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Milestones and Momentum…
Dear Fellow Qwest Stockholders: In the history of Qwest Communications, 2002 will stand out as a
milestone year. One marked by a fundamental change of focus and direction. By substantial
financial improvements. By a surge in commitment and re-engagement among employees. By
impressive operational progress, as every part of our business put Qwest on the road to transfor-
mation. And, very importantly, by a steadily increasing faith and expectation—on the part of
Qwest customers, communities, competitors, regulators and others—that, going forward, this
company would do exactly what it said it would do.

Due to the meticulous (and necessarily time-consuming) restatement process for 2000 and 2001
and the audit for 2002, this report is being issued well into 2003. And because there have been
such tremendous accomplishments this year, it is tempting to share those with you now. But
despite the timing, this is the 2002 annual report—and certainly I don’t want to miss the
opportunity to review last year’s critical initiatives with you. So let me give you a brief overview
of a few of the momentum-building achievements Qwest people made in 2002—and save the
good news about 2003 for a few more months, when we will present you with a more fully
faceted annual report.

Financial Stability
It is only appropriate that we begin with the fiscal redirection Qwest achieved during 2002;
indeed I could fill the rest of the space allotted for this letter with descriptions of the rigorous
negotiations and bold initiatives that served to brighten Qwest’s financial future.

We effectively addressed short-term liquidity problems, achieving positive free cash flow in the
second, third and fourth quarters. We completed the first stage of our $7.05 billion sale of
QwestDex, the directory arm of our business. (The second stage was closed in the second half of
2003.) And we restructured our debt, renegotiating our credit facility terms with our lenders,
securing additional credit and completing a private debt exchange offer for $5.2 billion of debt
securities—an initiative that not only reduced outstanding indebtedness, but also extended some
near-term debt maturities.

Finally, we began the arduous analysis of the company’s accounting policies and practices,
applied those learnings to transactions going forward and entered 2003 with a far more optimis-
tic view of our fiscal future.

You will find more detail on these financial initiatives—and more—in subsequent pages of this
report.

Organizational Realignment
Many of the accomplishments surrounding Qwest’s improved financial structure and liquidity
were at the direction of Vice Chairman and CFO Oren Shaffer, whose expertise and integrity is
highly regarded throughout the financial community. Oren was but one of several proven profes-
sionals whose arrival in 2002 strengthened Qwest’s management team. And in a remarkable
melding of their leadership experience with the expertise and enthusiasm resident in Qwest’s
longer-term employees, the stage was set to quickly achieve a number of organizational
objectives.



For one, we are now one Qwest, a single team united in our objectives, in our passion to serve
customers exceedingly well and in our determination to make this company a success. No longer
do we approach the market in one way for our 14-state local service facilities and in another
way for our long-haul communications network that serves much of the rest of the nation. Now
all of Qwest is on the same page, using the same strategy in pursuit of the same objectives.

In fact, our commitment to such unity is stated ‘‘Our Team Is United’’ as one of three core Qwest
Values—the fundamental tenets of our business.

Another Qwest Value is ‘‘Customers Come First,’’ and we took significant strides in 2002 to
match those words with actions. Qwest’s consumer organization, which serves residential cus-
tomers, boldly led the way, for instance, by expanding service center hours, offering service
status reports on customized Web site pages, opening a new customer solution center and even
revamping service representatives’ compensation to give greater weight to customer service per-
formance. By year’s end, customized Spirit of Service initiatives were in place in every area of
the company, poised to pay off with the kind of relationship-building service that is, in reality, the
telecommunications sector’s only sustainable competitive advantage.

The third Qwest Value, ‘‘We Will Grow Profitably,’’ describes our commitment to you, our share-
owners, and is a continuing commitment we are passionately dedicated to achieving. Toward that
end, decisions including those affecting product offerings, line of business entry and productivity
initiatives are weighed against this imperative for ongoing value creation. Going forward, Qwest
approaches all revenue generation with a holistic approach that factors in components including
margin and retention. This focus on sustained success will help us, as our Qwest Value states,
‘‘…achieve the outstanding financial performance that rewards our employees, our communities
and our shareowners.’’

Cultural Transformation
How has Qwest achieved such progress despite the headwind created by a tough economic
climate, significant industry challenges, and substantial energies directed toward researching and
remedying previous corporate issues? Part of the answer lies in a remarkable transformation in
corporate culture—a transformation embraced by Qwest employees, welcomed by Qwest custom-
ers, encouraged by constituencies from our unions to our regulators and celebrated by our
communities.

The foundation of this new culture is the Spirit of Service. A valued part of our heritage, this
focus also has critical implications for our future. It demands, for instance, that we see the world
through the eyes of our customers—in the end, the only viewpoint that really counts. The Spirit
of Service commends Qwest’s commitment to transparency and the highest ethical behavior in
every area of our business. And it mandates vigorous re-engagement in the life and success of
the communities where we do business.

Momentum Opportunities
Even as we acknowledge the positive momentum achieved in 2002, it is important to note
that—thanks to a great deal of outstanding work—a number of key attributes were already in
place as the year began. These include Qwest’s highly reliable, best-in-class network—facilities
second to none among our peer telecommunications providers—and the exceptional access
offered by our network already in place throughout the United States. I think there is very little
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question that Qwest has what all other telecom providers now strive to attain—a robust combina-
tion of local and long-distance network facilities that support a broad product portfolio designed
to satisfy customers’ diverse needs.

A key element of those needs resides in long-distance capabilities, and in this area too, earlier
work came to fruition during 2002, as the Federal Communications Commission approved our
applications to re-enter the long-distance business in Colorado, Idaho, Iowa, Montana, Nebraska,
North Dakota, Utah, Washington and Wyoming. (In the spring of 2003, we also entered this
important market in Oregon, Minnesota, New Mexico and South Dakota.)

The upside of this entry is tremendous—a classic win-win for Qwest’s customers and share-
owners. As documented in a study published by the American Bar Association’s Antitrust Law
Journal, the average consumer recognizes 8- to 11- percent savings in monthly long-distance
expenditures when local service providers like Qwest are able to offer long distance. As for
Qwest, this decision enables our company’s entry into an estimated $10 billion market
opportunity.

Are there still plenty of challenges ahead? Indeed there are. They include industry issues such as
regulatory mandates to prop up our competitors and access line loss to wireless and cable. We
continue in our efforts to cooperate fully with the Securities and Exchange Commission and the
U.S. Attorney’s office. And we must balance the needs of the business—and our desire to exceed
the expectations of our customers—with responsible use of our financial resources.

Do we also have the right team in place, a team of people with the will and commitment to stay
the course through successful solutions and beyond? Absolutely.

And finally, on a more personal note, one last question—one I’ve been asked hundreds of times
since I arrived at Qwest in June 2002: ‘‘Why would you have taken on the leadership of this
company at this time?’’

Part of that answer grows out of visits to front-line employees from Idaho to Illinois to Washing-
ton, D.C., where I witness first hand their awesome skills and work ethic. Part of it materializes
as I hear Qwest employees speak passionately about doing the right things for customers. And
part of it forms when my five young grandsons come to visit. At first, they questioned why my
wife Peggy and I would move so far away from them. But now they know why we live ‘‘where
the mountains are.’’ They know their granddad has ‘‘the telephone company’’ in his blood. And
that he knows it’s a heritage worth pursuing.

Sincerely,

Richard C. Notebaert

Chairman and Chief Executive Officer

October 16, 2003
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Financial Responsibility
As you may be aware, 2002 was a very busy year for Qwest. Significant energy was devoted to
re-auditing and restating our financials, improving our financial structure and liquidity as well as
focusing on growth and building shareowner value. We are pleased with the progress we have
made.

First and foremost, we completed the restatement of our financials for 2000 and 2001 and the
audit for 2002. This was a major undertaking for the company. As a result of this work, the
company’s financials are now compliant with generally accepted accounting principles (GAAP).

Throughout the year, we also strengthened our balance sheet. The completion of QwestDex sale
raised $7.05 billion. Our debt was reduced through a series of transactions including a landmark
private debt exchange offer resulting in a gain for the company of $1.9 billion. We renegotiated
our credit facility and raised $1.75 billion in new funding. As of mid-2003, we reduced our debt
from over $26 billion to approximately $22 billion.

As Dick highlighted in his letter, we made solid progress in laying a foundation for success.
Despite competitive and economic headwind, we slowed the rate of revenue decline while keep-
ing a close eye on expenses. We removed substantial costs and associated capital from the
business, and we have been cash flow positive since the third quarter 2002 and expect to be
cash flow positive in 2003. This disciplined approach to our cost structure has offset most of the
impacts of access line losses, increased pension and benefit expenses as well as higher health
care costs in 2003.

While the business environment will continue to be challenging, the groundwork laid in 2002
puts us on firm financial footing. We remain committed to our focus on profitable growth and
building shareholder value. I look forward to keeping you apprised of our progress.

Oren G. Shaffer

Vice Chairman and Chief Financial Officer
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Unless the context requires otherwise, references in this report to ‘‘Qwest,’’ ‘‘we,’’ ‘‘us’’ and ‘‘our’’ refer
to Qwest Communications International Inc. and its consolidated subsidiaries.

PART I

ITEM 1. BUSINESS

We provide local telecommunications and related services, IntraLATA long-distance services and
wireless, data and video services within our local service area, which consists of the 14-state region of
Arizona, Colorado, Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. We provide InterLATA long-distance services outside
our local service area and switched InterLATA long-distance services (as a reseller) in all states within
our local service area other than Arizona. We also provide reliable, scalable and secure broadband
data, voice and video communications outside our local service area as well as globally.

We were incorporated under the laws of the State of Delaware in 1997. Pursuant to a merger with
U S WEST, Inc. on June 30, 2000, which we refer to as the Merger, we acquired all the operations of
U S WEST and its subsidiaries. For information regarding the Merger see Part II, Item 7 below. Our
principal executive offices are located at 1801 California Street, Denver, Colorado 80202, telephone
number (303) 992-1400.

For a discussion of certain risks applicable to our business, financial condition and results of
operations, see the risk factors described in ‘‘Special Note Regarding Forward-Looking Statements’’ in
Part II, Item 7 below.

Operations

As a result of a change in our segments in December 2002, we have presented our operations for
the periods covered by this report on the basis of our products and services in three segments:
(1) wireline services; (2) wireless services; and (3) other services. We also maintained, until
September 2003, a fourth segment consisting of our directory publishing business. Our remaining
directory publishing business was sold in September 2003 to a group of private equity investors. As a
result, for purposes of calculating the percentages of revenue of our segments provided below, we have
excluded the impact of revenue from our directory publishing business. For additional financial
information about our segments see Management’s Discussion and Analysis of Financial Condition and
Results of Operations in Item 7 of this report and Note 18—Segment Information to our consolidated
financial statements in Item 8 of this report. The segment revenue percentages contained in this section
are based upon financial results prepared in accordance with generally accepted accounting principles
in the United States of America, or GAAP.

We market and sell our products and services to consumer and business customers. In general, our
business customers fall into the following categories: (1) small businesses; (2) national and global
businesses; (3) governmental entities; and (4) public and private educational institutions. We also
provide our products and services to other telecommunications providers on a wholesale basis.

Impact of Restatement

This report contains our restated consolidated financial statements for the years ended
December 31, 2001 and 2000. We performed an analysis of our previously issued consolidated financial
statements for 2001 and 2000 and identified a number of errors. The nature of the errors and the
restatement adjustments that we have made to our financial statements for the years ended
December 31, 2001 and 2000 are set forth in Note 3—Restatement of Results to our consolidated
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financial statements in Item 8 of this report. The net impact of the restatement adjustments include the
following:

December 31,

2001 2000

(in millions, except
per share amounts)

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(1,543) $ (945)
Loss before income taxes, discontinued operations and

cumulative effect of change of accounting principle . . . . . . . . . (2,497) (1,432)
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,580) (956)

Loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (0.95) $ (0.76)

Additionally, we recorded a $353 million adjustment to reduce January 1, 2000 beginning retained
earnings related to our restatement of our directory publishing revenues and costs and the related
deferred income tax effects.

The restatements involve, among other matters, revenue recognition issues related to optical
capacity asset transactions, equipment sales, directory publishing and purchase accounting. In making
these restatements, we have performed an internal analysis of our accounting policies, practices,
procedures and disclosures for the affected periods. Also, in certain of these transactions, once a
determination to restate was made for one reason, we did not continue to pursue whether there were
other reasons for restatement such as questions concerning the fair market value or business purpose of
one or more of these transactions.

Please note that our consolidated financial statements do not include financial results of
pre-Merger Qwest for any period prior to the June 30, 2000 merger. This is due to U S WEST being
deemed the acquirer in the Merger for financial statement accounting purposes. Pre-Merger
transactions entered into by Qwest are not being restated, although certain of these transactions
(principally the optical capacity asset transactions) may have been accounted for by pre-Merger Qwest
under policies and practices similar to those for which post-Merger transactions are being restated.

Wireline Services

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

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

Wireline Products and Services

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

Local Voice Services—Consumer and Business. Through our traditional telephone network, we
originate and terminate local voice services within local exchange service territories as defined by the
state Public Utility Commissions, or PUCs. These local voice services include:

• basic local exchange services provided through access lines connected to our portion of the
PSTN;

• switching services for customers’ internal communications through facilities that we own;

• various custom calling features such as Caller ID, Call Waiting, Call Return and 3-Way Calling;
and

• enhanced voice services, such as voice mail.

Other Voice Services—Consumer and Business. We also offer the following services that are related
to our local and long-distance voice services offerings:

• operator services, including directory assistance;

• public telephone service;

• collocation services (i.e. hosting of another provider’s telecommunications equipment in our
facilities); and

• voice Customer Premises Equipment, or CPE.

Long-Distance Voice Services—Consumer and Business. We provide three types of long-distance
communications services to our consumer and business customers.

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

• We provide InterLATA long-distance services nationwide except in Arizona where we have not
yet received approval from the Federal Communications Commission, or the FCC. These
services include originating long-distance services for communications that cross LATA
boundaries, and ‘‘800’’ services. We filed our application for InterLATA long-distance approval
for Arizona with the FCC on September 4, 2003. Within our local service area, we are limited to
providing switched InterLATA long-distance services, through a third-party reseller. We will only
offer switched InterLATA long-distance services as a reseller until we comply with certain
additional FCC requirements, after which point we will be able to offer InterLATA long-distance
services within our local service area using our proprietary network assets.

• We also provide international long-distance services for voice calls that terminate or originate
with our customers in the United States.
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For the years ended December 31, 2002, 2001 and 2000, revenue from voice services accounted for
approximately 70%, 72% and 77%, respectively, of our total revenue from continuing operations, as
restated.

Data and Internet Services—Consumer and Business. We offer a broad range of products and
professional services to enable our customers to transport voice, data and video telecommunications at
speeds ranging from 14.4 kilobits per second to 10 gigabits per second. Our customers use these
products and services in a variety of ways. Our business customers use them to facilitate internal and
external data transmissions, such as transferring files from one location to another. Our consumer
customers use them to access email and the Internet under a variety of connection speeds and pricing
packages. We provide our data and Internet services in our local service area, nationally and
internationally. However, we are limited in the number of products and services we are able to provide
within our local service area until we comply with certain additional FCC requirements.

Some of our data and Internet services are described below.

• Asynchronous Transfer Mode, or ATM, which is a broadband, network transport service that
provides a fast, efficient way to move large quantities of information over our highly reliable,
scalable and secure fiber optic broadband network.

• Frame relay, which is a 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
accommodate data packets of various sizes associated with virtually any data protocol.

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

• Dedicated Internet Access, or DIA, which offers customers Internet access ranging from 128
kilobits per second to 2.4 gigabits per second.

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

• Internet Dial Access, which provides Internet Service Providers, or ISPs, and business customers
with a comprehensive, reliable and cost-effective dial-up network infrastructure.

• Digital Subscriber Line, or DSL, which provides consumer and business customers a digital
modem technology that converts their existing telephone lines into higher speed facilities for
video and high-speed data communications to the Internet or private networks. Substantially all
of our DSL customers are currently located within our local service area.

• Web Hosting, which provides data center services. In its most basic form, web hosting includes
space, power and bandwidth. We also offer a variety of server and application management and
professional web design services. During 2002, we operated as many as 16 web hosting centers,
or CyberCenters(SM). Due to reduced actual and forecasted demand, we have sold or closed
several of our CyberCenters, and we currently operate nine CyberCenters.

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

For the years ended December 31, 2002, 2001 and 2000, revenue from data and Internet services
accounted for approximately 25%, 24% and 19%, respectively, of our total revenue from continuing
operations, as restated.
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Strategic Relationships

From time to time we negotiate and enter into strategic relationships to expand our wireline
services total product offering. For example, we recently entered into strategic marketing arrangements
with DIRECTV, Inc. and Echostar Communications Corporation to allow us to bundle satellite
television products and services of these companies with our traditional telecommunications, data and
Internet offerings in several markets in our local service area, including Colorado, Nebraska, Arizona
and Washington. We believe relationships such as these will be important for us to provide the full
suite of products being demanded by the market.

Distribution Channels

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

Switched Access Services. We provide switched access services primarily to interexchange carriers,
or IXCs, for the use of our local network to connect their customers to their data and Internet
protocol, or IP, networks. IXCs provide long-distance services to end-users by handling calls that are
made from a phone exchange in one LATA to an exchange in another LATA. Competitive
communications companies often operate as both CLECs (defined in the following paragraph) and
IXCs.

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

Wholesale Long-Distance Services. Outside of our local service area, we currently provide
wholesale InterLATA network transport services, primarily to IXCs to allow them to transport
long-distance calls across our nationwide network.

Wholesale Private Line Services. We provide wholesale private line services primarily to IXCs to
allow them use of our local network to connect their customers to their networks.

Optical Capacity Transactions. From time to time, we transfer optical capacity on our network
primarily to other telecommunications service providers in the form of specific channels on our ‘‘lit’’
network. Our ‘‘lit’’ network refers to those lines on our network with the necessary equipment in place
to provide telecommunications services. We also transfer optical capacity primarily to government
customers and to other telecommunications service providers in the form of specific dark fiber strands,
which are lines without the necessary equipment in place to provide telecommunications services. These
arrangements have typically been structured as indefeasible rights of use, or IRUs, which are the
exclusive right to use a specified amount of capacity or fiber for a specified period of time, usually
20 years or more. Because of reduced demand for these arrangements, reflecting customers’ desires
currently to satisfy their needs on a short-term basis, we entered into only a few IRU transactions
during 2002, and we do not anticipate entering into a significant number of IRU transactions in the
near future. We anticipate meeting most customer needs of this kind through short-term arrangements
for fiber or capacity. We will not enter into such arrangements involving InterLATA routes on our ‘‘lit’’
network with an end-point  in any state within our local service area until we are able to offer
InterLATA services using our proprietary network assets and, with respect to Arizona, until we have
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received FCC approval to provide InterLATA services in that state generally. For information regarding
our accounting for IRUs in prior years and currently, please see Note 3—Restatement of Results to
our consolidated financial statements in Item 8 of this report.

Wireline Services Revenue

For the years ended December 31, 2002, 2001 and 2000, revenue from wireline services accounted
for approximately 95%, 95% and 97%, respectively, of our total revenue from continuing operations, as
restated.

Wireless Services

We operate our wireless services segment primarily through our indirect wholly owned subsidiary,
Qwest Wireless LLC. Through Qwest Wireless, we operate a personal communication service, or PCS,
wireless network that serves select markets within our local service area, including Denver, Seattle,
Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets. We currently provide
wireless products and services to consumer and business customers within these select markets. To
provide these services, we hold 10 megahertz (MHz) PCS licenses that were issued in 1997 with 10-year
terms and are renewable for successive 10-year terms under FCC regulations. We also provide digital
wireless services in the 1900 MHz band.

In August 2003, we entered into a services agreement with a subsidiary of Sprint Corporation that
allows us to resell Sprint wireless services, including access to Sprint’s nationwide PCS wireless network,
to consumer and business customers, primarily within our local service area. We plan to begin offering
these Sprint services under our brand name in early 2004. Under the services agreement, we retain
control of all sales and marketing, customer service, billing and collection, pricing, promotion and
product offerings relating to the Sprint services that we resell. The services agreement provides that
Sprint will be our exclusive wireless provider and has an initial term of five years (with automatic
renewal for successive one-year terms until either party provides notice of non-renewal). Our wireless
customers who are currently being serviced through our proprietary wireless network will be
transitioned at our cost onto Sprint’s network.

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

For the years ended December 31, 2002, 2001 and 2000, revenue from wireless services accounted
for approximately 5%, 4% and 3%, respectively, of our total revenue from continuing operations, as
restated.

Other Services

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

Directory Publishing

Through our wholly owned subsidiary, Qwest Dex, Inc., or Dex, we have historically published
telephone directories in our local service area. During 2002, we entered into an agreement to sell our
directory publishing business for approximately $7.05 billion. The first phase of this sale, which included
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the sale of our directory publishing operations in Colorado, Iowa, Minnesota, Nebraska, New Mexico,
North Dakota, and South Dakota (referred to as our Dex East business), was completed in November
of 2002. The second phase, which included the sale of the remaining operations in Arizona, Idaho,
Montana, Oregon, Utah, Washington and Wyoming (referred to as our Dex West business) closed in
September 2003.

For the years ended December 31, 2002, 2001 and 2000, revenue from directory publishing was
included in income from discontinued operations. For more information see Note 8—Assets Held for
Sale including Discontinued Operations to our consolidated financial statements in Item 8 of this
report.

Importance, Duration and Effect of Patents, Trademarks and Copyrights

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

Competition

Wireline Services

Local Voice Services—Consumer and Business. In providing local voice services to our consumer
and business customers within our local service area, we compete with CLECs, including some owned
by national carriers, smaller regional providers, competitive access providers, independent telephone
companies, Internet telephony providers and, increasingly, with wireless providers and cable companies.
Technology substitution, such as wireless substitution for wireline, cable telephony substitution for
wireline and cable modem substitution for dial-up modem lines and DSL, has been a significant cause
for a decrease in our total access lines in 2002. Competition is based primarily on pricing, packaging of
services and features, quality of service and increasingly on meeting customer care needs such as
simplified billing and timely response to service calls.

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

Our competitors, mainly IXCs and CLECs, have accelerated their use of Unbundled Network
Element—Platforms, or UNE-P. This wholesale service, which as a matter of current federal and state
laws and regulations we are required to provide, allows our competitors to purchase all of the required
network elements in a single bundle to provide local services to our customers. Regional Bell Operating
Companies, or RBOCs such as Qwest, are required to provide this service, which allows IXCs and
CLECs an alternative to building their own telecommunications networks. Consequently, we believe
these competitors are able to provide local service at a cost advantage, allowing them to gain market
share. Meanwhile, the obligation to provide this service reduces our revenue and margin. We believe
the offering of UNE-P services will continue to cause downward pressure on our margins and result in
incremental retail access line losses.

Long-Distance Voice Services—Consumer and Business. National carriers, CLECs and other
resellers, such as AT&T Corporation, Sprint Corporation and WorldCom, Inc. (now known as MCI),
compete with us in providing InterLATA and IntraLATA long-distance services both inside and outside
our local service area. Other RBOCs, such as BellSouth Corporation, Verizon Communications and
SBC Communications, Inc., also compete in the InterLATA market nationally and, as they have gained
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FCC approval, within the states in their respective local service areas. Wireless providers also market
long-distance services as a substitute to traditional wireline service.

Competition in the long-distance consumer market is based primarily on price, customer service,
quality and reliability. We are the market share leader in providing IntraLATA long-distance service
within our local service area, but face increasing competition from national carriers, which have
substantial financial and technical resources. Competition in the business market is based on similar
factors, as well as the ability to offer a ubiquitous solution nationwide. While we have received FCC
approval to provide InterLATA long-distance services throughout our local service area (with the
exception of Arizona), we are currently restricted from using our proprietary network assets to provide
these services until we have complied with certain additional FCC requirements. As a result, we are
currently providing only switched InterLATA long-distance services in our local service area. This
arrangement impedes our ability to offer an integrated, ubiquitous, nationwide solution, which in turn
affects our ability to compete with other national long-distance providers. We expect to be able to meet
these additional FCC requirements in 2004.

In addition, the emergence of certain competitors, such as MCI, XO Communications, Inc. and
McLeod-USA, Inc., from bankruptcy proceedings with substantially reduced debt could precipitate an
industry-wide reduction in prices, thereby causing a decline in our revenues.

Data and Internet Services—Consumer and Business. Business customers are the primary market
for these network-related services, although we are increasing our DSL offerings to both consumer and
business customers in several markets in our local service area. In providing these services, we compete
with national long-distance carriers (such as AT&T, Sprint and MCI), RBOCs, CLECs and large
integrators. Large integrators like International Business Machines Corporation and Electronic Data
Systems Corporation are also competing in a new manner, providing customers with managed network
services, which takes inter-site traffic off our network. Customers are particularly concerned with
network reach, but are also sensitive to quality, reliability, customer service and price. Outside of our
local service area, our investment in improving the reach and quality of our network has helped our
competitive position. However, until we obtain FCC approval to offer InterLATA services in Arizona
and until we are able to use our proprietary network assets to provide InterLATA services in all states
within our local service area, we will be at a competitive disadvantage in relation to the national
carriers that do not need to use intermediaries when providing service to customers. With regards to
our hosting business, while many of our competitors, such as Global Crossing Ltd. and Sprint, have
abandoned or largely reduced their hosting businesses, competition remains high due to over-capacity
from large providers such as Cable & Wireless plc.

Wholesale Services. Within our local service area, we compete primarily with smaller regional
providers, including CLECs, competitive access providers and independent telephone companies.
Outside our local service area, we compete primarily with other RBOCs and with IXCs. We compete
on network quality, customer service, product features, the speed with which we can provide a customer
with requested services and price. Although our status as an ILEC helps make us the leader in
providing wholesale services within our local service area, increased competition has resulted in a
reduction in billable access minutes of use. Our competitive position should improve as the FCC
approves us to offer InterLATA wholesale services in Arizona and we meet the requirements to offer
such services throughout our local service area using our proprietary network assets.

Wireless Services

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

Regulation

As a general matter, we are subject to extensive state and federal regulation, including
requirements and restrictions arising under the Federal Communications Act, as modified in part by the
Telecommunications Act of 1996 or the ‘‘Telecommunications Act’’, state utility laws, and the rules and
policies of the FCC, state PUCs and other governmental entities. Federal laws and FCC regulations
apply to regulated interstate telecommunications (including international telecommunications that
originate or terminate in the United States), while state regulatory authorities have jurisdiction over
regulated telecommunications services that are intrastate in nature. Generally, we must obtain and
maintain certificates of authority from regulatory bodies in most states where we offer regulated
services and must obtain prior regulatory approval of tariffs for our intrastate services, where required.

This structure of public utility regulation generally prescribes the rates, terms and conditions of our
regulated wholesale and retail products and services (including those sold or leased to CLECs). While
there 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, CLECs. These decisions establish our
obligations in our local service area, and our rights when we compete outside of our local service area.
In May 2002, the U.S. Supreme Court issued its opinion in the appeal of the FCC’s rules on pricing of
UNEs. The Court affirmed the FCC’s rules. Since we were following the FCC’s then current UNE
pricing rules, this decision did not impact the pricing of our UNEs.

In May 2002, the D.C. Circuit Court of Appeals issued an order on the FCC’s rules that
determined the UNEs required to be made available to competitors. The court reversed the FCC,
finding that the agency had not given adequate consideration to or properly applied the ‘‘necessary and
impair’’ standard of the Telecommunications Act. The court also ruled that the FCC impermissibly
failed to take into account the relevance of competition by other types of service providers, including
cable and satellite companies. Finally, the court overturned a separate order of the FCC that had
authorized ‘‘line sharing’’ where a CLEC purchases only a portion of the copper line connecting the
end-user. This enables the CLEC to provide high-speed broadband services utilizing DSL technology.
Petitions for rehearing were filed with the D.C. Circuit and a petition for certiorari was filed with the
United States Supreme Court. All of these were denied. The D.C. Circuit did stay its order vacating
the FCC’s rules until February 20, 2003 to permit the FCC to complete an ongoing rulemaking to
determine what elements should be unbundled.

On February 20, 2003, the FCC announced that it planned to adopt rules prescribing ILECs’
obligations to unbundle their networks. The press release accompanying the FCC’s announcement
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indicated that the FCC’s new rules would relieve ILECs of some unbundling obligations, while charging
state regulators with the task of determining other unbundling obligations. The FCC did not actually
release these rules and an accompanying lengthy decision until August 21, 2003 in its triennial review
order. The triennial review order addresses a number of UNEs and the obligations of ILECs with
respect to them. Among the more significant determinations made by the FCC in the triennial review
order are: (i) CLECs are not impaired without access to unbundled switching when serving
medium-to-large business and government customers using DS1 capacity and above loops (the physical
connection between a customer’s location and the serving central office), but state PUCs may initiate
and conclude proceedings within 90 days of October 2, 2003, to rebut this presumption of no
impairment; (ii) CLECs are impaired without access to switching, and, concomitantly, the UNE-P, to
serve mass market customers, as well as most high capacity loops and dedicated transport services (the
transmission facilities between an ILEC’s central offices); proceedings before state PUCs to rebut these
presumptions of impairment may be initiated and concluded within nine months of October 2, 2003;
(iii) state PUCs must initiate and conclude within nine months of October 2, 2003, proceedings to
approve a ‘‘batch hot cut migration process’’ (a process by which a CLEC’s customers served by the
UNE-P would be moved to the CLEC’s own switch in the event switching is eliminated from UNE-P)
to be implemented by ILECs to address the costs and timeliness of the hot cut process; (iv) ILECs are
no longer required to provide other carriers with access to the high frequency portion of a loop that is
used by CLECs to provide competing xDSL services (referred to as line sharing); however, current line
sharing customers are ‘‘grandfathered,’’ and the requirement to allow line sharing will be phased out
over a three-year period; (v) ILECs are not required to provide CLECs with access to ‘‘next
generation’’ networks and facilities used to provide broadband services; and (vi) the FCC modified the
prohibition against CLECs using enhanced, extended links, or combinations of unbundled loops,
multiplexing and dedicated transport, (referred to as EELs) to provide both local and long-distance
services; the FCC established requirements designed to prevent the substitution of EELs for special
access services needed by a carrier for the provision of its long-distance services.

We have joined with other ILECs in requesting that the D.C. Circuit Court of Appeals invalidate
the rules that accompanied and were described in the triennial review order. We believe that the FCC
did not comply with the May 2002, ruling by the D.C. Circuit by failing to properly apply the
‘‘necessary and impair’’ standard and that the FCC impermissibly, and without adequate guidance,
delegated to state PUCs its responsibilities under the Telecommunications Act. We have also joined
with the same companies in requesting that the D.C. Circuit postpone the effectiveness of the triennial
review order and accompanying rules until after our appeal of the triennial review order is completed,
assuming that the court does not grant our request that the rules be immediately invalidated. Finally,
we have filed an appeal of the triennial review order which, together with appeals by a number of other
parties, was consolidated in the Eighth Circuit Court of Appeals. Other ILECs and we, in turn, filed a
motion to have these consolidated appeals transferred back to the D.C. Circuit, and the Eighth Circuit
granted this motion. Accordingly, all matters associated with the appeal of the triennial review order
will be heard by the D.C Circuit.

On September 15, 2003, the FCC released a Notice of Proposed Rulemaking, instituting a
comprehensive review of the rules pursuant to which UNEs are priced and the discounts to CLECs on
our services they intend to resell are established. In particular, the FCC indicated that it will
re-evaluate the rules and principles surrounding Total Element Long Run Incremental Cost, or
TELRIC, the basis upon which UNE prices are set. The outcome of this rulemaking could have a
material effect on the revenues and margins associated with our provision of UNEs to CLECs.

Access Pricing

The FCC has initiated a number of proceedings that could affect the rates and charges for access
services that we sell or purchase. These proceedings and related implementation of resulting FCC
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decisions have not yet been completed. Also, from time to time, state regulatory agencies regulate
intrastate access charges and conduct proceedings that may affect the rates and charges for those
services.

On May 31, 2000, the FCC adopted the access reform and universal service plan developed by the
Coalition for Affordable Local and Long-Distance Service, or ‘‘CALLS’’. The adoption of the CALLS
proposal resolved a number of outstanding issues before the FCC. The CALLS plan has a five-year life
and provides for the following: (i) elimination of the residential pre-subscribed IXC charge;
(ii) increases in subscriber line charges; (iii) reductions in switched access usage rates; and (iv) the
removal of certain implicit universal service support from access charges and direct recovery from
end-users; and commitments from participating IXCs to pass through access charge reductions to
end-users. We have opted into the five-year CALLS plan.

Advanced Telecommunications Services

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

InterLATA Long-Distance Entry

The Telecommunications Act dictates, among other things, when and how we and other RBOCs
are allowed to re-enter the InterLATA long-distance market in local service areas. Since passage of the
Telecommunications Act, a significant number of long-distance applications have been filed with the
FCC, with multiple applications having been filed for some states. As of the date of this filing, the FCC
has approved applications for a total of 47 states and Washington D.C. Our application for authority in
Arizona is pending with the FCC.

Intercarrier Compensation

On April 27, 2001, the FCC released a Notice of Proposed Rulemaking that commences a broad
inquiry into, and initiates a fundamental re-examination of, all forms of compensation flowing between
carriers as a result of their networks being interconnected. There are two primary forms of intercarrier
compensation: (i) reciprocal compensation that applies to local traffic; and (ii) access charges that apply
to toll traffic. The purpose of this FCC proceeding is to examine existing forms of intercarrier
compensation and explore alternatives. One form of compensation that is being examined is ‘‘bill and
keep’’ under which carriers freely exchange traffic and collect charges from their end-user customers.
The rules emanating from this rulemaking could result in fundamental changes in the charges we
collect from other carriers and our end-users.

On April 27, 2001, the FCC issued an Order with regard to intercarrier compensation for
ISP-bound traffic. The Order required carriers serving ISP-bound traffic to reduce reciprocal
compensation rates over a 36-month period beginning with an initial reduction to $0.0015 per minute
of use and ending with a rate of $0.0007 per minute of use. In addition, a cap was placed on the
number of minutes of use on which the terminating carrier may charge such rates. This reduction
lowered costs that we paid CLECs for delivering such traffic to other carriers, but has not had, and is
not likely to have, a material effect on our results of operations.

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

Employees

As of September 30, 2003, we employed approximately 47,000 employees. This does not include
approximately 1,450 of our former employees who were transferred to a new company on
September 14, 2003 in connection with the sale of our Dex West business. In accordance with plans
that we approved in the fourth quarter of 2001 and the third quarter of 2002, we reduced our
employee levels by approximately 12,000 employees. You can find additional information regarding the
restructuring in Note 12—Restructuring and Merger-Related Charges to our consolidated financial
statements in Item 8 of this report.

Approximately 27,000 of our employees are represented by collective bargaining agreements with
the Communications Workers of America, or ‘‘CWA’’, and the International Brotherhood of Electrical
Workers, or ‘‘IBEW’’. We recently entered into new two-year collective bargaining agreements with
CWA and IBEW. Each of these agreements was ratified by union members, went into effect on
August 17, 2003 and expires on August 13, 2005. Among other things, these agreements provide for
guaranteed wage levels and continuing employment-related benefits.

Financial Information about Geographic Areas

We provide a variety of telecommunications services on a national and international basis to global
and national business, small business, government and consumer and wholesale customers. It is
impractical for us to provide financial information about geographic areas.

Website Access

Our website address is www.qwest.com. You may obtain free electronic copies of our annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all
amendments to those reports at our investor relations website, www.qwest.com/about/investor/, under
the heading ‘‘SEC Filings.’’ These reports are available on our investor relations website as soon as
reasonably practicable after we electronically file them with the Securities and Exchange Commission,
or SEC. However, we have not yet filed our quarterly reports on Form 10-Q since the first quarter of
2002 and have not amended prior filings based on the restatement.

ITEM 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:

December 31,

2002 2001 2000

(As restated)

Land and buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8% 9% 7%
Communications equipment . . . . . . . . . . . . . . . . . . . . . . . . . . 42% 40% 36%
Other network equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . 42% 42% 43%
General-purpose computers and other . . . . . . . . . . . . . . . . . . . 7% 7% 7%
Construction in progress . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1% 2% 7%

100% 100% 100%

14



Land and buildings consist of land, land 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 consists principally of computers, office equipment, vehicles and other general support
equipment. We own substantially all of our telecommunications equipment required for our business.
Total gross investment in plant, property and equipment was approximately $44.6 billion and
$54.4 billion (as restated) at December 31, 2002 and 2001, respectively, including the effect of
retirements, but before deducting accumulated depreciation.

