty is not appropriate as
we acted in good faith in implemnenting this tax strategy in reliance on two contemporaneous tax opinions and adequately disclosed this transaction to the IRS in
our initial and subsequent tax returns. We intend to vigorously defend our position on this and other tax matters.

We have other fax related matters pending against us, certain of which, in addition to CLAS, are before the Appeais Office of the TRS. We belicve we have
adequately provided for thess matters.

Note 18: Quarterly Financial Data (Unaudited)

Quarterly Financtal Data

First Secomd Third Fourth
Quoarter Quarter Quarter Quoarter Total

('Dt_s!la_r_s in l_nill_inns, except per ;I_l_lre smngl::__m)

Operating revenug $3.449 $3470 53,504 $3,480 $13,903
Income (loss) from' edntmumg operations 57 (164 - (144} (506) (75T
Cumulative effect of chan,ges in accounting pnnciples—net — — — (22) {22)
Net income (loss) 57 (164) {144) (528) (779}
Basic and diluted eamings (loss) per share:

Iicome (loss) from continuing operations 0.03 (0.09) (0.08) 0.27) (0.41)
szet income {loss) 0.03 (0.09) {0.08) {0.28) (0.42)
Operating revenue $3.481 $3.442 $3.449 33437 313,209
Loss from continuing operations (310 {776) (569} {139) (1,794}
Net loss (310% {776) (569 (139} (1.794)
Basic and diluted loss per share;

Loss from continuing operations @17y (0.43) (&.31) (©.09) (L.00)

Net loss- {0.17) (0.43) {0.30) (0.09) (1.00}
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Fourth Quarter 2005

Tncluded in net Joss is an after—tax loss of $430 million on the early retirement of debt, $74 million in realignment costs and severance costs and an
after-tax charge of $22 million resulting from FIN 47, relating to accounting for conditional asset retirement obligations.

Third Quarter 2005
Included in net loss is an after—tax charge of $26 million for reaiignment and severance costs.

Second Quarier 2005
Included in net foss is an after—tax loss of $43 million on the early retirement of debt.

First Quarter 2005
Inchuded in net toss is an after—tax gain of $257 million in connection with wireless asset seles of PCS licenses and related wireless network assets.

Fourth Quarier 2004

Included in net logs is a reversal of the $36 million charge for tax penalties recorded in the third guarter; a tax benefit of $27 million relating to a change in
the allowance against deferred tax assets; and after—tax asset impairment charges of $36 million,

Third Quarter 2004
Included in net loss is an after—tax charge of $250 million to increase litigation reserves; a charge of $36 million for acerual of tax penalties; after—tax
asset impairment charges of $34 million; and a tax benefit of $16 million relating to a change in the valuation allowance,

Second Quarter 2004

Included in net loss is an after—tax charge of $300 miilion to increase litigation reserves; a tax charge of $136 million relating to a change in the valuation
allowance against deferred tax assets; an after—tax charge of $128 million resulting from a planned workforce reduction; an after tax impairment charge of
$43 million relating to the payphone business and ceriain network supplies; and an after tax benefit of $50 million relating to a favorable customer bankrupicy
settlemnent.

Note 19: Finanocial Statements of Guarantors

In February 2004, QCII issued a total of $1.775 billion of senior notes, which consisted of $750 million of Floating Rate Senior Notes due 2009 with
interest at LIBOR Ip]us 3.50%, $525 million of 7 '14% Senior Notes due 2011, and $500 miltion of 7 /2% Senior Notes due 2014, and in June 2005 QC11 issued
$800 miltion of 7 /2% Seaior Notes due 2014-—Series B (collectively, the “QCII Guaranteed Notes™). In addition, over the period from December 2002 to
April 2003, we executed exchanges of approximately $5.8 billion in total face amount of QCF notes for approximately $3.7 billion of QSC notes consisting of
13.04% Senior Subordinated Secured Notes due 2007, 13.50% Senior Subordinated Secured Notes due 2010 and 14.00% Senior Subordinated Secured Notes due
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2014 (collectively, the “QSC Guaranteed Notes™). Between December 2003 and December 2005, QSC purchased or redeemed an aggregate of $3.7 billion face
amount of the QSC Guaranieed Notes. As a result, as of December 31, 2005, the outstanding QSC Guarantesd Notes totaled $22 miilion. The QCII Guaranteed
Notes are guaranteed by QCF and QSC. The QSC Guaranteed Notes are guaranteed by QCF and QCII on a senior unsecured basis. Each series of QCF’s
outstanding notes (the “QCF Guaranteed Notes™) totaling approximately $3.5 billion are also guasanteed on a senior unsecured basis by QCIL

The guarantees are full and unconditional, and joint and several. A significant amount of QCII’s and QSC’s income and cash flow are generated by their
subsidiaries. As a result, funds necessary to meet each issuer’s debt service obligations are provided in large part by distributions or advances from their
subsidiaries. Under certain circumstances, contractual and legat restrictions, as wel{ as our and our subsidiaries” financial condition and operating requirements,
could limit each issuer’s ahility to obtain cash for the purpose of meeting its debt service obligations including the payment of principal and interest on its notes.

In September 2005 and December 2005, QC!I entered in a guaranty in the amount of $94 million with a bank that issued a letter of credit for QSC. QClI
unconditionally guaranteed full and punctual payment and performance of QSC’s obligations.

QCII has also guaranteed the payments of nine real estate leases where QSC or one of its subsidiaries is the tenant. Under the guarantees, QCII became
secondarily liabte for the leases if the tenant entity fails to make its lease payments. The maximum potential mount of future payments QCII could be required
to make under these guarantees is $55 million for QSC and $235 miilion for QSC subsidiaries. The leases are all classified as operating leases and are included in
the Fature Contracteal Obligations table shown in Note 17: Commitments and Contingencies.

The following information sets forth our consolidating balance sheets as of December 31, 2005 and December 31, 2004 and our consolidating statements
of operations for the years ended December 31, 2005, 2004 and 2003 and our consolidating statements of cash flows for the years ended December 31, 2005,
2004 and 2003. The information for QCII, QSC and QCF is presented for each entity on a stand—alone basis, including that entity’s investments in all of its
subsidiaries, if any, under the equity method. The direct subsidiaries of QCII that 2re not guarantors of the QCH Guaranteed Notes or the QSC Guaranteed Notes
are presented on a combined basis. The subsidiaries of QSC that are not guarantors of the QCII Guaranteed Notes or the QSC Guaranteed Notes are presented on
a combined basis. Both QSC and QCF are 100% owned by QCII. Other than as already described herein, the accounting principles used are the same as those
used in our consolidated financial statements,

We utilize lines of credit between certain of our entities, other intercompany obligations, capital contributions and dividends {including partnership
distribations) to manage our cash. Amounts outstanding under these intercompany lines of credit and intercompany obligations may vary materialty over time.
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Operating revenue

Operating revenue—affiliates
Operating expenses;

QWEST COMMUNICATIONS INTERNATIONAL INC.

CONDENSED CONSOLIDATING STATEMENTS OF OPERATIONS
FOR THE YEAR ENDED DECEMBER 31, 2005

Cost.of sales (exclusive of depreciation

and amortization)
Cost of sales—affiliates

Selling, general and administrative

Selling, genepaland ~ ~ °
administrative—affiliates

Depraciation

Capitalized software znd other

intangible assets amortization

Total operating expenses

Other expense—net:
Interest expense—net
Interast expense—afiiliates
Interest income—affiliates

.- L,0ss {gain) on early retirement of

debi—net.
Gain on sale of assets

Loss from equity investments in

subsidiaries

Total other expense—net

(Loss) income before income taxes and

cumulative effect of changes in
accounting principle
Income tax benefit (expense)

{Loss] income before cumuiative effect of

_ changes in accounting principle

Cummulative effect of changes in accounting

principle, net of taxes

Net {ioss) income

(1) QCI is the issuer of the QCIl Guaranteed Notes and is a guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.

1§ ] SC
Sal?slcdjary Sul?stdiary Qi
QCIKI) Q8C(2) QCF(3) Non—Guarantory Nos—CGoarantors Eliminations Consolidated
{Dollars in millions)
5 — 5 — — 3 g8 % 13,395 % — 3 13,903
-— 1,343 — 37 156 {1,536) —
— i,114 — —_ 5,804 {1,082) 5,836
— 194 — — 95 (289) e
105 _ —_ 44 2916 1,082 4,147
. — — —_ 1,247 {1,247} —_
—_ 3 _— —_ 2,609 — 2,612
— — —_ e 453 —_ 453
105 1,311 — 44 13,124 {1,536) 13,048
183 375 268 — 6352 —_ 1,483
6 —-— 588 — 1212 (1,806) _—
(i8) (576) (1,21 {2) — 1,806 —
—— 448 (23} —_ ) 37 —_ 462
_ - — — (263) — (263)
)] - 1(36) - @ B V- — {67}
649 1,243 — — — {1,392) —_
818 1,454 (371D 4) 1,616 (1,892} 1,615
{923) {1,422} 377 s (689) 1,892 (760)
144 544 {143} ) (540) —_— 3
(779 (878) 234 3 (1,229 1,892 757
— (8) - — (14) — (22)
$ (719 § (886) 24 8 3% (1243) 5 1892 § (7179)

(2) QSCis a guarantor of the QCII Guaranteed Noies and is the issuer of the QSC Guaranteed Notes.
(3) QCF is a guarantor of both the QCII Guaranteed Notes and the QSC Guaranteed Notes.
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aca asc
Nen— ' Noo— ' ocu
QCIKD QsC(2) QCF(3) Gnarantors Guarantors Eliminations Consolidated
. ) (Dollars In miliions)
Operating revenue R 58 — 8 — $ — 3 5 § 13804 § — § 13309
Operatmg revenua—~«afﬁhat&s — 1,380 — 34 156 (1.570}) _
Opersting expenses: .
Cost of sales (exclusive of depreciation and
amortization) — 1,135 — — 5,868 (1,113) 5,890
Cost of sales—affiliates — 18% - — — 87 (275) _—
Seliing, general and administrative 621 — — 36 320 1.113 4,971
Selling, general and adminisirative—affiliates —_ —_ — _ 1295 (1,295) —
Depreciation — 2 — — 2,624 — 2,626
Capitalized software and other intangible assets
amortization — — — — 497 — 497
Asset impairment charges — — — —_ 113 —_ 113
Total operating expenses 621 1,325 — 36 13,685 (1,570) 14,097
~ Inierest expense—net 118 488 292 — 633 — 1,531
* Interest expense—affiliates - . 6 B 7. A — - 1,579 (2,810} —
Interest (income)—affilistes G5y (1,191} (1564} — — 2,810 —
Loss (gain) on eagly retirement of debt—net e —_ () S — 6 — 1
Gain on sale of assets — — — — (8) —_ (8)
Other income—net (12) (20 (1) ) (71) — {106}
Loss from equity investments in subsidiaties 1,131 2,546 — — — (3,677) —
Total other expense (income) 1,188 1,823 (53) (2} 2,139 (3,677) 1,418
(Loss) income before income taxes (1,809) (1,768) 53 5 (1,864) 3,677 (3,706)
Income tax benefit (expense) 15 602 {2r) {2) (682} —_ (88)
Net (loss) income $ (L794) 3 (1,166) 3 2 3 305 (2546) §& 3617 0% (L7

(1)} QCILis the issuer of the QCH Guaranteed Notes and is a guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.

(2} QSCis a guarantor of the QCH Guarsateed Notes and is the issuer of the QSC Guaranteed Notes.
3y QCF is a guarantor of both the QCH Guaranteed Notes and the QSC Guaranteed Noies.
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qcn QsC
Subsidiary Spbsidiary
Noo— Nom- QC_"
QI QB5C(2) QCF(3) Guarantors Guarantors EHlminations Conselidated
{Dollars in mildons)
Operating revenue 3 - § — 5 — s 4 $ 14284 § — $ 14288
Operating revenue—afiiliates — 1,533 —_ 35 148 (1,716} —
Operating expenses:
Cost of sales (exclusive of depreciation and
amortization) — 1,307 — —_ 6,411 (1,263} 6,435
Cost of sales—affiliates —_ 178 — e 92 (270} —
Selling, general and administrative 174 — —_ 36 3.7 1,263 4,690
Selling, general and administrative—attiliates — — —_ — 1,446 (1,446) —_
Depreciation —_ 1 — — 2,738 — 2,739
Capitalized software and other intangible assets
amortization —_ — — — 428 — 428
Asset impairment charges — - — — 230 —_ 230
Total operating expenses - 174 1,486 — 36 14,562 (1,716} 14,542
Other expense-—net: - )
Interest expense—net 84 566 501 — 606 - 1,757
Interest expense—affiliates 15 12 348 — 1,342 (1,717) -
Interest (income)}—affiliates (33) (386) (1,298) — —_ 1.717 —
Loss (gain) on sarly retirement of debt—net 52 43 (129) — [E)] — {38)
Other income—net (n 29 — — (111) — (141)
Income from equity investments in subsidiaries {1,584) (133) — — — L717 -
Totzl other (income) experise—net {1,467) 73 (578). — 1,833 1L.717 1,578
Income: {loss) before tax, discondtnued operations and
cumulahveeﬁctofdmngesmawounhng . _ e : )
principles L2293 (26) 578 3 (1,963) (1,71%) (1:832)
Tncome tax benefit (expense) 219 1,250 (220} 1) (729 — 519
Income (loss) from continuing operations . 1,5t2 1,224 358 2 (2,692) {1,717} {1,313)
Income from and gain on sale of discontinued
operations, net of taxes —_ — — — 2,619 —_ 2,619
Income {loss) before cumulative effect of changes in
accounting principle 1,512 £224 358 2 (73) (1,7¢7) 1,306
Cumulative effect of changes in accounting principles,
net of taxes —_— — — —_ 206 _ 206
Net income $ 1,512 % 1,224 0§ 358 8 2 3 133 8 471N % 1,512

{1} QCIlis the issuer of the QCII Guaranteed Notes and is a guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.
(2) QSCis a guarantor of the QCII Guaranteed Notes and is the issuer of the QSC Guaranteed Notes.
(3) QCF is 4 guarantor of both the QCII Guaranteed Notes and the QSC Guaranteed Notes.
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ocn
Subsidiary subiry Qcn
QCTI(1) Q8C{2) QCF{3) Non-Gugrantors Now-Guarantors Eliminations Consolidated
{Dotlars in millions)
ASRETS

Current asseds:

Cash and cash equivalents b3 &7 H 563 ] — H »— ] 216 $ — 1 846

Short--term investments 2 77 — — 15 — 101

Acopunts receivable-—net _ ic - 3 1,512 —_ 1,525

Accounts receivable—aifiliates 43 423 94 — 21 {586) —

Current tax receivable 4 28 — — — {62} -

Notes receivable—affiliates — 4,728 14,568 76 — {19372} -

Deferred income taxes - — 19 — —-— % — 118

Prepaid and other assets 20 38 — 112 375 {8} 537

Assets held for salé —_ — — — 37 — 37
Total cuavent asssts 173 5,391 4663 14| 2275 (20,028) 3,164
Property, plant and equipment—net — [ — — 15,562 — 15,568
Capitalized software and other intangible assets-~net 41 - — — 966 — 1,007
Investmenis in subsidiaries I.143 (12,112) — — — 10,969 -
Deferred income taxes —_ 1,791 22 il - (1,824) —
Prepaid pension assets — 95 - - 1,070 — 1,165
Other assets 111 k13 4 _ 410 — 593
Toual assets 5 1468 5 4271} 0§ 14,698 $ 202 § 20,283 H (50,883} 3 21,497

LIABIEATIES AND STOCKHOLDERS®
(BERICIY) BQUITY

Current liabilities:

- Current bamowings - % & f — £ 485 % - % 21 3 — $ s12
Current borrowings-—affiliates 165 -_ 4,728 — 14,479 (19,372) —
Accounts payable 4 38 — : ooty 731 — 73
Accounis payable—-affiliates _ — 34 — 9 248 {291} —
Accrued expenses apd atber cureent liabilities 283 192 98 3¢ 1.539 — 2,198
Accrued expenses and other current

liabilities—affiliates — 34 30 23% (303} —
Current taxes payahle _ — 34 2 145 62) 119
Deferred and advanced billings - — - - 633 - 633
Total cuerent liabilities 463 264 5,379 122 18,035 (20,028) 4,235
Long -term boreowings—oet 3884 22 2,986 — 8.076 —_ 14,968
Post~retirement snd other post— employment
benefit obligations _— 506 —_ - 2,953 — 3459
Deferred income taxes 33 — - - 1,881 (1,824) 50
TeyeTue - — -_ _ 522 — 522
Odher long—term ligbilikies 308 145 —_ 62 928 — 1.440
"Total liabilities e 4685 W 8365 184 32395 {21,852) 24714
Stockholders” (deficit) equity (3,217) (5,208) 6,333 12 (12,112) 10,969 (217
Total liabilities and siockhalders® equity {defirit) $ 1468 427 3 14,658 3 P17 | 20,283 5 (10.383) 3 ‘21,457

{1y QCilis the issuer of the QCII Guaranteed Notes and is a guarantor of the QSC Guarmteed Notes and the QCF Guaranteed Notes.
2) QsC is a goarantor of the QCH Guaranteed Notes and is the issuer of the QSC Guaranteed Notes.
{3) QCF is a guarantor of both the QCIL Guaranieed Nates and the QSC Guaranteed Notes.
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ASBSETS

Current assety; N
© Cashimd cash equivaleats

Short-term investments
Acccunts receivable—net
Accounts receiveable—affiliates
Cuorrent tax receivable
Notes receivable—affiliates
Deferred income taxes
Prepaid and other assets
Assets held for sale

Total current assets

Property, plant and equipment—net

Capitalized softwara and other intangible
assets—aet

Investments in subsidiaries

Prepaid pemsion assets

Total assets

LIABSLITIES AND STOCKHOLDERS?

{(DEFICTT) EQUITY
Current liabilities:
Current borrowings
Current borrowings—affiliates
Agcouatts payable
Accounts payable—afTfiliates
Agerued expenses and other current
liahilities
Accrued expenses and other cutrent
liabilities—affiliates
Deferred revenue and advanced billings

Total qurent liabilities
Long—term borrowings—nct
employment bevefit obligations
Defetred income taxes
Deferred revemne’
OQther fong—term liabilities

Total liabitisies
Stockholders® (deficit) equity

Tonal lighilities and stockholders® {deficit)
equity

QWEST COMMUNICATIONS INTERNATIONAL INC.
CONDENSED CONSOLIDATING BALANCE SHEETS

DECEMBER 31, 2004
Qcu
Subgidiary Subqsfd(fm act
QCIK1) QSC(2) QCFD Nom—Guaranters Non—Guarantors Eliminations Consolidated
(Dollars in millions)

L1 34 (7. $ - H — $ - 509 $ - — 5 1,151
24 477 — — 313 — 764

— 13 2 2 1,577 — 1,504

72 466 141 L) {763) —

- 27 — - {227) e

87 13,986 21,972 5% - (36,104) —

- — — - 11 {111} —

— 38 — 67 452 ) 549

_ — — - 160 — 160

217 15,765 22,115 128 3,206 {37213} 4218

— 5 — — 16,848 —_ 16,853

3% — - — 1.140 — 1179
(1.268) (18,006) - — — 19272 —_—
— 2,232 24 10 — {2,228) 38

- 96 — — 1,096 — 1.192
1,148 ST i 56 468 (950) 844

$ 130 19% $ 26 % 14§ 22,758 $ @ 5 2434
$ 5 - $ 17 3 — $ 412 $ — 5 596
126 — 13.976 — 22,002 (36.104) --

3 3 — — 698 () 73

_ 2 — — 234 {238) -

174 334 123 35 1,962 {338) 2,290

17 65 139 53 260 {534) —

— — — — 659 — 669

325 432 14,417 88 26,237 {37213) 4,246
1,886 3528 3637 — 7,639 - 16,690
= 60 - — 2,968 -~ 3,428

34 — — — 2,194 (2228} —

- — o — 555, — . 539

497 213 950 91 1.167 {930} 1,973
2,742 4,638 19,004 179 40,764 {40,391} 26,936
(2.612) (4,439} 3,158 i5 {18,008) 19,272 (2,612)

$ 130 199 $ 22062 § 1% % 22,758 S (2L19) 5 24,324

(13 QCI is the issuer of the QCH Guaranteed Notes and is a guarantor of the QSC Guarantsed Notes and 1he QCF Guaranteed Notes.

(2} QSCis a gusrantor of the QCIT Guaranteed Notes and is the issuer of the (ISC Guaranteed Notes,

(3} QCF is a guarantor of both the (QCIT (mrantesd Notes and the QSC Guaranteed Notes,
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2005

by Suboid
Subsidia ai
Non— r}f “:lsnn— v ocn
QCIK) QSC2) QCF3) Guarantors Grarantors Elimfsat) Consolidated
{Dollzrs in millions)
CASH (USED FOR) PROVIDED BY ] :
OPERATING ACTIVITIES F o250 § 1391 $ 176 % I8 3 9718 % — § 2313
INVESTING ACTIVITIES:
Expenditures for property, plant and
equipment and intangible assets () 23 — — (1,539} — (1.613)
Proceeds from sale of property, plant and
equipment P - — — — 420 —_ 420
Proceeds from sales of invesiment
securities — 1,794 — — — (1} 1,793
Purchases of investment securities — (1,086) — — — — (1,086}
Net proceeds (purchases) of investments
managed by QSC 16 (332) —_ — 316 — —
Cash infusion to subsidiaries (1,760 {10,000} —_ — — 11,760 —
Net decrease (increase) in short—term
affiliate loans — 9,161 7,404 (13) — (16,347) —_
Principal collected on long—term affiliate o
loans — 97 —_ — — (=7) -
Dividends received from subsidiaries — 2,855 — — — (2.855) -
Other — _— —_ — 27 — 27
Cash (used for) provided by investing
activities {1,745) 2,466 7,404 (18) {826) (7.740) {459)
FINANCING ACTIVITEES .
Proceeds from long—term borrowings 2,000 — — e 1,152 —_ 3,152
Repayments of long—térm borrowings, S L :
including current rastirities. R 3 3356y (am — (L.176) — (3,716)
Net (repayments of) proceeds from
short—term affiliate borrowings 39 — 9,161) — (7,426) 16,548 —
Payments of LT borrowings—affiliates- _ — — — ©n 97 —
Proceeds from issuances of common and
treasury stock 39 — — — — — 39
Equity infusion from parent — — 1,760 — 10,000 {11,760 —
Dividends paid to parent — —_ — — (2,85%) 2,855 —
Debt issuance costs {45) {4) — — (18) — (67}
Early retirement of debt costs — (542) — — (25) - (567}
Cash provided by (used for) financing o
activitieg 2,028 (3.902) (7,580) — (445) 7.740 (2,15%)
CASH AND CASH EQUIVALENTS
Increase (decrease) in cash and cash
equivalents 33 {45y — — (293) — (305)
Begiuning balance kY 608 — — 509 -— 1,151
‘Ending balance $ 67 § 63 8§ — 3 —_ 3 216 § — $ 846

(1) QCll is the issuer of the QCII Guarantezd Notes and is 2 guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.
(2) QSC is a guarantor of the QCII Guaranteed Notes and is the issuer of the QSC Guaranteed Notes.
{3) QCF is a guarantor of both the QCII Guaranteed Notes and the QSC Guaranteed Notes.
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QWEST COMMUNICATIONS INTERNATIONAL, INC.
CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOW
FOR THE YEAR ENDED DECEMBER 31, 2004

QCT QsC
Subsidiary Subsidiary

Non— Nom— acn
QCIKI) QSC(2) QCF(3) Guaraniors Guarantors Eliminations Consolidated
CASH (USED FOR} PROVIDED BY
OPERATING ACTIVITIES $ (98 $ 1,779 § 14 3§ 4 3 63) 3 32 §  L34R
INVESTING ACTIVITIES:
Expenditures for property, plant and
~ equipment and intangible assets 2) {4 — —_ (1,725) — {1,731)
Proceeds from sale of property, plant and
equipment — — — — 48 — 48
Proceeds from sales of invesiment securities — 1,917 — — 5 — 1,922
Net proceeds fromt {purchases off - = = | L Lo .
investments managed by QSC. . 7 @y (o) — 18 Co27 — —
Cash infusion to subsidiaries — (2312) —_ — — 2,312
Net decrease {increase} in short-term ..
atfiliate loans — {1,883) {3,148) (59) 1 5,051
Long—term loans made to affiliates {950} _— — — — 950 —
Principal collected on long—term affiliate
loans o 400 1,103 — — (1,503) —
Purchases of investment securities — (2,137) — —_ —_— — (2,137)
Dividends received from subsidiaries _ 3,168 —_ — — (3,168) —
Other — — — — (7 — (6
Cash used for investing activities 977) (873) (2,045) 41) (1,651) 3,682 (1.905)
FINANCING ACTIVITIES . :
Proceeds from long—term borrowings 1,763 — - — 838 — 2,601
Repayments of long—term borrowings a '
ncluding carrent matysities ()] (750} (984} —_ {976) — 2714
Proceeds from long—term affiliates
borrowings —_ —_ 950 —_ — (950) —
Repaymenis of long—term affiliates
borrowings —_ — — — (1,503) 1,503 —_
Net (repayments of) proceeds from
short—term affiliate borrowings {661) — 1,885 — 3,866 (5,096} —
Proceeds from issuances of common and
treasury stock 43 — — —_ — (33) 10
Equity infusion from parent — — —_ — 2,247 (2.247) —
Dividends paid 1o parent — — — — (3,103) 3,103 —_
Debt issuance costs (32) )] — — (14) — (35}
- - Cash provided by (used i) financing ’ ) . . - . .
© activiies . - b 1,109 (759} 1,851 — 1,335 (3,714} (£58)
CASH AND.CASH EQUIVALENTS
Inm‘fmse {decrease) in cash 34 147 —_ 3N {359) — 2i5)
Beginning balance — 461 — 37 868 —_ 1,366
Ending balance $ 4 § 608 § 2 — 3 — $ 509 $ — $ 1,151

(1) QCIlis the issuer of the QCII Guaranteed Notes and is a guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.

(2 QscC is a guarantor of the QCII Guaranteed Notes and is the issuer of the QSC Guaranteed Notes.
(3) QCF is a guarantor of both the QCII Guaranteed Notes and the QSC Guaranteed Notes,
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QWEST COMMUNICATIONS INTERNATIONAL, INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOW
FOR THE YEAR ENDED DECEMBER 31, 2003

QCn QsC
Subsidiary Subsidinry
Non— Noo— QCIt
QCIKLy QSC(2) QCF(Y) Guarantors Guarantors Eliminations Cousolidated
CASH (USED FQOR) PROVIDED BY ]
OPERATING ACTIVITIES § 4 3 315 $ 360 3 11 b 1,553 $ 76 b8 2,175
INVESTING ACTIVITIES;
Expenditures for properiy, plant and
equipment and imgib]e assets 4} — — — (2.084) — (2,088)
Proceeds from sale-of property, plant and :
equipment — —_ _— — 7 — 7
Proceeds from sales of investment securitias — 13 — — — — 13
Net proceeds from (purchases of)
investments managed by QSC — 376 — (s) (358} —
Purchases of investment securities — (601} — — — — (601)
Net (increase} decrease in short—term
affiliate loans — (4,050) (2.601) - — 6651 —
Principal collected on long—term afiliate
loans 448 — — — — (448) —
Dividends re¢eived from gubsidiaries — 6,609 — —_ — {6,609) -
Other — — - — (61) — (61)
Cash provided by (used in) investing activities 444 2347 {2,601) (18) {2,496) “(406) 2,730}
FINANCING ACT{VITIES
Proceeds from long—term botrowings — —_ — — 1,729 — 1,729
Repayments of long—term borcowings
inchuding current maturities {1,024} (1L636) (1,808) — (1.324) — (5,792}
Net repayments of shori—term borrowings — - — (7500 — {750}
Repayments of fong~term affiliates
botrowings — — — — (448) 448 —_
Net proceeds from (repayments of)
short—term affiliate borrowings 644 (2,248) 4,049 —_ 4,206 (6,651) —
 Proceeds from issuances of common-and :
treasury stock ' ' 76 —_ - — — (76) —
Dividends paid to parent — — — — (6.609) 6,609 —_

- Debt issuance costs — ® - - - 37 — (43)
Cash provided by (used for) financing activities (304) (3,850} 2,241 — (3.233) 330 {4,856
CASH.AND CASH EQUIVALENTS

Increase (decrease) in cash — {1,228) — (7} {4,176) — (5411}
Net cash generated by discontinued

operations (operating activilies) — — —— —_ 234 —_ 234
Proceeds from sale of directory business

{investing activity) — — — —_ 4,290 —_ 4,290
Beginning balance — 1,689 - 44 520 — 2,253
Ending balance T8 = $ 461 § — $ kYR 868 % _ 8§ 1366

(1) QCITis the issuer of the QCII Guaranteed Notes and is a guarantor of the QSC Guaranteed Notes and the QCF Guaranteed Notes.
(2} QSC is a guarantor of the QCII Guaranteed Notes and is the issuer of the QSC Guaranteed Notes.
(3) QCF is a guaranior of both the QCII Guaranteed Notes and the QSC Guaranteed Notes,
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Iabie of Contenis
Report of Independent Registered Pablic Accounting Firm

The Board of Directors and Stockholders
Qwest Communications International Inc.:

We have audited management's assessment, included in the accompanying Management’s Report on 1nternal Control Over Financial Reporting that Qwest
Communications International Inc. maintained effective internal control over financial reporting as of December 31, 2005, based on criteria established in
Internal Control—Iniegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COS0). Qwest Communications
Intzrmational Inc.’s management is responsible for maintaining effective internad control over financial reporting and for its assessment of the effectiveness of
intemnal controi over financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the
Company’s internal controf over financial reporting based on our audit,

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require
that we plan and perform the audit to obtain reasonable assurance shout whether effective internal control over financial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing and evaluating
the design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We believe
that our sudit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed %o provide reasonable assurance regarding the reliability of financial reposting
and the preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
trangactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of
financial statements in accordance with generally accepted accounting principles, and that receipis and expenditures of the company are being made only in
accordance with authorizations of management and divectors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a matertal ¢ffect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance.
with the palicies or procedures may deteriorate.

In our opinion, management’s assessment that Qwest Communications Intemational Inc. maintained effective internal control over financial reporting as
of December 31, 2003, is fairly stated, in all material respects, based on criteria established in Internal Control—Integrated Framework issued by the Committes
of Sponsoring Organizations of the Treadway Commission ¢(COS0). Also, in our opinion, Qwest Communications International Inc. maintained, in ail material
respects, effective internal controf over financial reporting as of December 31, 2003, based on criteria established in Internal Control—Integrated Framework
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO).

We also have.awdited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance
sheets of Qwest Commiumications International Inc. and subsidiaries as of December 31, 2005 and 2004, and the related consolidated statements of operations,
stockholders’ deficit, and cash flows for each of the years in the three—year period ended December 31, 2005, and our report dated February 16, 2006 expressed
an unqualified opinion on those consolidated financial ststements.

KPMGLLF

Denver, Colorado
February 16, 2006



ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM %A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

The effectivenass of our or any system of disclosure controls and procedures is subject to certain limitations, including the exercise of judgment in
designing, implementing and evaluating the controls and procedures, the assumptions used in identifying the likelihood 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 detect all errors or fraud. By their nature,
our, or any system of disclosure controls and procedures can provide only reasonable assurance regarding management’s control objectives.

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 our disclosure controls and procedures (as defined in Rules 13a—15(¢) and 15d-15(e) of the Securities Exchange Act of 1934, or the
“Exchange Act™) as of December 31, 2005. On the basis of this review, our management, including our Chief Executive Officer and Chief Financial Officer,
concluded that our disclosure controls and procedures are designed, and are effective, to give reasonable assurance that the information required to be disclosed
by us in reports that we file under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the rules and forms of
the SEC and to ensure that information required to be disclosed in the reports filed or submitted under the Exchange Act is accumulated and comnunicated to
our management, including our Chief Bxecutive Officer and Chief Financial Officer, in a manner that allows timely decisions regarding required disclosure.

Also, there were no changes in our intermnal control over financial reporting that occurred in the fourth quarter of 2003 that materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

Management’s Report on Internaf Control Over Financial Reporting

Our managerment is responsible for establishing and maintaining adequate internal control over financiat reporting, as such term is defined in Exchange
Act Rule t3a—15(f). Under the supervision and with the participation of our management, including our principat executive officer and principal financial officer,
we conducted an evaluation of the effectiveness of our internal control over financial reporting based on the framework in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commissior. Based on our evaluation under the framewotk in fnfernal
Control—Integrated Framework, our management concluded that our internai control over financial reporting was effective as of December 31, 2005.

Qur management’s assessment of the effectiveness of our internal control over financial reporting as of December 31, 2005 has been audited by KPMG
LLP, an independent registered public accounting firm, as stated in their report which is included herein.

ITEM 9B. OTHER INFORMATION
None.
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Iable of Contents
PART Il

TTEM 0. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by Item 10 of this annual report on Form 10-K is incorporated by reference to our definitive proxy statement for our 2006
Annual Meeting of Stockholders, or our 2006 Proxy Statement, anticipated to be filed with the Securities and Exchange Commission within 120 days of
December 31, 2005 under the headings “Proposal No. 1—Election of Directors,” “Executive Officers and Management,” “Audil Committee™ and
“Section 16(a) Beneficial Ownership Reporting Compliance” and to 1ézm 1 of this annual report on Form 10~-K under the heading “Website Access.”

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 of this annuai report on Form 10-K is incorporated by reference to our 2006 Proxy Statement anticipated to be filed
with the Securities and Exchange Commission within 120 days of December 31, 2005 under the headings “Direcior Compensation,” “Executive Compensation,”
“Stock Option Grants,” “Option Exercises and Holdings,” “Pension Plans,” “Employment Contracts and Termination of Employment and Change—In—Coatrol
Arrangements™ and *Compensation Committes Interlocks and Insider Participation.™

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS
The information required by ltem 12 of this annual report on Form 10K is incorporated by reference to our 2006 Proxy Statement anticipated to be filed
with the Securities and Exchange Commission within 120 days of December 31, 2005 under the heading “Beneficial Ownership of Shares of Common Stock.”

Eguity Compensation Plan Information

We currently maintain four compensation plans under which shares of our common stock are authorized for issuance to employees and non—employees:
our Equity Incentive Plan; our Emplayee Stock Purchase Plan; our Nonqualified Employee Stack 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 stockhelders. Our Nonqualified Employee
Stock Purchase Plan and our Equity Compensation Plan for Non—Employee Directors, each of which is described in more detail below, have not been approved
by our stockholders. The following table provides information as of December 31, 2005 about outstanding options and shares reserved for future issuance under
these plans;

Number of securities
Number of securities to be Weighted-average excreise ot ‘mmmhwj:::i,'::f::,q
issmed upon exerclise of price of outstanding compensation plans (exclading
outstanding options, options, warrants and securities reflected fn
Plan Category warrants sud rights(l) Highis{1} colama (a)}
: (=) ) ()
Equity compensation plans approved
by security holders 134,940,049 : 3 12.23 66,184, 778(2}
Equity compensation plans not
approved by security holders — — 10,083,267(3}
Total 134,940,049 b 1223 76,268,045

(1) Includes 29,154,853 shares issuable upon the excrcise of ouistanding options we assumexd in connection with acquisitions, including the Merger. The
weighted—average exercise price of these options is $30.16. We do not intend to grant any new options under the pians pursuant to which these options
were originally granted.
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(2)  Includes 50,015,992 shares available for future issuance under our Equity Incentive Plan and 16,168,786 shares available for future issuance under our
Employse Stock Purchase Plan. The number of shares available for future issuance under our Equity Incentive Plan is based on a formula. Our Equity
Incentive Plan provides that the maximum total number of shares that may be issued under our Equity Incentive Plan at any time is equal to 10% of the
total number of shares that are issued and outstanding at such time {determined as of the close of trading on the New York Stock Exchange on the trading
day immediately preceding such time), reduced by the number of shares subiject to outstanding awards granted under the Equity Incentive Plan and
outstanding options granted under any other plan or arrangement of Qwest or a subsidiary of Qwest (excluding the Employee Stock Purchase Plan) at such
time

{3 lnch;des 10,000,000 shares avaiiable for future issuance under our Nonqualified Employee Stock Purchase Plan and 83,267 shares avaitable for future
issuanece under our Equity Compensation Plen for Non—Employge Directors.

In 1997, our Board of Directors adopted an Equity Compensation Plan for Non—Employee Directors, under which directors whe are not officers or
employees of Qwest may receive shares of our common stock. Under the plan, eligible dire¢tors may elect on a quarterly basis to receive 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 is made, the total number of shares
granted to the electing director equals the amount of the director’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 issued wnder the plan are to be issued as soon as practicable after the end of each quarter.

In 2002, our Board of Directors adopted a Norqualified Employee Stock Purchase Plan; however, we have not commenced any offers nor issued any
shares of our common stock under the plan. If used, any employze of Qwest, or any employee of a subsidiary of Qwest that adopts the plan with Qwest’s
consent, will be entitled to participate in the plan. The Nonqualified Employee Stock Purchase Plan will provide eligible employees 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 is, 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 Compensation and Human Resources Committee of our Board of Directors. An eligible
employee may participate in any offer under the plan by authorizing payroll deductions of up to 15% of his or her base salary and commissions paid per pay
peried. Amounts withheld will be held for the credit of the participant as part of gur general funds and wiil not accrue interest. On the last day of cach calendar
month, the entire aceount balance of a participating employee will te 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. Tn no event, however, will an employee be permitted to purchase more than 20,000
shares of common stock through the plan in any single offer. Participants may not transfer shares of common stock purchased under the plan unti! after the last
day of the sixth month following the month in which the shares were purchased. We have the right to ferminate or 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 |3 of this annual report on Form 10-K is incorporated by reference to our 2006 Proxy Staiement anticipated to be filed
with the Securities and Exchange Commission within 120 days of December 31, 2005 under the headings “Certain Transactions and Legal Procesdings” and
“Compensation Committee Interiocks and Insider Participation.”

ITEM i4. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 14 of this annual report on Form 10-K s incorporated by reference to our 2006 Proxy Statemnent anticipated to be filed
with the Securities and Exchange Commission within 120 days of Decamber 31, 2005 under the heading “Independent Registered Public Accounting Firm."”
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PART IV

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

n

(2)

Page
Report of Independent Registered Public Accountiog Firm 59
Fmancmi Statements oovered by the Report of Independent Regjstered Public Accnunﬂng Firmn: 0
i 4 ) f)
61
62
63
1= 64
Schedlﬂe for the yeers ended Deeember 3 l 2005 2004 zmd 2003
Report of Independent Registered Public Awountmg Firm 5-1
Schedule 1I—Valuation and Qualifying Accounts 5-2

(a) (3} and (b} Exhibits required by Item 601 of Regulation 5—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.

Exhibit
Number

Description

@.5)

(3.1

(3.2

(3.3)

4.1

(4.2

Agreement and Plan of Merger, dated as of July 18, 1999 between U S WEST, Inc., and Qwest Communications International Inc. (incorporated
by reference to Qwest Communications International Inc.’s Form S—4/A filed on August 13, 1999, File No. 333-81149).

Restated Certificate of Incorporation of Qwest Communications International Inc. (incorparated by reference to Qwest Communications
International Inc.’s Registration Statement on Form S—4/A, filed September 17, 1999, File No. 333-—81149).

Certificate of Amendment of Restated Certificate of Incorporation of Qwest Communications International Inc. {incorporated by reference to
Qwest Communications International Ine.’s Quarterly Report on Form 10-Q fot the quarter ended June 36, 2004, File No. 001-15577).

Amended and Restated Bylaws of Qwest Communications International Inc., adopted as of July 1, 2002 and amended as of May 25, 2004
(incorporated by reference to Qwest Communications International Inc.’s Quarterly Report on Form 18— for the quarter ended June 30, 2004,
File No. 001-15577.

Indenture, dated as of April 15, 1990, by and between Mountain States Telephone and Telegraph Company and The First National Bank of
Chicago (incorporated by reference to Qwest Corporation’s Annual Report on Form 10-K for the year ended December 31, 2002, File
No. 001-03040).

First Supplemental Indenture, dated as of April 16, 1991, by and between U 8 WEST Communications, Inc. and The First National Bank of
Chicago (incorporated by reference to Qwest Corporation’s Annual Report on Form 10-K for the year ended December 31, 2002, File
No. 001—03040).
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4.3

(4.4)

(4.5)

(4.6)

@an

{4.8)

{4.9)

(4.10)

#.11)

4.12)

indenture, dated as of January 29, 1998, with Bankers Trust Company (including form of Qwest Communications Intemational Inc.’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
Communications International Inc.’s Annual Report on Form 30K for the year ended December 31, 1997, File No, 000-22609).

Indenture, dated as of November 4, 1998, with Bankers Trust Company {including form of Qwest Communications International Inc.’s 7.50%
Senior Discount Notes due 2008 and 7.50% Series B Senior Discount Notes due 2008 as an exhibit thereto) {incorporated by reference to Qwest
Communications International Inc.’s Registration Statement on Form 54, filed February 2, 1999, File No. 333-71603).

Indenture, dated as of November 27, 1998, with Bankers Trust Company (including form of Qwest Communications Intemnational Inc.’s 7.25%
Senior Discount Notes due 2008 and 7.25% Series B Senior Discount Notes due 2008 as an exhibit thereto) (incorporated by reference to Qwest
Communications Jaternational Inc.’s Registration Statement on Form $—4, filed February 2, 1999, File No, 333-71603).

Indenture, dated as of June 23, 1997, between LCI Intemational, In¢. and First Trust National Association, as trustee, providing for the issuance
of Senior Debt Securities, including Resolutions of the Pricing Committee of the Board of Directors establishing the terms of the 7.25% Senior
Notes due June 15, 2007 (incorporated by reference to LCF's Current Report on Form 8-K, dated June 23, 1997, File No, 001-12683).

indenture, dated as of June 29, 1998, by and ameng U § WEST Capital Funding, Inc., U $ WEST, Inc., and The First Naticnal Bank of Chicago
{now known as Bank One Trust Company, N. A.), as trustes (incozporated by reference to U S WEST’s Current Report on Form 8K, dated
November 18, 1998, File No. 001-14087).