Qwest-installed fiber optic cable is laid under various rights-of-way held by us. We own and lease
sales offices in major metropolitan locations both in the United States and internationally. 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 central office equipment for our local service
business are located in buildings and on land that we own.

Our public switched telephone network is predominantly located within our local service area.

ITEM 3. LEGAL PROCEEDINGS

Investigations

On April 3, 2002, the SEC issued an order of investigation that made formal an informal
investigation initiated on March 8, 2002. We are continuing in our efforts to cooperate fully with the
SEC in its investigation. The investigation includes, without limitation, inquiry into several specifically
identified Qwest accounting practices and transactions and related disclosures that are the subject of
the various adjustments and restatements described in this Form 10-K. See ‘‘Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Restatement of 2001 and 2000
Consolidated Financial Statements’’ in Part II, Item 7 below for more information about our
restatement. The investigation also includes inquiry into disclosure and other issues related to
transactions between us and certain of our vendors and certain investments in the securities of those
vendors by individuals associated with us.

On July 9, 2002, we were informed by the U.S. Attorney’s Office for the District of Colorado of a
criminal investigation of us. We believe the U.S. Attorney’s Office is investigating various matters that
include the subjects of the investigation by the SEC. We are continuing in our efforts to cooperate fully
with the U.S. Attorney’s Office in its investigation.

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

While we are continuing in our efforts to cooperate fully with the SEC and the U.S. Attorney’s
Office in each of their respective investigations, we cannot predict the outcome of those investigations.
We are currently in discussions with the SEC staff in an effort to resolve the issues raised in the SEC’s
investigation of us. Such discussions are preliminary and we cannot predict the likelihood of whether
those discussions will result in a settlement and, if so, the terms of such settlement. However,
settlements typically involve, among other things, the SEC making claims under the federal securities
laws in a complaint filed in United States District Court that, for purposes of the settlement, the
defendant neither admits nor denies. We would expect such claims to address many of the accounting
practices and transactions and related disclosures that are the subject of the various restatements we
have made as well as additional transactions. In addition, any settlement with the SEC may also
involve, among other things, the imposition of a civil penalty, the amount of which could be material,
and the entry of a court order that would require, among other things, that we and our officers and
directors comply with provisions of the federal securities laws as to which there have been allegations
of prior violations.
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In addition, as previously reported, the SEC has conducted an investigation concerning our
earnings release for the fourth quarter and full year 2000 issued on January 24, 2001. The release
provided pro forma normalized earnings information that excluded certain nonrecurring expense and
income items resulting primarily from our acquisition of U S WEST. On November 21, 2001, the SEC
staff informed us of its intent to recommend that the SEC authorize an action against us that would
allege we should have included in the earnings release a statement of our earnings in accordance with
GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our
current discussions with the staff of the SEC result in a settlement, such settlement will include claims
concerning the January 24, 2001 earnings release.

Also, as previously announced in July 2002 by the General Services Administration, or GSA, the
GSA is conducting a review of all contracts with us for purposes of determining present responsibility.
Recently, the Inspector General of the GSA referred to the GSA Suspension/Debarment Official the
question of whether Qwest should be considered for debarment. We have been informed that the basis
for the referral is last February’s indictment against four former employees in connection with a
transaction with the Arizona School Facilities Board in June 2001 and a civil complaint filed the same
day by the SEC against the same former employees and others relating to the Arizona School Facilities
Board transaction and a transaction with Genuity Inc. in 2000. We are cooperating fully with the GSA
and believe that we will remain a supplier of the government, although we cannot predict the outcome
of this referral.

Securities Actions and Derivative Actions

Since July 27, 2001, 13 putative class action complaints have been filed in federal district court in
Colorado against us alleging violations of the federal securities laws. One of those cases has been
dismissed. By court order, the remaining actions have been consolidated into a consolidated securities
action, which we refer to herein as the ‘‘consolidated securities action’’. Plaintiffs in the consolidated
securities action name as defendants in the Fourth Consolidated Amended Class Action Complaint
(referred to as the Fourth Consolidated Complaint), which was filed on or about August 21, 2002, us,
our former Chairman and Chief Executive Officer, Joseph P. Nacchio, our former Chief Financial
Officers, Robin R. Szeliga and Robert S. Woodruff, other of our former officers and current directors,
and Arthur Andersen LLP. The Fourth Consolidated Complaint is purportedly brought on behalf of
purchasers of our publicly traded securities between May 24, 1999 and February 14, 2002, and alleges,
among other things, that during the putative class period, we and certain of the individual defendants
made materially false statements regarding the results of our operations in violation of section 10(b) of
the Securities Exchange Act of 1934, or the ‘‘Exchange Act’’, that certain of the individual defendants
are liable as control persons under section 20(a) of the Exchange Act, and that during the putative
class period, certain of the individual defendants sold some of their shares of our common stock in
violation of section 20A of the Exchange Act. The Fourth Consolidated Complaint also alleges that our
financial results during the putative class period and statements regarding those results were false and
misleading due to the alleged: (i) overstatement of revenue, (ii) understatement of costs,
(iii) manipulation of employee benefits in order to increase profitability, and (iv) misstatement of
certain assets and liabilities. The Fourth Consolidated Complaint further alleges that we and certain of
the individual defendants violated Section 11 of the Securities Act of 1933, as amended, or the ‘‘1933
Act’’, and that certain of the individual defendants are liable as control persons under Section 15 of the
1933 Act by preparing and disseminating false registration statements and prospectuses for: (1) the
registration of 897,907,706 shares of our common stock to be issued to U S WEST shareholders dated
June 21, 1999, as amended August 13, 1999 and September 17, 1999; (2) the exchange of $3.25 billion
of our notes dated July 12, 2001; and (3) the exchange of $3.75 billion of our notes dated October 30,
2001. The Fourth Consolidated Complaint seeks unspecified compensatory damages and other relief.
However, lead counsel for the plaintiffs has indicated that plaintiffs will seek damages in the billions of
dollars. On September 20, 2002, both we and the individual defendants filed motions to dismiss the
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Fourth Consolidated Complaint. Those motions are currently pending before the court. On
November 4, 2002, lead plaintiffs in the consolidated securities action filed a motion for a temporary
restraining order and preliminary injunction seeking to enjoin the sale of Dex or, in the alternative, to
place the proceeds of such sale in a constructive trust for the benefit of the plaintiffs. The court denied
both motions.

On October 22, 2001, an alleged derivative lawsuit was filed in the United States District Court for
the District of Colorado, naming as defendants each of the then members of our Board of Directors,
and naming us as a nominal defendant. The derivative complaint is based upon the allegations made in
the consolidated securities action and alleges, among other things, that the Board members
intentionally or negligently breached their fiduciary duties to us by failing to oversee implementation of
securities laws that prohibit insider trading. The derivative complaint also alleges that the Board
members breached their fiduciary duties to us by causing or permitting us to commit alleged securities
violations, thus (i) causing us to be sued for such violations, and (ii) subjecting us to adverse publicity,
increasing our cost of raising capital and impairing earnings. The derivative complaint further alleges
that certain directors sold shares between April 26, 2001 and May 15, 2001 using non-public
information about us. On or about October 31, 2001, the court filed an order consolidating this
derivative lawsuit with the consolidated securities action. In December 2001, the derivative lawsuit was
stayed, pending further order of the court, based on the fact that the merits of the derivative lawsuit
are intertwined with the resolution of the consolidated securities action. In March 2002, plaintiffs filed
a first amended derivative complaint. The first amended derivative complaint adds allegations relating
to the disclosures of our consolidated financial results from April 2000 through February 2002. On or
about November 5, 2002, plaintiffs filed a second amended derivative complaint. The second amended
complaint adds as defendants to the lawsuit certain former officers, including Robin R. Szeliga,
Robert S. Woodruff, and others. The second amended complaint contains allegations in addition to
those set forth in the prior complaints, stating, among other things, that (i) certain officers and/or
directors traded our stock while in the possession of inside information, and (ii) certain officers and/or
directors caused the restatement of more than $1 billion in revenue by concealing improper accounting
practices. Plaintiffs seek, among other remedies, disgorgement of alleged insider trading profits. The
lawsuit remains stayed.

On March 6, 2002, an alleged derivative lawsuit was filed in the District Court for the City and
County of Denver, naming as defendants each of the then members of our Board of Directors, certain
former officers of ours and Arthur Andersen LLP. We are named as a nominal defendant. The
derivative complaint is based upon the allegations made in the consolidated securities action and
alleges that the Board members intentionally or recklessly breached their fiduciary duties to us by
causing or allowing us to issue financial disclosures that were false or misleading. Plaintiffs seek
unspecified damages on our behalf against the defendants. On July 2, 2002, this state court derivative
lawsuit was stayed pending further order of the court. On or about August 1, 2003, the plaintiffs filed
an amended derivative complaint, which does not contain claims against our former officers and Arthur
Andersen, but continues to assert claims against the Board defendants. In the amended complaint, the
plaintiffs allege, among other things, that the individual defendants abdicated their duty to implement
and maintain an adequate internal accounting control system and thus allegedly violated (i) their
fiduciary duties of loyalty and good faith; (ii) GAAP; and (iii) our Audit Committee’s charter (which
requires, among other things, that our Audit Committee serve as an independent and objective party to
monitor our financial reporting and internal control system). The amended complaint also states new
claims against Mr. Nacchio for his alleged breach of fiduciary duties. Plaintiffs seek a court order
requiring that Mr. Nacchio disgorge to us all of his 2001 compensation, including salary, bonus,
long-term incentive payouts and stock options. In addition, the plaintiffs contend that Mr. Nacchio
breached his fiduciary duties to us by virtue of his sales of our stock allegedly made using his
knowledge of material non-public information. The plaintiffs seek the imposition of a constructive trust
on any profits Mr. Nacchio obtained by virtue of these sales.

17



Since March 2002, seven putative class action suits were filed in federal district court in Colorado
purportedly on behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan
and predecessor plans, or the ‘‘Plan’’, from March 7, 1999 until the present. By court order, five of
these putative class actions have been consolidated, and the claims made by the plaintiff in the sixth
case were subsequently included in the Second Amended and Consolidated Complaint described below.
We expect the seventh putative class action to be consolidated with the other cases since it asserts
substantially the same claims. The consolidated amended complaint filed on July 5, 2002, or the
‘‘consolidated ERISA action’’, names as defendants, among others, us, several former and current
directors, officers and employees, Qwest Asset Management, the Plan’s Investment Committee, and the
Plan Administrative Committee of the pre-Merger Qwest Communications 401(k) Savings Plan.
Plaintiffs filed a Second Amended and Consolidated Complaint on May 21, 2003, naming as additional
defendants a former employee and Qwest’s Plan Design Committee. The consolidated ERISA action,
which is brought under the Employee Retirement Income Security Act, or ‘‘ERISA’’, alleges, among
other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively
concentrating the Plan’s assets invested in our stock, requiring certain participants in the Plan to hold
the matching contributions received from us in the Qwest Shares Fund, failing to disclose to the
participants the alleged accounting improprieties that are the subject of the consolidated securities
action, failing to investigate the prudence of investing in our stock, continuing to offer our stock as an
investment option under the Plan, failing to investigate the effect of the U S WEST merger on Plan
assets and then failing to vote the Plan’s shares against it, preventing plan participants from acquiring
our stock during certain periods, and, as against some of the individual defendants, capitalizing on their
private knowledge of our financial condition to reap profits in stock sales. Plaintiffs seek equitable and
declaratory relief, along with attorneys’ fees and costs and restitution. Plaintiffs moved for class
certification on January 15, 2003, and we have opposed that motion, which is pending before the court.
Defendants filed motions to dismiss the consolidated ERISA action on August 22, 2002. Those motions
are also pending before the court.

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder
against us, The Anschutz Family Investment Co., Philip Anschutz, Joseph P. Nacchio and Robin R.
Szeliga on behalf of purchasers of our stock between June 28, 2000 and June 27, 2002 and owners of
U S WEST stock on June 28, 2000. The complaint alleges, among other things, that we and the
individual defendants issued false and misleading statements and engaged in improper accounting
practices in order to accomplish the U S WEST merger, to make us appear successful and to inflate
the value of our stock. The complaint asserts claims under Sections 11, 12, 15 and 17 of the 1933 Act.
The complaint seeks unspecified monetary damages, disgorgement of illegal gains, and other relief. On
July 31, 2002, the defendants removed this state court action to federal district court in Colorado and
subsequently moved to consolidate this action with the consolidated securities action identified above.
The plaintiffs have moved to remand the lawsuit back to state court. Defendants have opposed that
motion, which is pending before the court.

On August 9, 2002, an alleged derivative lawsuit was filed in the Court of Chancery of the State of
Delaware, naming as defendants each of the then members of our Board of Directors and our current
Chief Financial Officer, Oren G. Shaffer, and naming us as a nominal defendant. On or about
September 16, 2002, an amended complaint was filed in the action, naming the same defendants except
Mr. Shaffer, who is no longer a defendant in the action. A separate alleged derivative lawsuit was filed
in the Court of Chancery of the State of Delaware on or about August 28, 2002. That lawsuit names as
defendants our former Chairman and Chief Executive Officer, Joseph P. Nacchio, our former Chief
Financial Officer, Robert S. Woodruff, former Board member, Marilyn Carlson Nelson, and each of the
then members of our Board of Directors and names us as a nominal defendant. On October 30, 2002,
these two alleged derivative lawsuits were consolidated, and an amended complaint (the ‘‘Second
Amended Complaint’’) was later filed on or about January 23, 2003, and names as defendants the
current members of our Board of Directors, former Board member Hank Brown, our former Chief
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Executive Officer, Joseph P. Nacchio, and our former Chief Financial Officer, Robert Woodruff, and
names us as a nominal defendant. In the Second Amended Complaint, the plaintiffs allege, among
other things, that the individual defendants (i) breached their fiduciary duties by allegedly engaging in
illegal insider trading in our stock; (ii) failed to ensure compliance with federal and state disclosure,
anti-fraud and insider trading laws within Qwest, resulting in exposure to us; (iii) appropriated
corporate opportunities, wasted corporate assets and self-dealt in connection with investments in Initial
Public Offering securities through our investment bankers; and (iv) improperly awarded severance
payments of $13 million to our former Chief Executive Officer, Mr. Nacchio. The plaintiffs seek
recovery of incentive compensation alleged wrongfully paid to certain defendants, all severance
payments made to Messrs. Nacchio and Woodruff, and all costs including legal and accounting fees.
Plaintiffs have also requested, among other things, that the individual defendants compensate us for
any insider-trading profits. Plaintiffs likewise allege that we are entitled to contribution and
indemnification by each of the individual defendants. Plaintiffs request that the court cancel all
unexercised stock options awarded to Messrs. Nacchio and Woodruff to which they were not entitled,
that the defendants return to us all salaries and other remuneration paid to them by us during the time
they breached their fiduciary duties, and that the court order the defendants to enforce policies,
practices and procedures on behalf of us designed to detect and prevent illegal conduct by our
employees and representatives. On March 17, 2003, defendants moved to dismiss the Second Amended
Complaint, or, in the alternative, to stay the action. That motion is pending before the court.

On November 22, 2002, plaintiff Stephen Weseley IRA Rollover filed a purported derivative
lawsuit in Denver District Court, naming as defendants each of the then members of our Board of
Directors, certain of our former officers, Anschutz Company and us as a nominal defendant. Plaintiff
alleges, among other things, that the director defendants breached their fiduciary duties to us and
damaged us by deliberately in bad faith or recklessly (i) implementing a sham system of internal
controls completely inadequate to ensure proper recognition of revenue; (ii) causing us to issue false
and misleading statements and financial results to the market regarding our earnings, revenues,
business and investments; (iii) exposing us to massive liability for securities fraud; (iv) damaging our
reputation; and (v) trading our shares while in possession of material, non-public information regarding
our true financial condition. The complaint purports to state causes of action for breach of fiduciary
duty, gross negligence, unjust enrichment against some of our former officers and breach of contract
and breach of the duty of loyalty/insider trader trading against several of our former officers and
former and current directors. On or about January 7, 2003, plaintiff’s counsel filed a proposed
amended complaint which substitutes a new plaintiff, Thomas R. Strauss, and adds another former
officer as a defendant. In the amended complaint, plaintiff seeks (i) disgorgement of bonuses and other
incentive compensation paid to certain defendants; (ii) any profits that certain defendants made by
virtue of their alleged trading on material, inside information; and (iii) other damages. By order dated
January 9, 2003, the court permitted the substitution and Strauss became the plaintiff in this lawsuit
under the amended complaint.

On December 10, 2002, the California State Teachers’ Retirement System, or ‘‘CalSTRS’’, filed suit
against us, certain of our former officers and certain of our current directors and several other
defendants, including Arthur Andersen LLP and several investment banks, in the Superior Court of the
State of California in and for the County of San Francisco. CalSTRS alleges that the defendants
engaged in fraudulent conduct that caused CalSTRS to lose in excess of $150 million invested in our
equity and debt securities. The complaint alleges, among other things, that in press releases and other
public statements, defendants represented that we were one of the highest revenue producing
telecommunications companies in the world, with highly favorable results and prospects. CalSTRS
alleges that defendants were engaged, however, ‘‘in a scheme to falsely inflate Qwest’s revenues and
decrease its expenses so that Qwest would appear more successful than it actually was.’’ The complaint
purports to state causes of action against us for (i) violation of California Corporations Code
Section 25400 et seq. (securities laws) (seeking, among other damages, the difference between the price
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at which CalSTRS sold our notes and stock and their true value); (ii) violation of California
Corporations Code Section 17200 et seq. (unfair competition); (iii) fraud, deceit and concealment; and
(iv) breach of fiduciary duty. Among other requested relief, CalSTRS seeks compensatory, special and
punitive damages, restitution, pre-judgment interest and costs. We and the individual defendants filed a
demurrer, seeking dismissal of all claims. In response, the plaintiff voluntarily dismissed the unfair
competition claim but maintained the balance of the complaint. The court denied the demurrer as to
the California securities law and fraud claims, but dismissed the breach of fiduciary duty claim against
us with leave to amend. The court also dismissed the claims against Robert S. Woodruff and Robin R.
Szeliga on jurisdictional grounds. On or about July 25, 2003, plaintiff filed a First Amended Complaint.
The material allegations remain largely the same, but plaintiff no longer alleges claims against
Mr. Woodruff and Ms. Szeliga following the court’s dismissal of the claims against them, and it has
modified its allegation against us for breach of fiduciary duty to an allegation of aiding and abetting
breach of fiduciary duty. We have filed a second demurrer, seeking to dismiss the allegation of aiding
and abetting breach of fiduciary duty. The court has not ruled on this demurrer.

On November 27, 2002, the State of New Jersey (Treasury Department, Division of Investment), or
‘‘New Jersey’’, filed a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer
County. New Jersey alleges, among other things, that we, certain of our former officers and certain
current directors and Arthur Andersen LLP caused our stock to trade at artificially inflated prices by
employing improper accounting practices, and by issuing false statements about our business, revenues
and profits. As a result, New Jersey contends that it incurred tens of millions of dollars in losses. New
Jersey’s complaint purports to state causes of action against us for: (i) fraud; (ii) negligent
misrepresentation; and (iii) breach of fiduciary duty. Among other requested relief, New Jersey seeks
from defendants, jointly and severally, compensatory, consequential, incidental and punitive damages.
In March 2003, we filed a motion to dismiss plaintiff’s complaint. That motion has been fully briefed by
the parties and is pending before the court.

On January 10, 2003, the State Universities Retirement System of Illinois, or ‘‘SURSI’’, filed a
lawsuit similar to the CalSTRS and New Jersey lawsuits in the Circuit Court of Cook County, Illinois.
SURSI filed suit against us, certain of our former officers and certain current directors and several
other defendants, including Arthur Andersen LLP and several investment banks. SURSI alleges that
defendants engaged in fraudulent conduct that caused it to lose in excess of $12.5 million invested in
our common stock and debt and equity securities. The complaint alleges, among other things, that in
press releases and other public statements, defendants represented that we were one of the highest
revenue producing telecommunications companies in the world, with highly favorable results and
prospects. SURSI alleges that defendants were engaged, however, in a scheme to falsely inflate our
revenues and decrease our expenses. The complaint purports to state causes of action against us under:
(i) the Illinois Securities Act; (ii) the Illinois Consumer Fraud and Deceptive Business Practice Act;
(iii) common law fraud; (iv) common law negligent misrepresentation; and (v) Section 11 of the 1933
Act. SURSI seeks, among other relief, punitive and exemplary damages, costs, equitable relief including
an injunction to freeze or prevent disposition of the defendants’ assets and disgorgement. On
March 28, 2003, SURSI filed a First Amended Complaint. The amended complaint adds 12 defendants,
including one current officer and several of our former officers or employees, Calpoint, LLC, KMC
Telecom Holdings, Inc., or KMC, KPNQwest and Koninklijke KPN, N.V. In addition, SURSI
supplements its earlier allegations by contending, among other things, that we: (i) improperly
recognized $100 million from a transaction involving Genuity, Inc. in September 2000; (ii) fraudulently
recognized $34 million in revenue in the second quarter of 2001 in a transaction involving the Arizona
School Facilities Board; and (iii) otherwise improperly accounted for certain revenue in connection with
transactions with, among others, Calpoint and KMC. On October 1, 2003, plaintiff filed a motion to
dismiss without prejudice its claims against three of the individual defendants and defendant KMC, all
of whom had been added as defendants in the First Amended Complaint.
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The consolidated securities action, the consolidated ERISA action and the CalSTRS, New Jersey
and SURSI actions described above present material and significant risk to us. Some of the allegations
in these lawsuits include many of the same subjects that the SEC and U.S. Attorney’s Office are
investigating. Moreover, the size, scope and nature of the restatements that we are making in this
report affect the risk presented by these cases. While we intend to defend against these matters
vigorously, the ultimate outcomes of these cases are very uncertain, and we can give no assurance as to
the impacts on our financial results or financial condition as a result of these matters. Each of these
cases is in a preliminary phase. None of the plaintiffs or the defendants has advanced evidence
concerning possible recoverable damages, and we have not yet conducted discovery on these and other
relevant issues. Thus, we are unable at this time to estimate reasonably a range of loss that we would
incur if the plaintiffs in one or more of these lawsuits were to prevail. Any settlement of or judgment
on one or more of these claims could be material, and we cannot give any assurance that we would
have the resources available to pay such judgments. Also, our ability to meet our debt service
obligations and our financial condition could be materially and adversely affected.

Regulatory Matters

On February 14, 2002, the Minnesota Department of Commerce filed a formal complaint against
us with the Minnesota Public Utilities Commission alleging that we, in contravention of federal and
state law, failed to file interconnection agreements with the Minnesota Commission relating to certain
of our wholesale customers, and thereby allegedly discriminated against other CLECs. On October 21,
2002, the Minnesota Commission adopted in full a proposal by an administrative law judge that we
committed 26 individual violations of federal law by failing to file, as required under Section 252 of the
Telecommunications Act, 26 distinct provisions found in 12 separate agreements with individual CLECs
for regulated services in Minnesota. The order also found that we agreed to provide and did provide to
McLeod USA, or ‘‘McLeod’’, and Eschelon Telecom, Inc., or ‘‘Eschelon’’, discounts on regulated
wholesale services of up to 10% that were not made available to other CLECs, thereby unlawfully
discriminating against them. The order found we also violated state law, that the harm caused by our
conduct extended to both customers and competitors, and that the damages to CLECs would amount
to several million dollars for Minnesota alone.

On February 28, 2003, the Minnesota Commission issued its initial written decision imposing fines
and penalties, which was later revised on April 8, 2003 to include a fine of nearly $26 million and
ordered us to:

• grant a 10% discount off all intrastate Minnesota wholesale services to all carriers other than
Eschelon and McLeod; this discount would be applicable to purchases made by these carriers
during the period beginning on November 15, 2000 and ending on May 15, 2002;

• grant all carriers other than Eschelon and McLeod monthly credits of $13 to $16 per UNE-P
line (subject to certain offsets) during the months of November 2000 through February 2001;

• pay all carriers other than Eschelon and McLeod monthly credits of $2 per access line (subject
to certain offsets) during the months of July 2001 through February 2002; and

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

The Minnesota Commission issued its final, written decision setting forth the penalties described
above on May 21, 2003. On June 19, 2003, we appealed the Minnesota Commission’s orders to the
United States District Court for the District of Minnesota. The appeal is pending.

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal
proceedings regarding our alleged failure to file required agreements in those states. On July 25, 2003,
we entered into a settlement with the staff of the Arizona Corporation Commission to settle this and
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several other proceedings. The proposed settlement, which must be approved by the Arizona
Commission, requires that we provide approximately $21 million in consideration in the form of a
voluntary contribution to the Arizona State Treasury, contributions to certain organizations and/or
infrastructure investments and refunds in the form of bill credits to CLECs. New Mexico has issued an
order providing its interpretation of the standard for filing these agreements, identified certain of our
contracts as coming within that standard and opened a separate docket to consider further proceedings.
Colorado has also opened an investigation into these matters. On June 26, 2003, we received from the
FCC a letter of inquiry seeking information about these matters. We submitted our initial response to
this inquiry on July 31, 2003. The proceedings and investigations in New Mexico, Colorado, Washington
and at the FCC could result in the imposition of fines and other penalties against us. Iowa and South
Dakota have concluded their inquiries resulting in no imposition of penalties or obligations to issue
credits to CLECs in those states.

Illuminet, Inc., a traffic aggregator, and several of its customers have filed complaints with the
regulatory agencies in Idaho, Nebraska, Iowa, North Dakota and New Mexico, alleging that they are
entitled to refunds due to our purported improper implementation of tariffs governing certain signaling
services we provide in those states. The commissions in Idaho and Nebraska have ruled in favor of
Illuminet and awarded it $1.5 million and $4.8 million, respectively. We have sought reconsideration in
both states, which was denied. We have perfected an appeal in Nebraska. The proceedings in the other
states and in states where Illuminet has not yet filed complaints could result in agency decisions
requiring additional refunds.

As a part of the approval by the FCC of the U S WEST merger, the FCC required us to engage
an independent auditor to perform an attestation review of our compliance with our divestiture of
in-region InterLATA services and our ongoing compliance with Section 271 of the Telecommunications
Act. In 2001, the FCC began an investigation of our compliance with the divestiture of in-region
InterLATA services and our ongoing compliance with Section 271 for the audit years 2000 and 2001. In
connection with this investigation, we disclosed certain matters to the FCC that occurred in 2000, 2001,
2002 and 2003. These matters were resolved with the issuance of a consent decree on May 7, 2003, by
which the investigation was concluded. As part of the consent decree, we made a voluntary payment to
the U.S. Treasury in the amount of $6.5 million, and agreed to a compliance plan for certain future
activities. Separate from this investigation, we disclosed matters to the FCC in connection with our
2002 compliance audit, including a change in traffic flow related to wholesale transport for operator
services traffic and certain toll-free traffic, certain bill mis-labeling for commercial credit card bills, and
certain billing errors for public telephone services originating in South Dakota and for toll free services.
The FCC has not yet instituted an investigation into the latter categories of matters. If it does so, an
investigation could result in the imposition of fines and other penalties against us.

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

Notice of Rescission from Insurance Carriers and Demand for Arbitration

On October 17, 2002, we received a Notice and Demand for Arbitration filed with the American
Arbitration Association, or the ‘‘AAA’’, by several of our insurance carriers, including the primary
carrier on our Director and Officer, or ‘‘D&O’’, Liability insurance policies, the primary carrier on our
Employee Benefit Plan Fiduciary Liability insurance policies and several insurance companies that are
excess carriers on these policies. The Notice stated that the insurance carriers have determined to
rescind their respective policies, and the Demand for Arbitration sought a ruling rescinding the policies
based on alleged material misstatements and omissions made in our consolidated financial statements
and other publicly filed documents with the SEC. Two other excess carriers filed similar Demands for
Arbitration on November 15 and 18, 2002, respectively, and all Demands for Arbitration were
consolidated into one AAA proceeding.
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On November 5, 2002, we filed a lawsuit in the Court of Chancery of the State of Delaware to
compel non-binding mediation of the dispute and enjoin the carriers from arbitrating the matter,
pursuant to provisions in the insurance polices which allow us to choose the form of alternative dispute
resolution to resolve coverage disputes. By order dated December 20, 2002, the Court of Chancery
permanently enjoined the carriers from pursuing arbitration and directed the carriers to submit to
mediation. Following the court’s decision, we and the carriers postponed formal mediation and entered
into informal discussions in an effort to resolve our disputes. Those discussions are ongoing and include
two additional excess carriers that were not parties to the AAA arbitration or the Delaware lawsuit, but
have subsequently provided notice to us of rescission or denial of coverage of their respective policies.

The insurance policies that the carriers seek to rescind comprise: (i) $225 million of the Qwest
D&O Liability Runoff Program (for the policy period June 30, 2000 to June 30, 2006), which otherwise
provides coverage of up to $250 million for claims that at least in part involve conduct pre-dating the
U S WEST merger; (ii) $225 million of the Qwest D&O Liability Ongoing Program (for the policy
period June 30, 2000 to June 30, 2003), which otherwise provides coverage of up to $250 million for
claims exclusively involving post-Merger conduct; and (iii) the Qwest Fiduciary Liability Program (for
the policy period June 12, 1998 to June 30, 2003), which otherwise provides coverage of up to
$100 million for claims in connection with Employee Benefit Plans. The insurance carriers are seeking
to rescind these policies and any coverage that these policies could provide for, among other things, the
consolidated securities action, the actions by CalSTRS, New Jersey and SURSI, the Colorado (federal
and state) and Delaware derivative actions, the consolidated ERISA action, the SEC investigation, and
the U.S. Attorney’s Office investigation, which are described above.

In addition to these attempts to rescind policies issued to us, one carrier that has not attempted to
rescind its policies, Twin City Fire Insurance Company, has denied coverage for most of the above-
mentioned matters under two excess policies it issued. These two excess policies comprise the
remaining $25 million balance of our coverage under each of the D&O liability insurance programs
described in the preceding paragraph. Twin City is also participating in the ongoing discussions between
us and our carriers to resolve our disputes.

In connection with the ongoing discussions with our insurance carriers in an effort to resolve our
disputes, we recently reached a preliminary, non-binding agreement, which provides, among other
things, that we would pay an additional premium in exchange for resolution of the carriers’ coverage
and other defenses. This preliminary, non-binding agreement is subject to the parties entering into a
definitive agreement on or before October 30, 2003 and approval by our Board of Directors.

We intend to vigorously oppose the insurance carriers’ efforts to rescind or otherwise deny
coverage under the policies identified above if we are unable to reach a definitive settlement with the
carriers. However, there can be no assurance that we will enter into a definitive settlement agreement
with the carriers, or that we will not incur a material loss with respect to these matters. While we
believe that, in the event the insurance carriers are successful in rescinding coverage, other insurance
policies may provide partial coverage. However, there is risk that none of the claims we have made
under the Qwest policies described above will be covered by such other policies. In any event, the
terms and conditions of the applicable certificates or articles of incorporation, applicable bylaws,
applicable law and any applicable agreements may obligate us to indemnify (and advance legal expenses
to) our current and former directors, officers, and employees for any liabilities related to these claims.

Other Matters

In January 2001, an amended purported class action complaint was filed in Denver District Court
against us and certain current and former officers and directors on behalf of stockholders of
U S WEST. The complaint alleges that we have a duty to pay a quarterly dividend to U S WEST
stockholders of record as of June 30, 2000. Plaintiffs further claim that the defendants attempted to
avoid paying the dividend by changing the record date from June 30, 2000 to July 10, 2000. In
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September 2002, we filed a motion for summary judgment on all claims. Plaintiffs filed a cross-motion
for summary judgment on their breach of contract claims only. On July 15, 2003, the court denied both
summary judgment motions.

In August 2001, we filed a complaint in state court in Colorado and an arbitration demand against
Touch America, Inc. In response, also in August 2001, Touch America filed a complaint against us in
federal district court in Montana, which was later dismissed. Touch America also filed answers and
counterclaims in the arbitration and in the Colorado lawsuit. The disputes between us and Touch
America relate to various billing, reimbursement and other commercial disputes in connection with
certain agreements entered into on or about June 30, 2000 for the sale to Touch America of our
InterLATA business in our local service area (Arizona, Colorado, Idaho, Iowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming).
Touch America also alleged that we violated state and federal antitrust laws, the Telecommunications
Act (including claims alleging that our sale of indefeasible rights of use is in violation of the
Telecommunications Act) and our FCC tariff. Each party seeks damages against the other for amounts
billed and unpaid and for other disputes. The Colorado lawsuit has not yet progressed beyond a
preliminary stage. On March 26, 2003, we received an interim opinion and award in the arbitration
filed by us. The arbitrator determined that Touch America is obligated to pay us a net amount of
approximately $59.6 million plus interest (in an amount to be determined). The interim opinion and
award resolved the majority of issues in the arbitration. However, the arbitrator retained jurisdiction to
decide certain issues raised during or immediately after the arbitration hearing, and in some cases to
determine whether any further dispute remains on issues the arbitrator had previously addressed. In
addition to the litigation and arbitration, Touch America also filed two administrative complaints at the
FCC alleging violations of the Telecommunications Act by us. Touch America and we have agreed to
resolve all of these matters in a settlement agreement that must be approved by the United States
Bankruptcy Court for the District of Delaware, the terms of which are described below. Touch America
and we have requested, and the FCC has granted, requests to stay the two FCC complaints pending
approval of the settlement agreement by the Bankruptcy Court.

On June 19, 2003, Touch America filed a voluntary petition commencing a case under Chapter 11
of the United States Bankruptcy Code in the United States Bankruptcy Court for the District of
Delaware. The aforementioned arbitration, Colorado lawsuit and FCC complaints were stayed either as
a result of the filing of Touch America’s bankruptcy petition or by the subsequent agreement of the
parties. Immediately prior to Touch America’s bankruptcy filing, Touch America and Qwest negotiated
a settlement agreement the terms of which are memorialized in a Proposal for Global Settlement
between Touch America and us dated June 22, 2003, and which is referred to herein as the ‘‘Settlement
Proposal’’. The Settlement Proposal provides for: (a) the mutual general release of some or all claims
known or unknown, suspected or unsuspected as of the effective date of the settlement; (b) the
immediate termination of proceedings and dismissal with prejudice of all arbitration proceedings,
complaints and other proceedings pending before the FCC, and all litigation between Touch America
and us; (c) Touch America’s forgiveness of a $23 million obligation due from us to Touch America;
(d) the adjustment to zero by Touch America and us of all accounts payable and receivable for services
delivered one to the other prior to May 31, 2003; (e) our agreement to loan Touch America $10 million
under a debtor in possession financing agreement, the balance of which loan will be forgiven by us if
the settlement agreement is approved by the bankruptcy court prior to October 31, 2003, or repaid by
Touch America if the settlement is not approved; (f) Touch America’s agreement to continue to provide
or contract for the provisioning of services currently provided to us; and (g) our agreement to purchase
certain fiber assets necessary to our in-region operations from Touch America for a total price of
$8 million. The terms of the settlement proposal were further detailed and agreed to in the global
settlement and release agreement between the debtors and Qwest dated August 6, 2003.

A motion for approval of the settlement agreement between Touch America and us was filed
August 1, 2003 and is pending. The Creditors Committee has indicated that it has objections to the
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settlement agreement. In addition, 360 Networks was the successful bidder in a bankruptcy court
auction to purchase most of the Touch America assets, including network assets used by Touch America
to provide services to Qwest. On September 9, 2003, we reached an interim agreement with 360
Networks, Touch America and the Creditors Committee pursuant to which 360 Networks and Touch
America agreed to continue to provide certain of these services. We are working with both the
Creditors Committee and 360 Networks to try to address their concerns while protecting our interests
and customers. However, we can give no assurance that the settlement agreement will be approved on
the terms described above or at all.