Indenture, dated as of October 15, 1999, by and between Qwest Corporation and Bank One Trust Company, N.A., as trustee (incorporated by
reference to Qwest Corporation’s Annual Report on Form 10-K for the year ended December 3, 1999, File No. 001-03040).

First Supplemental Indenture, dated as of June 30, 2000, by and among U $ WEST Capital Funding, Inc., U S WEST, Inc., Qwest
Communications International Inc., and Bank One Trust Company, as trustee (incorporated by reference to Qwest Communications International
Inc.’s Quarterly Report on Form 10—0 for the quarter ended Junz 30, 2000, File No. 001-15577).

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 Communications [nternational Inc.’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 Communications International Inc.’s Quarterly Report on Form 10-Q
for the quarter ended March 31, 2001, File No. 001-15577).

Officer’s Certificate of Qwest Cotporation, dated March 12, 2002 (including forms of 8 7/8% notes due March 13, 2012} (incorporated by
reference to Qwest Corporation’s Form 84, File No. 333-115119).

Indenture, dated as of December 26, 2002, between Qwest Cormmunications International Inc., Qwest Services Corporation, Qwest Capital
Funding, Inc. and Bank One Trust Company, N_A., as trustee (incorporated by reference to Qwest Commanications International Inc.’s Current
Report on Form 8K filed on January 10, 2003, File No. 001-15577).

130



Iable of Contents

Exhibit
Number

Description

{4.13)

4.14)

(4.15)

(4.16)

@17

(4.18)

(4.19)

(4.20)

(4.21)

#.22)

First Supplemental Indenture, dated as of December 26, 2002, by and among Qwest Communications International Inc., Qwest Services
Corporation, Qwest Capital Funding, Inc. and Deutsche Bank Trust Company Americas (formerly known as Bankers Trust Company),
suppiementing the Indenture, dated as of November 4, 1998, with Bankers Trust Company (incorporated by reference to Qwest Communications
International Inc.’s Annual Report on Form 10-K for the year ended December 31, 2003, as originally filed on March 11, 2004, File

No. 081-15577).

First Supplemental Indenture, dated as of December 26, 2002, by and among Qwest Communications International lnc., Qwest Services
Corporation, Qwest Capital Funding, [nc. and Deutsche Bank Trust Company Americas {formerly known as Bankers Trust Company),
supplementing the Indenture, dated as of Novemnber 27, 1998, with Bankers Trust Company (incorporated by reference to Qwest
Communications International Inc.’s Annual Report on Form 10-K for the year ended December 31, 2003, as originally filed on March 11,
2004, File No. 001-15577).

Second Supplemental Indenture, dated as of December 4, 2003, by and among Qwest Communications International Inc., Qwest Services
Corporation, Qwest Capital Funding, Ine. 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 (incorporated by reference to Qwest Communications
International Inc_'s Annual Report on Form 10-K for the year ended December 31, 2003, as originally filed on March 11, 2004, File

No. 001-15577).

Second Supplemental Indenture, dated as of December 4, 2003, by and among Qwest Communications International Inc., 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 27, 1998, with Bankers Trust Company (incorporated by reference to Qwest’s Annual
Report on Form 10-K for the year ended December 31, 2003, as originalty filed on March 11, 2004, File No. 001 13577).

Indenture, dated as of February 5, 2004, among Qwest Communications International Inc., Qwest Services Corporation, Qwest Capital
Funding, Inc. and J.P. Morgan Trust Company (incorporated by reference to Qwest Communications Interpational Inc.’s Annual Report on
Form 10~K for the year ended December 31, 2003, as originally filed on March 11, 2004, File No. 001-15577).

First Supplemental Indenture, dated as of August 19, 2004, by and between Qwest Corporation and 1J.S. Bank National Association
(incorporated by reference to Qwest Communications International Inc.’s Quarterly Report on Form 10—Q for the quarter ended September 30,
2004, File No. 061-15577),

Second Supplemental Indenture, dated November 23, 2004, by and between Qwest Corporation and U.S. Bank National Association
_(inoorporated by reference to Qwest Corporation's Current Report on Form 8K filed on November 23, 2004, File No. 001-03040).

First Supplemental Indenture, dated June 17, 2005, among Qwest Communications Intemational Inc., Qwest Services Corporation, Qwest
Capital Funding, Inc. and U.S. Bank National Association {incorporated by reference to Qwest Communications Intemational Inc."s Cutrent
Report on Form 8K filed on June 23, 2005, File No. 001-15577).

Third Supplemental Indenture, dated as of June 17, 2003, by and between Qwest Corporation and U.S. Bank National Association (incorporated
by reference to Qwest Communications International [ne.’s Current Report on Form 8—K filed on June 23, 2005, File No. 001-15577).

Second Supplemental Indenture, dated June 23, 2005, among Qwest Communications International Inc., Qwest Services Corporation, Qwest
Capita] Funding, Inc. and U.S. Bank National Association (incorporated by reference to Qwest Communications Intemationaf Inc.’s Current
Report on Form 8—K filed on June 23, 20035, File No. 001-15577}.
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(4.23)

4.24)

(4.25)

(10.13

102
(10.3)

(10.4)

(10.5)

10.6)

(10.7)

{10.8)

{10.9)

(10.10)

ae.11)

Indenture, dated as of November 8, 2005, by and between Qwest Communications International Inc. and U.S. Bank National Association
(incotporated by reference to Qwest Communications International Inc.’s Current Report on Form 8K filed on November 14, 2003, File Ne.
001-15577).

First Supplementa! Indenture, dated as of November 8, 2005, by and between Qwest Communications Tntemationat Inc. and U.S. Bank National
Association (incorporated by reference to Qwest Communications International Inc.’s Current Report on Form 8K filed on November 14, 2005,
File No. 001-15577).

First Supplemenial Indenture, dated as of November 16, 2005, by and among Qwest Services Corporation, Qwest Commu::licaﬁons International
Inc., Qwest Capital Funding, Inc. and J.P. Morgan Trust Company, N.A. as successor to Bank One Trust Company, N_.A. {incorporated by
reference to Qwest Communications International Ine.’s Current Report on Form 8-K filed on November 21, 20035, File No. 001-15577).

Equity Incentive Plan, as amended, including forms of option and restricted stock agreements (incorporated by reference to Qwest
Communications International Inc.’s Current Report on Form 8-K filed on October 24, 2005, File No. 001-15577).*

Additiongl forms of option and restricted stack agreements used under Equity Incentive Plan, as amended.™

Employee Stock Purchase Plan (incorporated by reference to (Qwest Communications International Ine.’s 2003 Proxy Staternent for the Annual
Meeting of Stockholders).*

Nonqualified Employee Stock Purchase Plan (incorporated by reference to Qwest Comimunications International Inc.s Annual Report on
Form 10~K for the year ended December 31, 2002, File No. 00i—-15577).*

Deferred Compensation Plan (incorporated by reference to Qwest Communications International Inc.’s Annual Report on Form 1¢-K for the
year ended December 31, 1998, File No. 000— 22609).*

Equity Compensation Plan for Non—Employee Directors {incorporated by reference to Qwest Communications International Inc.’s Annual
Report on Form 10-K for the year ended December 31, 1997, File No. (00-22609).*

Deferred Compensation Plan for Nonemployee Ditectors, as amended and restated {incorporated by reference to Qwest Comimunications
International Inc.’s Current Report on Form 8—K fifed on December 16, 2003, File No., 001-15577).%

Qwest Savings & Investment Plan, as amended and restated (iricorporated by reference to Qwest Communications International Inc.’s Form 58
filed on January 15, 2004, Fite No. 333—11923).%

2006 Qwest Management Bonus Plan Summary (incorporated by reference to Qwest Communications International Inc.’s Current Report on
Form 8-K, filed December 16, 2005, File No. 001-15577).*

Summary Sheet Describing the Compensation Package for Qwest Communications [nternational Inc.’s Non—employee Directors {incorporated
by reference to Qwest Communications International Inc.’s Current Report on Form 8K filed on Octaber 24, 2005, File No. 001~15577).*

Registration Rights Agreement, dated as of April 18, 1999, with Anschutz Company and Anschutz Family Investment Company LLC
{incorporated by refercnce to Qwest’s Current Report on Form 8-K/A, filed April 28, 1999, File No. 000—22609).
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(10.12)

{16.13)

(10.14)

(10.15)

(10.16)

(10.17)

(10.18)

(10.19}

(10.20}

(10.21)

1022
(10.23)

Employee Matters Agreement between MediaOne Group and U § WEST, dated June 3, 1998 (incorporated by reference to U 8 WEST s Current
Report on Form 8— K/A, dated June 26, 1998, File No. 001-14087).

Tax Sharing Agrecment between MediaOne Group and U § WEST, dated June 5, 1998 (incorporated by reference to U § WEST's Current
Report on Form 8—K/A, dated June 26, 1998, File No. 001-14087).

Registration Rights Agreement, dated August 19, 2004, among Qwest Corporation and the initial purchasers listed therein {incorporatqd by
reference to Qwest Communications International Inc.’s Quarterly Report on Form 10— for the quarter ended September 30, 2004, File
No. 60E-15577).

Registration Rights Agreement, dated November 23, 2004, by and among Qwest Corporation and the initia! purchasers listed therein
(incorporated by reference io Qwest Corporation™s Curtent Report on Form 8-K dated November 18, 2004, File No. 001-03040).

Registration Rights Agreement, dated June 17, 2005, among Qwest Communications Intetnational Inc., Qwest Services Corporation, Qwest
Capital Funding, Inc. and the initial purchasers listed therein (incorporated by reference to Qwest Commumications International Inc.’s Current
Report on Form 8-K filed on June 23, 2005, File No. 801-15577).

Registration Rights Agreement, dated June 17, 2005, by and among Qwest Corporation and the initial purchasers listed therein (incorporated by
reference to Qwest Communications International Inc,’s Current Report on Form 8—K filed on June 23, 2005, File No. 001-13577).

Registration Rights Agreement, dated Fune 23, 2005, among Qwest Communications International Inc., Qwest Services Corporation, Qwest
Capital Funding, Inc. and the initial puschasers listed therein (incorporated by reference to Qwest Communications Intemational Inc.’s Current
Report on Form 8K filed on June 23, 2005, File No. 001—-15577).

Amended and Restated Employment Agreement, dated August 19, 2004, by and between Richard C. Notebaert and Qwest Services Corporation
(incorporated by reference to Qwest Communications Intemational Inc.’s Quarterly Report on Form 10—Q for the quarter ended September 30,
2004, File No. 001-15577).*

Amendment to Amended and Restated Employment Agreement, dated October 21, 2005, by and between Richard C. Notebaert and Qwest
Services Corporation {incorporated by reference to Qwest Communications Intemnational Inc.’s Current Report on Form 8—K filed on
October 24, 2005, File No, 001-15577).*

Form of Amendment to Amended and Restated Employment Agreement by and betwsen Qwest Services Corporation and Richard C. Notebaert
{incorporated by reference to Qwest Communications Internationat Inc.’s Current Report on Form 8K, filed on December 16, 2005, File No.
001-15577).*

Aircraft Time Sharing Agreement, dated February 14, 2006, by and betwesn Qwest Business Resources, Inc. and Richard C. Notebaert.

Amended and Restated Employment Agreement, dated August 19, 2004, by and between Oren G. Shaffer and Qwest Services Corporation
{incorporated by reference to Qwest Communications International Inc.’s Quarterly Report on Form 10~ for the quarter ended September 30,
2004, File No. 001—15577).*
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(10.24)

(10.25)

10.26
(1027

(10.28)

(10.29)

(10.30)

(10.31)

(10.32)

(10.33)

10.34

(10.35)

(10.36)

(10.37)

Amendment to Amended and Restated Employment Agreement, dated October 21, 2003, by and between Oren G. Shaffer and Qwest Services
Corporation (incorporated by reference to Qwest Communications International Inc.’s Current Report on Form 8K filed on October 24, 2005,
File No. 00[-15577).*

Form of Amendment to Amended and Restated Employment Agresment by and between Qwest Services Corporation and Oren G. Shaffer
(incorporated by reference to (west Communications Fternational Inc.’s Current Report on Form 8K, filed on December 16, 2005, File No.
001-15577).*

Aircraft Time Sharing Agreement, dated February 14, 2006, by and between Qwest Busingss Resources, Inc. and Oren G. Shaffer.

Retention Agreement, dated May 8, 2002, by and between Qwest Services Corporation and Richard N. Baer (incarporated by reference to Qwest
Communications International fnc.’s Annual Repott on Form 10K for the year ended December 31, 2002, File No. 001-15577).*

Severance Agreement, dated July 21, 2003, by and between Qwest Services Corporation and Richard N. Baer (incorporated by reference to
Qwest Communications International Inc.’s Anaual Report on Form 10K for the year ended December 31, 2002, File No, 001-13577).*

Severance Agreement, dated April 4, 2005, by and between Qwest Services Corporation and Thomas E. Richards (incorporated by reference to
Qwest Communications International Inc.’s Quarterly Report on Form 10—Q for the quarter ended September 30, 2005, File No. 001-15577).*

Letter Agreement, dated August 20, 2003, by and between Qwest Services Cotporation and Paula Kmger (incorporated by reference to Qwest
Communications International In¢.’s Annual Report on Form 10X for the year ended December 31, 2002, File No. D01-15577).*

Severance Agreement, dated September 8, 2003, by and between Qwest Services Corporation and Paula Kruger (incorporated by reference to
Qwest Communications International Iac.’s Annual Report on Form 10K for the year ended December 31, 2002, File No. 001-15577).%

Letter Agreement, dated August 19, 2004, by and betwesn Qwest Services Corporation and Paula Kruger (incorporated by reference to Qwest’s
Quarterly Report on Form 10— for the quarter ended September 30, 2004, File No. 001-15577).%

Amended and Restated Employment Agreement, dated August 19, 2004 by and between Barry K. Allen and Qwest Services Corporation
(incorporated by reference to Qwest Communications International Inc.’s Quarterly Report on Form 10— for the quarter ended September 30,
2004, File No. 001-15577).%

Aircraft Tims Sharing Agreement, dated February 14, 2006, by and between Qwest Business Resources, Inc. and Barry Allen.

Letter Agreement, dated March 27, 2003, by and between Qwest Services Corporation and John W, Richardson (incorporated by reference to
Qwest Communications International Inc.’s Registration Statement on Form 5—4, File No. 333—-115115).*

Severance Agreement, dated as of July 28, 2003, by and between Qwest Services Corporation and John W. Richardson (incorporated by
reference to Qwest Communrications International Inc.’s Anmual Report on Form 10-K for the year ended December 31, 2004, File No.
001-15577).%

Fotm of Amendment to Severance Agreement between Qwest Services Corporation and each of Richard N. Baet, Paula Kruger and Thomas E.
Richards {incorporated by reference to Qwest Communications laternational Inc.'s Current Report on Form 8K, filed on December 16, 2005,
File No, 001-15577).*%
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{10.38)

(10.39)

21

24
31.1
31.2
32
99.1
99.2
99.3)

Private Label PCS Services Agreement between Sprint Specirum L.P, and Qwest Wireless LLC dated August 3, 2003 (incor'porated by reference
to Qwest Communications International Inc.’s Quarierly Report on Form 10—Q for the quarter ended September 30, 2004, File No, 1-15577).t

Stipulation of Partial Settlement, dated as of November 21, 2005, by and among Qwest Communications International Inc., the other setiling
defendants, and the Lead Plaintiffs in fn re Qwest Commmunications International Inc. Securities Litigation on behalf of themsetves and each of
the class members (incorporated by reference to Qwest Communications Internationa) Inc.’s Current Report on Form 8—K/A filed on December
&, 2003, File No. 001-15577).

Calculation of Ratie of Eamings to Fixed Charges.

Subsidiaries of Qwest Communications International Inc.

Consent of Tndegendent Registered Public Accounting Firm.

Power of Attomey,

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.5.C. Section 1350, as adopied pursuant to Section 906 of the Sarbanes—Oxley Act of 2002,

Quarterly Operating Revenue.

Quarterly Condensed Consolidated Statement of Operations.

Credit Agreement, dated as of October 21, 2005, among Qwest Services Corporation, Qwest Communications International nc., the Lenders
party thereto from time to time, and Wachovia Bank, National Associztion, as Administrative Agent and Issuing Lender (incorporated by

reference to Qwest Communications Intemational Inc,’s Quarterly Report on Form 10—Q for the quarter ended September 30, 2005, File No.
001-15577).

{ )} Previously filed.

Executive Compensation Plans and Arrangements.

1 Application has been made to the Securities and Exchange Commission to seek confidential freatment of certain provisions. Omitted material for which
confidential treatment has been requested has been filed separately with the Commission.

In accordance with ltem 601(b)(4)(iiiMA) of Regulation S—K, capies of certain instrutnents defining the rights of holders of certain of our fong—term debt
are not filed herewith, Pursuant to this regulation, we hereby agree to furnish a copy of any such instrument to the Securities and Exchange Commission upon

request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Secutities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned, thereunto duly authorized, in the City of Denver, State of Colorado, on February 16, 2006.

QWEST COMMUNICATIONS INTERNATIONAL INC.,
A DELAWARE CORPORATION

By: /s/  JorN W. RICHARDSON

Johm W, Richardson
Controller and Senior Vice Presidemt
(Duly Awshorized Officer and Principal
Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant
and in the capacities indicated on the 16th day of February 2006.

Signature Tide
/8 RICHARD & NOTEBAERT Director, Chairman and Chief Executive Officer
(Principal Exceutive Officer)

Richard €. Notehaert

B QREN (G, GRAFFER Vice Chairman and Chief Financial Officer
{Principal Financial Officer)
Oren G. Shaffer
s Director

Linda G Alvarado

* Dhirector

Philip F. Anschutz

* Director
Charles L. Bigss
* Director
K. Dane Breoksher
* Director

Caneon Y. Harvey

* Director
Peter S, Hellman
Director
R. David Hoover
Directot
Caroline Matthews
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Signature

Patrick J. Martin

Wayne W, Mordy

Frank P. Popoff

James A. Unrah

*By: {2/ OreN G. SHAFFER

Oren G. Shaffer
As Attorngy—In—Fact
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Qwest Communications International Inc.:

Under date of February 16, 2006, we reported o the consolidated balance sheets of Qwest Communications International Inc. and subsidiaries as of
December 31, 2005 and 2004, and the related consolidated statements of operations, stockholders’ deficit, and cash flows for each of the years in the three—year
period ended December 31, 2003, as contained in the December 31, 2005 annual report on Form 10~K. In connection with our andits of the aforementioned
consolidated financial statements, we aiso audited the related consolidated financial statement schedule, Schedule Il—Valuation and Qualifying Accounts. This
financial staternent schedule is the responsibility of the Company’s management. Our responsibility is fo express an opinion on this financial statement schedule
based on our audits.

In our opinion, such financial statement schedule, when considered in retation to the basic consolidated financial statements taken as a whole, presents
fairly, in all material respects, the information set forth therein.

KPMG LLP

Denver, Colorado
February 16, 2006



QWEST COMMUNICATIONS INFERNATIONAL INC.

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Allowance for doubtful accounts;
2005

2004
2003

5-2

Balance at Belance at
beginning Charged to end of
of peried P Dy period

3 178 b4 173 $ 184 § 167

280 194 296 178

360 304 384 280



Exhibit 10.2

NON—QUALIFIED STOCK OPTION AGREEMENT

This Option Agreement (the “Agreement™) is made as of the day of between Qwest Communications International Inc., a Delaware
Corporation (the “Company™), and {the “Optionee™).

WHEREAS, pursuant to the Qwest Communications International Inc, Equity Incentive Plan (the “Plan™), the Company desires to afford the Optionze the
opportunity to purchase shares of Company Common Stock, par value $.01 per share (the “Common Shares™).

NOW, THEREFORE, in connection with the mutual covenants hereinafter set forth and for other good and valuable consideration, the receipt and adequacy of
which is hereby acknowledged, the parties hereto agree as follows:

1. DEFINETIONS: CONFLICTS.

Capitalized terms used and not otherwise defined herein shall have the meanings given thereto in the Plan. The terms and provisions of the Plan are incorporated
herzin by reference. In the event of a conflict or inconsistency between the terms and provisions of the Plan and the terms and provisions of this Agresment, the
terms and provisions of the Plan shall govern and control, In the event of a conflict or inconsistency between the terms and conditions of this Agreement and any
agreement between Optionee and U S WEST, Inc. and/or its subsidiaries, the terms and conditions of this Agreement shall govern and control. In the event of 2
conflict or inconsistency between the terms and conditions of this Agreement and any employment agreement between Company and Optionee (other than an
agreement between the Optionee and U § WEST, Inc. and/or its subsidiaries), such employment agreement shall govem.

2, GRANT OF OPTIONS.
The Company hereby grants to the Optionee the right and option (the “Option™ or “Options™) to purchase up to, but not exceeding in the aggregate,
Common Shares, on the terms and conditions herein set forth.
3. PURCHASE PRICE.

The purchase price of each Common Share covered by the Option shail be

4. TERM OF OPTIONS.
The term of the Option shall be ten (0) years from the date hereof, subject to earlier termination as provided in Sections 6 and 8 hereof.

(the “‘Purchase Price™).




5. YESTING OF OPFTIONS.

The Option, subject to the terms, conditions and limitations contained herein, shall vest and become exercisable with respect to the Common Shares in
instaliments of % one year from the date hereof and in additional installments of % on each subsequent auniversary thereafter; provided that with
respect to each such instaliment, the Optionee has remained in continuous employment with the Company from the date hereof through the date such installment

is designated to vest.