From time to time we receive complaints and become subject to investigations regarding
‘‘slamming’’ (the practice of changing long-distance carriers without the customer’s consent),
‘‘cramming’’ (the practice of charging a consumer for goods or services that the consumer has not
authorized or ordered) and other sales practices. In December 2001, an administrative law judge
recommended to the California Public Utilities Commission that we be assessed a $38 million penalty
for alleged slamming and cramming violations. On October 24, 2002, the full California Commission
issued a decision reducing the fine to $20.3 million. We have appealed that decision, and, the appeal
was unsuccessful. Through August 2003, we resolved allegations and complaints of slamming and
cramming with the Attorneys General for the states of Arizona, Colorado, Florida, Idaho, Oregon,
Utah and Washington. In each of those states, we agreed to comply with certain terms governing our
sales practices and to pay each of the states between $200,000 and $3.75 million. We may become
subject to other investigations or complaints in the future, and any such complaints or investigations
could result in further legal action and the imposition of fines, penalties or damage awards.

Several purported class actions were filed in various courts against us on behalf of landowners in
Alabama, California, Colorado, Georgia, Illinois, Indiana, Kansas, Louisiana, Mississippi, Missouri,
North Carolina, Oregon, South Carolina, Tennessee and Texas. Class certification was denied in the
Louisiana proceeding and, subsequently, summary judgment was granted in our favor. A new Louisiana
class action complaint has recently been filed. Class certification was also denied in the California
proceeding, although plaintiffs have filed a motion for reconsideration. Class certification was granted
in the Illinois proceeding. Class certification has not been resolved yet in the other proceedings. The
complaints challenge our right to install our fiber optic cable in railroad rights-of-way and, in Colorado,
Illinois and Texas, also challenge our right to install fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challenges our right to install fiber optic cable in any
right-of-way, including public highways. The complaints allege that the railroads, 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 on the plaintiff’s property. 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 Alabama,
California, Colorado, Georgia, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South
Carolina, Tennessee and Texas actions purport to be on behalf of a class of such landowners in those
states, respectively. The Illinois action purports to be on behalf of landowners adjacent to railroad
rights-of-way over which our network passes in Illinois, Iowa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio and Wisconsin. Plaintiffs in the Illinois action have filed a motion to expand the class
to a nationwide class. The complaints seek damages on theories of trespass and unjust enrichment, as
well as punitive damages. Together with some of the other telecommunication carrier defendants, in
September 2002, we filed a proposed settlement of all these matters in the United States District Court
for the Northern District of Illinois. On July 25, 2003, the court granted preliminary approval of the
settlement and entered an order enjoining competing class action claims, except those in Louisiana.
The settlement and the court’s injunction are opposed by some, but not all, of the plaintiffs’ counsel
and are on appeal before the Seventh Circuit Court of Appeals. At this time, we cannot determine
whether such settlement will be ultimately approved or the final cost of the settlement if it is approved.

On October 31, 2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living
Trust, dated January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants
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violated state and federal securities laws and engaged in fraudulent behavior in connection with an
investment by the plaintiff in securities of KPNQwest. We are a defendant in this lawsuit along with
Qwest B.V., Joseph Nacchio and John McMaster, the former President and Chief Executive Officer of
KPNQwest. The plaintiff trust claims to have lost $10 million in its investment in KPNQwest.

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

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of security holders during the fourth quarter of 2002, or
during 2003 through the date of this filing.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Market for Qwest Common Stock

The United States market for trading in our common stock is the New York Stock Exchange. As
of September 30, 2003, our common stock was held by approximately 452,000 stockholders of record.
The following table sets forth the per share dividends that we paid during the periods indicated and the
high and low sales prices per share of our common stock for the periods indicated.

Market Price

Per Share Market and Dividend Data High Low Dividends(1)

2002
First quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $14.93 $ 7.27 $ —
Second quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8.00 1.79 —
Third quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3.60 1.11 —
Fourth quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5.69 1.95 —
2001
First quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $47.50 $33.25 $ —
Second quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 40.90 29.82 0.05
Third quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31.15 16.50 —
Fourth quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18.90 11.51 —

(1) We did not pay any cash dividends on our common stock in 2002.

For a discussion of restrictions on our subsidiaries’ ability to pay dividends to us contained in
certain of our debt instruments, see Note 11—Borrowings to our consolidated financial statements in
Item 8 of this report. Also, the information regarding securities authorized for issuance under our
equity compensation plans is incorporated by reference to the section entitled ‘‘Equity Compensation
Plan Information’’ in Part III, Item 12 of this report.

Sales of Unregistered Securities

On various dates during 2002, 2001 and 2000, we issued out of shares reserved for the Qwest
Equity Incentive Plan 31,731, 114,089 and 53,596 shares of our common stock, respectively, to cover
bonus amounts due to certain of our former employees who were then employed at one of our
majority-owned subsidiaries. We sold these shares in the open market on various dates during 2002,
2001 and 2000 for aggregate gross proceeds of $140,251, $2,470,026 and $2,534,317, respectively. Upon
reviewing the manner in which these shares were issued and sold, we subsequently determined that the
sales of stock did not qualify for registration under any of our S-8 registration statements as originally
intended and that no applicable exemptions from registration were available.

During the three months ended March 31, 2002, we issued approximately 9.88 million shares of
our common stock out of treasury that were not registered under the 1933 Act in reliance on an
exemption pursuant to Section 3(a)(9) of that Act. These shares of common stock were issued in a
number of separately and privately negotiated direct exchange transactions occurring on various dates
throughout the quarter for $97 million in face amount of debt issued by Qwest Capital Funding, Inc.
(QCF), a wholly owned subsidiary and guaranteed by Qwest. The trading prices for our shares at the
time the exchange transactions were consummated ranged from $8.29 per share to $9.18 per share. No
underwriters or underwriting discounts or commissions were involved.
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ITEM 6. SELECTED FINANCIAL DATA

On June 30, 2000, we completed our acquisition of U S WEST Inc. (the ‘‘Merger’’). We accounted
for the Merger as a reverse acquisition under the purchase method of accounting, with U S WEST
being deemed the accounting acquirer and pre-Merger Qwest the acquired entity. As a result, our
consolidated financial statements do not include financial results of pre-Merger Qwest for any period
prior to June 30, 2000. For the years ended December 31, 2001 and 2000, the data in the table below is
presented on an as adjusted basis to reflect the restatement of results for those years (see below and
Note 3—Restatement of Results to our consolidated financial statements in Item 8 of this report). For
1999 and 1998, the selected financial data in the table below is presented on a restated basis, to reflect
a correction in our accounting for directory publishing revenues and costs and to present the directory
publishing business as a discontinued operation (see Note 8—Assets Held for Sale including
Discontinued Operations to our consolidated financial statements in Item 8 of this report). The results
presented below for 1999 and 1998 have not been re-audited. You should refer to ‘‘Management’s
Discussion and Analysis of Financial Condition and Results of Operations’’ in Item 7 of this report and
the notes to our consolidated financial statements for information regarding matters that might cause
the financial data presented herein not to be indicative of our future financial condition or results of
operations.

Year Ended December 31,

1999 1998
2001 2000 (As restated, (As restated,

2002 (As restated) (As restated) Unaudited) Unaudited)

(Dollars in millions, shares in thousands except per share amounts)

Operating revenues . . . . . . . . . . . . . . $ 15,385 $ 16,524 $ 14,148 $ 11,746 $ 11,128
Operating expenses . . . . . . . . . . . . . . 34,282 18,898 14,422 9,101 8,688
Operating income (loss) . . . . . . . . . . . (18,897) (2,374) (274) 2,645 2,440
(Loss) income from continuing

operations . . . . . . . . . . . . . . . . . . . (17,625) (6,138) (1,442) 884 1,142
Net (loss) income(1) . . . . . . . . . . . . . $ (38,468) $ (5,603) $ (1,037) $ 1,084 $ 1,500
(Loss) earnings per share:(2)

Continuing operations:
Basic . . . . . . . . . . . . . . . . . . . . . $ (10.48) $ (3.69) $ (1.13) $ 1.01 $ 1.34
Diluted . . . . . . . . . . . . . . . . . . . . $ (10.48) $ (3.69) $ (1.13) $ 1.00 $ 1.32

Net (loss) income:
Basic . . . . . . . . . . . . . . . . . . . . . $ (22.87) $ (3.37) $ (0.82) $ 1.24 $ 1.75
Diluted . . . . . . . . . . . . . . . . . . . . $ (22.87) $ (3.37) $ (0.82) $ 1.23 $ 1.74

Weighted average common shares
outstanding (in thousands):(2)

Basic . . . . . . . . . . . . . . . . . . . . . 1,682,056 1,661,133 1,272,088 872,309 854,967
Diluted . . . . . . . . . . . . . . . . . . . . 1,682,056 1,661,133 1,272,088 880,753 862,581

Dividends per common share . . . . . . . $ 0.00 $ 0.05 $ 0.31 $ 1.36 $ 1.24

Balance sheet data:
Total assets . . . . . . . . . . . . . . . . . . . . $ 29,345 $ 72,166 $ 72,816 $ 22,914 $ 18,416
Total debt(3) . . . . . . . . . . . . . . . . . . . 22,540 25,037 19,157 13,071 9,919
Debt to total capital ratio(4) . . . . . . . 114.36% 41.42% 31.55% 94.04% 94.32%
Other data:
Cash provided by operating activities . $ 2,334 $ 2,890 $ 3,762 $ 4,546 $ 3,927
Cash used for investing activities . . . . (2,738) (8,059) (5,256) (6,462) (2,769)
Cash (used for) provided by financing

activities . . . . . . . . . . . . . . . . . . . . (789) 4,660 1,268 1,945 (1,136)
Capital expenditures . . . . . . . . . . . . . 2,764 8,042 7,135 3,944 2,905

(1) Amounts that follow in this footnote are on an after-tax basis. Also, as described in footnote (2),
all share and per share amounts for the periods 1998 through 2000 assume the conversion of
U S WEST common stock into Qwest common stock.
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2002. 2002 net loss includes a charge of $22.800 billion ($13.55 per basic and diluted share) for a
transitional impairment from the adoption of a change in accounting for goodwill and other
intangible assets, charges aggregating $14.928 billion ($8.87 per basic and diluted share) for
goodwill and asset impairments, a net charge of $111 million ($0.07 per basic and diluted share)
for Merger-related, restructuring and other charges, a charge of $1.066 billion ($0.63 per basic and
diluted share) for the losses and impairment of investment in KPNQwest, a gain of $1.124 billion
($0.67 per basic and diluted share) relating to the gain on the extinguishment of debt and gain on
sale of discontinued operations of $1.592 billion ($0.95 per basic and diluted share).

2001. 2001 net loss includes charges aggregating $696 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, a charge of $136 million
($0.08 per basic and diluted share) for a depreciation adjustment on access lines returned to
service, a charge of $86 million ($0.05 per basic and diluted share) for investment write-downs, a
charge of $154 million ($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 million ($0.02 per basic and diluted share) for the sale of rural exchanges.

2000. 2000 net loss includes a charge of $907 million ($0.71 per basic and diluted share) for
Merger-related costs, a charge of $531 million ($0.42 per basic and diluted share) for the loss on
sale of Global Crossing investments and related derivatives, a charge of $208 million ($0.16 per
basic and diluted share) for asset impairments and a net gain of $126 million ($0.10 per basic and
diluted share) on the sale of investments.

1999. 1999 net income includes expenses of $282 million ($0.32 per basic and diluted share)
related to a terminated merger, a loss of $225 million ($0.26 per basic and diluted share) on the
sale of marketable securities and a charge of $34 million ($0.04 per basic and diluted share) on the
decline in the market value of derivative financial instruments.

1998. 1998 net income includes expenses of $68 million ($0.08 per basic and diluted share)
associated with the June 12, 1998 separation of U S WEST’s former parent company into two
independent companies and an asset impairment charge of $21 million ($0.02 per basic and diluted
share).

(2) In connection with the Merger, each outstanding share of U S WEST common stock was
converted into the right to receive 1.72932 shares of Qwest common stock (and cash in lieu of
fractional shares). The weighted-average common shares outstanding assume the 1-for-1.72932
conversion of U S WEST shares for Qwest shares for all periods presented. In addition, weighted-
average common shares outstanding also assume a one-for-one conversion of U S WEST
Communications Group common shares outstanding into shares of U S WEST as of the date of
the separation of U S WEST’s former parent company.

(3) Amounts include outstanding commercial paper borrowings of $3.165 billion, $2.035 billion,
$1.265 billion and $951 million for 2001, 2000, 1999 and 1998, respectively, and exclude future
purchase commitments, operating leases, letters of credit and guarantees. There were no
commercial paper borrowings outstanding as of December 31, 2002. At December 31, 2002, the
amount of those future purchase commitments, operating leases, letters of credit and guarantees
was approximately $7.857 billion.

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

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

Business Overview

We provide local telecommunications and related services, IntraLATA long-distance services and
wireless, data and video services within our local service area, which consists of the 14-state region of
Arizona, Colorado, Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. We provide InterLATA long-distance services outside
our local service area and switched InterLATA long-distance services (as a reseller) in all states within
our local service area other than Arizona. We also provide reliable, scalable and secure broadband
data, voice and video communications outside our local service area as well as globally. We previously
provided directory publishing services in our local service area. In 2002, we entered into contracts for
the sale of our directory publishing business. In November 2002, we closed the sale of our directory
publishing business in seven of the 14 states in which we offered these services. In September 2003, we
completed the sale of 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.

Restatement of 2001 and 2000 Consolidated Financial Statements

This report contains our restated consolidated financial statements for the years ended
December 31, 2001 and 2000. We performed an analysis of our previously issued consolidated financial
statements for 2001 and 2000 and identified a number of errors.

The nature of the errors and the restatement adjustments that we have made to our financial
statements for years ended December 31, 2001 and 2000 are described in Item 1 Business—Impact of
Restatement and are set forth in Note 3—Restatement of Results to our consolidated financial
statements in Item 8 of this report.

The net impact of the restatement adjustments include the following:

December 31,

2001 2000

(in millions, except
per share amounts)

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(1,543) $ (945)

Loss before income taxes, discontinued operations and cumulative effect
of change of accounting principle . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,497) (1,432)

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,580) (956)

Loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (0.95) $ (0.76)

Additionally, we recorded a $353 million adjustment to reduce January 1, 2000 beginning retained
earnings related to our restatement of our directory publishing revenues and costs and the related
deferred income tax effects. We also recorded significant restatements in connection with our
accounting for the Merger. See Note 4—Merger to our consolidated financial statements in Item 8 of
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this report for more information related to the restatements to our previously reported purchase
accounting.

The restatements involve, among other matters, revenue recognition issues related to optical
capacity asset transactions, equipment sales, directory publishing and purchase accounting. In making
these restatements, we have performed an internal analysis of our accounting policies, practices,
procedures and disclosures for the affected periods.

Please note that our consolidated financial statements do not include financial results of
pre-Merger Qwest for any period prior to the Merger. This is due to U S WEST being deemed the
acquirer in the Merger for financial statement accounting purposes. With respect to certain categories
of transactions (principally the optical capacity asset transactions), we are restating these transactions
only with respect to periods subsequent to June 30, 2000. Certain of these transactions may have been
accounted for by pre-Merger Qwest under policies and practices similar to those for which post-Merger
transactions are being restated.

Results of Operations

Overview

Our operating revenues are generated from our wireline, wireless and other segments. Our
wireline segment includes revenues 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 and CPE).
Voice services revenues are also generated on a wholesale basis from switched-access service revenues,
wholesale long-distance service revenues (included in long-distance services revenues) and wholesale
access revenues (included in local voice services revenues). Data and Internet services includes data
services (such as traditional private lines, wholesale private lines, frame relay, ATM and related CPE)
and Internet services (such as DSL, DIA, VPN, Internet dial access, web hosting, professional services
and related CPE). Revenues from optical capacity transactions are also included in revenues from data
services. Depending on the product or service purchased, a customer may pay an up-front fee, a
monthly fee, a usage charge or a combination of these.

Our wireless services are provided through our wholly owned subsidiary, Qwest Wireless LLC,
which holds 10 MHz licenses to provide Personal Communications Service, or PCS, in most markets in
our local service area. We offer wireless services to residential and business customers, providing them
the ability to use the same telephone number for their wireless phone as for their home or business
phone.

In August 2003, we entered into a services agreement with a subsidiary of Sprint that allows us to
resell Sprint wireless services, including access to Sprint’s nationwide PCS wireless network, to
consumer and business customers, primarily within our local service area. We plan to begin offering
these Sprint services under our brand name in early 2004. Our wireless customers who are currently
being serviced through our proprietary wireless network will be transitioned at our cost onto Sprint’s
network. We are still evaluating both the operational effects of this new wholesale wireless arrangement
and the financial effects; however, due to the anticipated decrease in usage of our own wireless
network we anticipate that we will record a charge related to an additional impairment of our wireless
network. We expect that the impairment charge will be in the range of $200 million to $300 million. We
have not adjusted our consolidated financial statements for the year ended December 31, 2002 for any
potential impacts of this agreement.

Other services revenue is predominately derived from subleases of some of our unused real estate
assets, such as space in our office buildings, warehouses and other properties.
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Our wholly owned subsidiary, Dex, previously published telephone directories in our local service
area. Virtually all of Dex’s revenues were derived from the sale of advertising in its various directories.
During 2002, we entered into an agreement to sell our entire directory publishing business to a third
party for approximately $7.05 billion. The sale was divided into two phases, the first of which closed in
November 2002. At this closing, we received approximately $2.75 billion of gross proceeds. The second
phase closed in September 2003. At this closing, we received approximately $4.30 billion of gross
proceeds. The results of operations from our directory publishing business for all periods presented are
included in income from and gain on sale of discontinued operations in our consolidated statements of
operations and, accordingly, the results of operations for all periods discussed below do not include the
operating revenues or expenses of Dex. For more information regarding the sale of Dex, see Note 8—
Assets Held for Sale including Discontinued Operations to our consolidated financial statements in
Item 8 of this report.

Business Trends

Our results continue to be impacted by a number of factors influencing the telecommunications
industry and our local service area. First, the weak economy in our local service area has continued to
impact demand from both our consumer and business customers. The impacts include reduced demand
for services resulting in loss of access lines, renegotiated commitments and loss of customers. We
believe demand will continue to be affected because the recovery in our local service area is expected
to lag the national recovery. Second, technology substitution and competition is expected to continue to
lead to access line loss. However, the competitive landscape is changing as we have begun offering
InterLATA services in our local service area and CLECs are increasing their use of UNE-P to gain a
relative cost advantage for local voice services. Overall, as we expect industry-wide competitive factors
to continue to impact our results, we have developed new strategies for offering complementary
services such as satellite television and wireless. Third, our results continue to be impacted by
regulatory responses to the competitive landscape for both our local and long-distance services.

Wireline Trends

In general, we expect to see a continued decrease in wireline related revenues as a result of a
decrease in demand for access lines. Access lines are expected to continue decreasing primarily because
of technology substitution, including wireless and cable substitution for wireline telephony, and cable
modem substitution for dial-up Internet access lines. In addition, our competitors have accelerated their
use of the UNE-P platform to deliver wireline voice services. Although the use of UNE-P did not have
a material impact on our operations in 2002, we believe the offering of UNE-P services will cause
downward pressure on our revenues and result in incremental retail access line losses.

We have experienced a decrease in wireline revenues associated with long-distance voice services
out-of-region, or outside of our local service area, due to competitive pressures and a shift in product
mix. Increasingly, however, we expect long-distance and DSL revenues within our local service region to
offset these revenue declines.

We expect to see a continued decline in wholesale switched-access revenues due primarily to
pricing changes and volume declines. Pricing declines occurred due to state regulatory actions and the
2000 CALLS order. The CALLS order capped prices for certain services, which resulted in a price
decline for switched-access services. Volumes fell in 2002 due to general declines in long-distance usage.
We expect that switched-access revenues will continue to decline as a result of more customers
selecting Qwest as their long-distance provider and from competition from wireless and other wireline
providers.

We have also begun to experience and expect increased competitive pressure from
telecommunications providers either emerging from bankruptcy protection or reorganizing their capital
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structure to more effectively compete against us. As a result of these increased competitive pressures,
we have been and may continue to be forced to respond with less profitable product offerings and
pricing plans that allow us to retain and attract customers. These pressures could adversely affect our
operating results and financial performance.

Wireless Trends

Although wireless revenues were similar in 2002 to 2001, during 2002 we began to experience net
subscriber losses due to our decision to de-emphasize marketing of wireless services and changes to
customer credit requirements, coupled with intense industry competition and the impact of the
economic slowdown. We expect these same factors to continue in 2003, and expect that the continued
loss of subscribers will cause wireless revenues to decline during 2003.

Starting in 2004, we expect to expand our wireless offerings through our new arrangement with
Sprint. This arrangement will enable us to utilize Sprint’s nationwide digital wireless network to offer
our customers new voice and data capabilities.

Merger with U S WEST

On June 30, 2000, we merged with U S WEST, Inc. The discussion and analysis of the results of
operations for the years 2002, 2001 and 2000 reflects the transition that took place as a result of the
Merger.

At the time of the Merger, we anticipated that the Merger would essentially enable us to extend
our broadband Internet leadership position. The Merger was expected to allow us to reach more
consumer and business customers through expanded broadband local connectivity and, in doing so,
implement our strategy of becoming the premier end-to-end provider of advanced broadband Internet-
based communications worldwide. The Merger was also expected to provide significant economies of
scale and cost savings through the avoidance or elimination of duplicate operating costs and
expenditures. Since the consummation of the Merger, we have realized certain operating benefits;
however, we have not achieved all of the benefits expected by management at the time of the Merger
primarily due to a decline in the economy and the resulting over-capacity that occurred in the industry.
In addition, we experienced delays in our anticipated timing for obtaining approval to re-enter the
long-distance business in our local service area which has delayed our ability to implement the overall
strategy.

We accounted for the Merger as a reverse acquisition under the purchase method of accounting.
For accounting purposes, U S WEST was deemed the accounting acquirer and its historical financial
statements have been carried forward as those of the combined company. In connection with the
Merger, each outstanding share of U S WEST common stock was converted into the right to receive
1.72932 shares of Qwest common stock (and cash in lieu of fractional shares). In addition, all
outstanding U S WEST stock options and warrants were converted into options and warrants to
acquire Qwest common stock at the same ratio. All share and per share amounts presented for 2000
have been restated to give retroactive effect to the exchange ratio. We have restated the previously
reported value of consideration in the Merger, primarily because it had been based upon an improper
valuation of the fair value of stock options and warrants. Following the restatement, the total value of
the consideration was approximately $41.5 billion (as restated), which was allocated to the estimated
fair values of our identifiable tangible and intangible assets and liabilities, including $32.4 billion to
goodwill. For more information on the Merger with U S WEST, including the restatements to the
Merger consideration and the allocation of purchase price, see Note 4—Merger to our consolidated
financial statements in Item 8 of this report.

33



Presentation

The results for 2001 and 2000 presented below are ‘‘As Restated.’’ Please refer to Note 3—
Restatement of Results to our consolidated financial statements in Item 8 of this report. The analysis is
organized in a way that provides the information required, while highlighting the information that we
believe will be instructive for understanding the relevant trends going forward. In addition to the
discussion of the historical information that reviews the current reporting presentation of our financial
statements, an overview of the segment results is provided in ‘‘Segment Results’’ below. The segment
discussion below reflects the way we reported our segment results to our Chief Executive Officer
following a change in December 2002. Unless otherwise indicated, all information is presented in
accordance with GAAP.

The Merger significantly impacts the comparison of the results of operations between 2001 and
2000. The financial results of pre-Merger Qwest for the first six months of 2000 are not included in the
2000 statements of the combined entity. Consequently, the 2001 results include a full twelve months of
pre-Merger Qwest’s business, compared to six months in 2000. After the Merger, we immediately began
the process of integrating the two companies, including merging responsibilities. Consequently, we are
unable to precisely separate the results of the two companies for any period after the Merger and
analyze the business results of each company in the context of the Merger. However, in order to
analyze 2001 versus 2000 revenues and expenses, we estimated the impact of the Merger by assuming
that the revenues and expenses for the first six months of 2001 for pre-Merger Qwest were equal to the
first six months of 2000 excluding certain non-recurring items (certain optical capacity asset and
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equipment transactions). While we believe these assumptions are appropriate under the circumstances,
different assumptions could lead to different impacts to our analysis.

Year ended December 31, Absolute Change Percentage Change

2001 2000 2002 v 2001v 2002 v 2001v
2002 As restated As restated 2001 2000 2001 2000

(Dollars in millions, except per share amounts)

Operating revenues . . . . . . . . . . . . . $ 15,385 $16,524 $14,148 $ (1,139) $ 2,376 (7)% 17%
Operating expenses, excluding

goodwill and asset impairment
charges . . . . . . . . . . . . . . . . . . . . 15,274 18,647 14,082 (3,373) 4,565 (18)% 32%

Goodwill impairment charge . . . . . . 8,483 — — 8,483 — nm nm
Asset impairment charges . . . . . . . . 10,525 251 340 10,274 (89) nm (26)%

Operating loss . . . . . . . . . . . . . . . . . (18,897) (2,374) (274) (16,523) (2,100) nm nm
Other expense—net . . . . . . . . . . . . . 1,228 5,021 1,760 (3,793) (3,261) (76)% 185%

Loss before income taxes,
discontinued operations, and
cumulative effect of changes in
accounting principles . . . . . . . . . . (20,125) (7,395) (2,034) (12,730) (5,361) 172% 264%

Income tax benefit . . . . . . . . . . . . . 2,500 1,257 592 1,243 665 99% 112%

Loss from continuing operations . . . (17,625) (6,138) (1,442) (11,487) (4,696) 187% 326%
Income from and gain on sale of

discontinued operations, net of tax 1,957 511 446 1,446 65 283% 15%

Loss before cumulative effect of
changes in accounting principles . . (15,668) (5,627) (996) (10,041) (4,631) 178% nm

Cumulative effect of changes in
accounting principles, net of tax . . (22,800) 24 (41) (22,824) 65 nm nm

Net loss . . . . . . . . . . . . . . . . . . . . . $(38,468) $(5,603) $(1,037) $(32,865) $(4,566) nm nm

Basic and diluted loss per share . . . . $ (22.87) $ (3.37) $ (0.82) $ (19.50) $ (2.55) nm nm

nm—not meaningful

Operating Revenues

Percentage
Year ended December 31, Absolute Change Change

2001 2000 2002 v 2001v 2002 v 2001v
2002 As restated As restated 2001 2000 2001 2000

(Dollars in millions)

Voice services . . . . . . . . . . . . . . . . . . . . . . . $10,815 $11,876 $10,955 $(1,061) $ 921 (9)% 8%
Data and Internet services . . . . . . . . . . . . . . 3,819 3,901 2,720 (82) 1,181 (2)% 43%

Total wireline revenue . . . . . . . . . . . . . . $14,634 $15,777 $13,675 $(1,143) $2,102 (7)% 15%
Wireless . . . . . . . . . . . . . . . . . . . . . . . . . . . 694 688 422 6 266 1% 63%
Other services . . . . . . . . . . . . . . . . . . . . . . . 57 59 51 (2) 8 (3)% 16%

Total operating revenues . . . . . . . . . . . . $15,385 $16,524 $14,148 $(1,139) $2,376 (7)% 17%

For a description of the products and services included in each revenue line item, see ‘‘Overview’’
above.
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Voice Services

Voice services revenues decreased $1.061 billion, or 9%, in 2002 and increased $921 million, or
8%, in 2001.

Voice Services 2002 vs. 2001

The voice services decrease in 2002 was the result of access line losses, our focus on more
profitable products and services and a reduction in wholesale switched-access revenues, each of which is
discussed further below.

We experienced a decline in local voice services revenues of $228 million in 2002 associated with
the loss of 781,000 access lines. The access line loss was driven by a soft economy in our local service
area, technology substitution to wireless and broadband services and competition. We are experiencing
competition from both facility and non facility-based providers such as cable companies providing
telephony services, CLECs, and other telecommunications providers reselling our services.

Throughout the last half of 2001 and during 2002, we evaluated the profitability of specific
products sold outside of our local service area. Based upon this evaluation, we de-emphasized and
stopped promoting certain services including InterLATA long-distance in the consumer and business
markets, wholesale long-distance, IntraLATA long-distance and operator services. In addition, we also
experienced lower long-distance pricing due to competitive pressures and a shift in the product mix to
certain wholesale services. These factors combined to reduce long-distance voice revenues by
$464 million in 2002.

We also experienced a revenue decline of $173 million in switched-access revenues in 2002. The
switched-access revenue declines were due primarily to pricing and volume declines. Pricing declines
occurred due to state regulatory actions and the July 2000 CALLS order. The CALLS order capped
prices for certain services, which resulted in a price decline for switched-access services. Volumes also
fell due to general declines in demand for long-distance usage and competitive losses.

In addition to the revenue decreases described above, other voice services declined $196 million in
2002, primarily due to declines in demand for services such as collocation, public telephone services
and directory assistance. The declines were primarily driven by the soft telecommunications market,
telecommunications company bankruptcies, wireless substitution of public telephones and deteriorating
economic conditions.

Voice Services 2001 vs. 2000

Of the $921 million increase in voice services revenues in 2001 approximately $1.124 billion is
attributable to the impact of the Merger. Additionally, voice revenues decreased by $203 million
primarily as a result of access line losses.

We experienced revenue declines of $244 million in switched-access, $123 million in business
customer price reductions and $49 million related to access line losses in 2001. The switched-access
revenue declines were primarily due to the same regulatory and industry effects described for 2002
above. During 2000 and 2001, we reduced our rates to business customers to remain competitive in the
marketplace for advanced voice services. In addition, business customers converted their single access
lines to a fewer number of high speed, high-capacity access lines allowing for the transport of multiple
simultaneous telephone calls and transmission of data at higher rates of speed. This conversion
effectively resulted in the rate reduction and contributed to access line loss.

Offsetting the revenue declines in 2001 was an increase of $236 million in wholesale long-distance
revenue, which resulted from a shift in our emphasis from retail to wholesale long-distance services.
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Partially offsetting the increases in out-of-region long-distance revenue was a decrease in IntraLATA
long-distance revenue in our local service area.

Data and Internet Services

Data and Internet services revenues remained relatively flat in 2002 and increased $1.181 billion,
or 43%, in 2001. Approximately $580 million of the increase in 2001 is attributable to the Merger.
Additionally, data and Internet services revenues increased by $601 million in 2001, primarily for
reasons described below.

Data and Internet Services 2002 vs. 2001

In 2002, revenue increases from IP products such as Internet dial access, DSL and DIA were
offset by declines in data services such as wholesale private line. During 2002, Internet dial access
revenues increased $98 million primarily from sales to large ISPs and businesses for use in their
internal telecommunication networks. DSL revenues increased by $75 million due to the addition of
approximately 78,000 DSL subscribers for a total of 510,000 subscribers at the end of 2002 due to
higher customer demand. DIA revenues grew $28 million in 2002 as demand for access to the Internet
increased from business and wholesale customers. Data revenue declined by $226 million, primarily due
to weak sales as a result of lower demand and disconnects of wholesale private line services by existing
wholesale customers as the slow economy forced those customers to decrease the bandwidth they
purchase to correlate with their current needs.

Data and Internet Services 2001 vs. 2000

In 2001, data revenue increases were from products such as frame relay, ATM, private line and
CPE combined with Internet products such as hosting, professional services, DSL and DIA. In 2001, we
experienced $301 million revenue increase from business and wholesale private line services, frame
relay and ATM sales. This reflected expanding customer telecommunications needs during 2000 and
early 2001. In addition, sales of CPE to our business customers increased by $87 million as a result of
providing total telecommunications solutions to our customers. DSL revenues increased by $39 million
in 2001 as a result of the addition of approximately 177,000 DSL subscribers. In addition DIA revenues
grew $68 million in 2001 as demand for access to the Internet increased from business and wholesale
customers.

Wireless

Revenues from the wireless services segment increased by $6 million, or 1%, in 2002 and increased
$266 million, or 63%, in 2001.

Wireless 2002 vs. 2001

Although net subscribers fell from 1.12 million in 2001, to 1.03 million in 2002, revenues increased
slightly. We did not experience an overall revenue decline due to the timing of the acquisition and
disposition of customers between the years. The fall in subscribers, despite an expanding overall
market, reflects our decision to de-emphasize sales of wireless services on a stand-alone basis, tighten
credit policies and limit product marketing, as well as the impact of intense industry competition, the
economic slowdown, lack of a national network and higher than expected customer disconnects. During
2002, our wireless penetration percentage (our wireless subscribers divided by the total number of
subscribers in the points-of-presence we cover) declined in the markets we serve from 5.73% in 2001 to
4.66% in 2002.
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Wireless 2001 vs. 2000

In 2001, total wireless subscribers increased from 805,000 in 2000 to 1.12 million in 2001. The
increase in subscribers reflected the increase in demand for wireless services and our focus on growing
the wireless subscriber base. During 2001, our wireless penetration percentage grew in the markets we
serve from 4.89% in 2000 to 5.73% in 2001.

Other Services

Other Services revenue consists primarily of rental income from our owned and leased real estate.
Other services revenue remained flat at $57 million in 2002 and $59 million in 2001. In 2001, other
revenues increased $8 million or 16% from $51 million in 2000, due to eliminating the need for
internal administrative space and leasing it externally.

Operating Expenses

The following table provides further detail regarding our operating expenses:
Percentage

Year ended December 31, Absolute Change Change

2002 vs. 2001 vs. 2002 vs. 2001vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Operating expenses:
Cost of sales . . . . . . . . . . . . . . . . . . $ 5,966 $ 6,530 $ 4,375 $ (564) $2,155 (9)% 49%
Selling, general and administrative

(‘‘SG&A’’) . . . . . . . . . . . . . . . . . . 5,279 5,616 4,886 (337) 730 (6)% 15%
Depreciation . . . . . . . . . . . . . . . . . . 3,268 3,704 2,555 (436) 1,149 (12)% 45%
Goodwill and other intangible

amortization . . . . . . . . . . . . . . . . 579 1,660 785 (1,081) 875 (65)% 111%
Goodwill impairment charge . . . . . . 8,483 — — 8,483 — nm —
Asset impairment charges . . . . . . . . 10,525 251 340 10,274 (89) nm (26)%
Restructuring, Merger-related and

other charges . . . . . . . . . . . . . . . . 182 1,137 1,481 (955) (344) (84)% (23)%
Total operating expenses . . . . . . . . $34,282 $18,898 $14,422 $15,384 $4,476 81% 31%

nm - not meaningful

Cost of Sales

The following table shows a breakdown of cost of sales by major component:

Percentage
Year ended December 31, Absolute Change Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

(As restated) (As restated)
(Dollars in millions)

Facility costs . . . . . . . . . . . . . . . . . . $2,991 $3,060 $1,236 $ (69) $1,824 (2)% 148%
Network costs . . . . . . . . . . . . . . . . . 378 555 525 (177) 30 (32)% 6%
Employee and service-related costs . 1,844 1,842 1,926 2 (84) 0% (4)%
Non-employee related costs . . . . . . . 753 1,073 688 (320) 385 (30)% 56%

Total cost of sales . . . . . . . . . . . . $5,966 $6,530 $4,375 $(564) $2,155 (9)% 49%

38



Cost of sales includes: facility costs, network costs, salaries and wages, benefits, materials and
supplies, contracted engineering services, computer systems support and the cost of CPE sold. Facility
costs are third-party telecommunications expenses we incur to connect customers to our network or to
end-user product platforms not owned by us both in-region and out-of-region. Network costs include
third-party expenses to repair and maintain the network and supplies to provide services to customers.

Total cost of sales decreased $564 million, or 9%, in 2002 and increased $2.155 billion, or 49%, in
2001. During 2002, our expenses declined due to improved management expense controls, lower
staffing requirements and lower sales volumes offset by a decrease in the net pension credit. Of the
$2.155 billion increase in cost of sales in 2001, approximately $1.101 billion is attributable to the
Merger. Additionally, cost of sales increased $1.054 billion in 2001. This was primarily the result of
increased facility costs which is discussed below.

Cost of sales, as a percentage of revenue, was 39% for 2002, 40% for 2001 and 31% in 2000. The
increase in cost of sales as a percent of revenue between 2000 and 2001 was driven by the fact that the
products and services of pre-Merger Qwest were generally associated with lower gross margins than the
U S WEST products and services.

Facility costs, including leased local access circuits, decreased $69 million, or 2%, in 2002, and
increased $1.824 billion, or 148%, in 2001. The decrease in 2002 is attributable to cost savings
associated with network optimization and reduced voice volumes partially offset by costs associated with
the introduction of new product platforms. Network optimization savings are primarily derived from
eliminating excess capacity from the network and migrating from lower-speed services to more cost
efficient higher-speed services where applicable. Approximately $1.024 billion of the increase in
facilities costs in 2001 is attributable to the Merger. Additionally, facilities costs increased $800 million
in 2001 due to the introduction of new product platforms, including our Internet dial and hosting
infrastructure, and increased long-distance volumes in our out-of-region wholesale business.