Notwithstanding the vesting schedule set forth above, the Options will vest and become immediately exercisable in the event of the Optionee’s death or
Disability (as defined in the Plan) and under the circumstances described in Section 7 below.

6. TERMINATION OF EMPLOYMENT.

(a)

(b}

(c)

Termination of Employment for Reasons other than Death, Disability, Retirement or Cause. in the event the Optionee’s employment with the
Company terminates for reasons other than Optionee’s death, Disability, Retirement or Cause, the Option shall remain exercisable for a period of up
to three months after Optionee’s termination of employment (but not beyond the term of the Option), to the extent vested and exercisable at the time
of Optionee’s termination of employment.

Termination of Employment Because Qptionee Dies, Becomes Disabled or Retires. In the event Optionee’s employment with the Company
terminates because Optioneg dies, becomes Disabled (as defined in the Plan) or Ratires, the Option shall remain exercisable for two years after
Optionee’s termination of employment (but not beyond the termn of the Option), to the extent vested and exercisable at the time Optionee’s
employment terminated. For purposes of this Agreemnent, the terms “Retire” and “Retirement” shall meant that, at the time of Optionee’s
termination of employment, Optionee has one of the foilowing age and service combinations:

Retirement Age Term of Employment
Any Age. ’ . at least 30 years
50-54 at least 25 years
55-50 o at least 20 years
6064 at least 15 years
65 and older at least 10 years

Termination of Employment for Cause. In the event Optionee’s employment with the Company is terminated by the Company for Cause, the
Option shall be forfeited as of the date of such termination, whether or not otherwise vested or exercisable on such date. For purposes of thiz
Agreement, “cause” shall mean:

(1) Commission of an act deemed by the Company in its sole discretion to be an act of dishonesty, fraud, misrepresentation or other act of
moral turpitude that would reflect negatively upon Qwest or compromise the effective performance of Optionee’s duties;

2



(2) Unlawfil conduct resulting that would reflect negatively upon Qwest or compromise the effective performance of Optionee’s duties, as
determined by the Company in its sole discretion;

(3) Conviction of (or pleading nolo contenders to) any felony or a misdemeanor invelving moral wrpitude;

{4) Continued failure to substantially perform Optiones’s duties to the satisfaction of his or her supervisor {other than such failure resulting
from Optionee’s incapacity due to physical or mental illness) after the delivery of written notice to Optionee specifically identifying the manner in
which Optionee has failed to substantially perform his or her duties and Optionee has been afforded a reasonabie opportunity to substantially
perform his or her duties; or

(5) A willful violation of the Qwest Code of Conduct or other Qwest policies that would refiect negatively upon Qwest or compromise the
effective performance of Optionee’s duties, as determined by the Company in its sole discretion.

(d) Unvested Options Forfeited Upon Termination of Employment. Any portion of the Option that has not vested as of the date Optionee’s
employment terminates shall be forfeited immediately upon termination of Optionge’s employment with the Company, unless such termination
occurs because Optionee dies or becomes Disabled.

7. CHANGE OF CONTROL.

Unless otherwise provided in an employment agreement between Optionee and Company, in the event there is a both a Change in Control, and a subsequent
termination of Optionee’s employment by the Company for a reason other than Cause in a two—year period after the date of such Change of Conirol, the Option
shall vest in full and become immediately exercisable on the date of such termination, and shall remain vested and exercisable during the remaining term thereof.

8. FORFEITURE OF OPTION.

{a)  Performance for Competitors. Notwithstanding any other provision of this Agreement, Optionee shall immediately forfeit all rights under the
Option, if, during the 18 month period beginning on the date of Optionee’s termination of employment, Optionee owns more than 2% of the
common stock of, or is employad by, advises, represents or assists in any other way any person or entity that competes with, or intends to compete
with the Company or any other Qwast entity with respect to any product sold or service performed by the Company or any other Qwest entity in any
state or country in which the Company or any other Qwest entity sells such products or performs such services, and if the Committes, in its sole
discretion, determines that such actions by Optionee are detrimental to the Company. Notwithstanding the foregoing, if Optionee is an attorney,



(b)

©)

Optionee may, subject to the applicable rules of ethics and the nondisclosure provisions herein, perform services solely in his or her capacity as an
outside aftorney on behalf of any person or enfity, even if such person or entity competes with Qwest or sells goods or services similar to those
Qwest sells.

Non—solicitation of Employees. Notwithstanding any other provision of this Agreement, Optionee shall inmediately forfeit all rights under the
Ogption, if, during the one—year period beginning on the date of Optionee’s fermination or employment, Optionee induces any employee of Qwest to
leave Qwest's employment, and if the Committee, in its sole discretion, determines that such actions by Optionee are detrimental to the Company.

Nondisclosure. Optionee will not disclose outside of the Company or to any person within the Company who does not have a legitimate business
need o know, any Confidential Information (as defined below) during Optionee’s employment with the Company. Optionee will not disclose to
anyone or make any use of any Confidential Information of the Company after Optionse’s employment with the Company ends for any reason,
except as required by law after timely notice is given by Optionee to the Company. This agreement not to disclose or use Confidential Information
means, among other things, that Optionee, for a period of 18 months beginning on the effective date of the termination of Optionee’s employment
with the Company or any other Qwest entity for any reason, may not fake or perform a job whose responsibilities would likely lead Optionee to
disciose or use Confidential Information. Optionee acknowledges and agrees that the assumption and performance of such responsibilities, in that
situation, would likely resuit in the disclosure or use of Confidential Information and would likely result in irreparable injury to the Company.
Moreover, during Optionee’s employment with the Company, Optionee shall not disclose or use for the benefit of the Corpany, himself or any
other person or entity any confidential or trade secret information belonging to any former employer or other person or entity to which Optiones
owes a duty of confidence or nondisclosure of such information. If a court determines that this provision is too broad, Optionee and Company agree
that the court shall modify the provision to the extent (but not more than is) necessary to make the provision enforceable. “Confidential Information™
is any oral or written information not generafly known gutside of the Company, including without limitation, trade secrets, intellectual property,
software and documentation, customer information (including, without limitation, customer lists), company policies, practices and codes of condust,
internal analyses, analyses of competitive products, strategies, merger and acquisition plans, marketing plans, corporate financial information,
information related to negotiations with third parties, information protected by the Company’s privileges (such as the attoney—client privilege),
internal audit reports, contracts and sales proposals, ttaining materials, employment and persomme] records, performance evaluations, and other
sensitive information. This agreement does not relieve Optionee of any obligations Optionee has to the Company under law. 1f Optionee fails to
comply with the provisions of this paragraph, Optionee shall immediately forfeit all rights under the Option. Nothing in this paragraph shall prevent
or limit Optiones’s ability to provide truthful responses fo legitimate inquiries from governmenta$ agencies.
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{d) Post—termination finding of Cause. Notwithstanding any other provision of this Agreement, Optionee shall immediately forfeit all rights under the
Award and shall repay to Company all proceeds feom the vesting or lapsing of the Award accurring after Optionee’s termination of employment, if,
within the two—year period beginning on Optionee’s termination date, the Committee determines that Optionee, while employed by Company,
engaged in conduct constituting Cause (as defined by any employment agreement between Company and Optionee, or if there is no employment
agreement, as defined by the Plan). Consistent with applicable law, any repayments shall inciude an inerest factor equa! to the applicable federal
short term interest rate pursuant to Internal Revenue Code section 1274, Interest shall begin to accrue on the 31st day after Optionee (or, if
applicable, Optionee’s estate or beneficiary) received Company’s written notification of its determination that such Cause exists or existed, and shall
continue to accrue until complete repayment is made o Company. This provision shall not be effective after a Change in Control.

9. TRANSFERABILITY OF OPTION.

Except to {he extent permitted by the Comimitiee in accordance with the provisions of the Plan, the Optionee may not voluntarily or invohmitarily pladge,
typothecate, assign, sell or otherwise transfer the Option except by will or the laws of descent and distribution, and during the Optionee’s lifetime, the Option
shall be exercisable only by the Optionee,

10. NO RIGHTS AS A SHAREHOLDER.

The Optionge shall have no rights as a shareholder with respect to any Common Shares until the date of issuance to the Optiones of a certificate evidencing such
Commaon Shares. No adjustments, other than as provided in Article IV of the Plan, shall be made for dividends (ordinary or extraordinary, whether in cash,
secutities or other property) or distributions for which the record date is prior to the date the certificate for such Common Shares is issued.

11. REGISTRATION: GOVERNMENTAL APPROVAL.

The Option granted hereunder is subfect to the requirement that, if at any time the Commitiee determines, in its discretion, that the listing, registration, or
qualifications of Common Shares issuable upon exercise of the Option is required by any securities exchange or under any state or Federal law, rule or
regulation, or the consent or approval of any governmental regulatory bady or other person is necessary or desirable as a condition of, or in connection with, the
issuance of Commeon Shares, no Common Shares shall be issued, in whole or in part, unless such listing, registration, qualification, consent or approval has been
effected or obtained free of any conditions or with such conditions as are acceptable to the Committee.

12. METHOD OF EXERCISING OPTION.

Subject to the terms and conditions of this Agreement, the Option may be exercised by contacting the stock broker designated by the Company from time to time
and following such broker’s instructions. Alternatively, if Optionee wishes to use his or her personal stock broker, Optionee may provide written notice to the
Company, Attention: Manager, Stock



Administration. Such notice shall state the efection to exercise the Option and the number of Common Shares in respect of which the Option is being exercised,
shall be signed by the person or persons so exercising the Option and shall be accompanied by payment in full of the Purchase Price for such Cornmon shares.

Payment of such Purchase Price shall be made in United States dollars by certified check or bank cashier’s check gayable to the order of the Company or by wire
transfer to such account as may be specified by the Company for this purpose. Subject to such procedures and rules as may be adopted from time to time by the
Commitiee, the QOptionee may also pay such Purchase Price by (i) tendering to the Company Common Shares with an aggregate Fair Market Value on the date of
exercise equal to such Purchase Price provided that such Cormon Shares tmust have been held by the Optionee for more than six (6) months, (ii) detivery to the
Company of a copy of irevocable instructions to a stockbroker to sell Common Shares or to authorize & loan from the stockbroker to the Optionee and to deliver
promptly to the Cempany an amaount sufficient to pay such Purchase Price, or (jii) any combination of the methods of payment described in clauses (i) and

(i) and in the preceding sentence. The certificate for Common Shares as to which the Option shall bave been so exercised shall be registered in the name of the
person or persons so exercising the Option. All Common Shares purchased upon the exercise of the Option as provided herein shall be fully paid and
non—assessable,

The Company’s Insider Trading Policy 110 requires that all Insiders must pre~clear with the Law Department all proposed transactions in Qwest Securities prior
10 transaction.

i3, INCOME TAX WITHHOLDING.

The Company may make such provisions and take such steps as it may deem reasonably necessary or appropriate for the withholding of all federal, state, iocal
and other taxes required by law to be withheld with respect o the exercise of the Option and the issuance of the Common Shares, including, but aot limited to,
deducting the amount of any such withholding taxes from any other amount then or thereafiter payable to the Optionee, or requiring the Optiones, or the
beneficiary or legal representative of the Optionee, to pay to the Company the amount required to be withheid or to execute such documents as the Company
deems necessary or desirable to enable it to satisfy its withhoiding obligations,

14. COMMITTEE DISCRETION.

Any deciston, interpretation or other action made or taken in good faith by the Committee arising out of or in connection with this Agreement, the Plan or the
Option shall be final, binding and conclusive on the Company, Optionee and any respective heir, executor, administrator, successor or assign.

15. NON-QUALIFIED STOCK OPTION.
The Option granted hereunder ig not intended 1o be an “incentive stock option™ within the meaning of Section 422 of the Code.
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16. WAIVER OF RIGHT TO JURY,

By signing this Agreement, Optionee voluntarily, knowingly and intelligently waives any right he or she may have to a jury trial for ail claims relating to this
Agreement and any other claim relating to Optionee’s emplayment with Company. The Company also hereby voluntarily, knowingly, and intelligently waives
any right it might otherwise have to a jury triai for all claims relating to this Agreement and any ather claim relating to Optionee™s employment with the
Company.

17. GOVERNING LAW.

This Agreement shall be construed and interpreted in accordance with the laws of the State of Delaware, without regard to the conflict of laws provisions of any
slate. Any action to enforce this Agreement shall be brought in Colorado state or federa district court and the parties waive any objection fo the jurisdiction or
venue of such courts.

18. HEADINGS.
Headings are for the convenience of the parties and are not deemed to be part of this Agreement.

19. EXECUTION.
This Agreement is voidable by the Company if the Optionee does not executs the Agreement within 30 days of execution by the Company.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement as of the date and year first written above.

QWEST COMMUNICATIONS INTERNATIONAL INC.

By:

Date EVP-Chief Human Resources Officer

OPTIONEE:

Date



RESTRICTED STOCK AGREEMENT

This Restricted Stock Agreement (“Agreement”™) ts made as of the day of , 200_, between Qwest Communications International Inc., a
Delaware corporation (the “Company™), and {the “Grantze™).

WHEREAS, pursuant to the Qwest Communications International Inc. Equity Incentive Plan (the “Plan”), the Company desires to grant shares of Qomon
Stock, par value $0.01 per share, of the Company (“Cornmon Stock™) to the Grantee subject to the resirictions and on the terms and conditions specified below.

NOW THEREFORE, in connection with the mutual covenants hereinafier set forth and for other good and valuable consideration, the receipt and adequacy of
which is hereby acknowledged, the parties hersto agres as follows:

1. DPEFINITIONS: CONFLICTS,

Capitatized terms used and not otherwise defined herein shall have the meanings given thereto in the Plan. The terms and provisions of the Plan are
incorporated herein by reference. In the event of a conflict or inconsistency between the terms and provisions of the Plan and the terms and provisions of
this Agreement, the terms and provisions of the Plan shall govern and controi. In the event of a conflict or inconsistency between the terms and conditions
of this Agreetnent and any agreement between Grantee and U § WEST, Inc. and/or its subsidiaries, the terms and conditions of this Agreement shall
govern and control. In the event of a conflict or inconsistency between the terms and conditions of this Agreement and any employment agreement
between Company and Grantee (other than an agreement between the Grantee and U § WEST, Inc. and/or its subsidiaries), such employment agreement
shall govern,

2. GRANT OF RESTRICTED STOCK.
The Company hereby grants to the Grantee shares {the “Shares™) of Common Stock (the “Restricted Stock™), effectiveasof ______ (the
“Transfer Date™). After the Grantee becomes the holder of record with respect 1o the Stock, the Grantee shall be treated as the beneficial owner of the
Stock and shall have the right to receive all amounts, including cash and property of any kind, distributed with respect to the Siock.

3. RESTRICTIONS.

The Grantee shall not sell, assign, transfer by gift or otherwise, pledge, hypothecate, or otherwise dispose of, by operation of law or otherwise, any of the
Shares for the period commencing on the Transfer Date and ending on the Expiration Date (as defined in Section 4 below), except as otherwise provided in
Section 4 or Section 5 or as otherwise permitted by this Agreement or the terms of the Plan.



If any transfer of Shares is made or attempted to be made contrary io the terms of this Agreement, the Company shall have the right to acquire for its own
account, without the payment of any consideration therefor, such Shares from the owner thereof or his transferee, at any time before or after such
prohibited transfer. In addition to any other legal or equitable remedies it may bave, the Company may enforce its rights to specific performance to the
extent permitted by law and may exsrcise such other equitable remedies then available to it. The Company may refuse for any puspose to recognize any
transferee who receives Shares contrary to the provisions of this Agreement as a stockholder of the Company and may retain and/or recover all dividends
on such Shares that were paid or payable subsequent to the date on which the prohibited transfer was made or attempted.

4. VESTING; LAPSE OF RESTRICTIONS.
Except as otherwise provided in this Agreement, the Shares of Restricted Stock shall vest in installmenis of % one year from the date hereof and in
additional instailments of % on each subsequent anniversary thereafter; provided that, with respect to each installment, the Grantee has remained in
continuous employment with the Company from the date hereof through the date such installment is designed to vest.

The Restricted Stock shall be fully vested and this Agreement shall tenminate on the fast date set forth (the “Expiration Date”). Shares that have become
vested and as to which the restrictions have lapsed shall be referred to as Vested Shares. Shares that have not become vested and as to which the
restrictions have not lapsed shalf be referred to as Unvested Shares.

Notwithstanding the vesting schedule set forth above, the Unvested Shares will become Vested Shares in the event of the Grantee’s death or Disability (as
defined in the Plan).

The Grantee may, at Grantee’s discration and subject to the policies of the Company, sell, assign, transfer by gift or otherwise, hypothecate, or otherwise
dispose of, by operation of law or otherwise, any of the Vested Shares not withheld by the Company for tax withholding purposes pursuant to Section 9.

5. TERMINATION OF EMPLOYMENT; FORFEITURE OF UNVESTED SHARES.
En the event the Grantee’s employment with the Company is terminated for any reason other than due ko death or Disability, all Unvested Shares shall be
forfeited and the Grantee shall immediately transfer and assign to the Company, without the requirement of consideration, all Unvested Shares, which shall
prompify be tendered to the Company by the delivery of certificates, if any, for such Unvested Shares, duly endorsed in blank by the Grantee or the
Grantee’s representative or with stock powers attached thereto duly endorsed, at the Company’s principal offices, all in form suitable for the transfer of
such Shares to the Company without the payment of any consideration therefor by the Company. After the time at which any such Shares are required to
be delivered to the Company for transfer to the Company, the Company shall not pay any dividend to the Grantee on account of such Shares or permit the
Grantee to exercise any of the privileges



or rights of a stockholder with respect to such Shares, but shali, in so far as permitted by law, treat the Company as the owner of such Shares.

6. ADJUSTMENT OF THE SHARES.
Upon the occurrence of an event described in Article 1V of the Plan, the Shares shatl be adjusted in accordance with Article 1V,

7. FORFEITURE OF UNVESTED SHARES.

(a)

b

(c}

Performance for Competitors. Notwithstanding any other provision of this Agreement, Grantee shall immediately forfeit all rights under the
Restricted Stock Award, if, during the 18 month period beginning on the date of Grantee’s termination of employment, Graniee owns more than 2%
of the common stock of, or is employed by, advises, represents or assists in any other way any person or entity that competes with, or intends to
compete with the Company or any other Qwest entity with respect to any product sold or service performed by the Company or arty other Qwest
entity in any state or country in which the Company or any other Qwest entity sells such products or petforms such services, and if the Commiitee,
in its sole discretion, determines that such actions by Grantee are detrimental to the Company. Notwithstanding the foregoing, if Granteg isan
attorney, Grantes may, subject to the applicable rules of ethics and the nandisclosure provisions herein, perform services solely in his or her capacity
a5 an owiside attorney on behalf of any person or entity, even if such person or ettity competes with Qwest or sells goods or services similar to those
Qwest sells,

Non—solicitation of Employees, Notwithstanding any ather provision of this Agreement, Grantee shall immediately forfeit all rights under the
Restricted Stock Award, if, during the one—year period begiraing on the date of Grantee’s termination or employment, Grantee induces any
employee of Qwest to leave Qwest’s employment. and if the Comnittee, in its sole discretion, determines that such actions by Grantee are
detrimental to the Company,

Nondisclosure. Grantee will rot disclose outside of the Company or to any person within the Company who does not have a legitimate business
need to know, any Confidential Information (as defined below) during Grantee’s employment with the Company. Grantee will not disclose to
anyone of make any use of any Confidential Information of the Company after Grantee’s employment with the Company ends for any reason,
except as required by law after tirely notice is given by Grantee to the Company. This agreement not to disclose or use Confidential Information
means, among ofter things, that Grantee, for a period of 18 months beginning on the effective date of the tertnination of Grantee's employment with
the Company or any other (west entity for any reason, may not take or perform a job whose responsibitities would likely lead Grantee to disclose or
use Confidential Information. Grantee acknowledges and agrees that the assumption and performance of such responsibilities, in that situation,
would likely result in the disclosure or use of Confidential information and would likely



result in irreparable injury to the Company. Moreover, during Grantee’s employmeni with the Company, Grantee shail not disclose or use for the
benefit of the Company, himself or any other person or entity any confidential or trade secret information belonging to any former employer or other
person or entity to which Grantee owes a duty of confidence or nondisclosure of such information. If a court determines that this provision is (oo
broad, Grantee and Company agree that the court shall modify the provision to the extent (but not more than is) necessary to make the provision
enforceable. “Confidential Information” is any oral or written information not generally known outside of the Company, including without
limitation, trade secrets, intellectual property, software and documentation, customer information (including, without limitation, customer lists),
company policies, practices and codes of conchict, internal analyses, analyses of competitive products, strategies, merger and acquisition plans,
marketing plans, corporate financial information, information related to negotiations with third parties, information protected by the Company’s
privileges (such as the attomey—client privilege), internal audit reports, contracts and sales proposals, training materials, employment and personnei
records, performance evaluations, and other sensitive information, This agreement does not relieve Grantee of any obligations Grantce has to the
Company under law, Tf Grantee fatls to comply with the provisions of this paragraph, Grantee shall immediately forfeit all rights under the
Restricted Stock Award. Nothing in this paragraph shall prevent or limit Grantee’s ability to provide truthful responses o legitimate inquiries from
governmental agencies.

(@) Post—{ermination finding of Cause. Notwithstanding any other provision of this Agreement, Grantee shall 1mmedmtc]y forfeit all rights under the
Restricted Stock Award and shall repay to Company ail proceeds from the vesting or fapsing of the Award occurring after Grantee’s termination of
employment, if, within the two—year period beginning on Grantee’s termination date, the Committee determines that Grantee, while employed by
Company, engaged in conduct constituting Cause (as defined by any employment agreement between Company and Grantee, or if there is no
employment agreement, as defined by the Plan). Consistent with applicable law, any repayments shall include an interest factor equat to the
applicable federal short term interest rate pursuant fo Internal Revenue Cade section 1274, Interest shall begin to accrue on the 31st day after
Grantee (or, if applicable, Grantee's estate or beneficiary) received Company’s written notification of its determination that such Cause exists or
existed, and shall continue to accrue until complete repayment is made to Company. This provision shall not be effective after a Change in Control,

8. ENFORCEMENT OF RESTRICTIONS.
Ifa certificate or certificates representing Shares is issued, it shall bear the following legend:
“The Shares of stock represented by this Certificate are subject to all of the terms of a Restricted Stock Agreement between Qwest
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Communications International Inc. and the registered owner of this Certificate (the “Agreement™) and io the termns of the Qwest Communications
internationai Inc. Equity Iucentive Plan, Copies of the Agreement and the Plan are on file at the office of the Company. The Agreement, among
other things, limits the right of the Qwner to transfer the Shares represented hereby and provide in certain circumstances that all or a postion of the
Shares must be returned to the Corpany.”
The Company may, in its sole discretion, require the Grantee to keep the certificate, if any, representing the Unvested Shares, duly endorsed, in the
custody of the Company while the Unvested Shares are subject to the restrictions contained in Section 2. The Company may, in its sole discretion, require
that the certificate, if any, reptesenting the Unvested Shares, duly endorsed, be held in the custody of a third party while the Unvested Shares are subject to
the restrictions contained in Section 3.
The Company’s Insider Trading Policy 110 requires that all Insiders must pre—clear with the Law Department all proposed transactions in Qwest
Securities prior to transaction.

9. TAX WITHHOLDING.

Notwithstanding any Plan provision to the contrary, upon the vesting of any portion of the Shares, the Company shall withhold from the Vested Shares a
number of Shares having a value equal to the minimum amount required to be withheld under applicable federal, state and local income and other tax Jaws
{collectively, “Withholding Taxes™). In such case, the value of the Shares to be withheld shall be based on the closing price of the Company’s common
stock as reported on the New York Stock Exchange on the date the amount of the Withholding Taxes is determined (the “Tax Date™).

10. BINDING EFFECT.
This Agreement shall be binding upon the heirs, executors, administrators and successors of the parties hereto.

11. WAIVER OF RIGHT TO JURY.

By signing this Agreement, Grantee volumtarily, knowingly and intelligently waives any right he or she may have to a jury trial for all claims relating to
this Agreement and any other claim relating to Grantee’s employment with Company. The Company also hereby voluntarily, knowingly, and intelligently
waives any right it might otherwise have to a jury trial for all claims relating to this Agreement and any other claim relating to Grantee’s employment with
the Company.

12. GOVERNING LAW,

This Agreement shali be construed and interpreted in accordance with the laws of the State of Defaware, without regard to the conflict of laws provisions
of any state. Any



action to enforce this Agreement shall be brought in Colomdo state or federal district court and the parties waive any objection to the jurisdiction or venue
of such courts.

13, HEADINGS.
Headings are for the convenience of the parties and are not dezmed to be part of this Agreetnent,

4. EXECUTION.
This Agreement is voidable by the Company if the Grantee does not execute the Agreement within thirty (30) days of execution by the Comnpany.

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the dates set forth opposite their signatures to be effective as of the dats and year
first written above,

QWEST COMMUNICATIONS INTERNATIONAL INC.

Data; By:

EV?P — Chief Human Resources Officer

GRANTEE:

Date:




Exhibit 10,22
QWEST BUSINESS RESOURCES, INC.

This Aircraft Time Sharing Agreement (“Agreement”) by and between Qwest Business Resources, Inc. (“Lessor™), a Colorade corporation whose address
is 1801 California Street, Denver, Colorado 30202 and Richard C. Notebaert (“Lessee™), whose address is 106 South University Boulevard, Number 12, Denver,
Colomdo 80209 (collectively the “Parties™), is effective Febrvary 14, 2006 and shall terminate on December 31, 2008, unless terminated soones by either party
pursuant to Article 1 below.

WHEREAS, Lessor is Jegal owner of an sircraft (“Aircraft™), equipped with engines and componeats as described in the Aircraft Subject to the Time
Sharing Agreement attached hereto and made a part hereof, as Exhibit A;

WHEREAS, Lessor has the right of possession of an aircraft {“Aireraft™), equipped with engines and components as described in the Leased Aircraft
Subject to the Time Sharing Agreement attached hereto and made a part hereof, as Exhibit B;

WHEREAS, Lessor has contracted for a fully qualified flight erew to operate the Aircraft; and

WHEREAS, Lessor desires to provide to Lesses, and Lessee desires to have the use of said Aircraft with flight crew on a non—exclusive time sharing basis
as defined in Section 91.501(c)(1) of the Federal Aviation Regulations (“FAR™);
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WHEREAS, this Agreement sets forth the understanding of the Parties as to the terms under which Lessor will provide Lessee with the use, on a periodic
basis, of the Aircraft as described in Exhibits A and B hereto, currently owned or operated by Lessor.

WHEREAS, the use of the Aircraft will at all times be pursuant to and in full compliance with the requirements of Federal Aviation Regulations (“FAR"}
91.501(b)(8), 91.501(c)(1), and 91.501(d);

NOW, THEREFORE, in consideration of the mutual covenants and agreements herein contained, the Parties agree as follows:

1. Termin atio‘n.

Either party may ferminate this Agreement for any reason upon written notice 10 the other, such termination to become effective ten {10} days from the date of
the notice; provided that this Agreement may be terminated on such shorter notice as may be required to comply with applicable laws, regulations, the
requirements of arry financial institution with a security or other interest in the Aircrafl, insurance requirements or in the event the insurance required hereunder is
not in full force and effect.

2, Use of Aircraft,

(a) Lessee may use the Aircraft from time to time, with the permission and approval of Lessor’s Flight Operations Department, for any and alt purposes allowed
by FAR 91.501(b){6) at such times as the Lessor does not require the use
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of the Aircraft for the business purposes of Lessor or an affiliate. Lessee’s use shall include the use of the Aircraft by his Spouse or related family member
{including children or grandchildren) (“Related Family™) if they accompany him on the flight,

{b) Lessee represents, warsants and covenants 10 Lessor that:

1. Lessee will use each Aircraft for and on his own account only and will not use any Aircraft for the purposes of providing transportation of
passengers or cargo in air commerce for compenszation or hire;

2, Lessee shall refrain from incurring any mechanics lien or other lien in connection with inspection, preventative maintenance, maintenanos
or storage of the Aircraft, whether permissible or impermissibie under this Agreement, and Lessee shall not attempt to convey, morigage,
assign, lease or any way alicnate the Aircraft or create any kind of lien or security interest involving the Aircraft or do anything or take any
action that might mature into such a lien;

3. During the term of this Agreement, Lessee will abide by and conform to all such laws, govermmental, and airport otders, rules, and
regulations as shall from time to time be in effect relating in any way to the operation and use of the Aircraft by a time—sharing Lesses;
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(¢ Lessee shall provide Lessor’s Flight Operations Department with notice of his desire to use the Aircraft and proposed flight schedules as far in advance of any
given flight as possible, and in any case, at least forty—eight (48} hours in advance of Lessee’s planned departure. Requests for flight time shall be in a form,
whether written or oral, mutually convenient to, and agreed upon by the Parties. In addition to the proposed schedules and flight times Lessee shall provide at
least the following information for each proposed flight at some time prior to scheduled departure as required by the Lessor or Lessor’s flight crew:

1. proposed departure point;

2. destination;

3. date and time of flight;

4. the number and identity of anticipated passengers and relationship to the Lessee;
5. the natwe and extent of lugpage and/or cargo to be carried;

6.  the date and time of return flight, if any; and

7. any other information conceming the proposed flight that may be pertinent or required by Lessor or Lessor’s flight crew.

{c) Lessor shall notify Lessee as to whether or not the requested use of the Aircraft can be accommodated and, if not, the Parties shall discuss aliernatives.

(d) Lessor™s prior planned wtilization of the Aircraft will take precedence over Lessee’s use. Additionally, any maintenance and inspection of the Aircraft takes
precedence over scheduling of the Aircraft unless such maintenance or inspection can be safely deferred in accordance with applicable laws and regulations and
within the sound discretion of the Pilot—In—-Command.
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() Lessor shall have sole and exclusive authority over the scheduling of the Aircraft, including which Aircraft is used for any particular flight.

(f) Lessor shall not be lable to Lessee or any other person for loss, injury, of damage oocasioned by the delay or failure to furnish the Aircraft and crew pursuant
to this Agreement for any reason.

3. Time—Sharing Arrangement.
It is intended that this Agreement wijl meet the requirements of a “Time Sharing Agreement™ as that term is defined in FAR Part 91.50}(c)}{1) whereby Lessor
will iease its Aircraft and flight crew to Lessee.

4. Cost of Use of Ajrcraft,

{a) In exchange for use of the Aircraft, Lessee shall pay the direct operating costs of the Aircraft permitied pursuant to FAR 91,501 for any flight conducted
under this Agreement or a lesser amount as mutually agreed to by the Parties. Pursuant to FAR 91.501¢d), those direct operating costs shall be limited to the
foilowing expenses for each use of the Aircrafi:

(1} Twice the cost of fuel, oil, lubricants and other additives:

{2)  Travel expenses of the crew, including food, lodging, and ground transportation.

(3} Hangar and tie-down costs when the Aircraft is required by the Lessee to be away from the Aircraft’s base of opemtion.
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() Insurance obtained for the specific flight.

(5)  Landing fees, airport taxes, and similar assessments.

{6) Customs, foreign permit, and similar fees directly related o the flight.

(7} In flight food and beverages.

{8) Passenger ground transportation.

(9)  Flight planning and weather contract services.

(b)  Lessor will invoice, and Lessee will pay, for all appropriate charges.

(c) In addition to the rental rate referenced in Section 4(a) above, Lessee shall also be assessed the Federal Excise Taxes as imposed under Section 4261 of the
[nternal Revenue Code, and any segment and landing fees associated with such flight(s).

5. Invoicing and Payment.

All payments to be made to Lessor by Lessee hereunder shall be paid in the manner set forth in this Paragraph 5. Lessor wiil pay to suppliers, employess,
coniractors and govemnment entities all expenses related to the operations of the Aircraft hereunder in the ordinary course, As o each flight operated hereunder,
Lessor shali provide to Lessee an invoice for the charges specified in Paragraph 4 of this Agreement (plus domestic or intenational air transportation Excise
Taxes, as applicable, imposed by the Internal Revenue Code and collected by Lessor), such invoice to be issued within thirty (30) days after the completion of
<ach such fiight, Lessee shall pay Lessor the full amount of such invoice upon receipt of the invoice. In the event Lessor has not received a supplier invoice for
teimbursable
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charges relating to such flight prior to such invoicing, Lessor shall issue a supplemental invoice for such charges to Lessee within thirty (30) days qf the date of
receipt of the supplier invoice and Lessee shall pay such supplemental invoice amount upon receipt thereof. All such invoices shall separately itemize the
expemses in items (1) through (9) of paragraph 4(a) for each flight included in that invoice. Delinquent payments, defined as payments received more than thirty
(30) days after invoice, to Lessor by Lessee hereunder shall bear interest at the rate of ten percent (10%) per annurn from the due date until the date of payment.
Lesses shall further pay all costs incurred by Lessor in collecting any amounts due from Lessee pursuant to the provisions of this Paragraph 5 after delinquency,
including court costs and reasonably atforneys® fees.

6. Insarance and Limitation of Liability,
Lessor represents that the flight operations for the Aircraft as contemplated in this Agreement will be covered by the Lessor’s aircraft all-risk physical damage

insurance (hull Coverage), aircraft bodily injury and property damage liability insurance, passenget, pilot and crew voluntary settlement insurance and statutory
workers compensation and employer’s liability insurance.

(a} Insurance,

1. Lessor will maintain or causs to be maintained in full force and effect throughout the term of this Agreement aircraft liability insurance in respect of
the Aircraft in an amount at least equal 1o $100 million combined singie limit for bodily injury to or death of persoms (including passengers) and
property damage liability, Lessor will retain all rights and benefits with respect to the proceeds payable under policies of hull insurance maintained
by Lessor that may be payable as a result of any incident or occurrence while an Aircraft is being operated on behalf of Lessee under this
Agreement.
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2. Lessor shall use best efforts to procure such additional insurance coverage as Lessee may request naming Lessee as an additioral insured; provided,
that the cost of such additional insurance shall be bome by Lessee pursuant to Paragraph 4(a)(4) hereof.

(b} Limitation of Liability. Lessee agrees that the insurance specified in paragraph &{a) shall provide its sole recourse for all ¢lzims, losses, liabilities, obligations,
demands, suits, judgments or causes of action, penalties, fines, costs and expenses of any nature whatseever, including attorneys” fees and expenses for or on
account of or arising out of, or in any way connected with the use of the Aircraft by Lessee or its guests, including injury to or death of any persons, including
Lessee and its guests which may result from or arise out of the use or operation of the Aircraft during the term of this Agreement (“Claims™). This Section 6 shall
survive termination of this Agreement.

(¢) Lessee agrees that when, in the reasonable view of Lessor’s Flight Operations Department of the pilots of the Aircraft, safety may be compromised, Lessor or
the pilots may terminate a flight, refuse to commence a flight, or take other action necessitated by such safety considerations without liability for loss, injury,
damage, or delay.

{d} In no event shall Lessor be liable to Lessee or his employees, agents, representatives, guests, or invitees for any claims or liabilities, including property
damage or injury and death, and expenses, including attomay’s fees, in excess of the amount paid by Lessor’s insurance carriec in the event of such loss.
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(e) LESSOR SHALL IN NO EVENT BE LIABLE TO LESSEE OR HIS EMPLOYEES, AGENTS, REPRESENTATIVES, GUESTS, OR INVITEES FOR
ANY INDIRECT, SPECIAL, OR CONSEQUENTIAL DAMAGES AND/OR PUNITIVE DAMAGES OF ANY KIND OR NATURE UNDER ANY
CIRCUMSTANCES OR FOR ANY REASON INCLUDING ANY DELAY OR FAILURE TO FURNISH THE AIRCRAFT OR CAUSED OR OCCASIONED
BY THE PERFORMANCE OR NON-PERFORMANCE OF ANY SERVICES COVERED BY THIS AGREEMENT.

7. Covensnts Regarding Aircraft Maintensnce.

The Aircraft has been inspected and maintained in the twelve-month period preceding the date hereof in accordance with the provisions of FAR Part 91. Lessor
shall, at its own expense, inspect, maintain, service, repair, overhaul, and test the Aircraft in accordance with FAR Part 91, The Aircraft will remain in good
operating condition and in a condition consistent with its airworthiness certification, including alt FAA~issued airworthiness directives and mandatory service
bulletins. In the event that any non—standard maintenance is required during any applicabie lease term, Lessor, or Lessor’s Pilot-In—Command, shall
immediately notify Lessee of the maintenance required, the effact on the ability to comply with Lessee’s dispatch requirements and the manner in which the
Parties will proceed with the performance of such maintenance and conduct of the bafance of the planned flight{s).
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8. No Warranty.

NEITHER LESSOR (NOR ITS AFFILIATES) MAKES, HAS MADE OR SHALL BE DEEMED TO MAKE OR HAVE MADE ANY WARRANTY OR
REPRESENTATION, EITHER EXPRESS OR IMPLIED, WRITTEN OR ORAL, WITH RESPECT TO ANY AIRCRAFT TO BE USED HEREUNDER OR
ANY ENGINE OR COMPONENT THEREOQF INCLUDING, WITHOUT LIMITATION, ANY WARRANTY AS TO DESIGN, COMPLIANCE WITH
SPECIFICATIONS, QUALITY OF MATERIALS OR WORKMANSHIP, MERCHANTABILITY, FITNESS FOR ANY PURPOSE, USE OR OPERATION,
AIRWORTHINESS, SAFETY, PATENT, TRADEMARK OR COPYRIGHT INFRINGEMENT OR TITLE.

9, Operational Control.

Lessor shall be responsible for the physical and technical operation of the Aircraft and the safe performance of all flights and shall retain full authority and
control, including exclusive operational control, and possession of the Aircraft at all times during the ferm of this Agresment. In accordance with applicable
FARs, the qualified flight crew provided by Lessor will exercise all required and/or appropriate duties and responsibilities in regard to the safety of each flight
conducted hereunder. The Pilot—In—Command shall have absolute discretion in all matters concerning the preparation of the Aircraft for flight and the flight
itself, the load carried and its distribution, the decision whether or not a flight shall be undertaken, the route to be flown, the place where landings shall be made
and all other matiers relating to operation of the Aircraft. Lessee specifically agrees that the flight crew shall have final and complete authority to delay or cancel
any flight for any reason or cond:tion which, in sole judgment of the Pilot—In—Command,
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could compromise the safety of the flight and to take any other action which, in the sole judgment of the Pilot—fn~Command, is necessitated by considerations of
safety. No such action of the Pitot-In—Command shall create or support any liability to Lessee or any other person for loss, injury, damages or delay. The Parties
further agree that Lessor shail not be liable for delay or failure to fimnish the Aircraft and crew pursuant to this Agreement which such failure is caused by
government regulation or authority, mechanical difficulty or breakdown, war, civil commation, strikes or labor disputes, weather conditions, acts of God or other
circumstances beyond Lessor’s reasonable control. Lessee agrees that Lessor’s operation of aircraf! is within the operation guidelines of the Lessor's Flight
Operations Department manual and the crews are responsible to operate within the guidelines of FAR 91 and the Lessor’s Flight Operations Department manyal.

10. Governing Law.
The Parties hereto acknowledge that this Agreement shall be governed by and construed in all respects in accordance with the taws of the State of Colorado.

11. Counterparts.

This Agreement may be executed in one or more counterparts each of which will be deemed an original, all of which together shall constitute one and the same
agreement.

12. Entire Agreement.

This Time $haring Agreement constitutes the entire understanding among the Parties with respect to its subject matter, and there are no representations,
watranties, rights, obligations, liabilities, condifions, covenants, or agresments
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other than as expressly set forth herein. This Time Sharing Agreement shall supersede any prior Time Sharing Agreement between the parties, and this
Agreement shall govern any question or issue that may arise from a flight conducted or fo have been conducted under a prior agreement.

13. Notices and Communications.
All notices, requests, demands and other communications required or desired to be given hereunder shalt be in writing {except as permitied pursuant to Paragraph
2{c)) and shall be deemed to be given: (i} if personally delivered, upon such delivery; (i) if maited by certified mail, return receipt requested, postage pre—pa:u:_l,
addressed as follows (to the extent applicable for mailing), upon the earlier to occur of actual receipt, refissal to accept receipt or three (3) days after such mailing;
(iii} if sent by regularly scheduled overnight delivery cacrier with delivery fees either prepaid or an arrangement, satisfactory with guch carrier, made fqr the .
payment of such fees, addressed (to the extent applicable for overnight delivery) as follows, upon the earlier to occur of actual receipt or the next “Business Day’
(as hereafter defined) after being sent by such delivery; or (iv) upon actual receipt when sent by fax, mailgram, telogram or telex:

If to LESSOR:

QWEST BUSINESS RESOURCES, INC.
1861 California Street
Denver, Colorado 80202

st Legal Department
1801 California Street, 10% Floor
Denver, Colorado 80202
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if to LESSEE:

Richard C. Notebaert
106 Sputh University Boulevard, Number 12
Denver, Colorado 80209

Notices given by other means shall be deemed to be given only upon actual receipt. Addresses may be changed by written notice given as provided herein and
signed by the party giving the notice,

14. Further Acts.

LESSOR and LESSEE shall from time to time perform such other and further acts and execute such other and further instruments as may_be n’squirad by law or
may be reasonably necessary to: (i) canry out the intent and purpose of this Agreement; and (ii) establish, maintain and protect the respective rights and remedies
of the other party,

15. Successors and Assigns,

Neither this Agresment nor any party’s interest herein shali be assignable to any other party whatsoever, except that Lessor may assign its.intercst herem:lder to
an affiliate without the consent of the Lessee. This Agreement shall inure to the benefit of and be binding upon the Parties hereto, their heirs, representatives and
SUCCRESOLS,

16. Severability,

Tn the event that any one or more of the provisions of the Agreement shall for any reason be held to be invalid, illegal, ot unenforceable, those provisions shall be
replaced by provisions acceptable to both Parties to this Agreement.
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17. Flight Crew.
Lessor is responsible for providing a qualified flight crew for all flight operations under this Agreement. The Lessor will furnish two experienced and competent
pilots who shall be under the direction and conirol of the Lessor 2t all times.