Our network costs declined $177 million, or 32%, in 2002 and increased $30 million, or 6%, in
2001. During 2002, we reduced our reliance on third-party contractors to provide network maintenance
services, by shifting this work to our employees. We also experienced lower costs associated with
wireless handset sales as a result of lower unit prices and decreases in the number of new wireless
subscribers. Approximately $10 million of the 2001 increase is attributable to the Merger. Additionally,
network expense increased $20 million, in 2001, primarily due to higher total wireless handset costs as
we expanded our wireless customer base during 2001.

Employee and service-related costs, such as salaries and wages, benefits, commissions, and third-
party customer service were essentially flat in 2002 and decreased $84 million, or 4%, in 2001. In 2002,
increases in benefits, pension and taxes as a result of the reduction in the net pension credit, as
discussed below in Combined Pension and Post-Retirement Benefits were offset by decreases in salaries
and wages included in cost of sales, primarily due to lower staffing requirements, combined with a
reduction in the use of third-party contractors to design and install services for customers. The Merger
caused an expense increase of approximately $84 million in 2001. Additionally, employee and service
related costs decreased $168 million in 2001. The decrease is attributable to lower bonus payments to
management employees, overtime reductions and salaries and wage decreases due to lower staffing
requirements.

Non-employee related costs, such as real estate costs, cost of sales for CPE, and reciprocal
compensation payments, decreased $320 million, or 30%, in 2002 and increased $385 million, or 56%,
in 2001. The decrease in 2002 is attributable to lower reciprocal compensation costs due to an
April 2001 FCC order which limited the amount of reciprocal compensation due to ISPs, lower postage
and shipping costs associated with improved management expense controls and lower cost of sales for
data and IP CPE, associated with lower CPE revenue. The Merger had minimal impact on 2001 as it
relates to non-employee related costs. Additionally, non-employee related costs increased approximately
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$385 million in 2001. The increase is primarily attributable to higher access expense and external
commissions.

SG&A

The following table shows a breakdown of SG&A by major component:

Year ended December 31, Absolute Change Percentage Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

as as
restated restated

(Dollars in millions)

Property and other taxes . . . . . . . . . . $ 493 $ 438 $ 467 $ 55 $(29) 13% (6)%
Bad debt . . . . . . . . . . . . . . . . . . . . . . 511 615 388 (104) 227 (17)% 59%
Employee and service related costs . . . 2,768 3,309 2,775 (541) 534 (16)% 19%
Non-employee related costs . . . . . . . . 1,507 1,254 1,256 253 (2) 20% —%

Total SG&A . . . . . . . . . . . . . . . . . . $5,279 $5,616 $4,886 $(337) $730 (6)% 15%

Selling, general and administrative, or SG&A, expenses include taxes other than income taxes, bad
debt charges, salaries and wages not directly attributable to products or services, benefits, sales
commissions, rent for administrative space, advertising, professional service fees and computer systems
support. SG&A, as a percent of revenue, was 34% for 2002, 34% for 2001 and 35% for 2000.

Total SG&A decreased $337 million, or 6%, in 2002 and increased $730 million, or 15%, in 2001.
The 2002 decrease relates primarily to lower staffing requirements, offset by increased property taxes
and non-employee related costs. Of the $730 million increase in SG&A in 2001, approximately
$718 million is attributable to the Merger. Additionally, SG&A increased $12 million in 2001 due to
increases in bad debt expense, employee expense and non-employee cost increases partially offset by
decreases in property and other taxes.

Property and other taxes increased $55 million, or 13%, in 2002 and decreased $29 million, or 6%,
in 2001. The increase in 2002 is attributable to capital expansion for both the traditional telephone
network and global fiber optic broadband network that took place during the years ended
December 31, 2001 and 2000. The Merger caused an increase in property and other tax expense of
approximately $30 million. Also, property and other taxes decreased $59 million in 2001 as a result of
changes in property tax estimates.

Bad debt expense decreased $104 million, or 17%, in 2002 and increased $227 million, or 59%, in
2001. Bad debt expense decreased as a percentage of revenue from 3.7% in 2001 to 3.3% in 2002. The
2002 decrease as a percentage of revenue was due primarily to improved collections practices and
tighter credit policies offset by bankruptcies of wholesale customers and weak economic conditions.
Approximately $69 million of the increase in 2001 is attributable to the Merger. Bad debt expense also
increased $158 million in 2001 as a result of the impact of the slow down of the economy.

Employee and service-related costs, such as salaries and wages, benefits, sales commissions,
overtime, professional fees (such as telemarketing and customer service costs), decreased $541 million,
or 16%, in 2002 and increased $534 million, or 19%, in 2001. The decrease in 2002 was associated with
lower salaries and wages, decreased professional fees, and reduced bonus payments to management
employees. The decrease in salaries and wages of $177 million was primarily due to lower staffing
requirements. The decrease in professional fees of $273 million was primarily due to lower costs
associated with re-entering the InterLATA long-distance market, and payments to third-party service
providers, as we re-incorporated certain previously outsourced customer service functions in the
wireless services segment. Bonus payments to management employees also decreased by $90 million
from the prior year. Partially offsetting these declines were increased benefits, pension and taxes of
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$50 million mainly as a result of the decrease in the net pension credit as discussed below in Combined
Pension and Post-Retirement Benefits and increased legal and other professional fees due to various
investigations and claims. Approximately $369 million of the increase in 2001 is attributable to the
Merger. Additionally, employee and service related expenses increased $165 million in 2001. The
increase is primarily attributable to higher outside professional fees associated with re-entering the
InterLATA long-distance market and higher commissions partially offset by various lower employee
costs.

Non-employee related costs, such as marketing and advertising, rent for administrative space and
software expenses, increased $253 million, or 20%, in 2002 and were essentially flat in 2001. The 2002
increase was driven by a shift in information technology resources to maintenance activities from those
that were eligible for capitalization. The increase was partially offset by postage and shipping, reduced
customer care costs and lower marketing and advertising expenses. The Merger caused an expense
increase of approximately $250 million. Also, non-employee related costs decreased $252 million, in
2001, due to lower access expense and external commissions.

Combined Pension and Post-Retirement Benefits

Our results include a pension credit, net of post-retirement expenses, of $97 million in 2002
($59 million after-tax or $0.04 per diluted share), $337 million in 2001 ($206 million after-tax or $0.12
per diluted share) and $281 million in 2000 ($172 million after-tax or $0.14 per diluted share). Absent
these credits, our net loss in each of these years would have been higher by these amounts. The net
pension credit is a function of the amount of pension and post-retirement benefits earned, interest on
projected benefit obligations, amortization of costs and credits from prior benefit changes and the
expected return on the assets held in the various plans. For the reasons described below we expect that
we will record a net expense of $233 million related to pension and post-retirement obligations in 2003
as opposed to a net pension credit.

The net pension credit is allocated partially to cost of sales and the remaining balance to SG&A.
A reduction in the expected return on plan assets as well as a reduction in recognized actuarial gains,
offset by lower service and interest costs, accounted for the decrease in the pension credit for 2002.
The expected return on the plan assets component decreased $209 million, or 16% in 2002 because of
a continued deterioration in the equity markets. We expect that our 2003 pension credit will be lower
than 2002 due to the volatile equity market conditions of 2000 through 2002 and the scheduled increase
in pension benefits required under our union contracts. We also expect our post-retirement expenses to
increase as a result of rising health care rates. As a result, we expect that we will record a net expense
in 2003 as opposed to a net credit. You can find additional information on our pension and
post-retirement plans in Note 14—Employee Benefits to our consolidated financial statements in Item
8 of this report. Also, for a discussion of the accounting treatment and assumptions regarding pension
and post-retirement benefits, see the discussion of Critical Accounting Policies below.

Depreciation

Depreciation expense decreased $436 million, or 12%, in 2002 and increased $1.149 billion, or
45%, in 2001. The decrease in 2002 was primarily the result of the charge we recorded related to the
impairment of our assets and the resulting decrease in the depreciable basis of our fixed assets as
discussed below. The impact of the impairment will reduce our annual depreciation expense by
approximately $900 million, effective July 1, 2002. The 2001 increase is the result of the acquisition of
approximately $5.983 billion of assets in connection with the Merger, other capital expenditures in 2001
and 2000, and the ‘‘catch-up’’ in our depreciation discussed in the following two paragraphs.

During 1999 and 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party
telecommunications service providers, including approximately 570,000 access lines to Citizens
Communications Company (‘‘Citizens’’) in nine states. Because these access lines were classified as
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‘‘held for sale,’’ U S WEST discontinued recognizing depreciation expense on these assets and recorded
them at the lower of their cost or fair value less estimated cost to sell.

On July 20, 2001, we terminated our agreement with Citizens under which the majority of the
remaining access lines in eight states were to have been sold and ceased actively marketing the
remaining lines. As a result, the remaining access lines in eight states were reclassified as being ‘‘held
for use’’ as of June 30, 2001. The access lines were measured individually at the lower of their
(1) carrying value before they were classified as held for sale, adjusted for any depreciation expense or
impairment losses that would have been recognized had the assets been continuously classified as held
for use, or (2) their estimated fair value at June 30, 2001. The required adjustments to the carrying
value of the individual access lines were included in operating loss for 2001. This resulted in a charge
to depreciation of $222 million to ‘‘catch-up’’ the depreciation on these access lines for the period they
were held for sale.

Goodwill and Other Intangibles Amortization

Amortization expense decreased $1.081 billion, or 65%, in 2002 and increased $875 million, or
111%, in 2001. The decrease in 2002 was the result of the adoption of Statement of Financial
Accounting Standards (‘‘SFAS’’) No. 142, ‘‘Goodwill and Other Intangible Assets’’ or SFAS No. 142,
which required us to cease amortization of indefinite-lived intangible assets effective January 1, 2002
and the recognition of an impairment charge on intangibles with finite lives. The impact of the
impairment will reduce our annual amortization expense by approximately $400 million, effective July 1,
2002. The 2001 increase in amortization is the result of the goodwill generated from the Merger and
the result of the May 1, 2001 change in the amortizable life of a portion of goodwill from 40 years to
10 years.

Goodwill Impairment Charges

As discussed in greater detail below, under Critical Accounting Policies, on January 1, 2002 we
adopted the provisions of SFAS No. 142. Prior to the adoption of SFAS No. 142, we reviewed our
goodwill and other intangibles with indefinite lives for potential impairment based on the fair value of
our entire enterprise using undiscounted cash flows. SFAS No. 142 requires that goodwill impairments
be assessed based on allocating our goodwill to reporting units and comparing the net book value of
the reporting unit to its estimated fair value. A reporting unit is an operating segment or one level
below. SFAS No. 142 required us to perform a transitional impairment test on January 1, 2002.

In accordance with SFAS No. 142, we performed a transitional impairment test of goodwill and
intangible assets with indefinite lives as of January 1, 2002. Based on this analysis, we recorded a
charge for the cumulative effect of adopting SFAS No. 142 of $22.800 billion on January 1, 2002.
Changes in market conditions, downward revisions to our projections of future operating results and
other factors indicated that the carrying value of the remaining goodwill should be evaluated for
impairment as of June 30, 2002. Based on the results of that impairment analysis, we determined that
the remaining goodwill balance of $8.483 billion was completely impaired and we recorded an
impairment charge on June 30, 2002 to write-off the remaining balance.
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Asset Impairment Charges

During 2002, 2001 and 2000, we recorded asset impairment charges of $10.525 billion, $251 million
and $340 million, respectively, detailed as follows:

Year ended December 31,

2002 2001 2000

(As restated) (As restated)
(Dollars in millions)

Impairment of property, plant and equipment . . . $10,493 $ — $ —
Facilities and other projects . . . . . . . . . . . . . . . . — 134 —
Other real estate assets . . . . . . . . . . . . . . . . . . . 28 — —
Impairment due to Merger . . . . . . . . . . . . . . . . — 16 35
Special purpose access lines . . . . . . . . . . . . . . . . — — 191
Capitalized software due to restructuring

activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 68 —
Capitalized software due to Merger . . . . . . . . . . — 33 114

Total asset impairments . . . . . . . . . . . . . . . . . $10,525 $251 $340

Effective June 30, 2002, pursuant to SFAS No. 144, ‘‘Accounting for the Impairment or Disposal of
Long-lived Assets’’ or SFAS No. 144, a general deterioration of the telecommunications market,
downward revisions to our expected future results and other factors indicated that our investments in
our long-lived assets may have been impaired at that date. In accordance with SFAS No. 144 we
performed an evaluation of the recoverability of the carrying value of our long-lived assets using gross
undiscounted cash flow projections. For impairment analysis purposes, we grouped our property, plant
and equipment and projected cash flows as follows: traditional telephone network; national fiber optic
broadband network; international fiber optic broadband network; wireless network; web hosting and
Application Service Provider (‘‘ASP’’); and certain assets held for sale. Based on the gross undiscounted
cash flow projections, we determined that all of our asset groups, except our traditional telephone
network, were impaired at June 30, 2002. For those asset groups that were impaired, we then estimated
the fair value using a variety of techniques. For the year ended December 31, 2002, we determined that
the fair values were less than our carrying amounts by $10.493 billion in the aggregate.

In accordance with SFAS No. 144, the fair value of the impaired assets becomes the new basis for
accounting purposes. As such, approximately $1.9 billion in accumulated depreciation was eliminated in
connection with the accounting for the impairments. The impact of the impairments will reduce our
annual depreciation and amortization expense by approximately $1.3 billion, effective July 1, 2002.

In 2002, we recorded other asset impairment charges of $28 million associated with the write-down
of other real estate assets that were held for sale.

As part of our restructuring activities in 2001, we reviewed all of our existing construction projects.
Following this review, we recorded asset impairment charges of $134 million related to the
abandonment of web hosting centers and other internal use construction projects.

Subsequent to the Merger, we reevaluated all of our assets for potential impairment and concluded
that the fair value of some of our assets were below their carrying value. As a result, we recorded an
impairment charge related to equipment and internal use construction projects of $16 million and
$35 million in 2001 and 2000, respectively, writing off the full carrying value of certain internal use
construction projects and equipment.

Also, in connection with the Merger, we evaluated our dedicated special-purpose access lines that
we lease to CLECs for potential impairment. After considering the declining industry conditions and
regulatory changes affecting CLECs in 2000, as well as the fact that these access lines had no
alternative use and could not be sold or re-deployed, we concluded that sufficient net cash flows would
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not be generated to recover the carrying value of these assets. Therefore, we concluded that the fair
value of these assets was minimal and recorded an impairment charge of $191 million in our 2000
consolidated statement of operations.

We recorded asset impairment charges of $4 million and $68 million in 2002 and 2001, respectively
related to internal software projects that we terminated, including customer database system projects.

Following the Merger, we reviewed all internal use software projects in process, and determined
that certain projects should no longer be pursued. Because the projects were incomplete and
abandoned, the fair value of such software was determined to be zero. Capitalized software costs of
$33 million and $114 million were written off in 2001 and 2000, respectively, and recorded to asset
impairment charges on our consolidated statements of operations at the time they were abandoned.
The abandoned projects primarily included a significant billing system replacement.

Restructuring and Other Charges

During 2002 and 2001, in order to streamline our business and consolidate operations in response
to lower customer demand resulting from a decline in economic conditions, we implemented plans to
reduce the number of employees, consolidate and sublease facilities, abandon certain capital projects
and terminate certain operating leases. We incurred restructuring and other charges totaling
$235 million in 2002 and $816 million in 2001, detailed as follows:

Year ended
December 31,

2002 2001

As restated
(Dollars in
millions)

Severance and employee-related charges, net . . . . . . . . . . . . . . . . $ 66 $332
Contractual settlements and legal contingencies, net . . . . . . . . . . . 98 120
Sublease losses, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71 369
Other charges (credits), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (5)

Total restructuring and other charges, net . . . . . . . . . . . . . . . . . . $235 $816

2002 Activities

During 2002, in response to shortfalls in employee reductions planned as part of the 2001
restructuring plan (as discussed below), and due to the continued declines in our revenues and general
economic conditions, we identified planned reductions in employees from various functional areas and
permanently abandoned a number of operating and administrative facilities. These activities included
charges of $179 million for severance benefits and employee-related matters pursuant to established
severance policies triggered by a reduction in employees, which we recorded directly to restructuring
and other charges in our consolidated statement of operations. We identified approximately 4,500
employees from various functional areas to be separated from the company as part of the staffing
reduction. The affected employees are entitled to receive severance benefits pursuant to established
severance policies. As of December 31, 2002, approximately 3,500 of the plan reductions were
accomplished resulting in the utilization of $123 million for cash payments and enhanced pension
benefits. We expect the remaining employee reductions, cash payments and provision of benefits to be
completed by December 31, 2003. These charges were offset by a reversal of $113 million of accruals
established in 2001 as part of the restructuring plan as discussed below.

In conjunction with the staffing reductions, we permanently abandoned 64 real estate facilities and
recorded a charge of $116 million related to the rental payments due under the leases, net of estimated
subleases rentals, and estimates of amounts to terminate the leases. Offsetting the $116 million charge
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was a reversal of $18 million of accruals established in 2001 as part of the restructuring plan discussed
below. During 2002 we utilized $8 million of the established reserves primarily for payments of
amounts owed in accordance with the leases. We expect that the remaining reserve will be utilized over
the remaining term of the leases which are up to five years.

In 2002, we recorded an additional $71 million charge primarily to increase the estimated cost of
exiting our web hosting facilities net of a $23 million expected sublease loss recorded in 2001.

2001 Activities

During the fourth quarter of 2001, a plan was approved to further reduce current employee levels,
consolidate and sublease facilities and abandon certain capital projects and terminate certain operating
leases. As a result, we recorded a restructuring charge of $825 million to cover the costs associated with
these actions as more fully described below.

In order to streamline our business and consolidate operations to meet lower customer demand
resulting from a decline in economic conditions, we identified 10,000 employees, in various functional
areas, to be terminated and accrued restructuring charges of $332 million for severance benefits to be
made to those employees. As of December 31, 2002, our restructuring activities under this plan were
substantially complete. We terminated approximately 7,000 employees and made payments of
$203 million in cash severance, enhanced pension benefits and employee-related payments. As a result
of the shortfall in actual terminations we reversed $113 million of the accruals established in 2001,
which we recorded as a reduction in restructuring charges in our 2002 consolidated statement of
operations.

Due to the reduction in employees and the consolidation of operations, we recognized a
restructuring charge to our consolidated statement of operations in 2001 of $120 million for costs
associated with the expected termination of 40 operating lease agreements across the country. By
December 31, 2002 we had made payments of $43 million associated with sublease losses and contract
termination costs related to exiting these buildings. A number of the operating lease agreements were
subsequently terminated and as a result of certain favorable negotiations we reversed $18 million of
this reserve in 2002.

We operated 16 web hosting centers across the country that were subject to various operating
leases. We also had several web hosting centers under construction that would require additional capital
outlays before they were functional. Additionally, we had some web hosting facilities under lease where
no construction work had begun. As a result of the slowing economy and the excess capacity at the
time for web hosting, we suspended our plans to build web hosting centers where construction had not
begun and halted further construction on those facilities under construction at the time. We identified
10 web hosting centers that would be permanently abandoned. We expected to sublease the majority of
the non-operational web hosting centers at rates less than our lease rates for the facilities. As a result
we recorded a charge of $369 million for expected sublease losses to our consolidated statement of
operations in 2001. In 2002, we exercised our options under the synthetic lease facility through which
the web hosting centers were financed and purchased the buildings. We paid $254 million to acquire
the buildings pursuant to these options. We assessed the fair value of the buildings based on other
comparable market activity and determined the guaranteed residual value under the synthetic lease
facilities exceeded the fair value by $94 million. Consequently, we recorded a charge of $71 million in
2002 as mentioned above primarily to increase the estimated costs of exiting these facilities, net of a
$23 million expected sublease loss recorded in 2001.

We also recorded a credit of $9 million in 2001 directly to restructuring charges in our
consolidated statements of operations related to deferred rent as a result of exiting the leased facilities
described above. This was partially offset by $4 million of other restructuring charges.
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Merger-Related (Credits) Charges

In 2000, we recorded Merger-related and other charges of $1.481 billion. We recorded additional
charges of $321 million related to the Merger in 2001, net of reversals discussed below. We reversed
$53 million of Merger-related reserves in 2002 due to the favorable settlement of certain legal
contingencies during that year. Substantially all of the Merger-related charges were incurred by
June 30, 2001. The 2001 data below for Merger-related and other charges reflects costs incurred
through June 30, 2001, subject to the adjustments described below. A breakdown of these costs is as
follows:

Year ended December 31,

2002 2001 2000

(As restated)
(Dollars in millions)

Contractual settlements and legal contingencies, net . . . . . . . . $(53) $115 $ 679
Severance and employee-related charges, net . . . . . . . . . . . . . — 132 584
Other Merger-related charges, net . . . . . . . . . . . . . . . . . . . . — 74 218

Total Merger-related (credits) charges, net . . . . . . . . . . . . . . . $(53) $321 $1,481

We recorded charges to our consolidated statement of operations of $265 million and $679 million
for 2001 and 2000, respectively, associated with various contractual settlements and legal contingencies.
The charges were accrued to cancel various commitments no longer deemed necessary as a result of
the Merger and to settle various claims related to the Merger. In 2002 and 2001, we reversed
$53 million and $150 million, respectively, in our consolidated statement of operations. The reversals
resulted from favorable developments in the matters underlying contractual settlements and legal
contingencies.

In connection with the Merger, we reduced employee and contractor levels by over 14,000 people.
These employees were terminated prior to December 31, 2001. The 2001 and 2000 severance and
employee-related charges of $132 million and $584 million, respectively, consist of costs associated with
payments to employees who involuntarily left the business since the consummation of the Merger and,
for 2000, $91 million in bonus payments that were subject to the successful completion of the Merger.
Upon the completion of our plans and achieving the planned reduction of 14,000 people in 2001 we
reversed $44 million of the severances and employee-related reserves established that were no longer
necessary.

Other net Merger-related charges of $74 million and $218 million were incurred in 2001 and 2000,
respectively for professional fees, re-branding costs and other incremental costs directly related to the
Merger. We considered only those costs that were incremental and directly related to the Merger to be
Merger-related.

As of December 31, 2002, total Merger-related accruals of $22 million are included on our
consolidated balance sheet. These relate primarily to outstanding legal contingencies. As those matters
identified as legal contingencies associated with contract settlements and general legal contingencies are
resolved, any amounts due will be paid at that time. Any differences between amounts accrued and
actual payments will be reflected in our consolidated results of operations as Merger-related (credits)
charges.

Total Other Expense-Net

Other expense—net includes interest expense, net of capitalized interest and interest income;
investment write-downs; gains and losses on the sales of investments and fixed assets; gains and losses
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on early retirement of debt; declines in derivative instrument market values; and our share of the
investees income or losses for investments accounted for under the equity method of accounting.

Year ended December 31, Absolute Change Percentage Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

as restated as restated
(Dollars in millions)

Interest expense—net . . . . . . . . . . . . . . . $ 1,789 $1,437 $1,043 $ 352 $ 394 24% 38%
Losses and impairment of investment in

KPNQwest . . . . . . . . . . . . . . . . . . . . . 1,190 3,300 33 (2,110) 3,267 (64)% nm
Loss on Global Crossing equity securities

and related derivatives . . . . . . . . . . . . — 7 867 (7) (860) (100)% (99)%
Loss (gain) on sale of investments and

other investment write-downs . . . . . . . 88 141 (206) (53) 347 (38)% 168%
(Gain) loss on early retirement of debt . . (1,836) 106 — (1,942) 106 nm nm
(Gain) loss on sales of fixed assets . . . . . — (51) 11 51 (62) 100% (564)%
Other (income) expense—net . . . . . . . . . (3) 81 12 (84) 69 (104)% 575%

Total other expense—net . . . . . . . . . . $ 1,228 $5,021 $1,760 $(3,793) $3,261 (76)% 185%

nm - not meaningful

Interest expense—net. Interest expense—net, was $1.789 billion for 2002, compared to
$1.437 billion for 2001. We are currently incurring penalty interest of 0.25% on $1.5 billion in debt due
to our failure to register these securities by October 8, 2002. We will continue to incur this penalty
interest until we register these securities, which is expected to be in 2004. The increase in interest
expense was also attributable to the issuance of $1.5 billion of 10-year bonds in March of 2002 at an
8.875% interest rate. Interest expense also increased due to borrowings from our $4.0 billion syndicated
credit facility in the first quarter of 2002 to fund the repayment of approximately $3.2 billion of
outstanding commercial paper, which had a weighted average interest rate of 2.98% as of
December 31, 2001, compared to the 5.00% weighted average interest rate as of December 31, 2002 on
the credit facility. Additionally, interest expense in 2002 increased as a result of our directory
publishing business borrowing $750 million in August 2002 at a weighted average interest rate of
13.69% as of December 31, 2002. Finally, capitalized interest decreased $146 million as a result of
lower capital expenditures.

Interest expense was $1.437 billion for 2001, compared to $1.043 billion for 2000. The increase in
interest expense was primarily attributable to increased borrowings required to fund capital
improvements to our network and the repurchase of shares of our common stock from BellSouth
Corporation (‘‘BellSouth’’). Also contributing to the increase was the inclusion of a full twelve months
of interest expense associated with pre-Merger Qwest debt as compared to six months in 2000. Partially
offsetting the increase was an $82 million increase in capitalized interest as a result of additional
qualifying construction during the period.

Losses and impairment of investment in KPNQwest. As more fully discussed in Note 10—
Investments to our consolidated financial statements in Item 8 of this report, we reviewed the carrying
value of our investment in KPNQwest as of June 30, 2001 to evaluate whether the $4.381 billion
carrying amount of our investment in KPNQwest was impaired. Factors considered in reaching our
conclusion that the decline was other than temporary included, among others, the following: a decline
in the price of KPNQwest’s publicly traded stock and the period of time over which such price had
been below the carrying value of our investment; the change in analysts’ expectations released during
the second quarter of 2001 indicating significant declines from their first quarter expectations; and the
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severe deterioration the European telecommunications sector experienced during the second quarter of
2001, including a number of bankruptcies, making the near-term prospects of a recovery of
KPNQwest’s stock less certain at June 30, 2001.

As a result of that evaluation, we determined that an other-than-temporary decline in fair value
had occurred and that the fair value of our investment in KPNQwest at June 30, 2001 was
$1.333 billion. Accordingly, an impairment loss of $3.048 billion was recorded in June 2001 to write the
carrying amount of our investment down to its estimated fair value.

As discussed in Note 3—Restatement of Results to our consolidated financial statements in Item 8
of this report, we re-evaluated our valuation of KPNQwest as of December 31, 2001. That evaluation
indicated that the fair value of our investment in KPNQwest was approximately $1.150 billion at that
date. Consequently, in our restated consolidated financial statements for 2001, we have recorded an
additional impairment loss of $156 million in the fourth quarter of 2001 to reflect this change.

As a result of the continued decline in the fair value of KPNQwest subsequent to December 31,
2001, we recorded a further impairment to our investment for an other-than-temporary decline in value
in the first quarter of 2002. In May 2002, KPNQwest filed for bankruptcy protection and ceased
operations. We do not expect to recover any of our investment in KPNQwest and, as a result, in the
second quarter of 2002, we wrote-off our remaining investment in KPNQwest.

The losses and impairment charges in our consolidated statement of operations related to our
investment in KPNQwest includes our equity share of losses in KPNQwest.

Loss on Global Crossing equity securities and related derivatives. In December 1999, we sold
approximately 24 million shares of the 37 million shares we held in Global Crossing common stock. In
connection with that sale, we entered into derivative contracts to create equity return swaps. Our
objective in entering into these equity return swaps was to synthetically replace the 24 million shares
sold. As a result, we maintained some of the risk and rewards of investment ownership and received
cash proceeds upon the sale of the shares. These derivatives were carried at market value with changes
in market value included in other income. Due to a decline in the market value of the derivatives, we
recorded charges of $7 million and $470 million for 2001 and 2000, respectively. We also recorded a
loss of $447 million in the second quarter of 2000, when we determined the decline in the value of our
remaining 13 million shares in Global Crossing common stock was other than temporary. We sold our
remaining investment in the third quarter of 2000, realizing cash proceeds of $421 million and a gain of
$50 million.

Loss (gain) on sale of investments and other investment write-downs. Pre-Merger Qwest owned an
interest in Qwest Digital Media, LLC (‘‘QDM’’) as discussed in Note 10—Investments to our
consolidated financial statements in Item 8 of this report. We accounted for this investment under the
equity method of accounting. We recorded charges of $14 million, $20 million and $36 million in the
years ended December 31, 2002, 2001 and 2000, representing primarily our equity share of losses in this
investment.

We also have owned a number of other public and private investments. During 2002, 2001 and
2000 we sold various equity investments. As a result of these sales we received approximately
$12 million, $98 million and $488 million in cash and recognized a loss of $38 million, a gain of
$74 million and a gain of $402 million for the years ended December 31, 2002, 2001 and 2000,
respectively.

We review our portfolio of equity securities on a quarterly basis to determine whether declines in
value on individual securities are other than temporary. If we determine that a decline in value of an
equity security is other than temporary, we record a charge in the statement of operations to reduce
the carrying value of the security to its estimated fair value. We recorded write-downs of our
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investments for other-than-temporary declines of $10 million, $193 million and $131 million for the
years ended December 31, 2002, 2001 and 2000, respectively.

Our portfolio of equity securities also included a number of warrants to purchase securities in
other entities. We carry these securities at fair market value and include any gains or losses recognized
in our consolidated statement of operations. We recorded a loss of $24 million for the year ended
December 31, 2002, a gain of $7 million for the year ended December 31, 2001, and a loss of
$29 million for the year ended December 31, 2000.

(Gain) loss on early retirement of debt. On December 26, 2002, we completed an offer to exchange
up to $12.9 billion in aggregate principal amount of outstanding unsecured debt securities of QCF for
new unsecured debt securities of Qwest Services Corporation (QSC). We received valid tender offers of
approximately $5.2 billion in total principal amount of the QCF notes and issued in exchange
approximately $3.298 billion in face value of new debt securities of QSC. The majority of these debt
exchanges were accounted for as debt extinguishments resulting in the recognition of a $1.8 billion gain
recorded in other expense (income) in the 2002 consolidated statement of operations in Item 8 of this
report. The cash flows for two of the new debt securities were not considered ‘‘substantially’’ different
than the exchanged debt and therefore no gain was realized upon exchange. For these two debt
instruments, the difference between the fair value of the new debt and the carrying amount of the
exchanged debt of approximately $70 million is being amortized as a credit to interest expense using
the effective interest method over the life of the new debt.

During the first quarter of 2002, we exchanged through private exchange transactions, $97 million
in face amount of debt that was issued by QCF. In exchange for the debt, we issued approximately
9.88 million shares of our treasury stock with a fair value of $87 million. The trading prices for our
shares at the time the exchange transactions were consummated ranged from $8.29 per share to $9.18
per share. As a result of these transactions, we recorded a $9 million gain in other expense (income) in
our consolidated statement of operations.

In March 2001, we completed a tender offer to buy back certain outstanding debt. In the tender
offer, we repurchased approximately $995 million in principal of the outstanding debt. As a result of
the repurchase, we incurred a pre-tax charge of $106 million ($65 million after tax) in premium
payments. The tender offer was to retire the bonds because of their high coupon rates and to reduce
interest costs.

(Gain) loss on sales of fixed assets. In 2001, we completed the sale of approximately 41,000 access
lines in Utah and Arizona resulting in proceeds of $94 million and a gain of $51 million. During 2000,
we completed the sale of approximately 20,000 access lines in North Dakota and South Dakota
generating a gain of $28 million. In addition, we recorded a loss of $39 million relating to the sale of
other non-strategic fixed assets.

Other (income) expense—net. Other (income) expense—net, decreased $84 million in 2002
compared to 2001, and increased $69 million in 2001 compared to 2000. Other expense—net for 2001
principally consisted of charges associated with the write-off of various assets of approximately
$56 million. We also incurred charges of approximately $18 million related to the write-off of
receivables and other costs associated with QDM. In addition, we had approximately $4 million in
miscellaneous fees and $3 million in costs associated with our deferred compensation plans.

Income Tax Benefit

Our continuing operations effective income tax benefit rate was 12.4% in 2002, 17.0% in 2001 and
29.1% in 2000. Our 2002 effective income tax benefit rate declined compared to 2001, due to
non-deductible charges related to the impairment of our goodwill, as well as goodwill amortization.
Additionally, in the second quarter of 2002, we recorded a non-cash charge of $1.677 billion, or $1.00
per share, to establish a valuation allowance against the 2002 net federal and state deferred tax assets.
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The valuation allowance is determined in accordance with the provisions of SFAS No. 109, ‘‘Accounting
for Income Taxes,’’ (‘‘SFAS No. 109’’) which requires an assessment of evidence when measuring the
need for a valuation allowance. Our losses in recent periods coupled with the second quarter 2002 asset
impairments constituted sufficient evidence to require a valuation allowance under SFAS No. 109. We
intend to maintain the valuation allowance until sufficient evidence exists to support realization of the
federal and state deferred tax assets. The decrease in the 2001 effective income tax benefit rate as
compared to 2000 was predominately related to the write-down of our investment in KPNQwest, which
is non-deductible for tax purposes.

Income from and gain on sale of Discontinued Operations—net of tax
Income from discontinued operations increased $1.446 billion, or 283% in 2002 and $65 million, or

15% in 2001. Income from discontinued operations in all years predominately relates to our directory
publishing business, Dex. The increase in income from discontinued operations in 2002 is primarily the
result of the completion of the sale of the Dex East business resulting in a gain on sale of $2.6 billion
($1.6 billion after tax).

Segment Results
SFAS No. 131, ‘‘Disclosures about Segments of an Enterprise and Related Information’’

(‘‘SFAS No. 131’’) establishes standards for reporting information about operating segments in annual
financial statements of public business enterprises and requires that those enterprises report selected
information about operating segments in interim and annual financial reports issued to shareholders.
Operating segments are components of an enterprise that engage in business activities from which
revenues may be earned and expenses may be incurred, and for which discrete financial information is
available and regularly evaluated by the chief operating decision maker (‘‘CODM’’) of an enterprise.

In December 2002, our CODM, changed the way he views the results of our operations; therefore,
we changed our segment reporting effective December 2002 to reflect the manner in which we
managed the business. The CODM of a business represents the highest level of management who is
responsible for the overall allocation of resources within the business. Our CODM is our Chief
Executive Officer. Set forth below is revenue and operating expense information for the years ended
December 31, 2002, 2001 and 2000 for the three segments utilized at the end of 2002: wireline,
wireless, and other services. The wireline segment includes businesses that were previously in both U S
WEST and pre-Merger Qwest, and the wireless business was only in U S WEST. The operating
segments reflect strategic business units that offer similar products and services. Management evaluates
the performance of each segment and allocates capital resources based on segment income as defined
below. Our results of operations applicable to our directory publishing business are included in income
from and gain on sale of discontinued operations in our consolidated statements of operations in
Item 8 of this report.

Prior to December 2002, we managed our operations primarily from the perspective of the
customer groups that used our networks such as consumer, business, and wholesale, except for wireless
and directory publishing, which we managed as separate operating segments based on the similarity of
products and services. Our view as of December 2002 allowed us to better align network infrastructure
costs with our revenue segments and manage those costs more effectively. Network infrastructure costs
include all engineering expense, design, repair and maintenance costs and all third-party facilities costs.

Segment income consists of each segment’s revenues and direct expenses. Segment revenues are
based on the types of products and services offered as described in results of operations above. The
network infrastructure is designed to be scalable and flexible to handle multiple products and services.
As a result, we do not allocate network infrastructure costs to individual products. Consequently,
product margin impacts of certain revenue increases or decreases are not provided within our
discussion of the results. Direct administrative costs include customer support, collections and
marketing. Indirect administrative costs such as finance, information technology, real estate and legal
are included in the other services segment. We manage indirect administrative services costs centrally;
consequently, the costs are not allocated to the wireline or wireless services segments. Similarly, we
manage depreciation, amortization, interest expense, interest income, and other income (expense) on a
total company basis. As a result, these charges are not allocated to either the wireline or wireless
segments.
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Since all expenses have not been allocated to the segments, we have disclosed segment expenses
without distinguishing between cost of sales and SG&A.