18. Base of Operations.
For purposes of this Agreement, the base of operation of the Aircraft is Centennial Airport, Denver, Colorado; provided, that such base may be changed
permanently upon notice from Lessor to Lessee.

19. Taxes.

The Parties acknowledge that reimbursement of all items specified in Paragraph 4, except for subsections (7) and (8) thereof, are subject to the Federal Excise
Tax imposed under Internal Revenue Code 4261 (the “Commercial Transportation Tax™). Lesses shall pay to Lessor (for payment to the appropriate
governmental agency) any Commercial Transportation: Tax applicable to flights of the Aircraft conducted hereunder. Lessee shall indemmify Lessor for any
claims related to the Commercial Transportation Tax to the extent that Lessee has paid Lessor the amounts necessary to pay such taxes.

20. Title and Right of Possession.
Legal title to the Aircraft in Exhibit A shall remain in the Lessor at all times. Lassor has the right of possession to the Aircraft in Exhibit B pursuant to an Airciaft
Lease Agreement. Nothing herein shall constitute a transfer of Lessor’s possessory rights to the Aircraft.
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21. Truth—in—Leasing.

The Lessor shall mail a copy of this Agreement for and on behaif of both Parties to; Flight Standards Technical Division, P.O. Box 25724, Oklahoma City,
Oktahoma 73123, within twenty—four (24) hours of its execution, as provided by FAR 91.23(cX1). Additionaily, Lessor agrees to comply with the notification
requirements of FAR Section 91.23 by notifying by telephone or in person the Rocky Mountain FAA Flight Standards District Office at least forty—eight

(48) hours prior to the first flight under this Agreement.

{(2) LESSOR CERTIFIES THAT THE AIRCRAFT HAS BEEN INSPECTED AND MAINTAINED WITHIN THE 12-MONTH PERIOD PRECEDING
THE DATE OF THIS AGREEMENT IN ACCORDANCE WITH THE PROVISIONS OF PART 91 OF THE FEDERAL AVIATION REGULATIONS AND
THAT ALL APPLICABLE REQUIREMENTS FOR THE AIRCRAFT'S MAINTENANCE AND INSPECTION THEREUNDER WILL BE MET AND ARE
VALID FOR THE OPERATIONS TQ BE CONDUCTED UNDER TH1S AGREEMENT DURING THE DURATION OF THIS AGREEMENT.

(b) LESSOR, WHOSE ADDRESS APPEARS IN PARAGRAPH 13 ABOVE AND WHOSE AUTHORIZED SIGNATURE APPEARS BELOW,
AGREES, CERTIFIES AND ACKNOWLEDGES THAT WHENEVER THE AIRCRAFT 1S OPERATED UNDER THIS AGREEMENT, LESSOR SHALL
BE KNOWN AS, CONSIDERED AND SHALL IN FACT BE THE OPERATOR OF THE AIRCRAFT AND THAT LESSOR UNDERSTANDS ITS
RESPONSIBILITIES FOR COMPLIANCE WITH APPLICABLE FEDERAL AVIATION REGULATIONS.
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{c) THE PARTIES UNDERSTAND THAT AN EXPLANATION OF FACTORS AND PERTINENT FEDERAL AVIATION REGULATIONS
BEARING ON OPERATIONAL CONTROL CAN BE OBTAINED FROM THE NEAREST FAA FLIGHT STANDARDS DISTRICT OFFICE.

IN WITNESS WHEREOF, the Parties hereto have each caused this Agreement to be duly executed on February 14, 2006.

LESSOR:

(west Business Resources, Inc.

By:

LESSEE:

Richard C. Notebaert
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EXHIBIT A

Qwest Bosiness Resources, Inc.
Alrcraft Subject to Time Sharing Agreement

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and between Qwest Business Resources, Enc. {“Lessor™), and
Richard C. Notebaert (“Lessee™) (collectively the “Parties™), and agrees that from and after February 14, 2006, until this Exhibit A shall be superseded and
replaced through agreement of the Parties or the Time Sharing Agreement shall be terminated pursuant to its terms, the Adreraft described below shali constitute
the *Aircraft” described in and subject to the terms of the Time Sharing Agreement in addition to the aircraft described in Exhibit B.

1996 Dassault Falcon Jet Corp. Falcon 2000

Manufactarer’s Serial Number 044

FAA Registration Number N623QW

Engine Model CFE 731-1-iB, Serial Numbers P105145, P105140

Dated: February 14, 2006

LESSOR:

Qwest Business Resources, loc.

By:

Its:

LESSEE:

Richard C. Notebaert
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EXHIBIT B

Qwest Business Resources, Inc.
Leased Alreraft Subject to Time Sharing Agreement

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and between Qwaest Business Resources, Inc. (“Lessor™), and
Richard C. Notebaert (“Lessee™) (coilectively the “Parties”™), and agrees that from and after February 4, 2006, until this Exhibit B shall be superseded and .
replaced through agreement of the Parties or the Time Sharing Agreement shall be terminated pursuant to its terms, the Aircraft described below shall constitute
the “Aircraft” described in and subject to the terms of the Time Sharing Agreement in addition to the aircraft described in Exhibit A.

2001 Dassault Faicon Jet Corp. Falcon 2000

Manufacturer’s Serial Number 134

FAA Registration Number N622QW

Engine Model CFE 738-1—1B, Serial Numbers P145411, P105461

Dated: February 14, 2006

LESSOR:

Qwest Business Resources, Inc.

By:

LESSEE:

Richard C. Notchaert
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Exhlbit 10.26
QWEST BUSINESS RESOURCES, INC.
IM E

This Aircraft Time Sharing Agreement (“Agreement™ by and between Qwest Business Resources, Inc. (“Lessor”™), a Colorado corporation whose address
is 1801 Califomia Street, Denver, Colorado 80202 and Oren G. Shaffer (“Lessee™), whose address is 2409 Fifth Street, Boulder, Colorado 80304 (collectively the
“Parties™), is effective February 14, 2006 and shall ferminate on December 31, 2008, unless terminated sooner by either party pursuant to Article § below.

WHEREAS, Lessor is legal owner of an aircraft (“Aircrafi”), equipped with engines and components as desctibed in the Aircraft Subject to the Time
Sharing Agreement attached hersto and made a part hereof, as Exhibit A;

WHEREAS, Lessor has the right of possession of an aircraft (“Aircrafi), equipped with engines and components as described in the Leased Aircraft
Subject to the Time Sharing Agreement attached hereto and made a part hereof, as Exhibit B;

WHEREAS, Lessor has contracted for a fully qualified flight crew to operate the Aircraft; and

WHEREAS, Lessor desires to provide to Lessee, and Lessee desires to have the use of said Aircraft with flight crew on a non—exclusive time sharing basis
as defined in Section 91.501{c)(1) of the Federal Aviation Regulations (“FAR™);
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WHEREAS, this Agreement sets forth the understanding of the Parties as to the terms under which Lessor will provide Lessee with the use, on a periodic
basis, of the Ajrcraft as described in Exhibits A and B hereto, currently owned or operated by Lessor.

WHEREAS, the use of the Aircraft will at all times be pursuant to and in full complisnce with the requirements of Federal Aviation Regulations (“FAR™)
91.50k(b)(6), 91.501(c)(1), and 91.501¢a);

NOW, THEREFORE, in consideration of the mutual covenants and agreemments herein contained, the Parties agree as follows:

1. Termination.

Either party may terminate this Agresment for any reason upon written notice to the other, such termination to become effective ten {10) days from the date of
the notice; provided that this Agreement may be terminated on such shorier notice ag may be required to comply with applicable laws, regulations, the
requirements of any financial instimtion with a security or other interest in the Aircraft, insurance requirements or ity the event the insurance required hereunder is
not in full foree and effect.

2, Use of Aircraft.

{a) Lessee may use the Aircrafl from time to time, with the permission and approval of Lessor’s Flight Operations Department, for any and all purposes allowed
by FAR 91.501(b}X6) at such times as the Lessor does not require the use of the Aircraft for the business purposes of Lessor or an affiliate. Lessee’s use
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shalt include the use of the Aircraft by his Spouse or related family member (including children or grandchildren) (“Related Family™) if they accompany him on
the flight.

(b} Lessee represents, warrants and covenants to Lessor that;

1. Lessee will use each Aircraft for and on his own account only and wil not use any Aircraft for the purposes of providing transportation of
PRsSEngers or cargo in air commerce for compensation or hire;

2. Lessee shall refraia from incurring any mechanics lien or other lient in connection with inspection, preventative maintenance, maintenance
or storage of the Aircraft, whether permissible or impermissible under this Agreement, and Lessee shall not attempt to convey, mortgage,
assign, lease or any way alienate the Aircrafi or create any kind of lien or security interest involving the Aircraft or do anything or take any
action that might mature into such a lien;

3 During the term of this Agreement, Lessee will abide by and conform to all such laws, governmental, and airport orders, rules, and
regulations as shall from time to time be in effect relating in any way to the operation and use of the Aircraft by 2 time—sharing Lessee;

(¢} Lessee shall provide Lessor's Flight Operations Department with notice of his desire to use the Aircraft and proposed flight schedules as far in advance of any
Page30f 18



given flight as possible, and in any case, at least forty—eight (48) hours in advance of Lessee’s planned departure. Requests f_or flight time shall be in a fortn,
whether written or oral, mutually convenient to, and agreed spon by the Parties. In addition to the proposed schedules and tlight times Lessee shall provide at
least the following information for each proposed flight at some time prior to scheduled departure as required by the Lessor or Lessor’s flight crew:

1. proposed depariture point;

2. destination;

3. date and time of flight:

4. the mumber and identity of anticipated passengers and relationship fo the Lessee;
5. the nature and extent of luggage and/or carpo to be carried;

6. the date and time of return flight, if any; and

7. any other information concerning the proposed flight that may be pertinent or required by Lessor or Lessor’s flight crew.

{c) Lessor shall notify Lessee as to whether or ot the requested use of the Aircraft can be accommodated and, if not, the Parties shall discuss altematives.

(d) Lessor’s prior planned utilization of the Aircraft will take precedence aver Lessee's use. Additionally, any maintenance and inspection of the Aircraft takes
precedence over scheduling of the Aircraft unless such maintenance or inspection can be safely deferred in accordance with applicable laws and regulations and
within the sound discretion of the Pilot-In—Command.
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(&) Lessor shall have sole and exclusive authority over the scheduling of the Aircraft, including which Aircraft is used for any particular flight.

{f) Lessor shall not be liable to Lessee or any other person for loss, injury, or damage occasioned by the delay or failure to fumnish the Aircraft and erew pursuant
to this Agreement for any reason.

3. Time-Sharing Arrangement.
it is intended that this Agreement will meet the requirements of a “Time Sharing Agreement” as that term is defined in FAR Part 91.501(c)(1) whereby Lessor
will lease its Aircraft and flight crew to Lessee.

4. Cost of Use of Aircrafi.

{a) In exchange for use of the Aircraft, Lessee shall pay the direct operating costs of the Ajreraft permitted pursnant to FAR Q].SOI for any flight qonducted
under this Agreement or a lesser amount as mutually agreed to by the Pasties. Pursuant to FAR 91.501(d), those direct operating costs shall be limited to the
following expenses for each use of the Aircraft:

I

@)

(3)

@

()

Twice the cost of fuel, oil, lubricants and other additives;

Travel expenses of the erew, including food, lodging, and ground transportation.

Hangar and tie-down costs when the Aircraft is required by the Lessee to be away from the Aircraft’s base of operation.

Insurance obtained for the specific flight.

Landing fees, airport taxes, and similar assessmetits.
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(6)  Custorns, foreign permit, and similar fees directly related to the flight,

(7} In flight food and beverages.

{8) Passenger ground transportation.

(%)  Flight planning and weather contract services,

(b}  Lessor will invoice, and Lessee will pay, for all appropriate charges.

(c)  Inaddition to the rental rate referenced in Section 4(a) above, Lessee shall also be assessed the Federal Excise Taxes as imposed under Section 4261 of the
Internal Revenue Code, and any segment and landing fees associated with such flight(s).

5. Invoicing and Payment.

All payments to be made 1o Lessor by Lessee hereunder shall be paid in the manner set forth in this Paragraph 5. Lessor will pay to suppliers, employees,
contractors and government entities all expenses related to the operations of the Aireraft hereunder in the ordinary course. As to each flight operated hercunder,
Lessor shall provide to Lessee an invoice for the charges specified in Paragraph 4 of this Agreement (plus domestic or international air transportation Excise
Taxes, as applicable, imposed by the Internal Revenue Code and collected by Lessor), such invoice fo be issued within thirty (30) days after the completion of
each such flight. Lessee shall pay Lessor the full amount of such invoice upon receipt of the invoice. In the event Lessor has not received a suppli{:r invoice for
reimbursable charges relating to such flight prior to such invoicing, Lessor shall issue a supplemental invoice for such charges to Lessee within thirty (30) days
of the date of receipt of the supplier invoice and Lessee shall pay such supptemental invoice
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amount upon receipt thereof. All such invoices shall separately itemize the expenses in itemns (1) through (9) of paragraph 4{a) for each flight included in that
invoice. Delinguent payments, defined as payments received more than thirty (30) days after invoice, to Lessor by Lessee hereunder shall bear interest at the rate
of ten percent (10%) per annum from the due date until the date of payrment. Lessee shall further pay all costs incurred by Lessor in collecting any amounts due
from Lessee pursuant to the provisions of this Paragraph $ after delinquency, including court costs and reasonably attorneys” fees.

6. Insurance and Limitation of Liabilicy.

Lessor represents that the flight operations for the Aircraft as contemplated in this Agreement will be covered by the Lessor’s atreraft all-risk physical damage
insurance {hull Coverage), aircraft bodily injury and property damage liability insurance, passenger, pilot and crew voluntary setflement insurance and statutory
workers compensation and employer’s liability insurance.

{a) nsurance,

1. Lessor will maintain or cause to be maintained in ful! force and effect throughout the term of this Agreement aircraft tiability insurance in respect of
the Aircraft in an amount at least equal to $100 raiilion combined single limit for bodily injury to or death of persons (including passengers) and
property damage liability. Lessor will retain all rights and benefits with respect to the proceeds payable under podicies of hull insurance maintained
by Lessor that may be payable as a result of any incident or occurrence while an Aireraft is being operated on behalf of Lessee under this
Agreement.
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2. Lessor shall use best efforts to procare such additional insurance coverage as Lessee may request naming Lessee as an additional insured; provided,
that the cost of such additionat insurance shali be borne by Lessee pursuant to Paragraph 4(a)(4) hereof.

(b} Limitation of Liability. Lesse agrees that the insurance specified in paragraph 6(a) shall provide its sole recourse for all claims, losses, liabilities, obligations,
demands, suits, judgments or causes of action, penalties, fines, costs and expenses of any nature whatsoever, including attorneys’ fees and expenses t:or or on
account of or arising out of, or in any way conmected with fhe use of the Aircraft by Lessee or its guests, including injury to or death of any persons, including

Lessee and its guesis which may result from or arise out of the use or operation of the Afrcraft during the term of this Agreement (“Claims™). This Section 6 shall
survive termination of this Agreement.

{c) Lessee agrees that when, in the reasonable view of Lessor™s Flight Operations Depariment or the pilots of the Aircraft, safety may be compromised, Lessor or

the pilots may terminate a flight, refuse to commence a flight, or take other action necessitated by such safety considerations without liability for loss, injury.
damage, or delay.

(¢) In no event shall Lessor be liable to Lessee or his employees, agents, representatives, guests, o invitees for any claims or liabilitics, including property
damage or injury and death, and expenses, including attorney’s fees, in excess of the amount paid by Lessor’s insurance carrier in the event of such loss.

Page 8 of 18



(¢) LESSOR SHALL IN NO EVENT BE LIABLE TO LESSEE OR HIS EMPLOYEES, AGENTS, REPRESENTATIVES, GUESTS, OR INVITEES FOR
ANY INDIRECT, SPECIAL, OR CONSEQUENTIAL DAMAGES AND/OR PUNITIVE DAMAGES OF ANY KIND OR NATURE UNDER ANY
CIRCUMSTANCES OR FOR ANY REASON INCLUDING ANY DELAY OR FAILURE TO FURNISH THE ATRCRAFT OR CAUSED OR OCCASIONED
BY THE PERFORMANCE OR NON-PERFORMANCE OF ANY SERVICES COVERED BY THIS AGREEMENT.

7. Covenanis Regarding Aircraft Maintenance.

The Aircraft has been inspected and maintained in the twelye—month period preceding the date hereof in accordance with the provisions of FAR Part 91. Lessor
shall, at its own expense, inspect, maintain, service, repair, overhau), and test the Aircraft in accordance with FAR Part 91. The Aircraft will remain in good
operating condition and in a condition consistent with its airworthiness certification, including atl FA A—issued airworthiness dircctives and mandatory service
bulletins. In the event that any non—standard maintenance is required during any applicable lease term, Lessor, or Lessor’s Pilot—In—Command, shall
immediately notify Lesses of the maintenance required, the effect on the ability to comply with Lessee’s dispatch requirements and the manner in which the
Parties will proceed with the performance of such maintenance and conduct of the balance of the planned flight(s).

8. No Warranty.
NEITHER LESSOR (NOR ITS AFFILIATES) MAKES, HAS MADE OR SHALL BE DEEMED TO MAKE OR HAVE MADE ANY WARRANTY OR
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REPRESENTATION, EITHER EXPRESS OR BMPLIED, WRITTEN OR ORAL, WITH RESPECT TO ANY AIRCRAFT TO BE USED HEREUNDER OR
ANY ENGINE OR COMPONENT THEREQF INCLUDING, WITHOUT LIMITATION, ANY WARRANTY AS TO DESIGN, COMPLIANCE WITH
SPECIFICATIONS, QUALITY OF MATERIALS OR WORKMANSHIP, MERCHANTABILITY, FITNESS FOR ANY PURPOSE, USE OR OPERATION,
AJRWORTHINESS, SAFETY, PATENT, TRADEMARK OR COPYRIGHT INFRINGEMENT OR TITLE.

9. Operational Control,

Lessor shall be responsible for the physical and technical operation of the Aircraft and the safe performance of all flights and shall retain full authority and
control, including exciusive operational control, and possession of the Aircraft at all times during the tenm of this Agreement. In accordance with applicable
FARs, the qualified flight crew provided by Lessor will exercise alt required andfor appropriate duties and responsibilities in regard to the safety of each flight
conducted hereunder. The Pilot—-in—Command shal! have absolute discretion in all matters concerning the preparation of the Aircraft for flight and the flight
itself, the load carried and its distribution, the decision whether or not a flight shall be undertaken, the route to be flown, the place where landings shall be made
and all other matters relating to operation of the Aircraft. Lessee specifically agrees that the flight crew shall have final and complete authority to delay or cancel
any flight for any reason or condition which, in sole judgment of the Pilot-In—Command, could compromise the safety of the flight and to take any other action
which, in the sole judgment of the Pilot—In-Command, is necessitated by considerations of safety. No such action of the Pilot—In~Command shall creatz or
support any liability
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to Lessee or any other person for loss, injury, damages or defay. The Parties further agree that Lessor shall not be liable for delay or failure to furnish the Aircraft
and crew pursuant to this Agreement which such failure is caused by government regulation or authority, mechanical difficulty or breakdown, war, civil
commotion, strikes or labor disputes, weather conditions, acts of God or other circumstances beyond Lessor™s reasonable controf. Lessee agrees that Lessot’s
operation of aircraft is within the operation guidelines of the Lessor’s Flight Operations Department manual and the crews are responsible to operate within the
guidelines of FAR 91 and the Lessor’s Flight Operations Department manual.

10. Governing Law.
The Parties hereto acknowledge that this Agreement shall be governed by and construed in all respects in accordance with the laws of the State of Colorado.

11. Counterparts,

This Agreement may be executed in ane or more counterparts each of which will be deemed an original, all of which together shall constitute one and the same
agreement.

12. Entire Agreement,

This Time Sharing Agreement constitutes the entire understanding among the Parties with respeet to its subject matter, and there are no representations,
warrantigs, rights, obligations, liabilities, conditions, covenants, or agreemenis other than as expressty set forth herein. This Time Sharing Agreement shall
supersede any prior Time Sharing Agreement between the parties, and this Agreement shall govern any question or issue that may arige from a flight conducted
or to have been conducted under a prior agreement.
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13. Notices and Communications.

All notices, requests, demands and other communications required or desired to be given hereunder shall be in writing (except as permitted pursuant to Paragraph
2(¢)) and shall be deemed to be given: (i) if personally deliverad, upon such delivery; {ii} if mailed by certified mail, return receipt requested, postage pre—paid,
addressed as follows (to the extent applicable for mailing), upon the earlier to occur of actual receipt, refisal to accept receipt or three (3) days after such mailing;
(iii} i sent by regulasty scheduled overnight delivery carrier with delivery fies either prepaid or an arrangement, satisfactory with such carrier, made for the
payment of such fees, addressed (to the extent applicable for overnight delivery) as follows, upon the earlier to occur of actual receipt or the next “Business Day™
{as hereafter defined) after being sent by such delivery; or (iv) upon actual receipt when sent by fax, mailgram, telegram or telex:

If to LESSOR:

QWEST BUSINESS RESOURCES, INC,
1801 Califomnia Street
Denver, Colorado 80202

(@paest Legal Department
1801 California Street, 10™ Floor
Denver, Colorado 80202
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If to LESSEE:

Oren G. Shaffer
2469 Fifth Street
Boulder, Colorado 80304

Notices given by other means shall be deemed to be given only upon actual receipt. Addresses may be changed by written notice given as provided herein and
signed by the party giving the notice.
14. Further Acts.