For the Year Ended December 31,

2002 2001 2000

(as restated)
(Dollars in millions)

Operating revenues:
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . $14,634 $15,777 $13,675
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . 694 688 422
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 59 51

Total operating revenues . . . . . . . . . . . . . . . . . . . $15,385 $16,524 $14,148

Operating expenses:
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,122 $ 9,104 $ 6,395
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . 506 751 527
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,617 2,291 2,339

Total segment expenses . . . . . . . . . . . . . . . . . . . . $11,245 $12,146 $ 9,261

Segment income (loss):
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,512 $ 6,673 $ 7,280
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . 188 (63) (105)
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,560) (2,232) (2,288)

Total segment income . . . . . . . . . . . . . . . . . . . . . $ 4,140 $ 4,378 $ 4,887

Wireline

Wireline Revenues

For a discussion of wireline revenues please see Results of Operations—Operating Revenues—
Voice Services and—Data and Internet Services and Other above. Since it is expected to continue to be
by far the largest component of our business, this segment will continue to be our primary focus going
forward.

Wireline Expenses

The following table sets forth additional expense information to provide greater detail as to the
composition of wireline expenses for the years of 2002, 2001 and 2000.

Year ended December 31, Absolute Change Percentage Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

as restated as restated
(Dollars in millions)

Employee and service related costs . . . . . . $3,188 $3,687 $3,261 $(499) $ 426 (14)% 13%
Facility costs . . . . . . . . . . . . . . . . . . . . . . . 2,960 3,011 1,176 (51) 1,835 (2)% 156%
Network expenses . . . . . . . . . . . . . . . . . . . 252 312 330 (60) (18) (19)% (5)%
Non-employee related costs . . . . . . . . . . . . 1,722 2,094 1,628 (372) 466 (18)% 29%

Total wireline operating expense . . . . . . . . $8,122 $9,104 $6,395 $(982) $2,709 (11)% 42%

Segment operating expenses for the wireline services segment decreased $982 million or 11%, in
2002 and increased $2.709 billion or 42% in 2001. Approximately $1.617 billion of the increase in 2001
is attributable to the Merger. Additionally, wireline operating expenses increased by $1.092 billion in
2001.
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Wireline Expenses 2002 vs. 2001

Employee and service-related costs, such as salaries and wages, benefits, commissions, and
overtime, decreased $499 million, or 14%, in 2002. The decrease in 2002 was due primarily to
decreased salaries and wages of $234 million related to lower staffing requirements of approximately
7,700 employees. The reduced staffing requirements resulted from efficiently managing resources to
repair and maintain our network, and reduced demand for our services. In addition, we experienced
lower network overtime costs of $87 million for installation due to lower demand and enhanced
management expense controls as well as lower commission costs of $83 million due to lower sales and
fewer sales representatives. Finally, professional fees decreased $170 million as we reduced our
dependence on third-party providers. These expense reductions were partially offset by lower
capitalization associated with these expenses.

Facility costs decreased $51 million, or 2%, in 2002. The decrease is attributable to expanded
network optimization efforts, lower rates for voice traffic and lower voice volumes, offset partially by
higher purchases of wholesale private line services to support increased data and IP volumes.

Our network expense, such as third-party expenses to repair and maintain the network and
supplies required to provide services to customers, decreased $60 million, or 19%, in 2002. During
2002, we reduced our reliance on third-party contractors to provide network maintenance services, by
shifting this work to our employees.

Non-employee related costs, such as marketing and advertising, rent, software expense, bad debt,
cost of sale for CPE, and reciprocal compensation payments, decreased $372 million, or 18% in 2002.
The decrease in 2002 was primarily due to lower bad debt expense of $88 million, lower marketing and
advertising spending of $46 million, lower access expense of $47 million, lower postage and shipping of
$51 million, lower external commissions of $53 million, lower billing services expense of $39 million and
other enhanced management expense controls.

Wireline Expenses 2001 vs. 2000

Employee and service-related costs increased $426 million, or 13%, in 2001. Approximately
$354 million of the increase in 2001 is attributable to the Merger. Additionally, employee and service
related costs increased $72 million, in 2001. The increase is primarily attributable to higher
commissions, wage increases associated with the negotiation of the 2000 union contract and
management salary increases partially offset by lower overtime and third party costs.

Facility costs increased $1.835 billion, or 156%, in 2001. Approximately $1.024 billion of the 2001
increase is attributable to the Merger. Additionally, facility costs increased $811 million in 2001. The
increase is associated with increased data volumes, the introduction of new product platforms, including
our Internet dial and hosting infrastructure and increased long-distance volumes in our out-of-region
wholesale business. These cost increases were partially offset by expanded network optimization efforts.

Our network costs, decreased $18 million, or 5%, in 2001. The Merger caused an expense increase
of approximately $11 million. Additionally, network costs decreased $29 million in 2001. The decreased
expenditures are related to reducing our reliance on third-party contractors to provide network
maintenance services.

Non-employee-related costs increased $466 million, or 29%, for 2001. Approximately $227 million
of the 2001 increase is attributable to the Merger. Additionally, non-employee related costs increased
$239 million in 2001. The increase is associated with higher bad debt expenses of $135 million due to
slow-paying and non-paying customers. Alternative channel sales costs increased by $88 million, and
reciprocal compensation payments increased by $74 million due to our customers terminating more
traffic to CLECs. Alternative channel sales costs are commission payments to non-employee sales
agents for the distribution of our products and services. Under existing agreements and regulatory
rules, we are required to pay to and collect from other telecommunications providers reciprocal

52



compensation. We owe reciprocal compensation payments to other telecommunications carriers when
the balance of local traffic from our customers exceeds traffic from another telecommunications
company’s customers. As the incumbent local exchange carrier, we generally will pay rather than
receive reciprocal compensation.

Wireless

Wireless Revenues

For a discussion of wireless revenues please see Results of Operations—Operating Revenues—
Wireless above.

Wireless Expenses

The following table sets forth additional expense information to provide greater detail as to the
composition of wireless expenses for the years of 2002, 2001 and 2000.

Year ended December 31, Absolute Change Percentage Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

as restated as restated
(Dollars in millions)

Employee and service related costs . . . . . . . . 206 310 147 (104) 163 (34)% 111%
Network expense . . . . . . . . . . . . . . . . . . . . . 126 230 169 (104) 61 (45)% 36%
Non-employee related costs . . . . . . . . . . . . . 174 211 211 (37) — (18)% —

Total wireless operating costs . . . . . . . . . . $506 $751 $527 (245) 224 (33)% 43%

Segment operating expenses for the wireless services segment decreased $245 million, or 33%, in
2002 and increased $224 million, or 43%, in 2001.

Wireless Expenses 2002 vs. 2001

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime,
telemarketing, and customer service costs, decreased $104 million, or 34%, in 2002. Due to higher than
expected customer disconnects and our decision to market wireless services as part of a
communications package, we significantly reduced third-party telemarketing and customer care costs by
$82 million and reduced staffing requirements by approximately 500 employees, or 51%, for a decrease
of $19 million in salaries and wages.

Network expenses, such as handset costs, roaming fees, and third-party expenses to repair and
maintain the network, declined $104 million, or 45%, in 2002. This decline is associated with better
prices for handset purchases with suppliers and lower costs associated with fewer new subscribers. In
addition we reduced our reliance on third-party contractors to provide network maintenance services.

Non-employee-related costs, such as marketing and advertising, rent, software expense, bad debt,
cost of sale of CPE, and access expense decreased $37 million, or 18% in 2002. The majority of this
decrease relates to lower marketing and advertising costs associated with our strategic decision to
de-emphasize the sale of wireless services on a stand-alone basis during 2002.

Wireless expenses 2001 vs. 2000

Segment operating expenses for the wireless services segment increased $224 million, or 43% in
2001. There was no impact of the Merger on the wireless segment.

Employee and service related costs increased $163 million, or 111% in 2001. The increase in the
2001 expense is attributable to increased professional fees from outsourcing customer care functions,
increased telemarketing activities, and increased sales through our agent channel.
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Network expenses increased $61 million, or 36%, in 2001. The increase is attributable to the
increase in handset expense due to new subscriber additions.

Non-employee related costs were flat in 2001 compared to 2000.

Other Services

Other Services Revenues

For a discussion of other services revenues please see Results of Operations—Operating
Revenues—Other Services above.

Other Services Expenses

As previously noted, the other services segment includes unallocated corporate expenses for
functions such as finance, information technology, legal, marketing services and human resources, which
we centrally manage. The following table sets forth additional expense information to provide greater
detail as to the composition of other services expenses for the years of 2002, 2001 and 2000.

Year ended December 31, Absolute Change Percentage Change

2002 vs. 2001 vs. 2002 vs. 2001 vs.
2002 2001 2000 2001 2000 2001 2000

as restated as restated
(Dollars in millions)

Employee and service-related costs . . . . . . $1,218 $1,153 $1,292 $ 65 $(139) 6% (11)%
Real estate costs . . . . . . . . . . . . . . . . . . . . 418 436 335 (18) 101 (4)% 30%
Property and other taxes . . . . . . . . . . . . . . 495 437 467 58 (30) 13% (6)%
Non-employee related costs . . . . . . . . . . . . 486 265 245 221 20 83% 8%

Total other services expenses . . . . . . . . . $2,617 $2,291 $2,339 $326 $ (48) 14% (2)%

Segment operating expenses for the other services segment increased $326 million, or 14%, in 2002
and decreased $48 million or 2% in 2001. The Merger caused an expense increase of approximately
$202 million in 2001. Additionally, other services expenses decreased $250 million in 2001. The
decrease is primarily attributable to lower salaries and wages and bonuses offset by increases in
occupancy costs.

Other services expenses 2002 v 2001

Employee and service-related costs, such as salaries and wages, benefits, and overtime, increased
$65 million, or 6% in 2002. The increase is primarily the result of reductions in the net pension credit
of $240 million. We recognized the entire net pension credit in this segment. The decreased net
pension credit was partially offset by lower professional fees associated with entry in the long-distance
marketplace, and lower management bonus payouts during 2002.

Real estate costs were reduced by $18 million, or 4%, in 2002. These costs decreased due to
reduced administrative space needs, associated with lower staffing requirements and our decision to not
complete or shut down various web hosting centers.

Property and other taxes increased $58 million, or 13%, in 2002. The increase is attributable to
capital expansion to local telephone and global fiber optic broadband networks that took place during
the years ended December 31, 2000 and 2001.

Non-employee-related costs, such as marketing and advertising, and software expense increased
$221 million, or 83%, in 2002. The increase primarily relates to a shift in information technology
resources from capitalized development work to expensed maintenance work.
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Other services expenses 2001 v 2000

Employee and service-related costs, decreased $139 million, or 11%, in 2001. The Merger caused
an expense increase of approximately $100 million. Additionally, employee and service-related costs
decreased by $239 million in 2001. The decrease is primarily attributable to lower salaries and wages
from lower staffing requirements of $142 million and lower management bonus payments of
$88 million.

Real estate costs increased $101 million, or 30%, in 2001. The Merger caused an expense increase
of approximately $46 million. Additionally, real estate costs increased by $55 million in 2001 due to
higher real estate costs associated with the construction of various web hosting centers and increased
power costs.

Property and other taxes decreased $30 million, or 6%, in 2001. The Merger caused an expense
increase of approximately $30 million. Property and other taxes decreased $60 million from 2000
related to changes in property tax estimates.

Non-employee related costs, increased $20 million, or 8%, in 2001, primarily as a result of the
Merger.

Liquidity and Capital Resources

Financial Position

Our working capital deficit, or current assets less current liabilities, as restated, decreased
$5.010 billion from $5.485 billion at December 31, 2001 to $475 million at December 31, 2002. The
improvement in this position is due to the combination of our refinancing of current borrowings to long
term and the receipt of $2.75 billion in proceeds from the sale of the Dex East business. Our working
capital deficit in 2002 includes $1.5 billion of debt that is classified as a current liability based upon the
requirement to pay in full upon the receipt of the $4.3 billion from the completion of the sale of the
Dex West business that closed in September 2003.

As of September 30, 2003 and December 31, 2002, 2001 and 2000, our consolidated debt was
approximately $21.2 billion, $22.5 billion, $25.0 billion and $19.2 billion, respectively. In addition, our
unrestricted cash balances were approximately $6.0 billion, $2.3 billion, $186 million, and $207 million
as of the same dates. We expect to use our cash primarily to invest in telecommunications assets and/or
to redeem indebtedness. To preserve capital and maintain liquidity, we invest with financial institutions
deemed to be of sound financial condition and in high quality and relatively risk-free 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 investment. We have recently taken the following measures to improve our near-term
liquidity and our capital structure and generally reduce financial risk:

• amended and restated our Credit Facility (defined below) in order to (a) lengthen the maturity,
(b) obtain more flexible covenants, and (c) achieve a more favorable amortization schedule;

• sold the Dex directory publishing business, which generated gross cash proceeds of $7.05 billion;

• reduced capital investment and continued to manage working capital; and

• refinanced Qwest Corporation (‘‘QC’’) debt due in 2003 with debt that has maturities in 2007
and 2010.

Even if we are successful in our de-leveraging efforts, we may need to obtain additional financing
to meet our debt service obligations if operations do not improve, if revenue and operating cash flow
declines are worse than expected, if economic conditions do not improve or if we become subject to
significant judgments and/or settlements in connection with the resolution of one or more matters
described under Securities Actions and Derivative Action in Item 3 of this report. However, we believe
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that cash flows from operations, our current cash position and continued access to capital markets will
allow us to meet our business requirements, including debt service, for the foreseeable future.

At December 31, 2001, our working capital deficit, as restated, increased $521 million from
December 31, 2000 as a result of increased short-term borrowing obligations used to finance capital
expenditures during the year as part of our efforts to finish the construction of our network, re-enter
the interLATA long-distance business in our local service area, provide new services and improve
service quality.

Operating Activities. We generated cash from operating activities of $2.334 billion, $2.890 billion
and $3.762 billion, in 2002, 2001 and 2000, respectively.

The $556 million decrease in cash provided by operating activities in 2002 compared to 2001 was
the result of the reduction of $905 million in accounts payable and accrued expenses and the reduction
of $259 million of our restructuring reserves established in 2001. Additionally, income tax refunds
received declined from $574 million in 2001 to $272 million in 2002. Partially offsetting these negative
impacts was the non-recurrence of the increase in accounts receivable experienced between 2001 and
2000 described below.

Cash provided by operating activities in 2001 was negatively impacted by the payment of
$514 million in accounts payable and accrued expenses and the build up in accounts receivable of
$438 million due to higher sales resulting from the Merger, and an overall slowdown in receipts from
customers as a result of the weak economic environment. These were offset by the favorable impact of
an increase in unpaid restructuring reserves of $363 million.

Cash provided by operating activities in 2000 was positively impacted by the addition of unpaid
Merger related accruals of $454 million, offset by increases in accounts receivable of $694 million
associated with increased revenues.

Our bad debt expense has continued to remain high throughout 2002 as a result of the continued
economic downturn particularly in our local service area. In 2002, 3.3% of our total operating revenues
was expensed as bad debt compared to 3.7% in 2001. During 2002 we tightened our credit policies and
improved our collections procedures. As a result we experienced an improvement in our collections in
late 2002, which has continued into 2003.

The wireline segment produces significant operating cash flows, which, with continued access to
capital markets, are expected to continue to be sufficient to cover its operating expenses, as well as the
operating expenses of our wireless segment and general corporate overhead.

We do not anticipate a need to make any significant contributions to our retirement plans in 2003.
You can find additional information on our pension plan in Note 14—Employee Benefits to our
consolidated financial statements in Item 8 of this report.

Investing Activities. Cash used in investing activities was $2.738 billion, $8.059 billion and
$5.256 billion in 2002, 2001 and 2000, respectively. Cash used in investing activities in 2002 decreased
$5.321 billion compared to 2001 primarily as a result of a $5.278 billion reduction in capital
expenditures in 2002. The decrease in capital expenditures was the result of our decision to reduce our
expansion efforts as a result of the general economic downturn and the completion of many of our
major capital projects in 2001.

Cash used in investing activities increased $2.803 billion in 2001 compared to 2000. This increase
included an increase in capital expenditures of $907 million. Capital expenditures in 2001 included a
full twelve months of expenditures associated with pre-Merger Qwest compared to only six months in
2000. The 2001 increase was also the result of non-recurring cash inflows received in 2000 of
$2.049 billion associated with the sale of certain of our investments and the acquisition of $407 million
in cash held by pre-Merger Qwest at the date of the Merger. The proceeds from the sale of
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investments included $1.561 billion related to the sale of our holdings in Global Crossing offset by
$436 million of payments for related derivatives. During 2001, we received $104 million associated
mainly with the sale of access lines and $106 million associated with net cash received on
contemporaneous optical capacity transactions.

Capital expenditures by segment are as follows:

Year ended December 31,

2002 2001 2000

(Dollars in millions)
(As restated)

Wireline . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,833 $7,146 $6,037
Wireless . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55 310 321
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903 967 1,059

Total capital expenditures . . . . . . . . . . . . . . . . . . . . . . 2,791 8,423 7,417
Non-cash investing activities . . . . . . . . . . . . . . . . . . . . . . (27) (381) (282)

Total cash capital expenditures . . . . . . . . . . . . . . . . . . . $2,764 $8,042 $7,135

We have spent significant resources in extending and improving our network but as a result of the
significant downturn in the telecommunications industry and in the general economy, when we reviewed
our property, plant and equipment for a potential impairment in 2002, we found that the fair value of
our national and international fiber optic broadband networks had decreased significantly. As such we
recorded an impairment charge in 2002 of $10.5 billion relating to the impairment of these and other
assets. See Note 6—Property, Plant and Equipment to our consolidated financial statements in Item 8
of this report for additional information.

Capital expenditure forecast. Our current capital expenditure forecast for 2003 is for a total of
approximately $2.5 billion with the majority being used in our wireline segment.

Financing Activities. Cash (used) provided by financing activities was ($789) million in 2002,
$4.660 billion in 2001 and $1.268 billion in 2000. As of December 31, 2002, we had no unused credit
capacity available to us under our existing credit facility; however, based on our recent access to certain
capital markets and our relationships with the lead banks in our credit facilities, we believe we have the
ability to secure additional borrowings. At December 31, 2002 we were in compliance with all
provisions or covenants of our borrowings. Under the QSC Credit Facility described below, we have
obtained a waiver for non-compliance to provide certain annual and quarterly financial information to
the lenders. The waiver extended the compliance date to provide annual financial information for 2002
to November 30, 2003 and first and second quarter financial information for 2003 to December 31,
2003. For additional information regarding the covenants of our existing debt instruments, see
Note 11—Borrowings to our consolidated financial statements in Item 8 of this report.

2002 Financing Activities

Until February 2002, we maintained commercial paper programs to finance our short-term
operating cash needs. We had a $4.0 billion syndicated credit facility (the ‘‘Credit Facility’’) available to
support our commercial paper program. As a result of reduced demand for our commercial paper, in
February 2002 we borrowed the full amount under the Credit Facility and used the proceeds to repay
$3.2 billion, constituting all of the commercial paper outstanding and terminated our commercial paper
program. The remainder of the proceeds was used to pay maturities and capital lease obligations and
to fund operations.

In March 2002, we amended the Credit Facility and converted the $4.0 billion balance into a
one-year term loan due May 2003, with $3.0 billion designated to Qwest Capital Funding, Inc. (‘‘QCF’’)
and $1.0 billion designated to QC. QC used approximately $608 million of the proceeds from its
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March 2002 bond offering discussed below to reduce the total amount outstanding under the Credit
Facility. Following this repayment, the Credit Facility had $3.39 billion outstanding as of March 31,
2002, all of which was allocated to QCF.

Also in March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875%
interest rate. At December 31, 2002, the interest rate was 9.125%. Once we have registered the notes,
the interest rate will return to 8.875%, the original stated rate. The proceeds from the sale of the
bonds were used to repay $608 million on the Credit Facility, short-term obligations and currently
maturing long-term borrowings.

During the first quarter of 2002, we exchanged, through private transactions, $97 million in face
amount of debt issued by QCF. In exchange for the debt, we issued approximately 9.88 million shares
of our treasury stock with a fair value of $87 million. The trading prices for our shares at the time the
exchange transactions were consummated ranged from $8.29 per share to $9.18 per share.

In August 2002, we amended the Credit Facility a second time. In connection with the second
amendment, we reconstituted the Credit Facility as a revolving credit facility with QSC as the primary
borrower (the ‘‘QSC Credit Facility’’) and extended the term of the QSC Credit Facility to May 2005.
Many of our loan documents, including the QSC Credit Facility, contain financial reporting covenants
that require delivery of annual and quarterly periodic reports, and the failure to comply with these
financial reporting covenants can result in a default under certain of our loan documents. We have
obtained extensions under the QSC Credit Facility for the delivery of our first and second quarter
financial information for 2003 to December 31, 2003.

In August 2002, Dex borrowed $750 million under a term loan agreement (‘‘Dex Term Loan’’) due
September 2004 to fund costs in connection with the construction, installation, acquisition and
improvement of telecommunications assets. We classified this term loan as a current liability based
upon the requirement to pay this debt in full upon the sale of the Dex West business, which closed in
September 2003. See Note 8—Assets Held for Sale including Discontinued Operations to our
consolidated financial statements in Item 8 of this report, for further discussion of the terms of the Dex
sale. As discussed below, on August 12, 2003, we paid off the outstanding balance of $750 million of
the Dex Term Loan.

On November 8, 2002, we completed the sale of the Dex East business. The gross proceeds from
the sale of the Dex East business were approximately $2.75 billion and were paid in cash. We used
approximately $1.4 billion of the cash proceeds we received from the sale of the Dex East business to
reduce our obligations under the QSC Credit Facility to $2.0 billion, and we expect to use the balance
to invest in telecommunications assets and to redeem certain other indebtedness.

On November 20, 2002, we announced an offer to exchange up to $12.9 billion in aggregate
principal amount of outstanding debt securities of QCF for new debt securities of QSC and Qwest. As
of the completion of the offer on December 26, 2002, approximately $5.2 billion in total principal
amount of the QCF notes were validly tendered and accepted for exchange for approximately
$3.3 billion of new debt securities of QSC. The new QSC notes consist of 13% notes due 2007, 13.5%
notes due 2010 and 14% notes due 2014 pursuant to an indenture issued on December 26, 2002.

We paid no dividends in 2002.

2001 Financing Activities

In January 2001, we repurchased 22.22 million shares of our common stock from BellSouth
Corporation (‘‘BellSouth’’) for $1.0 billion in cash. As part of this transaction, we entered into an
agreement with BellSouth in January 2001 under which BellSouth agreed to purchase services valued at
$250 million from us over a five-year period (the ‘‘2001 Agreement’’). The 2001 Agreement provided
that BellSouth could make payments for the services in our common stock based upon values as
specified in the 2001 Agreement.
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During the first quarter of 2002, we received approximately 278,000 shares of our common stock
valued at $13 million from BellSouth in partial satisfaction of the $16 million accounts receivable
outstanding at December 31, 2001. In addition, in accordance with the 2001 Agreement, we used
$12 million of the $18 million in cash received from certain BellSouth affiliates to purchase
approximately 253,000 shares of our common stock. The fair value of the stock tendered in the first
quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference between (i) the
fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million
was recorded as a reduction to additional paid-in capital. For more information concerning transactions
with BellSouth, see Note 16—Stockholders’ Equity to the consolidated financial statements in Item 8 of
this report.

In February 2001, QCF issued a total of $3.25 billion in notes which consisted of $2.25 billion in
notes due 2011 with an interest rate of 7.25% and $1.0 billion in notes due 2031 with an interest rate
of 7.75%. The net proceeds from the notes were used to repay outstanding commercial paper and for
general corporate purposes.

In March 2001, we completed a cash tender to buy back certain outstanding debt. In the tender
offer, we repurchased approximately $995 million in principal of outstanding debt. As a result of the
repurchase, we incurred $106 million in premium payments and recorded this expense in (gain) loss on
early retirement of debt in our consolidated statement of operations. The tender offer was undertaken
to retire the bonds because of their high coupon rates and to reduce interest costs. In connection with
this tender offer, the indentures were amended to eliminate restrictive covenants and certain default
provisions.

In July 2001, QCF issued a total of $3.75 billion in notes which consisted of $1.25 billion in notes
due 2004 with an interest rate of 5.875%, $2.0 billion in notes due 2009 with an interest rate of 7%,
and $500 million in notes due 2021 with an interest rate of 7.625%. The net proceeds from the notes
were used to repay outstanding commercial paper and maturing debt.

On May 2, 2001, our Board of Directors approved a dividend of $0.05 per share on our common
stock which was paid to stockholders of record as of the close of business on June 1, 2001 in
satisfaction of any prior statement by us in connection with or following the Merger regarding the
payment or declaration of dividends. As a result, dividends of $83 million were paid on common stock
in 2001 compared to $542 million in 2000.

2000 Financing Activities

In June 2000, QC issued $1.0 billion in notes with a three-year maturity due 2003 and an interest
rate of 7.625%. The net proceeds from the notes were used to repay outstanding commercial paper and
for general corporate purposes.

In August 2000, QCF issued a total of $3.0 billion in notes which consisted of $1.25 billion in notes
due 2006 with an interest rate of 7.75% and $1.75 billion in notes due 2010 with an interest rate of
7.9%. The net proceeds from the notes were used to repay outstanding commercial paper and for
general corporate purposes.

We paid dividends of $542 million in 2000.
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Payment Obligations and Contingencies

Payment obligations. The following table summarizes our future contractual cash obligations as of
December 31, 2002:

Payments Due by Period

After
Total Year 1 Year 2 Year 3 Year 4 Year 5 5 Years

(Dollars in millions)

Future Contractual Cash Obligations
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . $22,496 $2,679 $1,837 $2,133 $ 887 $1,076 $13,884
Capital lease obligations . . . . . . . . . . . . . . . . . 176 97 30 12 4 4 29
Operating leases . . . . . . . . . . . . . . . . . . . . . . . 3,278 304 296 284 251 236 1,907
Purchase commitment obligations:

Telecommunications commitments . . . . . . . . . 2,735 1,085 840 513 274 4 19
IRU operating and maintenance obligations . 1,200 62 59 59 58 57 905
Advertising and promotion . . . . . . . . . . . . . . 575 168 70 63 32 24 218

Total future contractual cash obligations . . $30,460 $4,395 $3,132 $3,064 $1,506 $1,401 $16,962

We have future purchase commitments with CLECs, IXCs and third-party vendors that require us
to make payments to purchase network services, capacity and telecommunications equipment primarily
through December 31, 2006. These commitments require us to maintain minimum monthly and/or
annual billings, in certain cases based on usage. We believe we will meet substantially all minimum
payment commitments. In the unlikely event that requirements are not met, we will record the
appropriate charges. Also included in the telecommunications commitments are unconditional purchase
obligations that we entered into with certain telecommunications services companies, including KMC
and Calpoint, in connection with sales of equipment to those entities at the time we entered into
facilities management service agreements with them.

In connection with the KMC and Calpoint arrangements, we also agreed to pay the monthly
service fees directly to trustees that serve as paying agents on debt instruments issued by special
purpose entities sponsored by KMC and Calpoint. These unconditional purchase obligations require us
to pay at least 75% of the monthly service fees for the entire term of the agreements, regardless of
whether KMC or Calpoint provide us services. Our remaining unconditional purchase obligations under
these agreements were $1.04 billion at December 31, 2002.

As part of our internal analysis, we have identified additional telecommunications commitments
that were not included in quantification of our telecommunications commitments previously reported by
us. Also, we determined that the amounts previously reported for KMC and Calpoint only included the
unconditional purchase obligation but did not include the additional monthly 25% commitment beyond
that. Costs for these additional monthly commitments were appropriately included as cost of goods sold
in our consolidated statements of operations or capital expenditures in our consolidated statements of
cash flows.

A portion of our fiber optic broadband network consists of facilities that were purchased or are
leased from third parties. These agreements are generally 20 to 25 years in length. At the time of
entering into these agreements we generally incur the obligation to pay operating and maintenance fees
to a third party for the term of the agreement.

Concurrent with the closing of the sale of the Dex East business, we also entered into an
advertising and telecommunications purchase commitment with the buyer. Pursuant to that
commitment, we agreed to purchase from the buyer at least $20 million of advertising per year for
15 years (which commitment was not increased after the sale of the Dex West business) and the buyer
agreed to exclusively purchase from us those telecommunication services that it uses from time to time
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during this same period, subject to availability from us. In addition, we have various long-term,
non-cancelable future purchase commitments for advertising and promotion services, including
advertising with online service providers as well as marketing at sports arenas, stadiums and other
venues and events through 2015.

Letters of Credit and Guarantees. At December 31, 2002, we had letters of credit of approximately
$67 million and guarantees of approximately $2 million.

Contingencies. We are a defendant in a number of legal actions and the subject of a number of
investigations by federal and state agencies. Certain of these actions present significant risk to us. We
are unable at this time to estimate reasonably a range of loss that we would incur if the plaintiffs in
one or more of these lawsuits were to prevail. While we intend to defend against these matters
vigorously, the ultimate outcomes of these cases are very uncertain, and we can give no assurance as to
the impacts on our financial results or financial condition as a result of these matters. Any settlement
of or judgment on one or more of these claims could be material, and we cannot assure you that we
would have resources available to pay such judgments. Also, our ability to meet our debt service
obligations and our financial condition could be materially and adversely affected. For a description of
these legal actions, please see Note 20—Commitments and Contingencies to our consolidated financial
statements in Item 8 of this report.

Credit ratings

Our credit ratings were lowered by Moody’s Investor Services (‘‘Moody’s’’), Standard and Poor’s
(‘‘S&P’’) and Fitch Ratings (‘‘Fitch’’) on multiple occasions during 2002. The table below summarizes
our ratings for the years ended December 31, 2002 and 2001.

December 31, 2002 December 31, 2001

Moody’s S&P Fitch Moody’s S&P Fitch

Corporate rating . . . . . . . . . . . . . . . . . . . . . . NA B- NA NA BBB+ NA

Qwest Corporation . . . . . . . . . . . . . . . . . . . . Ba3 B- B A2 BBB+ A
Qwest Services Corporation . . . . . . . . . . . . . . NR CCC+ NR NA NA NA
Qwest Communications Corporation . . . . . . . Caa1 CCC+ CCC+ Baa1 BBB+ BBB+
Qwest Capital Funding, Inc. . . . . . . . . . . . . . Caa2 CCC+ CCC+ Baa1 BBB+ BBB+
Qwest Communications International Inc. . . . Caa1 CCC+ CCC+ Baa1 BBB+ BBB+

NA = Not applicable

NR = Not rated

The December 31, 2002 ratings are still in effect and represent ratings of long-term debt and loans
at each entity.

With respect to Moody’s, a Ba rating is judged to have speculative elements, 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. Issuers with Caa ratings are in poor standing with Moody’s. These issuers may be in default,
according to Moody’s, or there may be present elements of danger with respect to principal and
interest. The ‘‘1,2,3’’ modifiers show relative standing within the major categories, 1 being the highest,
or best, modifier in terms of credit quality.

With respect to S&P, any rating below BBB indicates that the security is speculative in nature. A
B- rating indicates that the issuer currently has the capacity to meet its financial commitment on the
obligation, but adverse business, financial or economic conditions will likely impair the issuers’ capacity
or willingness to meet its financial commitment on the obligation. A CCC+ indicates that the
obligation is currently vulnerable to nonpayment and the issuer is dependent on favorable business,
financial and economic conditions in order to meet its financial commitment on the obligation. The
plus and minus symbols show relative standing within the major categories.
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With respect to Fitch, any rating below BBB is considered speculative in nature. A B rating is
considered highly speculative, meaning that significant credit risk is present, but a limited margin of
safety remains. Financial commitments are currently being met; however, capacity for continued
payment is contingent upon a sustained, favorable business and economic environment. A CCC+ rating
indicates default is a real possibility. Capacity for meeting financial commitments is solely reliant upon
sustained, favorable business or economic developments. The plus and minus symbols show relative
standing within major categories.

Debt ratings by the various rating agencies reflect each agency’s opinion of the ability of the
issuers to repay debt obligations as they come due. In general, lower ratings result in higher borrowing
costs and/or impaired ability 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 rating organization.

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

Other Liquidity and Capital Resource Considerations

Prior to 2002, we entered into structured finance transactions under which we agreed to lease from
unrelated parties certain real estate properties, including corporate offices, network operations centers
and web hosting centers. These were referred to as synthetic lease facilities. These leases had terms of
six years and were accounted for as operating leases. In March 2002, we paid the full amount necessary
to acquire all properties subject to the synthetic lease agreements and unwound these agreements. The
purchase price of all such properties was $254 million. As a result of the purchase, the loan
commitments totaling $382 million were terminated and we are no longer liable for our residual value
guarantees of up to $228 million that were only applicable if the leases expired at the end of their
term.

Recent Developments Impacting Liquidity and Capital Resources

The following describes developments impacting our liquidity and capital resources from January 1,
2003 through the date of the filing of this report.

Subsequent to year-end, through September 2003, we exchanged, through direct transactions,
$797 million face amount of debt issued by QCF. In exchange for the debt, we issued 50 million shares
of common stock out of treasury and $406 million of new QSC notes similar to the notes issued in
December 2002. The trading prices for our shares at the time the exchange transactions were
consummated ranged from $3.22 per share to $5.11 per share.

On June 9, 2003, QC entered into a senior term loan with two tranches for a total of $1.75 billion
principal amount of indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in
2007, and a $500 million fixed rate tranche, due in 2010. The term loan is unsecured and ranks equally
with all of QC’s current indebtedness. The floating rate tranche is non-prepayable for two years and
thereafter is subject to prepayment premiums through 2006. There are no mandatory prepayment
requirements. The covenant and default terms are substantially the same as the other senior QC
indebtedness. The net proceeds were used to refinance QC debt due in 2003 and fund or refinance
QC’s investment in telecommunications assets.

The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of
6.50%) and the fixed rate tranche bears interest at 6.95% per annum. The lenders funded the entire
principal amount of the loan subject to the original issue discount for the floating rate tranche of
1.00% and for the fixed rate tranche of 1.652%. Also, in connection with this QC issuance, we reduced
our obligation under the QSC Credit Facility by $429 million to a balance of $1.57 billion.
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On August 12, 2003, we used cash to payoff the outstanding balance of $750 million of the Dex
Term Loan in full.

On September 9, 2003, we completed the sale of the Dex West business. The gross proceeds from
the sale of the Dex West business were approximately $4.3 billion and were received in cash. We used
approximately $321 million of the cash proceeds to reduce our obligation under the QSC Credit Facility
to $1.25 billion, and we expect to use the balance to invest in telecommunications assets and/or to
redeem other indebtedness.

As a result of the above transactions and 2003 year-to-date maturities, at September 30, 2003, our
future maturities of long-term borrowings are as follows:

Maturities

Interest rates 2003 2004 2005 2006 2007 Thereafter

(Dollars in millions)

Up to 5% . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 1,250 — — —
Above 5% to 6% . . . . . . . . . . . . . . . . . . . . . . — 1,087 46 6 77 328
Above 6% to 7% . . . . . . . . . . . . . . . . . . . . . . — — 837 — 1,340 3,554
Above 7% to 8% . . . . . . . . . . . . . . . . . . . . . . — 750 — 866 350 5,197
Above 8% to 9% . . . . . . . . . . . . . . . . . . . . . . — — — — — 1,772
Above 9% to 10% . . . . . . . . . . . . . . . . . . . . . — — — — 11 —
Above 10% to 14% . . . . . . . . . . . . . . . . . . . . — — — — 559 3,145

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 1,837 2,133 872 2,337 13,996

In September 2003, we restructured our arrangements with Calpoint and another vendor that
effectively eliminated our services agreements and settled certain claims of the parties. We paid
$174 million to restructure these arrangements but will continue to make payments to a trustee related
to the Calpoint agreement for 75% of the unconditional purchase obligation. This obligation will be
paid to the trustee ratably through 2006. In connection with these transactions, our third quarter 2003
consolidated financial statements will reflect a liability of $346 million and a pretax charge of
$393 million. In addition, we expect to realize a cash savings of approximately $118 million in 2004 as a
result of these restructurings and additional cash savings through 2006.

Critical Accounting Policies

We have identified the policies below as critical to our business operations and the understanding
of our results of operations. For a detailed discussion on the application of these and other significant
accounting policies, see Note 2—Summary of Significant Accounting Policies to the consolidated
financial statements in Item 8 of this report. These policies are considered ‘‘critical’’ because they have
the potential to have a material impact on our financial statements, and because they require
significant judgments and estimates. Certain historical accounting policies that were critical have been
corrected and clarified in connection with our restatement. These include revenue recognition
applicable to our IRU transactions, revenue and cost recognition related to our directory publishing
business and other matters. Note that our preparation of this Annual Report on Form 10-K requires us
to make estimates and assumptions that affect the reported amount of assets and liabilities, disclosure
of contingent assets and liabilities at the date of our consolidated financial statements and the reported
amounts of revenue and expenses during the reporting period. There can be no assurance that actual
results will not differ from those estimates.

Revenue Recognition and Related Reserves

Revenues from services are recognized when the services are provided. Payments received in
advance are deferred until the service is provided. Up-front fees received, primarily activation fees and
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installation charges, as well as the associated customer acquisition costs, are deferred and recognized
over the expected customer relationship, generally two to ten years. Expected customer relationship
periods are estimated using historical data of actual customer retention patterns. Termination fees or
other fees on existing contracts that are negotiated in conjunction with new contracts are deferred and
recognized over the new contract term. As the telecommunications market experiences greater
competition and customers shift from traditional land-based telephony services to mobile services, our
estimated customer relationship periods will likely decrease.

We believe that the accounting estimates related to the recognition of revenue and establishment
of reserves for uncollectible amounts in the results of operations is a ‘‘critical accounting estimate’’
because: (1) it requires management to make assumptions about future collections, billing adjustments
and unauthorized usage, and (2) the impact of changes in actual performance versus these estimates on
the accounts receivable balance reported on our consolidated balance sheets and the results reported in
our consolidated statements of operations could be material. In selecting these assumptions, we use
historical trending of write-offs, industry norms, regulatory decisions and recognition of current market
indicators about general economic conditions that might impact the collectibility of accounts.

Software Capitalization Policy

Internally used software, whether purchased or developed, is capitalized and amortized using the
straight-line method over an estimated useful life of 18 months to five years. In accordance with
Statement of Position (‘‘SOP’’) 98-1, ‘‘Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use,’’ we capitalize certain costs associated with internally developed software
such as payroll costs of employees devoting time to the projects and external direct costs for materials
and services. Costs associated with internally developed software to be used internally are expensed
until the point at which the project has reached the development stage. Subsequent additions,
modifications or upgrades to internal-use software are capitalized only to the extent that they allow the
software to perform a task 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. Further, the recovery of software projects is periodically reviewed
and may result in significant write-offs.

Pension and Post-Retirement Benefits

Pension and post-retirement health care and life insurance benefits earned by employees during
the year as well as interest on projected benefit obligations are accrued currently. Prior service costs
and credits resulting from changes in plan benefits are amortized over the average remaining service
period of the employees expected to receive benefits. Pension and post-retirement costs are recognized
over the period in which the employee renders service and becomes eligible to receive benefits as
determined using the projected unit credit method.

In computing the pension and post-retirement benefit costs, we must make numerous assumptions
about such things as employee mortality and turnover, expected salary and wage increases, discount
rates, expected return on plan assets and expected future cost increases. Two of these items generally
have the most significant impact on the level of cost—discount rate and expected rate of return on plan
assets.

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income
investments available at the measurement date and expected to be available during the period to
maturity of the pension benefits. In making this determination we consider, among other things, the
yields on Moody’s AA corporate bonds as of year end.
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The expected rate of return on plan assets is the long-term rate of return we expect to earn on the
trust’s assets. We establish the expected rate of return by reviewing the investment composition of our
plan assets, obtaining advice from our actuaries, reviewing historical earnings on the trust assets and
evaluating current and expected market conditions.

To compute the expected return on pension plan assets, we apply our expected rate of return to
the market-related value of the plan assets. The market-related asset value is a computed value that
recognizes changes in fair value of pension plan assets over a period of time, not to exceed five years.
In accordance with SFAS No. 87, ‘‘Employers’ Accounting for Pensions,’’ we elected to recognize actual
returns on our pension plan assets ratably over a five year period when computing our market-related
value of pension plan assets. The election was made in 1987 when SFAS No. 87 became effective. This
method has the effect of smoothing market volatility that may be experienced from year to year. As a
result, our expected return is not significantly impacted by the actual return on pension plan assets
experienced in the current year.

Changes in any of the assumptions we made in computing the net of the pension credit and
post-retirement benefit cost could have an impact on various components that comprise these expenses.
Factors to 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 hirings or
downsizings and medical cost trends. Changes in any of these factors could impact cost of sales and
SG&A on the consolidated statement of operations as well as the value of the asset or liability on the
consolidated balance sheet. If our assumed expected rate of return of 9.4% was 100 basis points lower,
the impact would have been to decrease the pension credit, net of post-retirement expenses, by
$106 million, $141 million and $142 million for 2002, 2001 and 2000, respectively.

Investments

We review our equity investments on a quarterly basis to determine whether a decline in value on
individual securities is other than temporary. Many factors are considered in assessing whether a
decline in value is other than temporary, including, as may be appropriate:

• earnings trends and asset quality;

• near-term prospects and financial condition of the issuer;

• financial condition and prospects of the issuer’s region and industry;

• the cause and severity of the decline in market price;

• analysts’ recommendations and stock price projections;

• the length of time (generally six to nine months) that fair value has been less than the carrying
value;

• stock-price volatility and near-term potential for recovery; and

• our intent and ability to retain the investment.

If we conclude that the decline in value of an equity investment is other than temporary, we record
a charge to our consolidated statements of operations to reduce the carrying value of the security to its
estimated fair value. Changes in market conditions and our assessment of those conditions may impact
the fair value of the investments on the consolidated balance sheet as well as charges to the
consolidated statement of operations. If we fail to recognize the factors as listed above in a timely
manner, we could record losses on investments in the wrong period.
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Goodwill and Other Intangible Assets

We adopted SFAS No. 142 in January 2002. SFAS No. 142 requires companies to cease amortizing
goodwill and certain intangible assets with indefinite useful lives. Instead, SFAS No. 142 requires that
goodwill and indefinite-lived intangible assets be reviewed for impairment upon adoption on January 1,
2002 and at least annually thereafter. Under SFAS No. 142, goodwill impairment is deemed to exist if
the carrying value of the reporting unit exceeds its estimated fair value.

In connection with the adoption of SFAS No. 142, we performed our initial impairment analysis of
goodwill and indefinite-lived intangible assets as of January 1, 2002. The implementation involved the
determination of the fair value of each reporting unit, where a reporting unit is defined as an operating
segment or one level below.

We determined the fair value of each significant reporting unit based on discounted forecasts of
future cash flows. Judgments and assumptions are required in the preparation of the estimated future
cash flows, including long-term forecasts of revenue growth, gross margins and capital expenditures.

Two of the most significant assumptions underlying the determination of the fair value of goodwill
and other intangible assets upon our initial implementation were the cash flow forecasts and discount
rates used. In connection with the measurement we performed at the date we adopted SFAS No. 142
(January 1, 2002), we have determined that a 10% increase in the cash flow forecasts would have
decreased the transitional impairment charge by approximately $1.5 billion, resulting in a transitional
impairment charge of approximately $21.3 billion instead of $22.8 billion. In contrast, a 10% decrease
in the cash flow forecasts would have increased the transitional impairment charge by approximately
$1.2 billion, resulting in an impairment charge of approximately $24.0 billion. A 100 basis point
increase in the discount rate we used would have resulted in a transitional impairment charge of
approximately $25.2 billion instead of $22.8 billion, while a 100 basis point decrease in the discount rate
would have resulted in a transitional impairment charge of approximately $17.1 billion.

Subsequent to adoption on January 1, 2002 of SFAS No. 142, we determined that circumstances
indicated that it was more likely than not that an impairment loss was incurred, and as a result, we
tested the remaining goodwill for possible impairment. Our impairment analysis as of June 30, 2002,
resulted in an impairment of the remaining goodwill of approximately $8.483 billion. As a result of
recording the cumulative effect of the change in accounting for the transitional impairment of
$22.8 billion and the additional impairment of $8.483 billion, there is no goodwill remaining on our
balance sheet as of and subsequent to June 30, 2002. A hypothetical 10% increase or decrease in the
fair value estimates used in our June 30, 2002 measurement would have had no impact on the
impairment recorded.

Impairment of Long-lived Assets

Effective June 30, 2002, pursuant to SFAS No. 144, the general deterioration of the
telecommunications market, the downward revisions to our expected future results of operations and
other factors indicated that our investments in long-lived assets may have been impaired at that date.
In accordance with SFAS No. 144 we performed an evaluation of the recoverability of the carrying
value of our long-lived assets using gross undiscounted cash flow projections. For impairment analysis
purposes, we grouped our property, plant and equipment and projected cash flows as follows:
traditional telephone network, national fiber optic broadband network; international fiber optic
broadband network; wireless network; web hosting and ASP; assets held for sale; and out-of-region
DSL. Based on this assessment of recoverability, we concluded that our traditional telephone network
was not impaired. However, this analysis revealed that the remaining asset groups were impaired. We
then estimated the fair value of these asset groups and, as a result, we recorded a total of
$10.493 billion in asset impairment charges during the year ended December 31, 2002 as more fully
described below.

66



Following is a summary of impairment charges recognized by asset group for the year ended
December 31, 2002 net of $120 million for certain web hosting centers that have been reclassified to
income from and gain on sale of discontinued operations in our consolidated statements of operations
in Item 8 of this report.

Asset Group Impairment Charge Fair Value Methodology

(Dollars in millions)

National fiber optic broadband network $ 8,505 Discounted cash flows
International fiber optic broadband 685 Comparable market data

network . . . . . . . . . . . . . . . . . . . . . .
Wireless network . . . . . . . . . . . . . . . . . 825 Comparable market data and

discounted cash flows
Web hosting and ASP assets . . . . . . . . 88 Comparable market data
Assets held for sale . . . . . . . . . . . . . . . 348 Comparable market data
Out-of-region DSL . . . . . . . . . . . . . . . 42 Discounted cash flows

Total impairment charges . . . . . . . . . . . $10,493

The national fiber optic broadband network (National Network) provides long-distance voice
services, data and Internet services, and wholesale services to business, consumer and wholesale
customers outside of our local service area. The international fiber optic broadband network
(International Network) provides the same services to the same types of customers only outside of the
United States. The wireless network provides Personal Communications Service, or PCS, in select
markets in our local service area. Our web hosting and ASP asset group provides business customers
both shared and dedicated hosting on our servers as well as application hosting services to help design
and manage the customer’s website and their hosting applications. Assets held for sale primarily consist
of excess network supplies. Our out-of-region DSL assets provide DSL service to customers outside our
local service area.

Calculating the estimated fair value of the asset groups as listed above involves significant
judgments and a variety of assumptions. For calculating fair value based on discounted cash flows, we
forecasted future operating results and future cash flows, which included long-term forecasts of revenue
growth, gross margins and capital expenditures. We also used a discount rate based on an estimate of
the weighted average cost of capital for the specific asset groups as of June 30, 2002. Comparable
market data was obtained by reviewing recent sales of similar asset types in third-party market
transactions. A hypothetical increase or decrease in the estimated future cash flows of 10% would have
changed the impairment charge by approximately $105 million. A hypothetical increase or decrease in
the discount rate used of 100 basis points would have changed the impairment charge by approximately
$40 million.

Restructuring Reserves

Periodically, we commit to exit certain business activities, eliminate office or facility locations
and/or reduce our number of employees. The charge to record such a decision depends upon various
assumptions, including future severance costs, sublease income or disposal costs, length of time on
market for abandoned rented facilities, contractual termination costs and so forth. Such estimates are
inherently judgmental and may change based upon actual experience. The number of employees and
the related estimate of severance costs for employees combined with the estimate of future losses on
sublease income and disposal activity generally has the most significant impact.

Due to the estimates and judgments 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 operations.
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Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption

In June 2001, the Financial Accounting Standards Board (‘‘FASB’’) issued SFAS No. 142. This
statement addresses financial accounting and reporting for intangible assets (excluding goodwill)
acquired individually or with a group of other assets at the time of their acquisition. It also addresses
how goodwill and other intangible assets are accounted for after they have been initially recognized in
the financial statements. As required, we adopted SFAS No. 142 effective January 1, 2002. Upon
adoption of SFAS No. 142, the fair value of goodwill was evaluated as of January 1, 2002 as if an
acquisition of each of our reporting units at fair value had occurred on that date. The valuation was
based on our reporting units at that date, as opposed to an enterprise-wide basis, as was the case under
the prior accounting literature. The cumulative effect of adoption of SFAS No. 142 was a loss from a
change in accounting principle of approximately $22.8 billion. The adoption of SFAS No. 142 reduced
our amortization expense for goodwill and indefinite-lived intangible assets by approximately
$1.052 billion annually, beginning January 1, 2002. The cumulative effect of this change in accounting
principle was reflected as a reduction in the carrying value of goodwill as of January 1, 2002. See
Note 7—Goodwill and Other Intangible Assets to our consolidated financial statements in Item 8 of
this report for further information.

In August 2001, the FASB issued SFAS No. 144. This pronouncement addresses financial
accounting and reporting for the impairment or disposal of long-lived assets other than goodwill and
intangible assets with indefinite lives. Under SFAS No. 144, long-lived assets being held or used are
tested for recoverability whenever events or changes in circumstances indicate that their carrying
amount may not be recoverable from their expected future undiscounted cash flows (‘‘a triggering
event’’). The impairment loss is equal to the difference between the asset’s carrying amount and
estimated fair value. In addition, SFAS No. 144 requires long-lived assets to be disposed of other than
by sale for cash to be accounted for and reported like assets being held and used. Long-lived assets to
be disposed of by sale are to be recorded at the lower of their carrying amount or estimated fair value
(less costs to sell) at the time the plan of disposition has been approved and committed to by the
appropriate company management. We adopted SFAS No. 144 effective January 1, 2002. Effective
June 30, 2002, a triggering event occurred and we recorded an impairment charge of approximately
$10.493 billion. We also recorded other asset impairment charges during 2002 totaling $32 million. See
Note 6—Property, Plant and Equipment to our consolidated financial statements in Item 8 of this
report for further information.

In April 2002, the FASB issued SFAS No. 145, ‘‘Rescission of FASB Statements No. 4, 44 and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of April 2002’’ (‘‘SFAS
No. 145’’). We adopted SFAS No. 145 effective January 1, 2002. This statement eliminates the
automatic classification of gain or loss on extinguishments of debt as an extraordinary item and
requires that such gain or loss be evaluated for extraordinary classification under the criteria of
Accounting Principles Board (‘‘APB’’) Opinion No. 30, ‘‘Reporting Results of Operations.’’ This
statement also requires sale-leaseback accounting for certain lease modifications that have economic
effects that are similar to sale-leaseback transactions and makes various other technical corrections to
existing pronouncements. As a result, our gains and losses on debt extinguishments have been
reclassified to other income and expense in our consolidated statements of operations for all periods
presented.

In December 2002, the FASB issued SFAS No. 148, ‘‘Accounting for Stock-Based Compensation—
Transition and Disclosure—an amendment of FASB Statement No. 123’’ (‘‘SFAS No. 148’’), which is
effective for financial statements related to periods ending after December 15, 2002. SFAS No. 148
requires expanded disclosure regarding stock-based compensation which we have included in Note 2—
Summary of Significant Accounting Policies to our consolidated financial statements in Item 8 of this
report.
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FASB Interpretation (‘‘FIN’’) No. 45, ‘‘Guarantor’s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others,’’ was issued in November 2002.
The interpretation provides guidance on the guarantor’s accounting and disclosure of guarantees,
including indirect guarantees of indebtedness of others. We have adopted the disclosure requirements
of the interpretation as of December 31, 2002. The accounting guidelines are applicable to certain
guarantees, excluding affiliate guarantees, issued or modified after December 31, 2002, and require that
we record a liability for the fair value of such guarantees on our consolidated balance sheet. The
adoption of this interpretation had no material effect on our consolidated financial statements.

In our restated 2001 consolidated financial statements, we recorded a cumulative effect of a
change in accounting principle of $24 million, net of income taxes, related to the adoption of SFAS
No. 133 ‘‘Accounting for Derivative Instruments and Hedging Activities’’. This $24 million credit
represents the fair value of certain warrants to purchase common stock of other companies received by
us in exchange for the purchase or sale of goods or services.

In 2000, we recorded a cumulative effect of a change in accounting principle of approximately
$41 million, net of income taxes, upon our adoption of Staff Accounting Bulletin (‘‘SAB’’) No. 101,
‘‘Revenue Recognition in Financial Statements’’ (‘‘SAB No. 101’’). The $41 million charge relates to the
establishment of deferred revenues and costs for certain activation and installation activities. Previously,
installation and activation fees and costs had been recognized in their entirety at the time the
installation or activation was completed. Under the rules of SAB No. 101, these installation and
activation fees are recognized ratably over the estimated lives of the customer relationships, which
range from two to ten years. The adjustment to the cumulative effect previously reported is further
described in Note 3—Restatement of Results to our consolidated financial statements in Item 8 of this
report.

New Accounting Standards

On January 1, 2003, we adopted SFAS No. 143, ‘‘Accounting for Asset Retirement Obligations’’
(‘‘SFAS No. 143’’). This statement addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs,
generally referred to as asset retirement obligations. SFAS No. 143 requires entities to record the fair
value of a legal liability for an asset retirement obligation required to be settled under law or written or
oral contract. If a reasonable estimate of fair value can be made, the fair value of the liability shall be
recognized in the period it is incurred, or if not, in the period a reasonable estimate of fair value can
be made. This cost is initially capitalized and then amortized over the estimated remaining useful life of
the asset. We have determined that we have legal asset retirement obligations associated with the
removal of a limited group of long-lived assets and recorded a cumulative effect of a change in
accounting principle charge upon adoption of SFAS No. 143 of $28 million (liability of $43 million net
of an asset of $15 million) in 2003.

Prior to the adoption of SFAS No. 143, we have included in our group depreciation rates
estimated net removal costs (removal costs less salvage). These costs have historically been reflected in
the calculation of depreciation expense and therefore recognized in accumulated depreciation. When
the assets were actually retired and removal costs were expended, the net removal costs were recorded
as a reduction to accumulated depreciation. While SFAS No. 143 requires the recognition of a liability
for asset retirement obligations that are legally binding, it precludes the recognition of a liability for
asset retirement obligations that are not legally binding. Therefore, upon adoption of SFAS No. 143, we
reversed the net removal costs within accumulated depreciation for those fixed assets where the
removal costs exceeded the estimated salvage value and we did not have a legal removal obligation.
This resulted in income from the cumulative effect of a change in accounting principle of $365 million
in 2003.
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On a going forward basis, the net costs of removal related to these assets will be charged to our
consolidated statement of operations in the period in which the costs are incurred. As a result, the
adoption of SFAS No. 143 is expected to decrease our depreciation expense on an annual basis by
approximately $32 million and increase operating expenses related to the accretion of the fair value of
our legal asset retirement obligations by approximately $6 million annually beginning January 1, 2003.
Based on historical charges and activity through the six months ended June 30, 2003, we believe that
recurring removal costs will be approximately $35 million to $45 million annually.

In June 2002, the FASB issued SFAS No. 146, ‘‘Accounting for Costs Associated with Exit or
Disposal Activities’’ (‘‘SFAS No. 146’’), which is applicable for exit or disposal activities initiated after
December 31, 2002. This statement requires that liabilities for costs that are associated with an exit or
disposal activity be recognized and measured initially at fair value in the period in which the liability is
incurred. It nullifies the guidance of Emerging Issues Task Force (‘‘EITF’’) No. 94-3, ‘‘Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring)’’ (‘‘EITF No. 94-3’’). Under EITF No. 94-3, an entity
recognized a liability for an exit cost on the date that the entity committed itself to an exit plan. SFAS
No. 146 concludes that an entity’s commitment to a plan does not, by itself, create a present obligation
to other parties that meets the definition of a liability. In accordance with SFAS No. 146, our
restructuring activities that were recorded prior to 2003 will continue to be accounted for under
previous guidance. Our adoption of SFAS No. 146 on January 1, 2003 is not expected to have a
material effect on our operating results or financial position.

In January 2003, the FASB issued FIN No. 46, ‘‘Consolidation of Variable Interest Entities’’ (‘‘FIN
No. 46’’), which is effective immediately for all variable interest entities created after January 31, 2003.
FIN No. 46 must be applied for the first fiscal year or interim period beginning after June 15, 2003 for
variable interest entities in which an enterprise holds a variable interest that it acquired before
February 1, 2003, or the third quarter 2003 for us. FIN No. 46 requires existing unconsolidated variable
interest entities to be consolidated by their primary beneficiaries if the entities do not effectively
disperse risks among the parties involved. A primary beneficiary absorbs the majority of the entity’s
expected losses, if they occur, receives a majority of the entity’s expected residual returns, if they occur,
or both. Where it is reasonably possible that the information about our variable interest entity
relationships must be disclosed or consolidated, we must disclose the nature, purpose, size and activity
of the variable interest entity and the maximum exposure to loss as a result of our involvement with the
variable interest entity in all financial statements issued after January 31, 2003. We do not expect that
the adoption of FIN No. 46 will require consolidation of any previously unconsolidated entities.

In May 2003, the FASB issued SFAS No. 150, ‘‘Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity’’, (‘‘SFAS No. 150’’). SFAS No. 150 provides guidance on
how an entity classifies and measures certain financial instruments with characteristics of both liabilities
and equity. SFAS No. 150 is effective for financial instruments entered into or modified after May 31,
2003, and otherwise is effective at the beginning of the first interim period beginning after June 15,
2003. We do not believe that the adoption of SFAS No. 150 will have a material impact on our
consolidated financial statements.

Related Party Transactions

In October 1999, pre-Merger Qwest and Anschutz Digital Media, Inc. (‘‘ADMI’’), a subsidiary of
Anschutz Company, formed a joint venture called Qwest Digital Media, LLC (‘‘QDM’’), which
provided advanced digital production, post-production and transmission facilities; digital media storage
and distribution services; telephony-based data storage and enhanced access and routing services.
Pre-Merger Qwest contributed capital of approximately $84.8 million in the form of a promissory note
payable over nine years at an annual interest rate of 6%. At inception, pre-Merger Qwest and ADMI
each owned 50% equity and voting interest in QDM. In June 2000, we acquired an additional 25%
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interest in QDM directly from ADMI and paid $48.2 million for the interest; $4.8 million in cash at
closing and the remaining $43.4 million in the form of a promissory note payable in December 2000,
with an annual interest rate of 8%. As a result of this transaction, subsequent to the Merger, we owned
a 75% economic interest and 50% voting interest in QDM, and ADMI owned the remaining 25%
economic interest and 50% voting interest. We paid the note associated with this additional 25%
interest in full, including approximately $1.8 million in accrued interest, in January 2001. Because we
have never controlled QDM, we have accounted for our investment in QDM under the equity method
of accounting for all periods presented.

In October 1999, we entered into a long-term Master Services Agreement with QDM under which
QDM agreed to purchase approximately $119 million of telecommunication services through
October 2008, and we agreed to extend credit to QDM for the purpose of making payments for the
telecommunications services. Each October, QDM would be required to pay us an amount equal to the
difference between certain specified annual commitment levels and the amount of services actually
purchased under the Master Services Agreement at that time. In October 2001, we agreed to terminate
the Master Services Agreement and release QDM from its obligation under such agreement to acquire
telecommunications services from us. At the same time, QDM agreed to forgive the remaining balance
of $84.8 million that we owed on the promissory note related to the original capital contribution from
pre-Merger Qwest. Prior to the termination of the Master Services Agreement, we advanced QDM
$3.8 million, which was the amount it owed to us under the agreement for accrued telecommunications
services. QDM used that advance to pay us the amount owed, including interest on amounts past due.
Concurrently with terminating the Master Services Agreement, QDM repaid the $3.8 million advance
under the Master Services Agreement with interest. QDM made purchases of $0.7 million, $3.3 million
and $1.4 million during 2002, 2001 and 2000, respectively.

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002,
in conjunction with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment
charge in our 2002 consolidated statement of operations for the carrying amount of our investment in
QDM of $2 million. During the remainder of 2002, we loaned QDM an additional $3.8 million and
ADMI loaned QDM $300,000. As of December 31, 2002, the aggregate principal balance and accrued
interest outstanding on loans to QDM from us and ADMI was $12.4 million and $4.4 million,
respectively.

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of
Precision Systems, Inc, a telecommunications solutions provider, from ADMI in exchange for a
promissory note in the amount of $34 million. The note bears interest at 6% annually with semi-annual
interest payments and annual principal payments due through 2008. During 2002, 2001 and 2000,
respectively, we paid $0, $2.0 million, and $2.1 million in interest and $0, $340,000, and $0 in principal,
on the note. At December 31, 2002, the outstanding accrued interest on the note was approximately
$2.4 million and the outstanding principal balance on the note was approximately $33.7 million.

In April 1999, we and KPN Telecom B.V. (‘‘KPN’’) formed KPNQwest, a joint venture, to create a
pan-European IP-based fiber optic broadband network, linked to our network in North America, for
data and multimedia services. We and KPN each initially owned 50% of KPNQwest. In November
1999, KPNQwest consummated an initial public offering in which 50.6 million shares of common stock
were issued to the public generating approximately $1.0 billion in proceeds. As a result of KPNQwest’s
initial public offering, the public owned approximately 11% of KPNQwest’s shares, and the remainder
was owned equally by us and KPN. Originally, contractual provisions restricted our ability to sell or
transfer any of our shares through 2004. In November 2001, we purchased approximately 14 million
additional shares, and Anschutz Company (our largest stockholder) purchased approximately six million
shares, of KPNQwest common stock from KPN for $4.58 per share. Anschutz Company’s purchase was
at our request and with the approval of the disinterested members of our Board of Directors. After
giving effect to this transaction, we held approximately 47.5% of KPNQwest’s outstanding shares. In
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connection with this transaction, the restrictions on our ability to transfer shares were removed.
Because we have never had the ability to designate a majority of the members of the supervisory board
or to vote a majority of the voting securities, we have accounted for our investment in KPNQwest using
the equity method of accounting for all periods presented.

During 2002, 2001 and 2000, we entered into several transactions with KPNQwest for the purchase
and sale of optical capacity assets and the provisioning of services, including but not limited to private
line, web hosting, IP transit and DIA. We made purchases of these assets and services from KPNQwest
totaling $169 million, $218 million and $70 million in 2002, 2001 and 2000, respectively. We recognized
revenue on products and services sold to KPNQwest in the amount of $12 million, $18 million and
$26 million in 2002, 2001 and 2000, respectively. At December 31, 2002, 2001 and 2000, we had a
receivable from KPNQwest for these products and services of $5 million, $12 million and $3 million,
respectively. Due to KPNQwest’s bankruptcy, the full amount of the balance outstanding as of
December 31, 2002 is provided for in our allowance for doubtful accounts. Pricing for these services
was based on what we believed to be fair market value at the time the transactions were consummated.
Some of KPNQwest’s sales to us were in accordance with the distribution agreement with KPNQwest,
whereby we were, in certain circumstances, the exclusive distributor of certain of KPNQwest’s services
in North America. As of December 31, 2001, we had a remaining commitment to purchase up to
81 million Euros (or $72 million based on a conversion rate at December 31, 2001) worth of network
capacity through 2002 from KPNQwest. In connection with KPNQwest’s bankruptcy, as discussed in
Note 10—Investments to our consolidated financial statements in Item 8 of this report, the purchase
commitment terminated during June 2002.

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. (‘‘GTS’’) for
convertible notes of KPNQwest with a face amount of 211 million Euros ($186 million based on a
conversion rate at March 18, 2002), among other consideration, under an agreement entered into in
October 2001. As disclosed to our Board of Directors, a subsidiary of Anschutz Company had become
a creditor of GTS in 2001. We understand that in 2002 and 2001, as part of a group of GTS
bondholders, the Anschutz Company subsidiary also provided interim financing to GTS. In connection
with the consummation of KPNQwest’s acquisition of the GTS assets, the Anschutz Company
subsidiary received a distribution of such notes with a face amount of approximately 37 million Euros
($33 million based on a conversion rate at March 18, 2002). We understand that the allocation of notes
to the Anschutz Company subsidiary was determined by a creditor committee for GTS which did not
include any representatives of Anschutz Company, and neither the KPNQwest notes nor the shares
referenced above, both of which are still held by Anschutz Company, have any current value.

In 2000, Qwest decided to sell an aircraft and purchase a different aircraft. Qwest decided to do so
in the form of a ‘‘like-kind exchange’’ transaction under Section 1031 of the Internal Revenue Code, as
amended. A like-kind exchange transaction is one in which a company sells an asset and purchases a
similar, or like-kind, asset. In order to qualify as a like-kind exchange, the sale of the old asset and the
purchase of the new asset must take place within six months of each other. In November 2000, Qwest
engaged a third party to facilitate the aircraft exchange, and in December 2000, transferred its aircraft
to this party and acquired from the same party another aircraft, which it had acquired on Qwest’s
behalf. Qwest also began marketing the aircraft it intended to sell through an aircraft broker. At the
end of March 2001, Qwest received an offer from an independent third party to purchase the aircraft
for $7.65 million. However, the sale was not completed because the third party failed to consummate
the purchase. In early May 2001, after Qwest had not found another party to acquire the aircraft it
intended to sell, and as the six-month period to complete the like-kind exchange was nearing an end, a
subsidiary of Anschutz Company agreed to purchase the aircraft for $7.6 million, which resulted in
significant tax deferrals and savings for Qwest. This transaction was approved by the disinterested
members of our board of directors.
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We loaned Afshin Mohebbi, one of our former officers, $600,000 under a promissory note dated
May 18, 1999. The loan was unsecured and did not bear interest. The promissory note provided that
the principal amount was to be forgiven in 36 equal monthly increments beginning July 1, 1999 and
ending on June 1, 2002. Effective April 1, 2002, we loaned Mr. Mohebbi an additional $4 million,
which bears interest at the rate of 5.54%, compounded semi-annually. Mr. Mohebbi has agreed to use
a portion of the loan to pay the premium on a life insurance policy covering his life. The outstanding
principal balance of the loan, together with any accrued and unpaid interest thereon, will be due and
payable within 90 days following Mr. Mohebbi’s death or earlier upon the occurrence of any transfer or
surrender of the life insurance policy, any borrowing against or withdrawals of cash from the policy, any
pledge of or encumbrance on the policy, or any reduction in the face amount of the policy that results
in a distribution of cash value. Mr. Mohebbi is the owner of the life insurance policy.

Risk Management

We are exposed to 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
employ derivative financial instruments to manage our interest rate risk exposure. We may also employ
financial derivatives to hedge foreign currency exposures associated with particular debt. With the
settlement of the Global Crossing derivative in 2001, we no longer hold any derivatives for other than
hedging purposes.

As of December 31, 2002 and 2001, approximately $2.2 billion and $3.6 billion, respectively, of
floating-rate debt was exposed to changes in interest rates. This exposure is linked to commercial paper
rates and London Interbank Offered Rates, or LIBOR. A hypothetical increase of one-percentage
point in LIBOR and commercial paper rates would increase annual pre-tax interest expense by
$22 million. As of December 31, 2002 and 2001, we also had approximately $1.2 billion of long-term
fixed rate debt obligations maturing in the following twelve months. Any new debt obtained to
refinance this debt would be exposed to changes in interest rates. A hypothetical 10% change in the
interest rates on this debt would not have had a material effect on our earnings. We had $19.0 billion
and $20.2 billion of long-term fixed rate debt at December 31, 2002 and 2001, respectively. A 100 basis
point increase in the interest rates on this debt would result in an increase in the fair value of these
instruments of $0.7 billion and $1.1 billion at December 31, 2002 and 2001, respectively. A 100 basis
point decrease in the interest rates on this debt would result in a decrease in the fair value of these
instruments of $0.8 billion and $1.2 billion at December 31, 2002 and 2001, respectively.

As of December 31, 2002, Qwest had $2.253 billion of cash invested in money market and other
short-term investments. Most cash investments are invested at floating rates. As interest rates change so
will the interest income derived from these accounts.
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Special Note Regarding Forward-Looking Statements

This Form 10-K contains or incorporates by reference ‘‘forward-looking statements,’’ as that term
is used in federal securities laws, about our financial condition, results of operations and business.
These statements include, among others:

• statements concerning the benefits that we expect will result from our business activities and
certain transactions we have completed, such as increased revenues, 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 documents we will file with the SEC. You can find many of these statements by looking for words
such as ‘‘believes,’’ ‘‘expects,’’ ‘‘anticipates,’’ ‘‘estimates,’’ or similar expressions used in this report or
incorporated by reference in this report.

These forward-looking statements are subject to numerous assumptions, risks and uncertainties
that may cause our actual results to be materially different from any future results expressed or implied
by us in those statements. Some of these risks are described below under ‘‘Risk Factors.’’ These risk
factors should be considered in connection with any subsequent written or oral forward-looking
statements that we or persons acting on our behalf may issue. We do not undertake any obligation to
review or confirm analysts’ expectations or estimates or to release publicly any revisions to any forward-
looking statements to reflect events or circumstances after the date of this report or to reflect the
occurrence of unanticipated events. Further, the information contained in this document is a statement
of our intention as of the date of this filing 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, at any time and without notice, based
upon any changes in such factors, in our assumptions or otherwise.

You are further cautioned that we have not filed certain of our recent periodic reports with the
SEC, and we intend to restate information disclosed in certain other reports previously filed with the
SEC. We have determined that in certain cases we misinterpreted or misapplied GAAP in our 2001
and 2000 consolidated financial statements and, accordingly, we have restated our consolidated financial
statements for the two years ended December 31, 2001 and related interim periods. Because this
restatement has also impacted our 2002 results, as reflected herein, the information previously filed in
our quarterly report on Form 10-Q for the quarter ended March 31, 2002, our current reports on
Form 8-K filed on November 14, 2002, February 18, 2003 and May 29, 2003 and any other 2002
information that has been previously disclosed should not be relied upon. The information to be
contained in our quarterly reports for our quarters ended on June 30, 2002, September 30, 2002,
March 31, 2003 and June 30, 2003 is unavailable at this time. Moreover, we can provide no assurances
as to when such information will become available.
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Risk Factors

Risks Affecting Our Business

Continued downturn in the economy in our local service area could affect our operating results.

Our operations in our local service area of Arizona, Colorado, Idaho, Iowa, Minnesota, Montana,
Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington and Wyoming, from
which we derive a substantial portion of our revenues, have been impacted by the continuing weakness
in that region’s economy. Because customers have less discretionary income, demand for second lines
or additional services has declined. This economic downturn in our local service area has also led to an
increased customer disconnection rate. In addition, several of the companies with which we do business
appear to be in financial difficulty or have filed for bankruptcy protection. Some of these have
requested renegotiation of long-term agreements with us because of their financial circumstances and
because they believe the terms of these agreements are no longer appropriate for their needs. Our
revenues have been and are likely to continue to be adversely affected by the loss or reduction of
business with many of our customers as a result of this downturn and our continued efforts to
accommodate our customers’ needs in this changing business environment.

We believe that our local service area’s economy lagged the national economy in entering the
downturn and may follow the national economy in recovery by an indeterminate period. This continued
economic slowdown will affect demand for our products and services within our local service area.

We face pressure on profit margins as a result of increasing competition, including product substitution, which
could adversely affect our operating results and financial performance.

We compete in a rapidly evolving and highly competitive market, and we expect competition to
intensify. We have faced greater competition in our core local business from cable companies, wireless
providers (including ourselves), facilities-based providers using their own networks as well as those
leasing parts of our network (unbundled network elements, or UNEs), and resellers.

One of the primary reasons we continue to experience loss of access lines is the intense
competition from cable and wireless providers offering a substitute for our traditional voice and data
services. We are implementing new strategies for enhancing our video and wireless offerings. However,
it will be difficult to effectively execute our strategy in the face of increasing competition. For example,
our recently announced wireless strategy of reselling Sprint wireless services to our customers is
untested. We may not be able to effectively integrate Sprint’s services into our product offerings, and it
may require greater resources than we anticipate to operate as a wireless reseller. Also, while we
recently entered into strategic marketing arrangements with Echostar and DIRECTV to bundle their
satellite television products and services with our traditional telecommunications, data and Internet
offerings, our video offering remains limited to select markets in our local service area. If we are
unable to effectively implement our strategy for improving video and wireless solutions, both our
wireless and our traditional telephone businesses may be adversely affected.