LESSOR and LESSEE shall from time to time perform such other and further acts and execute such other and ﬁl‘rm;-.r instruments as may be rx_aquired by law or
may be reasonably necessary to: (i) carry out the intent and purpose of this Agreement; and (if) establish, maintain and proteet the respective rights and remedies
of the other party.

15. Successors and Assigns.

Neither this Agreement nor any party’s interest herein shall be assignable to any other party whatsoever, except that Lessor may assign its interest hercunder to
an affiliate without the consent of the Lessee. This Agreement shall inure to the benefit of and be binding upon the Parties hereto, their heirs, representatives and
SUCCESS0rS.

16, Severability,

In the event that any one ar more of the provisions of the Agreement shall for any reason be held to be invalid, itlegal, or unenforceable, those provisions shall be
replaced by provisions acceptable to both Parties to this Agreement,
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17. Flight Crew.
Lessor is responsible for providing a qualified flight crew for all flight operations under this Agreement. The Lessor will furnish two experienced and competent
pilots who shall be under the direction and control of the Lessor at all times.

18. Base of Operations.

For purposes of this Agreement, the base of operation of the Aircraft is Centennial Airport, Denver, Colorado; provided, that such base may be changed
permanently upon notice from Lessor to Lessee.

19, Taxes,

The Parties acknowledge that reimbursement of all items specified in Paragraph 4, except for subsections (7) and (8) thereof, are subject to the Federal Excise
Tax imposed under Internal Revenue Code 4261 (the “Commercial Transportation Tax"). Lessee shall pay to Lessor (for payment to the appropriate
governmental agency) any Commercial Transportation Tax applicable fo flights of the Aircraft conducted hereunder. Lessee shall indemnify Lessor for any
claims refated to the Commercial Transportation Tax to the extent that Lessee has paid Lessor the amounts necessary to pay such taxes.

20. Title and Right of Possession,

Legal title to the Aircraft in Exhibit A shalf remain in the Lessor at afl titmes. Lessor has the right of possession to the Aircraft in Exhibit B pursuant to an Aircraft
Lease Agreement. Nothing hergin shall constituts a transfer of Lessor’s possessory rights to the Adrcraft.
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21, Troth-in-Lessing.

The Lessor shall mail & copy of this Agreement for and on behalf of both Parties to: Flight Standards Technical Division, P.O. Box 25724, Oklahoma City,
Oklahoma 73125, within twenty—four (24) hours of its execution, as provided by FAR 91.23{(c)(1). Additionaily, Lessor agrees to comply with the notification
requirements of FAR Section 91,23 by notifying by telephone or in person the Rocky Mountain FAA Flight Standards District Office at least forty—cight

{48) hours prios to the fiest flight under this Agreement.

(a) LESSOR CERTIFIES THAT THE AIRCRAFT HAS BEEN INSPECTED AND MAINTAINED WITHIN THE 12-MONTH PERIOD PRECEDING
THE DATE OF THIS AGREEMENT IN ACCORDANCE WITH THE PROVISIONS OF PART 91 OF THE FEDERAL AVIATION REGULATIONS AND
THAT ALL APPLICABLE REQUIREMENTS FOR THE AIRCRAFT'S MAINTENANCE AND INSPECTION THEREUNDER WILL BE MET AND ARE
VALID FOR THE OPERATIONS TO BE CONDUCTED UNDER THIS AGREEMENT DURING THE DURATION OF THIS AGREEMENT.

(b) LESSOR, WHOSE ADDRESS APPEARS IN PARAGRAPH 13 ABOVE AND WHOSE AUTHORIZED SIGNATURE APPEARS BELOW,
AGREES, CERTIFIES AND ACKNOWLEDGES THAT WHENEVER THE AIRCRAFT IS OPERATED UNDER THIS AGREEMENT, LESSOR SHALL
BE KNOWN AS, CONSIDERED AND SHALL IN FACT BE THE OPERATOR OF THE AIRCRAFT AND THAT LESSOR UNDERSTANDS IT$
RESPONSIBILITIES FOR COMPLIANCE WITH APPLICABLE FEDERAL AVIATION REGULATIONS.
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(c) THE PARTIES UNDERSTAND THAT AN EXPLANATION OF FACTORS AND PERTINENT FEDERAL AVIATION REGULATIONS
BEARING ON OPERATIONAL CONTROL CAN BE OBTAINED FROM THE NEAREST FAA FLIGHT STANDARDS DISTRICT OFFICE.

IN WITNESS WHEREOQF, the Parties hereto have each caused this Agreement to be duly ¢xecuted on February 14, 2006.

LESSOR:

Qwest Business Resources, Inc.

By:

Its:

LESSEE:

Oren G. Shaffer
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EXHIBIT A

Qwest Business Resources, Inc.
Alreraft Subject to Time Sharing Agreément

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and between Qwest Business Resources, Inc. (“Lessor™), and
Oren G. Shaffer (“Lessee”) (collectively the “Parties™, and agrees that from and after February 14, 2006, until this Exhibit A shall be superseded and replaced
through agreement of the Parties or the Time Sharing Agreement shall be terminated pursuant to its terms, the Aircraft desceibed below shall constitute the
“Aircraft” described in and subject to the terms of the Time Sharing Agreement in addition to the aircraft described in Exhibit B.

§996 Dassault Falcon Jet Coep. Falcon 2000

Manufacturer’s Serial Number 044

FAA Registration Number N623QW

Engine Model CFE 731-1—1B, Serial Numbers P105145, PLO5140

Dated: February 14, 2006

LESSOR:

Qwest Business Resources, Inc.

By:

Its:

LESSEE:

Cren G. Shaffer
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EXHIBIT B

Qwest Business Resources, Inc.
Leased Aircraft Snbject to Time Sharing Agreement

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and between Qwest Business Resources, Inc. (“Lesser™), and
Oren (3, Shaffer (“Lesses™) (cotlectively the “Parties™), and agrees that from and after February 14, 2006, until this Exhibit B shall be superseded and reptaced

through agresment of the Parties or the Time Sharing Agreement shall be terminated pursuant to its terms, the Aircraft desn_:ri_bed below shall constitute the
“Aircraft” described in and subject to the terms of the Time Sharing Agreement in addition to the aircraft deseribed in Exhibit A

2001 Dassavlt Falcon Jet Corp. Falcon 2000

Manufacturer’s Serial Number 134

FAA Registration Number N6220W

Engine Model CFE 738—1-1B, Serial Numbers P105411, P103461
Dated: February 14, 2006

LESSOR:

Qwest Business Resources, Inc.

By:

LESSEE:

Oren G. Shaffer
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Exhiblt 10.34

QWEST BUSINESS RESOURCES, INC,
Al T

This Aircraft Time Sharing Agreement (“Agreement™) by and between Qwest Business Resources, Tnc. (“Lessor™, a Colorado corporation whose address
is 1801 California Street, Denver, Colorado 80202 and Barry Allen (“Lessee™), whose address is 256 Cook Street, Denver, Colorado 80206 (collectively the
“Parties™), is effective February 14, 2006 and shall terminate on December 31, 2008, unless terminated sooner by either party pursuant to Ardicle 1 below.

WHEREAS, Lessor is legal owner of an aircraft (*Aircraft™), equipped with engines and components as described in the Aircraft Subject to the Time
Sharing Agreement attached hereto and made a part hereof, as Exhibit A;

WHEREAS, Lessor has the right of possession of an airctaft (“Aireraf¥™), equipped with engines and components as described in the Leased Aircraft
Subject to the Time Sharing Agreement attached hereto and made a part hereof, as Exhibit B;

WHEREAS, Lessor has contracted for a fully qualified flight crew to operate the Ajreraft; and

WHEREAS, Lessor desires to provide to Lessee, and Lessee desires 16 have the use of said Aircraft with flight crew on a non—exclusive time sharing basis
as defined in Section 91,501 (c)(1) of the Federa! Aviation Regulations (“FAR™);

Page 1 of 18



WHEREAS, this Agresment sets forth the understanding of the Parties as to the terms under which Lessor will provide Lessee with the use, on a periodic
basis, of the Aircraft as described in Exhibits A and B hereto, curtently owmed or operated by Lassor.

WHEREAS, the use of the Aircraft will al all times be pursuant to and in full compliance with the requirements of Federal Aviation Regulations (“FAR”}
91.501{b}6), 91.501{c)X 1), and 91.501(d);

NOW, THEREFORE, in consideration of the mutial covenants and agreements herein contained, the Parties agtee as follows:

L. Termination,

Either party may terminaie this Agreement for any reason upon written notice to the other, such termination to become effective ten (10) days from the date of
the notice; provided that this Agreement may be terminated on such shorter notice as may be required to comply with applicable faws, regulations, the
requirements of any financial institution with a security or other interest in the Aircraft, insurance requirements or in the event the insurance required hereunder is
not in full force and effect.

2. Use of Aircraft.
(a) Lessee may use the Aircraft from time (o time, with the permission and approvai of Lessor’s Flight Operations Department, for any and all purposes allowed
by FAR 91.501(b}{(6) at such times as the Lessor does not require the use of the Aircraft for the business purposes of Lessor or an affiliate. Lessee’s use

Page 2 of 18



shall include the use of the Aircraft by his Spouse or related family member (including children or grandchildren) (“Related Family™} if they accompany him on
the flight,

(b) Lessee represents, warrants and covenants to Lessor that:

I Lessee will use each Aircraft for and on his own account only and will not use any Aircraf for the purposes of providing transportation of
passengers or carge in air commerce for compensation or hire;

2. Lessee shall refrain from incarring any mechanics lien or other lien in connection with inspection, preventative maintenance, maintenance
or storage of the Airceaft, whether permissible or impermissible under this Agreement, and Lessee shall not attempt to contvey, morigage,
assign, lease or any way alienate the Aircraft or create any kind of lien or security interest involving the Aircraft or do anything or take any
action that might mature into such a lien;

3. During the term of this Agreement, Lessee will abide by and conform to all such laws, governmental, and airport orders, rules, and
regulations as shal from Hime to time be in effect relating in any way to the operation and use of the Aircraft by a time—sharing Lessee;

(¢} Lessee shalt provide Lessor’s Flight Opemations Department with notice of his desire to use the Aircraft and proposed flight schedules as far in advance of any
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given flight as possible, and in any case, at least forty—eight (48) hours in advance of Lessee’s planned departure. Requests for flight time shall be in a form,
whether written or oral, mutually convenient o, and agreed upon by the Parties. In addition to the proposed schedules and flight times Lessee shall provide at
least the foflowing information for each proposed flight at some ime prior to scheduled depariure as required by the Lessor or Lessor’s flight crew:

1. proposed departure point;

2. destination;

3. date and time of flight;

4. the number and identity of anticipated passengers and relationship to the Lessee;

5. the nature and extent of luggage and/or cargo to be carried;

6. the date and time of return flight, if any; and

7. any other information concerning the proposed flight that may be pertinent or required by Lessor or Lessor’s flight crew.

(c) Lessor shall notify Lessee as to whether or not the requested use of the Aircraft can be accommodated and, if not, the Parties shall discuss alternatives.

(d) Lessor’s prior planned utilization of the Aircraft will take precedence over Lessee’s use. Additionally, any maintenance and inspection of the Aircraft takes
precedence over scheduling of the Aircraft unless such maintenance or inspection can be safely deferred in accordance with applicable laws and regulations and
within the spund discretion of the Pilot—1n—Command,
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() Lessor shall have sole and exclusive authority over the scheduling of the Aircraft, including which Aircraft is used for any particular tlight.

{6 Lessor shall not be liable to Lessee or any other person for loss, injury, or damage occasioned by the delay or failuze to furnish the Aircraft and crew pursvant
to this Agreement for any reason.

3. Time-Sharing Arrangement.

Ft is intended that this Agreement will meet the requirements of 2 “Fime Sharing Agresment” as that term is defined in FAR Part 91.501(c)(1} whercby Lessor
will leasg its Aircraft and flight crew to Lessee.

4, Cost of Use of Aircraft.

{a) In exchange for use of the Aircraft, Lessee shall pay the direct operating costs of the Airceaft permitted pursuant to FAR 91.501 for any flight conducted
under this Agreement or a lesser amount as toutually agreed to by the Parties. Pursuant to FAR 91.501(d), those direct operating costs shall be limited to the
fotlowing expenses for each use of the Aircraft:

2]

(2

3

G}

()

Twice the cost of fuel, oil, lubricants and other additives;

Travel expenses of the crew, including food, lodging, and ground transponation.

Hangar and tie—down costs when the Aircraft is required by the Lesses to be away from the Aircraft’s base of operation.

Insurance obtained for the specific flight.

Landing fees, airport taxes, and similar assessments,
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(6) Customs, foreign permit, and stmilar fees directly related to the flight.

{7y Inflight food and beverages.

(8) Passenger ground transportation.

(%)  Flight planning and weather contract services.

(b}  Lessor will invoice, and Lessee will pay, for all appropriate charges.

(¢) Inaddition to the rental rate referenced in Section 4(a) above, Lessee shall also be assessed the Federal Excise Taxes as imposed under Section 4261 of the
Internal Revenue Code, and any segment and landing fees associated with such flight{s).

5. Invoicing and Payment,

All payments to be made to Lessor by Lessee hereunder shall be paid in the manner set forth in this Paragraph 5. Lessor will pay to suppliers, employess,
contractors and government entities all expenses related to the operations of the Aircraft hereunder in the ordinary course. As to each flight operated hereunder,
Lessor shall provide to Lessee an invoice for the charges specified in Paragraph 4 of this Agreement {plus domestic or intemnational aiy transportation Excise
Taxes, as applicable, imposed by the Internal Revenue Code and collected by Lessor), such invoice to be issued within thirty (30) days after the completion of
each such flight. Lessee shali pay Lessor the full amount of such invoice upoa receipt of the invoice. In the event Lessor has not received a supplier invoice for
reimbursable charges relating to such flight prior to such invoicing, Lessor shall issue a supplemental invoice for such chargss to Lessee within thirty (30} days
of the date of receipt of the supplier invoice and Lessee shall pay such supplemental invoice

Page 6of 18



amount upon receipt thereof. All such invoices shall sepatately itemize the expenses in items (1) through (9) of paragraph 4(a) for each flight included in that
invoice. Delinguent payments, defined as payments received more than thirty (30) days after invoice, to Lessor by E¢ssee hereunder shall bear interest at the mte
of ten percent {10%) per annuin from the due date until the date of payment. Lessee shall further pay all costs incarred by Lessor in coliecting any amounts due
from Lassee pursuant to the provisions of this Paragraph 5 after delinguency, including court costs and reasonably attorneys” fees.

6. Insarance and Limitation of Liability.

Lessor represents that the flight operations for the Aircraft as contemplated in this Agreement will be covered by the Lessor’s aircraft all-risk physical damage
insurance (hull Coverage), aircraft bodily injury and property damage liability insurance, passenger, pilot and crew voluntary seitlement insurance and statutory
waorkers compensation and employer’s liability insurance,

(a) Insurance.

1. Lessor will maintain or cause to be matntained in full force and effect throughout the term of this Agreement aircraft liability insurance in respect of
the Aircraft in an amount at least equal to $100 million combined single timit for bodily injury to or death of persons (including passengers) and
property damage liability. Lessor will retain all rights and benefits with respect to the proceeds payable under policies of hull insurance maintained
by Lessor that may be payable as a result of any incident or occurrence while an Aircrafl is being operated on behalf of Lesses under this
Agreement.
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2. Lessor shall use best efforts to procure such additional insurance coverage as Lessee may request naming Lessee as an additionat insured; provided,
that the cost of such additional insurance shall be borne by Lessee pursuant to Peragraph 4(a)(4) hereof.

(b} Limitation of Liability. Lessee agrees that the msurance specified in paragraph 6(a) shall provide its sole recousse for all claims, losses, liabitities, obligations,
demands, suits, judgments or causes of action, penalties, fines, costs and expenses of any nature whatsoever, including attorneys” fees and expenses for or on
account of or arising out of, or in any way connected with the use of the Aircraft by Lessee or its guests, including injury to or death of any persons, including
Lessee and its guests which may result from or arise out of the use or operation of the Aircraft during the term of this Agreement (“Claims™). This Section 6 shall
survive termination of this Agreement.

(c} Lessee agrees that when, in the reasonable view of Lessor's Flight Operations Department or the pilots of the Aircraft, safety may be compromised, Lessor or
the pilots may terminate a flight, refuse to commence a flight, or take other action necessitated by such safety considerations without tiability for loss, injury,
damage, or delay.

{d) In no event shall Lessor be liable to Lasses or his employees, agents, representatives, guests, or invitees for anmy claims or liabitities, including property
damage or injury and death, and expenses, including attomney’s fees, in excess of the amount paid by Lessor’s insurance cartier in the event of such loss.
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(¢) LESSOR SHALL IN NO EVENT BE LIABLE TO LESSEE OR HIS EMPLOYEES, AGENTS, REPRESENTATIVES, GUESTS, OR INVITEES FOR
ANY INDIRECT, SPECIAL, OR CONSEQUENTIAL DAMAGES AND/OR PUNITIVE DAMAGES OF ANY KIND OR NATURE UNDER ANY
CIRCUMSTANCES OR FOR ANY REASON INCLUDING ANY DELAY OR FAILURE TO FURNISH THE AIRCRAFT OR CAUSED OR OCCASIONED
BY THE PERFORMANCE OR. NON-PERFORMANCE OF ANY SERVICES COVERED BY THIS AGREEMENT.

7. Covenants Regarding Aircraft Maintenance.

The Aircraft has been inspected and maintained in the twelve—month period preceding the date hereof in accordance with the provisions of FAR Part 1. Lessor
shall, at its own expense, ingpect, maintain, service, repair, overhaul, and test the Ajrcraft in accordance with FAR Part 91. The Aircraft will remain in geod
operating condition and in a condition consistent with its airworthiness certification, inciuding all FA A—issued airworthiness directives and mandatory service
bulletins. In the event that any non—standard maintenance is required during any applicabls lease term, Lessor, or Lessor’s PilotIn—Caramand, shall
immediately notify Lessee of the maintenance required, the effect on the ability to comply with Lessee’s dispatch requirements and the manner in which the
Parties will proceed with the performance of such maintenance and conduct of the balance of the plarned flight(s).

8. No Warranty.
NEITHER LESSOR (NOR ITS AFFILIATES) MAKES, HAS MADE OR SHALL BE DEEMED TO MAKE OR HAVE MADE ANY WARRANTY OR
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REPRESENTATION, EITHER EXPRESS OR IMPLIED, WRITTEN OR ORAL, WITH RESPECT TO ANY AIRCRAFT TO BE USED HEREUNDER OR
ANY ENGINE OR COMPONENT THEREOF INCLUDING, WITHOUT LIMITATION, ANY WARRANTY AS TO DESIGN, COMPLIANCE WITH
SPECIFICATIONS, QUALITY OF MATERIALS OR WORKMANSHIP, MERCHANTABILITY, FITNESS FOR ANY PURPOSE, USE OR OPERATION,
AIRWORTHINESS, SAFETY, PATENT, TRADEMARK OR COPYRIGHT INFRINGEMENT OR TITLE.

9, Operational Control.

Lessor shall be responsible for the physical and technical operation of the Aircraft and the safe performance of all flights and shall retain full authority and
control, including exclusive operational eontrol, and possession of the Aircraft at all times during the term of this Agreement. In accordance with applicable
FARs, the qualified flight crew provided by Lessor will exercise all requited and/or appropriate duties and responsibilities in regard to the safety of each flight
conducted hereunder, The Pilot-In—Command shail have absolute discretion in 21l matters concerning the preparation of the Aircraft for flight and the flight
itself, the load carried and its distribution, the decision whether or not a flight shall be undertaken, the route to be flown, the place where landings shall be made
and all other matters relating to operation of the Aircraft. Lessee specifically agrees that the flight crew shall have final and complete authority to delay or cancel
any flight for any reason or condition which, in sole judgment of the Pilot—In—Command, could compromise the safety of the flight and to take any other action
which, in the sole judgment of the Pilot-In—Command, is necessitated by considerations of safety. No such action of the Pilot~In—-Command shall create or
support any Kability
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to Lessee or any other person for loss, injury, damages or delay. The Parties firther agree that Lessor shall not be liable for delay or failure to ﬁl‘l‘l‘l‘lsh.ﬂ:le Aircraft
and crew pursuant to this Agreement which such failure is caused by government regulation or authority, mechanical difficulty or breakdown, war, civil
commaotion, strikes or labor disputes, weather conditions, acts of God or other circumstances beyond Lessor’s reasonable control. Lesset agrecs that L&_ss(_)r’s
operation of aircraft is within the operation guidelines of the Lessor's Flight Operations Department manual and the crews are responsible to operate within the
guidetines of FAR 91 and the Lessor's Flight Operations Department manual.

10. Governing Law.
The Parties hereto acknowledge that this Agreement shall be governed by and construed in all respects in accordance with the taws of the State of Colorado.

11. Couvnterparts.
This Agreement may be executed in one or more counterparts each of which will be deemed an original, 21l of which together shall constitute one and the same
agreement.