We have also begun to experience and expect further increased competitive pressure from
telecommunications providers either emerging from bankruptcy protection or reorganizing their capital
structure to more effectively compete against us. As a result of these increased competitive pressures,
we have been and may continue to be forced to respond with lower profit margin product offerings and
pricing schemes that allow us to retain and attract customers. These pressures could adversely affect
our operating results and financial performance.

Our ability to compete will depend, in part, on our ability to provide competitive InterLATA services.

In order to successfully compete, we believe we need to be able to offer a ubiquitous long-distance
service utilizing our proprietary telecommunications network assets. Under the Telecommunications Act
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of 1996, we were not permitted to provide InterLATA services in the states where we provided service
as an incumbent local exchange carrier until we satisfied certain regulatory conditions set forth in the
Telecommunications Act primarily related to local exchange telephone competition. These restrictions
generally prohibited us from providing service between the multiple LATAs in such states and between
such states and the rest of the country, including providing private line service, long-distance services
originating in such states, and toll-free long-distance services terminating in such states. To date, the
FCC has approved our applications to provide InterLATA services in all the states in our local service
area other than Arizona. We made our application with the FCC with respect to Arizona on
September 4, 2003.

Even though the InterLATA restrictions have now been eliminated in most states in the local
service area, our long-distance operations are subject to various regulatory constraints, including the
requirement that InterLATA services be offered through a subsidiary that is structurally separated from
our local exchange company. Also, we are restricted from fully utilizing our proprietary
telecommunications assets in the provision of InterLATA services in our local service area until we
have completed additional steps required by the FCC. As a result, within our local service area we
currently provide only switched InterLATA long-distance services and do not provide some of the data
and Internet services that we provide outside our local service area. These restrictions have resulted in
lower margins in our current long-distance business than we would have without them and have kept us
from rolling out additional products and services in our local service area. As a result, our ability to
compete has been and may continue to be significantly impacted.

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

The telecommunications industry is experiencing significant technological changes, and our ability
to execute on our business plans and compete depends upon our ability to develop new products and
accelerate the deployment of advanced new services, such as broadband data, wireless and video
services. The development and deployment of new products could require substantial expenditure of
financial and other resources in excess of contemplated levels. If we are not able to develop new
products to keep pace with technological advances, or if such products are not widely accepted by
customers, our ability to compete could be adversely affected and our market share could decline. Any
inability 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.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of investigations currently being conducted by the SEC and the U.S. Attorney’s Office or
the assessment being undertaken by the GSA could have a material adverse impact on us, on the trading price
for our securities and on our ability to access the capital markets.

On April 3, 2002, the SEC issued an order of investigation that made formal an informal
investigation initiated on March 8, 2002. We are continuing in our efforts to cooperate fully with the
SEC in its investigation. The investigation includes, without limitation, inquiry into several specifically
identified Qwest accounting practices and transactions and related disclosures that are the subject of
the various adjustments and restatements described in this Form 10-K. See ‘‘Management’s Discussion
and Analysis of Financial Condition and Results of Operations—Restatement of 2001 and 2000
Consolidated Financial Statements’’ above and Note 3—Restatement of Results to our consolidated
financial statements in Item 8 of this report for more information about our restatement. The
investigation also includes inquiry into disclosure and other issues related to transactions between us
and certain of our vendors and certain investments in the securities of those vendors by individuals
associated with us.
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On July 9, 2002, we were informed by the U.S. Attorney’s Office for the District of Colorado of a
criminal investigation of Qwest. We believe the U.S. Attorney’s Office is investigating various matters
that include the subjects of the investigation by the SEC.

While we are continuing in our efforts to cooperate fully with the SEC and the U.S. Attorney’s
Office in each of their respective investigations, we cannot predict the outcome of those investigations.
We are currently in discussions with the SEC staff in an effort to resolve the issues raised in the SEC’s
investigation of Qwest. Such discussions are preliminary and we cannot predict the likelihood of
whether those discussions will result in a settlement and, if so, the terms of such settlement. However,
settlements typically involve, among other things, the SEC making claims under the federal securities
laws in a complaint filed in United States District Court that, for purposes of the settlement, the
defendant neither admits nor denies. We would expect such claims to address many of the accounting
practices and transactions and related disclosures that are the subject of the various restatements we
have made as well as additional transactions. In addition, any settlement with the SEC may also
involve, among other things, the imposition of a civil penalty, the amount of which could be material,
and the entry of a court order that would require, among other things, that we and our officers and
directors comply with provisions of the federal securities laws as to which there have been allegations
of prior violations.

In addition, as previously reported, the SEC has conducted an investigation concerning our
earnings release for the fourth quarter and full year 2000 issued on January 24, 2001. The release
provided pro forma normalized earnings information that excluded certain nonrecurring expense and
income items resulting primarily from our acquisition of U S WEST. On November 21, 2001, the SEC
staff informed us of its intent to recommend that the SEC authorize an action against us that would
allege we should have included in the earnings release a statement of our earnings in accordance with
GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our
current discussions with the staff of the SEC result in a settlement, such settlement would include
allegations concerning the January 24, 2001 earnings release.

Also, the GSA is conducting a review of all contracts with us for purposes of determining present
responsibility. Recently, the Inspector General of the GSA referred to the GSA Suspension/Debarment
Official the question of whether Qwest should be considered for debarment. We are cooperating fully
with the GSA and believe that we will remain a supplier of the government, although we cannot predict
the outcome of this referral.

An adverse outcome with respect to one or more of the SEC investigations, the U.S. Attorney’s
Office investigation or the GSA evaluation could have material and significant adverse impact upon us.

The breadth of our internal analysis of our accounting policies, practices and procedures, the passage of time
and the turnover in accounting personnel or further review by the SEC could result in additional adjustments.

We continue to discuss our periodic filings with the staff of the SEC’s Division of Corporation
Finance. They have reviewed our 2001 Form 10-K and our Form 10-Q for the three months ended
March 31, 2002. As appropriate, we have attempted to address the Staff’s comments in our current
filings and have provided responses to those other comments that we could address. Following their
review of our 2002 Form 10-K we may receive additional comments from the staff of the Division of
Corporation Finance and may be required to make further adjustments or additional disclosures. It is
possible that these comments may lead to further investigations from the SEC’s Division of
Enforcement.

While we have attempted to address all the matters identified in our internal analysis of our
accounting policies, practices and procedures, due to the breadth of this analysis, the passage of time
and the turnover in accounting personnel employed by us, we may have overlooked some matters in
our internal analysis.
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Major lawsuits have been brought against us involving our accounting practices and other matters. The
outcomes of these lawsuits may have a material adverse effect on our business, financial condition and
operating results.

Several lawsuits have been filed against us, as well as certain of our past and present officers and
directors. These lawsuits include putative class action lawsuits in which the plaintiffs allege numerous
violations of securities laws. In one of these actions, lead counsel for the plaintiffs has indicated that
plaintiffs will seek damages in the billions of dollars.

The consolidated securities action, the consolidated ERISA action and the CalSTRS, New Jersey
and SURSI actions described above present material and significant risk to us. Some of the allegations
in these lawsuits include many of the same subjects that the SEC and U.S. Attorney’s Office are
investigating. Moreover, the size, scope and nature of the restatements that we are making in this
report affect the risk presented by these cases. While we intend to defend against these matters
vigorously, the ultimate outcomes of these cases are very uncertain, and we can give no assurance as to
the impacts on our financial results or financial condition as a result of these matters. Each of these
cases is in a preliminary phase. None of the plaintiffs or the defendants has advanced evidence
concerning possible recoverable damages, and we have not yet conducted discovery on these and other
relevant issues. Thus, we are unable at this time to estimate reasonably a range of loss that we would
incur if the plaintiffs in one or more of these lawsuits were to prevail. Any settlement of or judgment
on one or more of these claims could be material, and we cannot give any assurance that we would
have the resources available to pay such judgments. Also, our ability to meet our debt service
obligations and our financial condition could be materially and adversely affected.

In addition, underwriters of the director and officer and fiduciary insurance policies identified
above have informed us that they seek to rescind their policies or otherwise deny coverage that such
policies may provide to cover any losses on these claims. We recently reached a preliminary, non-
binding agreement with our carriers to resolve our disputes. If a definitive settlement agreement is not
executed and approved by October 30, 2003, the parties may litigate their disputes on or after
October 31, 2003. We intend to vigorously oppose the insurance carriers’ efforts to rescind or otherwise
deny coverage under the policies identified above if we are unable to reach a definitive settlement with
the carriers. However, there can be no assurance that we will enter into a definitive settlement
agreement with the carriers, or that we will not incur a material loss with respect to these matters.
While we believe that, in the event the insurance carriers are successful in rescinding coverage, other
insurance policies may provide partial coverage. However, there is risk that none of the claims we have
made under the Qwest policies described above will be covered by such other policies. In any event,
the terms and conditions of the applicable certificates or articles of incorporation, applicable bylaws,
applicable law and any applicable agreements may obligate us to indemnify (and advance legal expenses
to) our current and former directors, officers, and employees for any liabilities related to these claims.

Further, given the size and nature of our business, we are subject from time to time to various
other lawsuits which, depending on their outcome, may have a material adverse effect on our financial
position. Thus, we can give no assurances as to the impacts on our financial results or financial
condition as a result of these matters.

Increased scrutiny of financial disclosure, particularly in the telecommunications industry in which we
operate, could reduce investor confidence and affect our business opportunities, and any restatement of our
earnings as stated in this filing could limit our ability to access the capital markets and could increase
litigation risks.

As a result of our accounting issues and the increased scrutiny of financial disclosure, investor
confidence in us has suffered and could suffer further. Congress, the SEC, other government
authorities and the media are intensely scrutinizing a number of financial reporting issues and practices.
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In addition to the SEC investigation discussed earlier, we have reported that the SEC has investigated
our earnings release for the fourth quarter and full year 2000 and that the staff of the SEC has decided
to recommend an action against us alleging that we should also have included in the earnings release a
statement of our GAAP earnings. Although all businesses face uncertainty with respect to how the U.S.
financial disclosure regime may be impacted by this process, particular attention has been focused
recently on the telecommunications industry. Congressional hearings held in 2002, for example, related
to the telecommunications industry practice of accounting for IRUs, as well as the appropriateness and
consistency of pro forma financial information disclosure. Some of our former and current officers and
directors have testified at these hearings concerning IRUs and other matters.

The existence of this heightened scrutiny and these pending investigations could adversely affect
investor confidence and cause the trading price for our securities to decline. In addition, we cannot
assure you that we will not have to further restate earnings for prior periods as a result of any formal
actions, the SEC’s review of our filings or because of our own periodic internal investigations. Any such
restatement could further impact our ability to access the capital markets and the trading price of our
securities.

We operate in a highly regulated industry, and are therefore exposed to restrictions on our manner of doing
business and a variety of claims relating to such regulation.

Our operations are subject to extensive federal regulation, including the Communications Act of
1934, as amended, and FCC regulations thereunder. We are also subject to the applicable laws and
regulations of various states, including regulation by Public Utility Commissions (‘‘PUCs’’) and other
state agencies. Federal laws and FCC regulations apply to interstate telecommunications (including
international telecommunications that originate or terminate in the United States), while state
regulatory authorities have jurisdiction over telecommunications that originate and terminate within the
same state. Generally, we must obtain and maintain certificates of authority from regulatory bodies in
most states where we offer intrastate services and must obtain prior regulatory approval of tariffs for
our intrastate services in most of these jurisdictions.

Regulation of the telecommunications industry is changing rapidly, and the regulatory environment
varies substantially from state to state. All of our operations are also subject to a variety of
environmental, safety, health and other governmental regulations. There can be no assurance that
future regulatory, judicial or legislative activities will not have a material adverse effect on our
operations, or that domestic or international regulators or third parties will not raise material issues
with regard to our compliance or noncompliance with applicable 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 results.

Risks Affecting Our Liquidity

Our high debt levels and the restrictive terms of our debt instruments pose risks to our viability and may
make us more vulnerable to adverse economic and competitive conditions, as well as other adverse
developments.

We are highly leveraged. As of September 30, 2003, our consolidated debt was approximately
$21.2 billion. As shown above in Item 7—Liquidity and Capital Resources—Payment Obligations and
Contingencies, a significant amount of our debt obligations come due over the next few years. While
we currently believe we will have the financial resources to meet our obligations when they come due,
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we cannot anticipate what our future condition will be. We may have unexpected costs and liabilities
and we may have limited access to financing.

We have recently taken the following measures to improve our near-term liquidity and our capital
structure and generally reduce financial risk:

• amended and restated our Credit Facility in order to (a) lengthen the maturity, (b) obtain more
flexible covenants and (c) achieve a more favorable amortization schedule;

• sold the Dex directory publishing business, which generated gross cash proceeds of $7.05 billion;

• reduced capital investment and continued to manage working capital; and

• refinanced QC debt due in 2003 with debt that has maturities in 2007 and 2010.

However, even if we are successful in our de-leveraging efforts, we may need to obtain additional
financing to meet our debt service obligations if operations do not improve, if revenue and operating
cash flow declines are worse than expected, if economic conditions do not improve, or if we become
subject to significant judgements and/or settlements in connection with the resolution of one or more
matters described under Securities Actions and Derivative Actions in Item 3 of this report.

The QSC Credit Facility also includes financial maintenance covenants with which we must comply.
Any failure to do so could result in an event of default and an acceleration of our outstanding debt
obligations. If we fail to repay indebtedness in respect of the QSC Credit Facility or any of our other
indebtedness when due, or fail to comply with the financial maintenance covenants contained in the
QSC Credit Facility, the applicable creditors or their representatives could declare the entire amount
owed under such indebtedness immediately due and payable. Any such event could adversely affect our
ability to conduct business or access the capital markets and could adversely impact our credit ratings.

Additionally, the degree to which we are leveraged may have important limiting consequences,
including the following:

• our ability to obtain additional financing in the future for working capital, capital expenditures
or general corporate purposes may be impaired;

• our leverage may place us at a competitive disadvantage as compared with our less leveraged
competitors, including some who have significantly reduced their debt through a bankruptcy
proceeding;

• our leverage may make us more vulnerable to the current or future downturns in general
economic conditions or in any of our businesses;

• our flexibility in planning for, or reacting to, changes in our business and the industry in which
we operate may be limited; and

• our high debt levels could adversely impact our credit ratings.

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

We anticipate that our capital requirements relating to maintaining and routinely upgrading our
network will continue to be significant in the coming years. We also may be unable to significantly
reduce the operating expenses associated with our future contractual cash obligations, including future
purchase commitments, which may in turn affect our operating results. As we will need to maintain the
quality of our products and services in the future, we may be unable to further significantly reduce such
capital requirements or operating expenses, even if revenues are decreasing. Such nondiscretionary
capital outlays may lessen our ability to compete with other providers who face less significant spending
requirements.
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If we are unable to renegotiate a significant portion of our future purchase commitments, we may suffer
related losses.

As of December 31, 2002, our aggregate future purchase commitments totaled $4.5 billion and we
expect them to total $3 billion by December 31, 2003. We entered into these commitments, which
obligate us to purchase network services and capacity, hardware or advertising from other vendors, with
the expectation that we would use these commitments in association with projected revenues. We
currently do not expect to generate revenues in the near-term that are sufficient to offset the costs
associated with some of these commitments. Although we are attempting to renegotiate and restructure
certain of these contracts, there can be no assurance that we will be successful to any material degree.
If we cannot renegotiate or restructure a significant portion of these contracts on terms that are
favorable to us, we will continue to have substantial ongoing expenses without sufficient revenues to
offset the expenses related to these arrangements. In addition, we may incur substantial losses in
connection with these restructurings and renegotiations.

Declines in the value of pension plan assets could require us to provide significant amounts of funding for our
pension plans

While we do not expect to be required to make material cash contributions to our defined benefit
pension plan in the near-term based upon current actuarial analyses and forecasts, a further significant
decline in the value of pension plan assets in the future or unfavorable changes in laws or regulations
that govern pension plan funding could materially change the timing and amount of required pension
funding. As a result, we may be required to fund our benefit plans with cash from operations, perhaps
by a material amount.

If we pursue and are involved in any business combinations, our financial condition could be affected.

On a regular and on-going 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.

Other Risks Affecting Qwest

We have postponed the filing of our most recent quarterly reports, and material information concerning our
current operating results and financial condition is therefore unavailable.

We have postponed the filing of our periodic reports for the quarters ended March 31, 2003 and
June 30, 2003, and the information to be contained therein is unavailable at this time. We may also
need to delay the filing of our periodic report for the quarter ending September 30, 2003. While we
released first quarter earnings information in our current report on Form 8-K filed on May 29, 2003
and second quarter earnings information in our current report on Form 8-K filed on September 4,
2003, this information was limited, incomplete and may be inconsistent with the information contained
herein. We cannot predict how soon complete financial and operational information relating to our first
two quarters for 2003 will become available. When it is, it may reflect changes or trends that are
material to our business. Also, many of our loan documents, including the QSC Credit Facility, contain
financial reporting covenants that require delivery of annual and quarterly periodic reports, and the
failure to comply with these financial reporting covenants can result in a default under certain of our
loan documents. We have obtained extensions under the QSC Credit Facility for the delivery of our
unfiled first and second quarter periodic reports to December 31, 2003.
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If conditions or assumptions differ from the judgments, assumptions or estimates used in our critical
accounting policies, the accuracy of our financial statements and related disclosures could be affected.

The preparation of financial statements and related disclosures in conformity with accounting
principles generally accepted in the United States of America requires management to make judgments,
assumptions, and estimates that affect the amounts reported in our consolidated financial statements
and accompanying notes. Our critical accounting policies, which are set forth above, describe the
significant accounting policies and methods used in the preparation of our consolidated financial
statements. These accounting policies are considered ‘‘critical’’ because they require judgments,
assumptions and estimates that materially impact our consolidated financial statements and related
disclosures. As a result, if future events differ significantly from the judgments, assumptions, and
estimates in our critical accounting policies or different assumptions are used in the future, such events
or assumptions could have a material impact on our consolidated financial statements and related
disclosures.

Taxing authorities may determine we owe additional taxes relating to various matters, which could adversely
affect our financial results.

As a significant taxpayer, historically we have been subject to frequent and regular audits from the
Internal Revenue Service, or the IRS, as well as from state and local tax authorities. These audits could
subject us to risk due to adverse positions that may be taken by these tax authorities.

For example, the IRS has proposed a tax adjustment for tax years 1994 through 1996. The
principal issue involves our allocation of costs between long-term contracts with customers for the
installation of conduit or fiber optic cable and additional conduit or fiber optic cable retained by us.
The IRS disputes our allocation of the costs between us and third parties for whom we were building
similar network assets during the same time period. Similar claims have been asserted against us with
respect to 1997 and 1998, and it is possible that claims could be made against us for other periods. We
are contesting these claims and do not believe the IRS will be successful. Even if they are, we believe
that any significant tax obligations will be substantially offset as a result of available net operating
losses and tax sharing agreements. However, the ultimate effect of these claims is uncertain.

Also, as a member of an affiliated group filing a consolidated U.S. federal income tax return, 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 borne 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 for the liability of former
affiliated members in our financial statements.

As a result of the restatement of our financial results, previously filed returns and reports may be
required by legal, regulatory, or administrative provisions to be amended to reflect the tax related
impacts (if any) of such restatements. Where legal, regulatory or administrative rules would require or
allow us to amend our previous tax filings, we intend to comply with our obligations under applicable
law. To the extent that tax authorities do not accept the tax consequences of restatement entries,
liabilities for taxes could differ materially from what has been recorded in our consolidated financial
statements.

While we believe we have adequately provided for taxes associated with these restatements, risks
and contingencies, tax audits and examinations may result in liabilities that differ materially from those
we have recorded in our consolidated financial statements.
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If we fail to extend or renegotiate our collective bargaining contracts with our labor unions as they expire
from time to time, or if our unionized employees were to engage in a strike or other work stoppage, our
business and operating results could be materially harmed.

We are a party to collective bargaining contracts with our labor unions, which represent a
significant number of our employees. Although we believe that our relations with our employees are
satisfactory, no assurance can be given that we will be able to successfully extend or renegotiate our
collective bargaining agreements as they expire from time to time. If we fail to extend or renegotiate
our collective bargaining agreements, if disputes with our unions arise, or if our 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. We
recently reached agreements with the Communications Workers of America and the International
Brotherhood of Electrical Workers on new two-year labor contracts. Each of these agreements was
ratified by union members, went into effect on August 17, 2003 and expires on August 13, 2005.

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;

• broader market fluctuations; and

• general economic or political conditions.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The information under the caption ‘‘Risk Management’’ in ‘‘Management’s Discussion and
Analysis of Financial Condition and Results of Operations’’ is incorporated herein by reference.

ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Independent Auditors’ Report

The Board of Directors and Stockholders
Qwest Communications International Inc.:

We have audited the accompanying consolidated balance sheets of Qwest Communications
International Inc. and subsidiaries as of December 31, 2002, 2001, and 2000, and the related
consolidated statements of operations, stockholders’ (deficit) equity, and cash flows for each of the
years then ended. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, 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, 2002, 2001, and 2000, and the results of their operations and their cash flows for each of
the years then ended, in conformity with accounting principles generally accepted in the United States
of America.

As discussed in Note 2 to the accompanying consolidated financial statements, effective January 1,
2002, the Company adopted Statement of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets, and Statement of Financial Accounting Standards No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets. As discussed in Note 2, effective January 1, 2001, the
Company adopted Statement of Financial Accounting Standards No. 133, Accounting for Derivative
Instruments and Hedging Activities, and effective January 1, 2000, the Company adopted Staff
Accounting Bulletin No. 101, Revenue Recognition in Financial Statements.

As discussed in Notes 3 and 4 to the accompanying consolidated financial statements, the Company has
restated its consolidated balance sheets as of December 31, 2001 and 2000, and the related
consolidated statements of operations, stockholders’ (deficit) equity, and cash flows for each of the
years then ended, which consolidated financial statements were previously audited by other
independent auditors who have ceased operations.

/s/ KPMG LLP

Denver, Colorado
October 8, 2003
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

2002 2001 2000

As restated (see Note 3)
(Dollars in millions, shares in thousands

except per share amounts)

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,385 $ 16,524 $ 14,148
Operating expenses:

Cost of sales (exclusive of depreciation and amortization
detailed below) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,966 6,530 4,375

Selling, general and administrative . . . . . . . . . . . . . . . . . . . . . 5,279 5,616 4,886
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,268 3,704 2,555
Goodwill and other intangible assets amortization . . . . . . . . . 579 1,660 785
Goodwill impairment charge . . . . . . . . . . . . . . . . . . . . . . . . . 8,483 — —
Asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,525 251 340
Restructuring and other charges . . . . . . . . . . . . . . . . . . . . . . 235 816 —
Merger-related (credits) charges . . . . . . . . . . . . . . . . . . . . . . (53) 321 1,481

Total operating expenses . . . . . . . . . . . . . . . . . . . . . . . . . . 34,282 18,898 14,422
Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (18,897) (2,374) (274)
Other expense (income):

Interest expense—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,789 1,437 1,043
Losses and impairment of investment in KPNQwest . . . . . . . . 1,190 3,300 33
Loss on Global Crossing equity securities and related

derivatives . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 7 867
Loss (gain) on sale of investments and other investment write-

downs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88 141 (206)
(Gain) loss on early retirement of debt . . . . . . . . . . . . . . . . . (1,836) 106 —
(Gain) loss on sales of fixed assets . . . . . . . . . . . . . . . . . . . . — (51) 11
Other (income) expense—net . . . . . . . . . . . . . . . . . . . . . . . . (3) 81 12

Total other expense—net . . . . . . . . . . . . . . . . . . . . . . . . . . 1,228 5,021 1,760
Loss before income taxes, discontinued operations and

cumulative effect of changes in accounting principles . . . . . . . (20,125) (7,395) (2,034)
Income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,500 1,257 592
Loss from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . (17,625) (6,138) (1,442)
Discontinued operations:

Income from and gain on sale of discontinued operations, net
of taxes of $1,237, $323 and $282, respectively . . . . . . . . . . 1,957 511 446

Loss before cumulative effect of change in accounting principle . (15,668) (5,627) (996)
Cumulative effect of changes in accounting principles, net of

taxes of $0, ($15) and $26, respectively . . . . . . . . . . . . . . . . . (22,800) 24 (41)
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (38,468) $ (5,603) $ (1,037)

Basic and diluted loss per share:
Loss from continuing operations . . . . . . . . . . . . . . . . . . . . . . $ (10.48) $ (3.69) $ (1.13)
Discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.16 0.31 0.34
Loss before cumulative effect of changes in accounting

principles . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (9.32) (3.38) (0.79)
Cumulative effect of changes in accounting principles, net of

taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (13.55) 0.01 (0.03)
Basic and diluted loss per share . . . . . . . . . . . . . . . . . . . . . . . . $ (22.87) $ (3.37) $ (0.82)

Basic and diluted weighted average shares outstanding . . . . . . . . 1,682,056 1,661,133 1,272,088

The accompanying notes are an integral part of these consolidated financial statements.
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED BALANCE SHEETS

December 31,

2002 2001 2000

As restated
(see Notes 3 and 4)

(Dollars in millions, shares in
thousands)

ASSETS
Current assets:

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,253 $ 186 $ 207
Restricted cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 29 63
Accounts receivable—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,325 2,906 3,165
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 156 108
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 898 417 294
Prepaid and other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 489 618 462
Assets held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 361 426 433

Total current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,420 4,738 4,732
Property, plant and equipment—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,995 29,479 25,986
Goodwill—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 31,233 28,960
Other intangible assets—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,612 3,391 3,056
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 23 1,233 8,147
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 398 — —
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,897 2,092 1,935

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 29,345 $72,166 $72,816

LIABILITIES AND STOCKHOLDERS’ (DEFICIT) EQUITY
Current liabilities:

Current borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,786 $ 4,807 $ 3,616
Accounts payable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 904 1,318 1,887
Accrued expenses and other current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,008 2,520 2,711
Deferred revenue and customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 773 768 696
Restructuring reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 363 —
Merger-related reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 111 454
Liabilities associated with discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . 298 336 332

Total current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,895 10,223 9,696
Long-term borrowings (net of unamortized debt discount of $129, $209 and $196,

respectively—See Note 11) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19,754 20,230 15,541
Post-retirement and other post-employment benefit obligations . . . . . . . . . . . . . . . . . . 3,075 2,974 2,992
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 796 1,122
Deferred revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 957 1,092 945
Restructuring reserves . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 421 427 —
Other long-term liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,073 995 953

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,175 36,737 31,249
Share repurchase commitment (Note 16) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 16 —
Commitments and contingencies (Notes 20 and 21)

Stockholders’ (deficit) equity:
Preferred stock-$1.00 par value, 200 million shares authorized, none issued or

outstanding . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — —
Common stock-$0.01 par value, 5 billion shares authorized; 1,713,592, 1,687,957 and

1,672,018 issued; 1,699,115, 1,663,966 and 1,671,279 outstanding . . . . . . . . . . . . . . 17 17 17
Additional paid-in capital . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,225 43,469 42,934
Treasury stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (618) (1,041) (38)
Accumulated deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (45,439) (6,971) (1,285)
Accumulated other comprehensive loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (15) (61) (61)

Total stockholders’ (deficit) equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,830) 35,413 41,567
Total liabilities and stockholders’ (deficit) equity . . . . . . . . . . . . . . . . . . . . . . . . . $ 29,345 $72,166 $72,816

The accompanying notes are an integral part of these consolidated financial statements.
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2002 2001 2000

As restated
(see Notes 3 and 4)

(Dollars in millions)
OPERATING ACTIVITIES

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(38,468) $(5,603) $(1,037)
Adjustments to net loss:

Income from and gain on sale of discontinued operations, net of tax . . . . . . . . . . . . . . (1,957) (511) (446)
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,847 5,364 3,340
Loss on sale of investments and other investment write-downs, net . . . . . . . . . . . . . . . 1,278 3,448 694
Provision for bad debts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 511 615 388
Cumulative effect of changes in accounting principles . . . . . . . . . . . . . . . . . . . . . . . . 22,800 (24) 41
Goodwill impairment charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,483 — —
Asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,525 251 340
Tax benefit from stock options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 165 191
Deferred income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,252) (733) (569)
(Gain) loss on sales of fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (51) 11
(Gain) loss on early retirement of debt—net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,836) 106 —
Other non-cash charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 290 254 225

Changes in operating assets and liabilities:
Accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 75 (438) (694)
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 117 (62) (87)
Prepaid and other current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85 (136) (270)
Accounts payable and accrued expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (905) (514) (130)
Current deferred revenue and customer deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . 5 98 286
Current restructuring reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (259) 363 —
Merger-related reserve . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (89) (343) 454
Other long-term assets and liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84 641 1,025

Cash provided by operating activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,334 2,890 3,762

INVESTING ACTIVITIES
Expenditures for property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,764) (8,042) (7,135)
Cash acquired in connection with the Merger . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 407
Proceeds from sale of equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12 98 488
Purchase of securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (5) (82) (77)
Payments on derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (97) (436)
Proceeds from sale of equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 103 210 23
Proceeds from sale of investment in Global Crossing, net . . . . . . . . . . . . . . . . . . . . . . . — — 1,561
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (84) (146) (87)

Cash used for investing activities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,738) (8,059) (5,256)

FINANCING ACTIVITIES
Proceeds from long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,476 6,911 4,331
Repayments of long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,890) (2,659) (2,693)
Net proceeds from (payments of) short-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . 809 1,247 (234)
Proceeds from issuance of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 14 286 435
Repurchase of common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (12) (1,000) —
Dividends paid on common stock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (83) (542)
Debt issuance costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (186) (42) (29)

Cash (used for) provided by financing activities . . . . . . . . . . . . . . . . . . . . . . . . . . (789) 4,660 1,268

CASH AND CASH EQUIVALENTS
Decrease in cash . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,193) (509) (226)
Net cash generated by discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506 488 355
Proceeds from sale of directory publishing business . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,754 — —
Beginning balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186 207 78

Ending balance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,253 $ 186 $ 207

The accompanying notes are an integral part of these consolidated financial statements.
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ (DEFICIT) EQUITY

Common
Stock and Retained Accumulated

Shares of Additional Earnings Other
Common Paid-in Treasury (Accumulated Comprehensive Comprehensive

Stock Capital Stock Deficit) Income (Loss) Total Loss

(Shares (Dollars in millions)
outstanding

in thousands)
Balance, December 31, 1999, as previously

reported . . . . . . . . . . . . . . . . . . . . . . . 875,470 $ 656 $ — $ 377 $ 222 $ 1,255
Beginning balance adjustment (see Note 3—

Restatement of Results) . . . . . . . . . . . . . — — — (353) — (353)

Balance, January 1, 2000 (unaudited) . . . . . . . . 875,470 656 — 24 222 902
Net loss . . . . . . . . . . . . . . . . . . . . . . . — — — (1,037) (1,037) $ (1,037)
Other comprehensive loss, net of taxes . . . . . . — — — — (283) (283) (283)

Total comprehensive loss . . . . . . . . . . . . . . $ (1,320)

Issuance of shares and fair value of options
exchanged in connection with the Merger (as
restated, see Note 4) . . . . . . . . . . . . . . . 772,323 41,458 — — — 41,458

Dividends declared on common stock . . . . . . — — — (272) — (272)
Common stock issuances:

Stock options exercised . . . . . . . . . . . . . 23,106 421 — — — 421
Employee stock purchase plan . . . . . . . . . 350 14 — — — 14
Other . . . . . . . . . . . . . . . . . . . . . . . 769 68 — — — 68

Tax benefit from stock options . . . . . . . . . . — 191 — — — 191
Stock-based compensation expense . . . . . . . . — 126 — — — 126
Stock held in Rabbi Trust . . . . . . . . . . . . . (739) — (38) — — (38)
Other . . . . . . . . . . . . . . . . . . . . . . . . . — 17 — — — 17

Balance, December 31, 2000, as restated (see
Notes 3 and 4) . . . . . . . . . . . . . . . . . . . 1,671,279 42,951 (38) (1,285) (61) 41,567
Net loss . . . . . . . . . . . . . . . . . . . . . . . — — — (5,603) — (5,603) $ (5,603)
Other comprehensive loss, net of taxes . . . . . . — — — — — — —

Total comprehensive loss . . . . . . . . . . . . . . $ (5,603)

Dividends declared on common stock . . . . . . — — — (83) — (83)
Common stock issuances:

Stock options exercised . . . . . . . . . . . . . 12,280 250 — — — 250
Employee stock purchase plan . . . . . . . . . 1,761 36 — — — 36
Other . . . . . . . . . . . . . . . . . . . . . . . 1,898 77 — — — 77

Tax benefit from stock options . . . . . . . . . . — 165 — — — 165
Stock-based compensation expense . . . . . . . . — 34 — — — 34
Repurchase of stock—BellSouth . . . . . . . . . (23,439) (5) (1,015) — — (1,020)
Rabbi Trust treasury share issuance . . . . . . . . 187 (6) 12 — — 6
Share repurchase commitment . . . . . . . . . . — (16) — — (16)

Balance, December 31, 2001, as restated (see
Notes 3 and 4) . . . . . . . . . . . . . . . . . . . 1,663,966 43,486 (1,041) (6,971) (61) 35,413
Net loss . . . . . . . . . . . . . . . . . . . . . . . — — — (38,468) — (38,468) $(38,468)
Other comprehensive income, net of taxes . . . . — — — — 46 46 46

Total comprehensive loss . . . . . . . . . . . . . . $(38,422)

Common stock issuances:
Stock options exercised . . . . . . . . . . . . . 34 1 — — — 1
Employee stock purchase plan . . . . . . . . . 3,680 13 — — — 13
Other . . . . . . . . . . . . . . . . . . . . . . . 21,921 83 — — — 83

Stock-based compensation expense . . . . . . . . — 18 — — — 18
Repurchase of stock—BellSouth . . . . . . . . . (531) (20) (5) — — (25)
Extinguishment of debt . . . . . . . . . . . . . . . 9,880 (333) 420 — — 87
Rabbi Trust treasury share issuance . . . . . . . . 165 (6) 8 — — 2
Cancellation of share repurchase commitment . — 16 — — — 16
Other . . . . . . . . . . . . . . . . . . . . . . . . . — (16) — — — (16)

Balance, December 31, 2002 . . . . . . . . . . . . . 1,699,115 $ 43,242 $ (618) $(45,439) $ (15) $ (2,830)

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, 2002, 2001 and 2000

Unless the context requires otherwise, references in this report to ‘‘Qwest,’’ ‘‘we,’’ ‘‘us’’, the ‘‘Company’’
and ‘‘our’’ refer to Qwest Communications International Inc. and its consolidated subsidiaries.

Note 1: Business and Background

Description of business

We provide local telecommunications and related services, IntraLATA long-distance services and
wireless, data and video services within our local service area, which consists of the 14-state region of
Arizona, Colorado, Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon,
South Dakota, Utah, Washington and Wyoming. We provide InterLATA long-distance services outside
our local service area and switched InterLATA long-distance services as a reseller in all states within
our local service area other than Arizona. We provide reliable, scalable and secure broadband data,
voice and video communications services outside our local service area as well as globally. For all years
presented herein, we provided directory publishing services in our local service area. As more fully
described in Note 8—Assets Held for Sale including Discontinued Operations, in 2002 we entered into
contracts for the sale of our directory publishing business. In November 2002, we closed the sale of our
directory publishing business in 7 of the 14 states in which we offered these services. In
September 2003, we completed the sale of our directory publishing business in the remaining states.
See Note 21—Subsequent Events. 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.

On June 30, 2000, we completed the acquisition of U S WEST, Inc. (‘‘U S WEST’’) (the
‘‘Merger’’). U S WEST was deemed the accounting acquirer and its historical financial statements,
including those of its wholly owned subsidiaries, have been carried forward as the predecessor of the
combined company.

Restatement

During 2003 and 2002, we performed an internal analysis (‘‘internal analysis’’) of our previously
issued consolidated financial statements for 2001 and 2000. As a result of our internal analysis, we
discovered certain errors in those consolidated financial statements. Our 2001 and 2000 consolidated
financial statements and related financial information included herein have been restated. For further
details on the nature of the errors and the related effects on our previously issued consolidated
financial statements see Note 3—Restatement of Results and Note 4—Merger. Where appropriate, we
have identified all balances that have been restated with the notation ‘‘as restated.’’ Throughout these
notes, the term ‘‘previously reported’’ will be used to refer to balances from our previously issued 2001
and 2000 consolidated financial statements.