12. Entire Agreement.

This Time Sharing Agreement constitutes the entire understanding among the Parties with respect to its subject matter, and there are no representations,
watsanties, rights, obligations, liabilities, conditions, covenants, or agreements other than as expressly set forth herein. This Time Sharing Agresment shall
supersede any prior Time Sharing Agreement between the parties, and this Agreement shall govern any question or issue that may arise from a flight conducted
or to have been conducted under a prior agreement.

Page 11 of 18



13. Notices and Communications.

All notices, requests, demands and other communications required or desired o be given hereunder shall be in writing (except as permitied pursuant to Paragraph
2(c)) and shail be deemed to be given: (i} if personally delivered, upon such delivery; (i) if mailed by certified mail, return receipt requested, postage pre—paid,
addressed as follows (to the extent applicable for mailing), upon the earlier to occur of actual receipt, refusal ko accept receipt or three (3) d{iys after such mailing;
(iii} if sent by regularly scheduled overnight delivery carrier with delivery fees either prepaid or an arrangement, satisfactory with such catrier, made for the .
payment of such fees, addressed (to the extent applicable for overnight dalivery) as follows, upon the earlier to occur of actual receipt or the next “Business Day’
(as hereafter defined) after being sent by such detivery; o (iv) upon actual receipt when sent by fax, mailgram, felegram or telex:

If to LESSOR:

QWEST BUSINESS RESOURCES, INC.
1301 California Street
Denver, Colorado 80202

OQmest Legal Department
1801 California Street, 10 Floor
Denver, Colorado 80202
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If to LESSEE:

Barry Allen
256 Cook Street
Denver, Colorado 80206

Notices given by other means shall be deemed to be given only upon actual receipt. Addresses may be changed by written notice given as provided herein and
signed by the party giving the notice.
14. Further Acts.

LESSOR and LESSEE shall from time o time perform such other and further acts and execute such other and further instruments as may be r?quired by law or
may be reasonably necessaty to: (i) catry out the intent and purpose of this Agreement; and (ii) establish, maintain and protect the respective rights and remedies
of the other party.

15. Successors and Assigns.

Neither this Agreement nor any party’s interest hesein shall be assignable to any other party whatsoever, except that Lessor may assign its interest hereunder to

an affiliate without the consent of the Lessee. This Agreement shall inure to the benefit of and be binding upon the Parties hereto, their heirs, representatives and
SUCCEs801s.

16. Severahility.

in the event that any one or more of the provisions of the Agreement shall for any reason be hetd to be invatid, illegal, or unenforceable, those provisions shall be
replaced by provisions acceptable to both Parties to this Agresment.

Page 13 of 18



17. Flight Crew.
Lessor is respongible for providing a qualified flight crew for all flight operations under this Agreement. The Lessor will furnish two experienced and competent
pilots who shall be under the direction and control of the Lessor at all times.

18, Base of Operations.
For purposes of this Agresment, the base of operation of the Aircraft is Centennial Airport, Denver, Colorado; provided, that such base may be changed
permanently upon notice from Lessor to Lessee.

19. Taxes.

The Parties acknowledge that reimbursement of all items specified in Paragraph 4, except for subsections (7) and (8) thereof, are subject to the Fc::dera] Excise
TFax imposed under Interal Revenue Code 4261 {the “Commercial Transportation Tax"™). Legsee shall pay to Lessor (for payment to the appropriate
govetnmenial agency) auy Commercial Transportation Tax applicable to flights of the Aircraft conducted hereunder. Lessee shall indernify Lessor for any
claims related to the Commercial Transpottation Tax to the extent that Lessee has paid Lessor the amounts necessary to pay such taxes.

20. Title and Right of Possession. )
Legal title to the Aircraft in Exhibit A shall remain in the Lessor at all times. Lessor has the right of possession 1o the Aircraft in Exhibit B pursuant to an Aircraft
Lease Agreement. Nothing herein shall constitute a transfer of Lessor’s possessory rights to the Aircraft.
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21. Troth—in—Leasing.

The Lessor shall mail a copy of this Agreement for and o behalf of both Parties to: Flight Standards Technical Division, P,O. Box 25724, Oklahoma City,
Oklahoma 73125, within twenty—four (24) hours of its execution, as provided by FAR 91.23(cX1). Additionally, Lessor agrees to comply with the nquﬁcahon
requirements of FAR Section 91.23 by notifying by telephone or in person the Rocky Mountain FAA Flight Standards District Office at least forty—eight

{48) hours prior to the first flight under this Agreement.

(a) LESSOR CERTIFIES THAT THE AIRCRAFT HAS BEEN INSPECTED AND MAINTAINED WITHIN THE 12-MONTH PERIOD PRECEDING
THE DATE OF THIS AGREEMENT IN ACCORDANCE WITH THE PROVISIONS OF PART 91 OF THE FEDERAL AVIATION REGULATIONS AND
THAT ALL APPLICABLE REQUIREMENTS FOR THE AIRCRAFT'S MAINTENANCE AND INSPECTION THEREUNDER WILL BE MET AND ARE
VALID FOR THE QPERATIONS TO BE CONDUCTED UNDER THIS AGREEMENT DURING THE DURATION OF THIS AGREEMENT.

(b} LESSOR, WHOSE ADDRESS APPEARS IN PARAGRAPH 13 ABOVE AND WHOSE AUTHORIZED SIGNATURE APPEARS BELOW,
AGREES, CERTIFIES AND ACKNOWLEDGES THAT WHENEVER THE AIRCRAFT IS OPERATED UNDER THIS AGREEMENT, LESSOR SHALL
BE KNOWN AS, CONSIDERED AND SHALL IN FACT BE THE OPERATOR OF THE AIRCRAFT AND THAT LESSOR UNDERSTANDS ITS
RESPONSIBILITIES FOR COMPLIANCE WITH APPLICABLE FEDERAL AVIATION REGULATIONS.
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(<) THE PARTIES UNDERSTAND THAT AN EXPLANATION OF FACTORS AND PERTINENT FEDERAL AVIATION REGULATIONS
BEARING ON OPERATIONAL CONTROL CAN BE OBTAINED FROM THE NEAREST FAA FLIGHT STANDARDS DISTRICT OFFICE.

IN WITNESS WHEREOF, the Parties hereto have each caused this Agreement to be duly executed on February 14, 2006.

LESSOR:

Qwest Buginess Resources, Inc.

By:

Its:

LESSEE:

Barry Allen
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EXHIBIT A

Qwest Business Resources, Inc.
Aircraft Subject to Time Sharing Agreement

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and betwean Qwest Business Resources, Inc. (“Lessor™), and
Barry Allen (“Lessee™) (collectively the “Parties™), and agrees that from and after February 14, 2006, until this Exhibit A shall be superseded and replaced
through agreement of the Parties or the Time Sharing Agreement shall be terminated pursuant to its terms, the Aircraft described below shall constitute the
“Aircraft™ described in and subject to the terms of the Time Sharing Agreement in addition fo the aircraft described in Exhibit B.

1996 Dassault Faicon Jet Corp. Faicon 2000

Manufacturer’s Serial Number 044

FAA Registration Number N623QW

Engine Model CFE 731-1-1B, Serial Numbers P105145, P105140

Dated: February 14, 2006

LESSOR:

Qwest Buginess Resources, Ine.

By:

Its:

LESSEE:

Barry Allen

Page 17 of 18



EXHIBIT B

Qwest Business Resources, Ing.
Leased Aireraft Subject to Time Sharing Agreement

Each of the undersigned is a party to the Time Sharing Agreement dated February 14, 2006, by and between Qwest Business Resources, Inc. (“Lessor”), and
Barry Aflen (“Lessee™) (collectively the “Parties™), and agrees that from and after February 14, 2006, until this Exhibit B shall be superseded and rfapiacad
through agreement of the Parties ot the Time Sharing Agreement shall be terminated pursuant to its terms, the Aircraft described below shall constitute the
“Aireraft” described in and subject to the terms of the Time Sharing Agreement in addition to the aircraft described in Exhibit A.

2001 Dassault Falcan Jet Corp. Falcon 2000

Manufacturer”s Serial Number 134

FAA Registration Number N622QW

Engine Model CFE 738—1-18, Serial Numbers P105411, P105461

Dated: February 14, 2006

LESSOR:

Qwest Business Resources, Inc.

ts:

LESSEE:

Barry Allen

Page 1B of 18



QWEST COMMUNICATIONS INTERNATIONAL INC,
CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES

Exhibit 12

(Dollars in Millions)
(Unandited)
2005 2004 2003 2002 2001
Loss from continuing operations before income taxes, discontinued operations and
cumulative effect of changes in accounting principles $ (760)  $(1,706)  $(1.832)  $(20,115)  $(7.362)
Add: estimated fixed charges 1,648 1,678 1,936 1,998 1,856
Add: estimated amoriization of capitalized interest 14 13 14 15 15
Less: interest capitalized (13) (12) (19) @) (187
Total earnings available for fixed charges ‘889 (v¥}) 9% (18,143} (5.678)
Estimate of interest factor on rentals _ 12135 160 168 232
Interest expense, including amortization of premiiuns, discounts and debt issuance Co T _
costs ' o 1,483 1,531 1,757 1,789 1,437
Interest capitalized 13 12 19 41 i37
Total fixed charges $1648 $ 1678 $1936 $§ 1998 5 1,856
Ratio of eamings to fixed charges nm nrm nim nm nm
Additional pre—tax income needed for carnings to cover total fixed charges 3 759 $ 1,705 ¥ 1837 $ 20,141 $ 7534

nrf—not meaningful




Subsidiary of Qwest Cotnnumications Interoational Ine.*

Exhibit 21

Jurisdiction of [ncorporation/Formation

Qwest Capital Funding, Inc.

Qwest Communications Corpotation
(rwest Corporation

Qwest Services Corporation

Qwest N. Limited Partnership

*

Colorado
Delaware
Colorado
Colorado
Delaware

The names of certain subsidiaties have been omitied in accordance with Item 601{b)(21) of Regulation S-K.



Exhibit 23
Consent of Independent Registered Public Acconnting Firm

The Board of Directors
Qwest Communications International Inc.:

We consent to the incorporation by reference in the registration stateinents on Form $—8 (Nos. 333-30123, 33340050, 333-50061, 33356323,
333-61725, 333-65345, 33374622, 33384877, 33387246, 333-91424, 333-111923, and 333—111924) and the registration statement on Form 5-3
{333-130426) of Qwest Communications International Inc. of our reports dated February 16, 2006, with respact to the consolidated balance sheets of Qwest
Communications International Inc. as of December 31, 2005 and 2004, and the related consofidated statements of operations, stockholders® deficit, and cash
flows for each of the years in the three—year period ended December 31, 2005, and the related consolidated financial statement schedute, Schedule 11— Valuation
and Qualifying Accounts, management’s assessment of the effectiveness of internal control over financial reporting as of December 31, 2005 and the
effectiveness of intemal control over financial reporting as of December 31, 2005, which reports appear in the December 31, 2005 annual report on Form 10-K
of Qwest Commamications International Inc.

Our reports refer to the Company’s adoption of FASB Interpretation No. 47, Accounting for Conditional Asset Retirement Obligations as of December 31,
2005 and the adoption of Statement of Financial Accounting Standards No. 143, Accounting for Asset Retivement Obligations on Janvary 1, 2003.

KPMGLLP

Denver, Colorado
February 16, 2006



Exhibit 24
POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below hereby constitutes and appoints Richard C. Notebaert,
Oren G. Shaffer and Stephen E. Brilz, or any one of them, as his or her attorney—in—fact and agent, with full power of substitution, for him or her in any and all
capacities, hereby giving and granting fo said attorney—in—fact and agent full power and authority to do and perform all and every act and thing whatsoever
requisite and necessary to be done in and about the premises as fully, to all intents and purposes, as he might ot could do if personally present at the doing
thereof, hereby ratifying and confirming all that said attorney—in—fact and agent may or shall lawfully do, or cause o be done, in connection with the proposed
filing by Qwest Communications Intemational Inc., a Delaware corporation, with the Securities and Exchange Commission, under the provisions of the
Securities Exchange Act of 1934, as amended, of an annual report on Form 10~K for the fiscal year ended December 31, 2005, inctuding but not Iimited to, such
full power and authority to do the following: (i) execute and file such annual report; (ii} execute and file any amendment or amendments thereto; (iii) receive and
respond to comments from the Securities and Exchange Commission related in any way to such annual report or any amendment or amendments thersto; and
(iv} execute and deliver any and all certificates, instruments or other documents related to the matters enumerated above, as the attorney—in—fact in his sole
discretion deems appropriate.

This power of attorney has been duly executed below by the following persons in the capacities indicated on this 16 t® day of February, 2006.

/5/ LINDA G_ ALVARADD

Linda G, Alvarado
Director

/5 CHABLES [, gIGGS

Charles L. Blggs
Director

f3) CANNON y HARVEY

Cannon Y. Harvey
Director

f3] PATRICK ] pgARTIN

Paitrick J. Martin
Director

/S/ FRANK p_ pOPOFE

Frank P. Popofl
Director

/! Pmiue F, ANscuutz

Philip F. Anschutz
Director

5/ K. DANE BaOOKSHER

K. Dane Brooksher
Director

fs/ PeTER 5. HELLMAN

Peter S. Hellman
Director

fa! Wavne W, MurbyY

Wayne W, Murdy
Directar

15/ James A. Unrun

James A. Unruk
Direcior



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Richard C. Notebaert, certify that:

1. T have reviewed this annual report on Form 10-K of Qwest Communications International Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information inctuded in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, 2nd for, the periods presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a—15(e) and 15d—15(e)) and intemal control over financial reporting (as defined in Exchange Act Rules 13a—15(f) and 15d-15{f))
for the registrant and have:

a) Designed such disclosurs controls and procedures, ot caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal contrel over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report cur conclusions about the
effectiveness of the disclosure contrals and procedures, as of the end of the periad covered by this report based on such evaluation; and

d) Disclosed in this report any change in the regisirant’s internal control over financial reporting that eccurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materialiy affecied, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and
3. The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internat control over financial reporting, to

the registrant’s auditors and the audit committes of the registrani’s board of directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or aperation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s intemnal
control over financial reporting,

Date: February 16, 2006

f&/ Richard C. Notebaert

Chairman and Chief Executive Officer



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
[, Oren G. Shaffer, certify that:

1. T have reviewed this annual report on Form 10K of Qwest Communications Iniernational Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
staternents made, in light of the cireumstances under which such statements were made, not misleading with respect to the period covered by this report,

3. Based on my knowledge, the financial statements, and other financial information inctuded in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certéfying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedutes (as defined in
Exchange Act Rules 13a—15(¢) and 15d—15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a—15(f) and 15d-15(f))
for the regisirant and have:

a) Designed such disclosure controls and procedures, ot caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information refating to the registrant, including its consolidated subsidiaries, is made known o us by others within those
entities, particwlarly during the period in which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such intemal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;

¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period coverad by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report} that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal contrel over financial reporting, to

the registrant’s auditors and the audit commitiee of the registrant’s board of directors (or persons performing the equivalent functions):

a} All significant defieiencies and material weaknesses in the design or operation of internal control over financial reporiing which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: February 16, 2006

/s/ Oren G. Shaffer

Vice Chairman and Chief Financial Officer



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER CERTIFICATION

Each of the undersigned hereby certifies, for the purposes of section 1350 of chapter 63 of title 18 of the United Stetes Code, as adopted pursuant to
Section 906 of the Sarbanes—Oxley Act of 2002, in his capacity as an officer of Qwest Commumications International Inc. {“Qwest™), that, to his knowledge, the
Annual Report of (Qwest on Forie 10-K for the year ended December 31, 2005, fully complies with the requirements of Section 13(a) of the Securities Exchange
Act of 1934 and that the information contained in such report fairly presents, in all material respects, the financial condition and results of operation of Qwest,
This wtitten staternent is being fumished to the Securities and Exchange Commission as an exhibit to such Form 10-K. A signed original of this statement has
been provided to Qwest and will be retained by Qwast and firnished to the Securities and Exchange Commission or its staff upon request.

Dated: February 16, 2006 /s/  Richard C. Notebaert
By:

Richard C. Notebaert
Chafvman and Chief Executive Officer

Dated: February 16, 2006 fsf{ Oren G. Shaffer
By:

Oven G. Shafler
Vice Chairman and Chief Financial Officer



EXHIBIT %2.1

QWEST COMMUNICATIONS INTERNATIONAL INC.
QUARTERLY OPERATING REVENUE
(Dollars in millions)

{(Unaudited)

2005 2004 2003

Q4 Q3 Q2 Q Q4 o3 o Q1 o o0 Qz ®

Buxiness:
Wireline services revenme:
Lotal wice $ 260 $ 275 % 271 % 268 $ 281 § 288 5 280 § 291 § 289 § 209 § 307 § M9
Long—distance 116G 109 114 114 106 112 112 113 104 1m 106 109
Access sgrvices —_ —_ — — 1 ] 1 1 1 1 1 1
Total voice services 370 384 385 382 388 408 393 405 394 411 414 419
Drata and Internet 527 565 503 489 498 482 492 490 47 489 463 4355
Total business wireling services 897 949 290 871 8846 i) B85 295 ixit] 900 832 874
Mass markets:
Wirellne services revenue:
Local voice ' ) L9 1121 4,143 1144 1,053 L1600 L9 1231 1,253 1303 £R% 1373
Long—digtance 181 172 165 168 163 155 i44 145 144 144 142 13
ACCe99 setvices 2 2 2 4 2z 2 2 3 3 4 4
Total voice services 1,302 1,295 1310 1,314 1,320 1,317 1325 L3R 1400 1450 1475 L5
Data and Internet 205 190 177 17 160 141 144 141 143 138 136 139
Total mass tarkets wireline services 1507 1485 1487 1,487 1480 1458 1469 4519 1343 1,588 1611 1855
Wholesale:
Wireline services revenue:
Local voice 178 181 192 196 188 197 204 194 197 202 207 195
Long—distance 276 278 263 276 277 216 236 242 235 213 219 158
Arcess services 159 156 179 158 157 166 176 176 183 187 1786 191
Total voice services : 13 615 639 630 622 639 516 612 &15 602 602 584
Data and Internet 316 312 313 324 3i5 21 333 315 az 315 338 346
Total iwhlesale wircline services.. T T 7 S r) 9527 954 - 9a7 S60 949 227 937 97 940 230
Tital wireline services reveawe ) o 3333 3361 3,328 3,312 3303 3308 3,303 3341 3350 3405 3433 3459
Wireless services revenue 138 131 132 126 124 133 130 127 138 153 155 152
Other services revenue . 9 12 % 1i 1. 3 L] A3 10 12 8 13

Toxsl aperatiog revenue $3480 53,504 $3470 53447 $3437 53449 $3442 53481 §$3498 3570 33596 33624




QWEST COMMUNICATIONS INTERNATIONAL INC.
QUARTERLY CONSOLIDATED STATEMENTS OF OPERATIONS

Operating revenue
Operating expenses;
Cost o8 sales
Facility costs
. Network expenses
Employeeelated oosts
Total cost of sales :
Selling, general and adminisirative
Bad debt
Restructuring, realignment and severance related costs
Employee—related costs
Other non~employea related costs

Total selling, general and adminiatrative
Depreciation and amortization
Asget impairment charges

‘J'otal operating cxpenses
Otber expense—net
Tnterest expense—unet
Other expense {income}--siet

Total ather
Income tax benefit {expense)

(rl‘.m) incoums from continsing operations
Cumrulative effect of m,.m changes—net

Net (loss) inceme

EXHIBIT 99.2

(Dollars in miflions)
(Unaudited)
2005 2004 2003

Q4 Q3 Q2 o1 4 Q3 Qz o1 o o3 Q2 Q1
$3.480 $3504 P40 545 53437 B[ BAR 53480 0498 570 52596 £
649 592 677 674 648 745 676 6% 701 L1353 686 598
el 72 59 66, 6 73 66 57 a2 8t 70 58
390 405 338 410 3%0 4% 437 450 464 468 439 433
343 343 310 289 298 301 37 - 288 296 278 %0 276
JA51 1512 1434 1439 1402 1,548 1486 1454 1543 LDE2 1475 1475
43 100 11 99 % 112 115 81 o7 114 115 126
36 21 53 57 49 19 13 93 62 H 7z 100
74 26 {1y 15 59 5 132 15 46 31 16 13
405 40) 430 407 413 413 434 469 415 429 472 485
492 482 472 458 47 692 792 496 628 455 480 458
1050 1,016 1045 1036 LOV0 1261 148 1,154 1248 1,105 1,155 1182
58 768 765 774 783 779 784 177 758 796 789 784
— _ — — 36 34 43 — — 230 — —
3250 3206 3244 3J4b 3291 3622 3799 3385 3,589 4093 3419 344
338 384 380 381 36 31 WM 397 436 437 444 440
392 an 15 (42y. 58 49 {111}y i2 By - agy 6hH  (61)
T30 353 203 139 312 414 283 409 % 419 380 379
3 1 3 ) 27 18 {136} 3 108 256 79 76
{(508)  {144) (164) 57 (139)  (569) (776 (310) (382} (686) (125) {120
— — — — — — — - 25} 2517 &1 66
22y - — — — — — _ — — — 206
S{528) B{l144) $(164) § 57 ${i39) $(569) S{7I6) B (3100 $(407) 51831 § (&4) § 152
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