Note 2: Summary of Significant Accounting Policies

As a part of the restatement of our consolidated financial statements for 2001 and 2000 we have
corrected and clarified a number of the accounting policies that have been disclosed in previous filings.

Basis of presentation. The accompanying consolidated financial statements include the accounts of
Qwest Communications International Inc. and its subsidiaries over which we exercise control. All
intercompany amounts and transactions have been eliminated. Investments where we exercise
significant influence but do not control the investee are accounted for under the equity method of
accounting. All amounts presented for 2001 and 2000 in our consolidated financial statements and
accompanying notes have been restated as discussed in Note 3—Restatement of Results and Note 4—
Merger.
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Use of estimates. The preparation of consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America (‘‘GAAP’’) requires us to
make estimates and assumptions that affect the amounts and disclosures reported in our consolidated
financial statements and accompanying notes. Estimates are used when accounting for items and
matters such as long-term contracts, customer retention patterns, allowance for bad debts, depreciation,
amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment
assessments, employee benefits, taxes, restructuring reserves and other provisions and contingencies.
Actual results could differ from those estimates.

Reclassifications. Certain prior year balances have been reclassified to conform to the current year
presentation.

Revenue recognition. Revenues for services are 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 customer acquisition costs,
are deferred and recognized over the expected customer relationship period, generally two to ten years.
Expected customer relationship periods are estimated using historical data of actual customer retention
patterns. Termination fees or other fees on existing contracts that are negotiated 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 carriers. These transactions are structured as indefeasible rights of use,
commonly 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 revenues on contemporaneous exchanges
of our optical capacity for other optical capacity. See our accounting policy for contemporaneous
transactions in our property, plant and equipment policy below.

Revenues related to equipment sales are recognized upon acceptance by the customer and when
all the conditions for revenue recognition have been satisfied. Customer arrangements that include both
equipment and services are evaluated to determine whether the elements are separable based on
objective evidence. If the elements are separable and separate earnings processes exist, total
consideration 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 earned. If separate earnings processes
do not exist, total consideration is deferred and recognized ratably over the longer of the contractual
period or the expected customer relationship period.

Directory publishing accounting. Directory publishing revenues and costs are recognized ratably
over the life of each directory, which is generally one year, commencing in the month of delivery. Such
revenues and costs are included in our accompanying consolidated statements of operations as income
from discontinued operations.

Advertising costs. Costs related to advertising are expensed as incurred. Advertising expense was
$351 million, $378 million and $360 million in 2002, 2001 and 2000, 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 periods. Investment tax credits are accounted
for under the deferral method and are amortized as reductions in income tax expense over the lives of
the assets which gave rise to the credits and are included in other long-term liabilities in our
consolidated balance sheets. Deferred income tax assets and liabilities are recognized for the future tax
consequences attributable to the differences between the financial statement and tax basis of assets and
liabilities as well as for operating loss and tax credit carryforwards using enacted tax rates expected to
apply to the year in which the differences are expected to affect taxable income. The effect on deferred
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income tax assets and liabilities of a change in tax rate is recognized in operations in the period that
includes the enactment date. Valuation allowances are established when necessary to reduce deferred
income tax assets to the amounts expected to be recovered.

We use the deferral method of accounting for investment tax credits earned prior to the repeal of
such credits in 1986. We also defer certain transitional investment tax credits earned after the repeal, as
well as investment tax credits earned in certain states. We amortize these credits over the estimated
service lives of the related assets as an increase to our income tax benefit 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 to
significant risk from fluctuations in interest rates. As a result, the carrying amount of cash and cash
equivalents approximates fair value. To preserve capital and maintain liquidity, we invest with financial
institutions we deem to be of sound financial condition and in high quality and relatively risk-free
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.

Restricted cash. Restricted cash primarily relates to escrow accounts we established to fund certain
construction activities and our deferred compensation plan.

Inventories. Inventories are carried at the lower of cost or market on a first-in, first-out basis.
Market is determined based upon estimated replacement cost.

Assets held for sale including discontinued operations. Assets to be disposed of that meet all of the
criteria to be classified as held for sale are reported at the lower of their carrying amounts or fair
values less cost to sell. Assets are not depreciated while they are classified as held for sale. Assets held
for sale that have operations and cash flows that can be clearly distinguished, operationally and for
financial reporting purposes, from the rest of our assets are reported in discontinued operations when
(a) it is determined that the operations and cash flows of the assets will be eliminated from our
on-going operations and (b) we will not have any significant continuing involvement in the operations
of the assets after the disposal transaction.

Property, plant and equipment. Property, plant and equipment is carried at cost and is depreciated
using the straight-line group method. Under the straight-line group method, assets dedicated to
providing regulated telecommunications services (which comprise the majority of our property, plant
and equipment) that have similar physical characteristics, use and expected useful lives are categorized
on the basis of equal life groups of similar assets acquired in a given year for purposes of depreciation
and tracking. Generally, under the straight-line group method, when an asset is sold or retired, the
cost, net of sale proceeds, is deducted from property, plant and equipment and charged to accumulated
depreciation without recognition of a gain or loss. A gain or loss is recognized in our consolidated
statements of operations only if a disposal is abnormal or unusual or when a sale involves land,
artwork, assets associated with the sale of customer contracts or assets constructed or acquired for sale.
Leasehold improvements are amortized over the shorter of the useful lives of the assets or the lease
term. Expenditures for maintenance and repairs are expensed as incurred. Interest is capitalized during
the construction phase of network and other internal-use capital projects. Direct labor costs related to
construction of internal use assets are also capitalized during the construction phase. Property, plant
and equipment supplies used internally are carried at average cost, except for significant individual
items for which cost is based on specific identification.

We have periodically entered into agreements to acquire optical capacity assets from other
telecommunications service carriers. These acquisitions of optical capacity assets expanded our fiber
optic broadband network both domestically and internationally and enabled us to provide broadband
communications services to our customers. Several of these other carriers have also acquired optical

91



capacity from us, principally in the United States of America. As more fully described in Note 3—
Restatement of Results, the transactions have been restated. Optical capacity transactions in which we
transfer capacity to and acquire capacity from the same third party at or about the same time are
referred to as ‘‘contemporaneous transactions.’’ We record the contemporaneous transactions as
non-monetary exchanges of similar assets at book value as these transactions do not represent the
culmination of an earnings process. Contemporaneous transactions do not result in the recognition of
revenue. Net cash or other monetary assets paid or received in contemporaneous transactions are
recorded as an adjustment to the book value of the transferred property. The adjusted book value
becomes the carrying value of the transferred property in property, plant and equipment.

Software capitalization policy. Internally used software, whether purchased or developed, is
capitalized and amortized using the straight-line method over an estimated useful life of 18 months to
five years. In accordance with Statement of Position (‘‘SOP’’) 98-1, ‘‘Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use,’’ we capitalize certain costs associated
with internally developed software such as payroll costs of employees devoting time to the projects and
external direct costs for materials and services. Costs associated with internally developed software to
be used internally are expensed until the point at which the project has reached the development stage.
Subsequent additions, modifications or upgrades to internal-use software are capitalized only to the
extent that they allow the software to perform a task 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.
Further, the recovery of software projects is periodically reviewed and may result in significant
write-offs.

Goodwill and other intangible assets. Intangible assets arising from business combinations, such as
goodwill, customer lists, assembled workforce, trademarks and trade names, are initially recorded at fair
value. Other intangible assets not arising from business combinations, such as wireless spectrum licenses
and capitalized software, are recorded at cost. In accordance with the adoption of Statement of
Financial Accounting Standards (‘‘SFAS’’) No. 142, ‘‘Goodwill and Other Intangible Assets’’ (‘‘SFAS
No. 142’’) on January 1, 2002, we reclassified assembled workforce into goodwill because it no longer
met the criteria for recognition as a separate intangible asset apart from goodwill.

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 limit the useful life of the
intangible asset we have determined that the intangible asset has an indefinite life. In accordance with
SFAS No. 142, these intangible assets are not amortized. Prior to the adoption of SFAS No. 142 on
January 1, 2002, these intangible assets were amortized on a straight-line basis over their estimated
useful lives.

Impairment of goodwill and other indefinite-lived intangible assets. Goodwill and other long-lived
intangible assets with indefinite lives, such as trademarks, trade names and wireless spectrum licenses
are reviewed for impairment annually or whenever an event occurs or circumstances change that would
more likely than not reduce fair value below carrying value. These assets are carried at historical cost if
their estimated fair value is greater than their carrying amounts. However, if their estimated fair value
is less than the carrying amount, goodwill and other indefinite lived intangible assets are reduced to
their estimated fair value through an impairment charge to our consolidated statements of operations.

Impairment of long-lived assets. We review long-lived assets, other than goodwill and intangible
assets with indefinite lives, for impairment whenever facts and circumstances indicate that the carrying
amounts of the assets may not be recoverable. An impairment loss is recognized only if the carrying
amount of the asset is not recoverable and exceeds its fair value. 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 expected to be generated by the asset. If the asset’s carrying value is not
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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 comparable market
values and discounted cash flows, as appropriate.

Prior to the adoption of SFAS No. 142 and SFAS No. 144, ‘‘Accounting for Impairment or Disposal
of Long-Lived Assets’’ (‘‘SFAS No. 144’’) on January 1, 2002, we reviewed our long-lived assets, such as
goodwill, intangibles and property, plant and equipment for impairment in accordance with SFAS
No. 121, ‘‘Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be
Disposed of’’ (‘‘SFAS No. 121’’). Under SFAS No. 121, we reviewed our long-lived assets for
impairment whenever events or changes in circumstances indicated that the carrying amount of an asset
might not be recoverable. We evaluated the recoverability of our long-lived assets based on estimated
undiscounted future cash flows and provided for impairment when such undiscounted cash flows were
insufficient to recover the carrying amount of the long-lived asset.

Investments. Investments where we exercise significant influence but do not control the investee
are accounted for under the equity method of accounting. Under the equity method, investments are
stated 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 declines 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, unrealized
gains or losses, net of tax, 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 included in the determination of net loss. Our equity investments in
publicly traded companies are classified as held for sale.

We review our equity investments on a quarterly basis to determine whether a decline in value on
individual securities is other-than-temporary. Many factors are considered in assessing whether a
decline in value is other-than-temporary, including, as may be appropriate: earnings trends and asset
quality; near-term prospects and financial condition of the issuer; financial condition and prospects of
the issuer’s region and industry; the cause and severity of the decline in market price; analysts’
recommendations and stock price projections; the length of time (generally six to nine months) that fair
value has been less than the carrying value; stock-price volatility and near-term potential for recovery;
and our intent and ability to retain the investment. If we conclude that a decline in value of an equity
investment is other-than-temporary, we record a charge to our consolidated statements of operations to
reduce the carrying value of the security to its estimated fair value.

Derivative instruments. Effective January 1, 2001, we adopted SFAS No. 133, ‘‘Accounting for
Derivative Instruments and Hedging Activities’’ (‘‘SFAS No. 133’’). SFAS No. 133 requires that all
derivatives be measured at fair value and recognized as either assets or liabilities on 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 the current period. Changes in the fair values of derivative instruments used effectively as
fair value hedges are recognized in earnings (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 earnings (losses) when the hedged item is recognized in
earnings (losses).

Restructuring and Merger-related charges. Periodically, we commit to exit certain business activities,
eliminate office or facility locations and/or reduce our number of employees. At the time a
restructuring plan is approved and communicated, we record a charge to our consolidated statement of
operations for the estimated costs associated with the plan. Charges associated with these exit or
restructuring plans incorporate various estimates, including severance costs, sublease income and costs,

93



disposal costs, length of time on market for abandoned rented facilities and contractual termination
costs. We also record a charge when we permanently cease use of a leased facility. Estimates of charges
associated with abandoned operating leases, some of which entail long-term lease obligations, are based
on existing market conditions and undiscounted net amounts that are expected to be paid in the future.
We utilize real estate brokers to assist in assessing market conditions and net amounts that we expect
to pay.

Fair value of financial instruments. Our financial instruments consist of cash and cash equivalents,
restricted cash, accounts receivable, investments, accounts payable and borrowings. The carrying values
of cash and cash equivalents, accounts receivable, accounts payable and short-term borrowings
approximate their fair values because of their short-term nature. Our investments are also recorded at
their estimated fair market value as discussed in Note 10—Investments. Our borrowings have a fair
value of approximately $18.7 billion, $24.9 billion and $19.1 billion at December 31, 2002, 2001 and
2000, respectively. The fair values of our borrowings are based on quoted market prices where available
or, if not available, based on discounted future cash flows using current market interest rates.

Stock options. Our stock incentive plans are accounted for using the intrinsic-value method under
which no compensation expense is recognized for options granted to employees 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 Financial Accounting Standards Board (‘‘FASB’’) Interpretation
(‘‘FIN’’) No. 28, ‘‘Accounting for Stock Appreciation Rights and Other Variable Stock Option or Award
Plans’’ (‘‘FIN No. 28’’).

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:

Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions, except
per share amounts)

Net loss:
As reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(38,468) $(5,603) $(1,037)
Add: Stock-option-based employee compensation expense included in

reported net loss, net of related tax effects . . . . . . . . . . . . . . . . . . . . . 58 17 67
Deduct: Total stock-option-based employee compensation expense

determined under fair value-based method for all awards, net of related
tax effects . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (185) (192) (83)

Pro forma . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(38,595) $(5,778) $(1,053)

Loss per share:
As reported—basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (22.87) $ (3.37) $ (0.82)
Pro forma—basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (22.95) $ (3.48) $ (0.83)

The pro forma amounts reflected above may not be representative of the effects on our reported
net income or loss in future years because 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. See
Note 15—Stock Incentive Plans for further information.

94



Recently adopted accounting pronouncements and cumulative effects of adoption

In June 2001, the FASB issued SFAS No. 142. This statement addresses financial accounting and
reporting for intangible assets (excluding goodwill) acquired individually or with a group of other assets
at the time of their acquisition. It also addresses how goodwill and other intangible assets are
accounted for after they have been initially recognized in the financial statements. As required, we
adopted SFAS No. 142 effective January 1, 2002. Upon adoption of SFAS No. 142, the fair value of
goodwill was evaluated as of January 1, 2002 as if an acquisition of each of our reporting units at fair
value had occurred on that date. The valuation was based on our reporting units at that date. A
reporting unit is defined as an operating segment or one level below. The cumulative effect of adoption
of SFAS No. 142 was a loss from a change in accounting principle of $22.8 billion. The adoption of
SFAS No. 142 reduced our amortization expense for goodwill and indefinite-lived intangible assets by
approximately $1.052 billion annually, beginning January 1, 2002. The cumulative effect of this change
in accounting principle was reflected as a reduction in the carrying value of goodwill as of January 1,
2002. See Note 7—Goodwill and Other Intangible Assets for further information.

In August 2001, the FASB issued SFAS No. 144, which addresses financial accounting and
reporting for the impairment or disposal of long-lived assets other than goodwill and intangible assets
with indefinite lives. Under SFAS No. 144, long-lived assets being held or used are tested for
recoverability whenever events or changes in circumstances indicate that their carrying amount may not
be recoverable from their expected future undiscounted cash flows (‘‘a triggering event’’). The
impairment loss is equal to the difference between the asset’s carrying amount and estimated fair value.
In addition, SFAS No. 144 requires long-lived assets to be disposed of other than by sale for cash to be
accounted for and reported like assets being held and used. Long-lived assets to be disposed of by sale
are to be recorded at the lower of their carrying amount or estimated fair value (less costs to sell) at
the time the plan of disposition has been approved and committed to by the appropriate company
management. See Note 6—Property, Plant and Equipment for further information.

In April 2002, the FASB issued SFAS No. 145, ‘‘Rescission of FASB Statements No. 4, 44 and 64,
Amendment of FASB Statement No. 13, and Technical Corrections as of April 2002’’ (‘‘SFAS
No. 145’’). We adopted SFAS No. 145 effective January 1, 2002. This statement eliminates the
automatic classification of gain or loss on extinguishments of debt as an extraordinary item and
requires that such gain or loss be evaluated for extraordinary classification under the criteria of
Accounting Principles Board (‘‘APB’’) Opinion No. 30, ‘‘Reporting Results of Operations.’’ This
statement also requires sale-leaseback accounting for certain lease modifications that have economic
effects that are similar to sale-leaseback transactions and makes various other technical corrections to
existing pronouncements. As a result, our gains and losses on debt extinguishments have been
reclassified to other income and expense in our consolidated statements of operations for all periods
presented.

In December 2002, the FASB issued SFAS No. 148, ‘‘Accounting for Stock-Based Compensation—
Transition and Disclosure—an amendment of FASB Statement No. 123’’ (‘‘SFAS No. 148’’), which is
effective for financial statements related to periods ending after December 15, 2002. We have included
the expanded disclosure required by SFAS No. 148 regarding stock-based compensation.

FASB Interpretation Number (‘‘FIN’’) 45, ‘‘Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness of Others,’’ was issued in
November 2002. The interpretation provides guidance on the guarantor’s accounting and disclosure of
guarantees, including indirect guarantees of indebtedness of others. We have adopted the disclosure
requirements of the interpretation as of December 31, 2002. The accounting guidelines are applicable
to certain guarantees, excluding affiliate guarantees, issued or modified after December 31, 2002, and
require that we record a liability for the fair value of such guarantees on our consolidated balance
sheet. The adoption of this interpretation had no material effect on our consolidated financial
statements.
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In our restated 2001 consolidated financial statements, we recorded a cumulative effect of a
change in accounting principle of $24 million, net of income taxes, related to the adoption of SFAS
No. 133. This $24 million credit represents the fair value of certain warrants to purchase common stock
of other companies received by us in exchange for the purchase or sale of goods or services.

In 2000, we recorded a cumulative effect of a change in accounting principle of approximately
$41 million, net of income taxes, upon our adoption of Staff Accounting Bulletin (‘‘SAB’’) No. 101,
‘‘Revenue Recognition in Financial Statements’’ (‘‘SAB No. 101’’). The $41 million charge relates to the
establishment of deferred revenues and costs for certain activation and installation activities. Previously,
installation and activation fees and costs had been recognized in their entirety at the time the
installation or activation was completed. Under the rules of SAB No. 101, these installation and
activation fees are recognized ratably over the estimated lives of the customer relationships, which
range from two to ten years. The adjustment to the cumulative effect previously reported is further
described in Note 3—Restatement of Results.

New accounting standards

On January 1, 2003, we adopted SFAS No. 143, ‘‘Accounting for Asset Retirement Obligations’’
(‘‘SFAS No. 143’’). This statement addresses financial accounting and reporting for obligations
associated with the retirement of tangible long-lived assets and the associated asset retirement costs,
generally referred to as asset retirement obligations. SFAS No. 143 requires entities to record the fair
value of a legal liability for an asset retirement obligation required to be settled under law or written or
oral contract. If a reasonable estimate of fair value can be made, the fair value of the liability will be
recognized in the period it is incurred, or if not, in the period a reasonable estimate of fair value can
be made. This cost is initially capitalized and then amortized over the estimated remaining useful life of
the asset. We have determined that we have legal asset retirement obligations associated with the
removal of a limited group of long-lived assets and recorded a cumulative effect of a change in
accounting principle charge upon adoption of SFAS No. 143 of $28 million (liability of $43 million net
of an asset of $15 million) in 2003.

Prior to the adoption of SFAS No. 143, we have included in our group depreciation rates
estimated net removal costs (removal costs less salvage). These costs have historically been reflected in
the calculation of depreciation expense and therefore recognized in accumulated depreciation. When
the assets were actually retired and removal costs were expended, the net removal costs were recorded
as a reduction to accumulated depreciation. While SFAS No. 143 requires the recognition of a liability
for asset retirement obligations that are legally binding, it precludes the recognition of a liability for
asset retirement obligations that are not legally binding. Therefore, upon adoption of SFAS No. 143, we
reversed the net removal costs within accumulated depreciation for those fixed assets where the
removal costs exceeded the estimated salvage value and we did not have a legal removal obligation.
This resulted in income from the cumulative effect of a change in accounting principle of $365 million.

On a going forward basis, the net costs of removal related to these assets will be charged to our
consolidated statement of operations in the period in which the costs are incurred. As a result, the
adoption of SFAS No. 143 is expected to decrease our depreciation expense on an annual basis by
approximately $32 million and increase operating expenses related to the accretion of the fair value of
our legal asset retirement obligations by approximately $6 million annually beginning January 1, 2003.
Based on historical charges and activity through the six months ended June 30, 2003, we believe that
recurring removal costs will be approximately $35 million to $45 million annually which will be charged
to our consolidated statement of operations as incurred.

In June 2002, the FASB issued SFAS No. 146, ‘‘Accounting for Costs Associated with Exit or
Disposal Activities’’ (‘‘SFAS No. 146’’), which is applicable for exit or disposal activities initiated after
December 31, 2002. This statement requires that liabilities for costs that are associated with an exit or
disposal activity be recognized and measured initially at fair value in the period in which the liability is
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incurred. It nullifies the guidance of Emerging Issues Task Force (‘‘EITF’’) No. 94-3, ‘‘Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including
Certain Costs Incurred in a Restructuring)’’ (‘‘EITF Issue No. 94-3’’). Under EITF Issue No. 94-3, an
entity recognized a liability for an exit cost on the date that the entity committed itself to an exit plan.
SFAS No. 146 concludes that an entity’s commitment to a plan does not, by itself, create a present
obligation to other parties that meets the definition of a liability. In accordance with SFAS No. 146, our
restructuring activities that were recorded prior to 2003 will continue to be accounted for under
previous guidance. Our adoption of SFAS No. 146 on January 1, 2003 is not expected to have a
material effect on our operating results or financial position.

In January 2003, the FASB issued FIN No. 46, ‘‘Consolidation of Variable Interest Entities’’ (‘‘FIN
No. 46’’), which is effective immediately for all variable interest entities created after January 31, 2003.
FIN No. 46 must be applied for the first fiscal year or interim period ending after December 15, 2003
for variable interest entities in which an enterprise holds a variable interest that it acquired before
February 1, 2003, or the fourth quarter 2003 for us. FIN No. 46 requires existing unconsolidated
variable interest entities to be consolidated by their primary beneficiaries if the entities do not
effectively disperse risks among the parties involved. A primary beneficiary absorbs the majority of the
entity’s expected losses, if they occur, receives a majority of the entity’s expected residual returns, if
they occur, or both. Where it is reasonably possible that the information about our variable interest
entity relationships must be disclosed or consolidated, we must disclose the nature, purpose, size and
activity of the variable interest entity and the maximum exposure to loss as a result of our involvement
with the variable interest entity in all financial statements issued after January 31, 2003. We do not
expect the adoption of FIN No. 46 will require consolidation of any previously unconsolidated entities.

In May 2003, the FASB issued SFAS No. 150, ‘‘Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity’’, (‘‘SFAS No. 150’’). SFAS No. 150 provides guidance on
how an entity classifies and measures certain financial instruments with characteristics of both liabilities
and equity. SFAS No. 150 is effective for financial instruments entered into or modified after May 31,
2003, and otherwise is effective at the beginning of the first interim period beginning after June 15,
2003. We do not believe that the adoption of SFAS No. 150 will have a material impact on our
consolidated financial statements.

Note 3: Restatement of Results

We have determined that, in certain cases, we misinterpreted or misapplied GAAP in our 2001 and
2000 consolidated financial statements and, accordingly, we have restated our consolidated financial
statements for each of the years in the two year period ended December 31, 2001 and related interim
periods. We have also restated our January 1, 2000 opening retained earnings to correct our accounting
for directory publishing services revenues and expenses, as further discussed below.

As discussed more fully below, the restatements involve, among other matters, revenue recognition
issues related to optical capacity asset transactions, equipment sales, and directory publishing and
purchase accounting. In making these restatements, we have performed an internal analysis of our
accounting policies, practices, procedures and disclosures for the affected periods.

Please note that our consolidated financial statements do not include financial results of
pre-Merger Qwest for any period prior to the June 30, 2000 merger. This is because U S WEST was
deemed the acquirer in the Merger for financial statement accounting purposes. Pre-Merger
transactions entered into by Qwest are not being restated, although certain of these transactions
(principally the optical capacity asset transactions) may have been accounted for by pre-Merger Qwest
under policies and practices similar to those for which post-Merger transactions are being restated.
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Summary of restatement items

The following tables set forth the effects of the restatement adjustments discussed below on
revenue; pre-tax loss (i.e., loss before income taxes, discontinued operations and cumulative effect of
change of accounting principle); net loss; and loss per share as presented in our consolidated
statements of operations for the years ended December 31, 2001 and 2000. The restatement
adjustments are discussed in the paragraphs following the tables.

Year ended December 31, 2001

Pre-tax Loss per
Revenue Loss Net Loss Share

(Dollars in millions, except per share
amounts)

Previously reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $19,695 $(3,958) $(4,023) $(2.42)
Restatement Adjustments, net:
Transfers of optical capacity for cash . . . . . . . . . . . . . . . . . . . . (339) (163) (100) (0.06)
Contemporaneous transfers of optical capacity . . . . . . . . . . . . . (649) (251) (154) (0.09)
Certain equipment sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (202) (58) (36) (0.02)
Directory publishing services revenues and costs . . . . . . . . . . . . (78) (78) (48) (0.03)
Termination fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (75) (75) (46) (0.03)
Wireless revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (46) (46) (28) (0.02)
Customer premises equipment revenue . . . . . . . . . . . . . . . . . . (31) (6) (3) (0.00)
Balance sheet reconciliations . . . . . . . . . . . . . . . . . . . . . . . . . . (29) (145) (89) (0.05)
Installation fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 19 19 12 0.01
Purchase accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (347) (222) (0.13)
Restructuring accrual . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (240) (147) (0.09)
Third-party telecommunications costs . . . . . . . . . . . . . . . . . . . . — (164) (101) (0.06)
Deferred commissions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (160) (98) (0.06)
KPNQwest valuation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (156) (156) (0.09)
Equipment write-offs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (111) (68) (0.04)
Network labor costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (84) (51) (0.03)
Compensated absences . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (73) (44) (0.03)
Out-of-period expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 64 39 0.02
Cost of removal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (40) (24) (0.02)
Stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (28) (17) (0.01)
Investment in Qwest Digital Media . . . . . . . . . . . . . . . . . . . . . — 27 17 0.01
Curtailment gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 16 10 0.01
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (113) (398) (226) (0.14)
Net restatements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,543) (2,497) (1,580) (0.95)

As restated, before reclassifications of extraordinary item and
discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,152 (6,455) (5,603) (3.37)

Reclassification of previously reported extraordinary item . . . . . — (106) — —
As restated before reclassification of discontinued operations . . 18,152 (6,561) (5,603) (3.37)

Reclassification for discontinued operations (1) . . . . . . . . . . . . . (1,628) (834) — —
As restated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16,524 $(7,395) $(5,603) $(3.37)

(1) As further discussed in Note 8—Assets Held for Sale including Discontinued Operations, in 2002
we began reporting the operations of our directory publishing business as discontinued. However,
certain of the restatement adjustments affect these operations. The reclassification is made to
reconcile revenues and pre-tax loss as previously reported, which included our directory publishing
business in continuing operations, to the ‘‘as restated’’ amounts under the current presentation.
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Year ended December 31, 2000

Pre-tax Loss per
Revenue Income (Loss) Net Loss Share

(Dollars in millions, except per share amounts)

Previously reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $16,610 $ 126 $ (81) $(0.06)
Restatement Adjustments, net:
Transfers of optical capacity for cash . . . . . . . . . . . . . . . . . (150) (106) (65) (0.05)
Contemporaneous transfers of optical capacity . . . . . . . . . . (317) (169) (103) (0.08)
Certain equipment sales . . . . . . . . . . . . . . . . . . . . . . . . . . (111) (83) (51) (0.04)
Directory publishing services revenues and costs . . . . . . . . . (57) (31) (19) (0.02)
Termination fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) (50) (30) (0.02)
Wireless revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (57) (57) (34) (0.03)
Balance sheet reconciliations . . . . . . . . . . . . . . . . . . . . . . . (48) (72) (65) (0.05)
Installation fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (90) (90) (96) (0.08)
Purchase accounting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (263) (166) (0.13)
Equipment write-offs . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (31) (19) (0.02)
Network labor costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (100) (61) (0.05)
Compensated absences . . . . . . . . . . . . . . . . . . . . . . . . . . . — (14) (9) (0.01)
Out-of-period expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . — (70) (43) (0.03)
Stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (109) (67) (0.05)
Investment in Qwest Digital Media . . . . . . . . . . . . . . . . . . — (27) (17) (0.01)
Curtailment gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (106) (65) (0.05)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (65) (54) (46) (0.04)

Net restatements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (945) (1,432) (956) (0.76)

As restated, before reclassification of discontinued
operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,665 (1,306) (1,037) (0.82)

Reclassification for discontinued operations (1) . . . . . . . . . (1,517) (728) — —

As restated . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $14,148 $(2,034) $(1,037) $(0.82)

(1) As further discussed in Note 8—Assets Held for Sale including Discontinued Operations, in 2002
we began reporting the operations of our directory publishing business as discontinued. However,
certain of the restatement adjustments affect these operations. The reclassification is made to
reconcile revenues and pre-tax loss as previously reported, which included our directory publishing
business in continuing operations, to the ‘‘as restated’’ amounts under the current presentation.

Transfers of optical capacity for cash

In 2001 and 2000, we engaged in transactions where we transferred the rights to use our optical
capacity assets, also referred to as IRUs, on our network primarily to other telecommunications
services providers. These IRU transactions involved specific channels on our ‘‘lit’’ network or specific
strands of dark fiber. The terms of these IRUs were typically 20 years and reflected the estimated
useful life of the optical capacity.

In our previously issued consolidated financial statements we recognized a substantial portion of
the total consideration received for transfers of optical capacity for cash as revenue at the inception of
the transaction. As part of our internal analysis of our accounting policies, practices and procedures in
place in 2001 and 2000, we reviewed this previous accounting model for transfers of optical capacity for
cash and concluded that we did not meet the criteria for up-front revenue recognition for sales-type
leases under SFAS No. 13 ‘‘Accounting for Leases’’ (‘‘SFAS No. 13’’). Revenues related to our transfers
of optical capacity assets for cash should have been recognized ratably over the terms of the
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agreements. Accordingly, we have restated our previously issued consolidated financial statements to
defer the revenues on these transactions and recognize them ratably over the terms of the respective
IRU arrangements.

We also determined that in certain cases we had recognized revenue from optical capacity cash
transfers in the wrong period based on our prior accounting policies. These included instances in which
the optical capacity assets had not been transferred at the time of the previously reported recognition
of revenue. The restatement now reflects the recognition of the IRU fees beginning in the period the
IRU was delivered and when all other criteria for revenue recognition had been satisfied. Also, in
certain of these transactions, once a determination to restate was made for one reason, we did not
continue to pursue whether there were other reasons for restatement.

In our restated consolidated financial statements we reduced our previously reported revenue by
$339 million and $150 million for the years ended December 31, 2001 and 2000, respectively. These
amounts reflect the reversal of sales-type lease revenue of $360 million and $151 million, offset by the
ratable recognition of revenue of $21 million and $1 million for the years ended December 31, 2001
and 2000, respectively. We have also increased pre-tax loss by $163 million and $106 million in the
years 2001 and 2000, respectively, which reflects the adjustment to reduce revenue, partially offset by
adjustments to decrease the related cost of sales.

Contemporaneous transfers of optical capacity

In 2001 and 2000, we also engaged in transactions with other providers of telecommunications
services to exchange optical capacity assets. We refer to these transactions herein as ‘‘contemporaneous
transactions.’’ In our previously issued consolidated financial statements, we recorded revenue on these
transactions at the estimated fair value of the capacity transferred at the inception of the transaction.
Our previous accounting policy was based on the conclusion that we were exchanging assets held for
sale for assets to be held for use in the ordinary course of business, as allowed under APB Opinion
No. 29, ‘‘Accounting for Nonmonetary Transactions’’ (‘‘APB No. 29’’), and related interpretive guidance.

We have since determined that the application of our prior policies and practices did not support a
position under APB No. 29 because we did not adequately identify the assets or segregate the costs of
capacity held for sale in our records. As a result, we concluded that we could not establish that our
contemporaneous transactions were the culmination of an earnings process and determined that they
should be recorded as exchanges of similar productive assets based on the carrying value of the optical
capacity assets that we provided in the exchanges. Also, in certain of these transactions, once a
determination to restate was made for one reason, we did not continue to pursue whether there were
other reasons for restatement.

In our restated consolidated financial statements we have decreased our previously reported
revenue by $649 million and $317 million for the years ended December 31, 2001 and 2000,
respectively, to reflect the reversal of all revenue recognized on contemporaneous transfers of optical
capacity assets. We have also increased our pre-tax loss by $251 million and $169 million for the years
ended December 31, 2001 and 2000, respectively, which reflects the adjustment to reduce revenue,
partially offset by adjustments to decrease the related cost of sales.

Certain equipment sales

Genuity—During the third quarter of 2000, we entered into an arrangement with Genuity in which
we sold certain equipment to them for $100 million and agreed to provide services over a five-year
period for $160 million on the basis that these were separate agreements. In the third quarter of 2000,
we recorded revenue of $100 million and cost of sales of $21 million related to the equipment sale.
Additional equipment costs of $7 million and $10 million were charged to cost of sales in the fourth
quarter of 2000 and first quarter of 2001, respectively. We recognized revenue under the service
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contract of $31 million and $11 million in 2001 and 2000, respectively. As a result of our internal
analysis, we now believe that the equipment sale should be considered part of a single arrangement to
provide services to Genuity. We also determined that we improperly recognized revenue under the
services agreement prior to Genuity’s acceptance of the underlying equipment’s performance. Genuity’s
acceptance did not occur until the third quarter of 2001. As a result, we have restated our 2001 and
2000 consolidated financial statements to reverse the previously recognized equipment and services
revenue of $142 million. In our restated consolidated financial statements we are recognizing the
$260 million arrangement fee as revenues ratably by site, over the five-year term of the arrangement
beginning in the third quarter of 2001, which amounted to $1 million in 2001. Our restated
consolidated financial statements also include adjustments to reverse the amounts of previously
recognized cost of sales totaling $38 million. This amount has been reclassified to property, plant and
equipment and is being depreciated over the five-year term of the agreement, including $3 million in
2001.

Arizona—In 2001, we received a purchase order for a maximum amount of $100 million from the
Arizona School Facilities Board (‘‘Arizona’’) for design and implementation of a statewide school
network. During the second quarter of 2001, we recognized revenue of $36 million and cost of sales of
$28 million related to certain equipment to be installed in connection with this arrangement. We
subsequently determined that the equipment transaction had been incorrectly recorded as a ‘‘bill and
hold’’ transaction because we had not received any payments for the equipment and there was no
binding obligation to pay in 2001, despite documentation to the contrary. In the fourth quarter of 2001,
we determined that the Arizona arrangement should have been accounted for using long-term contract
accounting and we reversed all of the previously recognized revenue and cost of sales. As a result, in
the fourth quarter of 2001, we began recognizing revenue and cost of sales using the
percentage-of-completion method of accounting. In applying this method, an assumption was made that
the total amount of revenue to be received upon contract completion would be substantially greater
than the $100 million purchase order amount. We have reviewed this assumption during our internal
analysis and found it to be incorrect. We also discovered additional errors related to the Arizona
transaction in our previously issued consolidated financial statements resulting in misstatements of
revenue and cost of sales in 2001. As a result, we have recorded net restatement adjustments that
reduce previously reported 2001 revenue by $24 million and cost of sales by $1 million.

KMC and Calpoint—We entered into arrangements with KMC Telecom, Inc. (‘‘KMC’’) during the
first and second quarters of 2001. In these arrangements we sold equipment to KMC and at or about
the same time agreed to purchase services from KMC over terms of approximately four years. In our
previously issued consolidated financial statements we recorded equipment sales of $148 million and
cost of sales of $67 million during the first and second quarters of 2001. In the fourth quarter of 2001,
we determined that we could not separate the equipment sales from the service agreements because
they were entered into in contemplation of each other. Accordingly, we recorded an entry in the fourth
quarter of 2001 to increase cost of sales by $81 million and defer the previously recognized gross profit
on the equipment.

In the third quarter of 2001, we entered into an equipment arrangement with Calpoint LLC
(‘‘Calpoint’’) and at the same time agreed to purchase services from Calpoint over a five-year term. We
determined at the inception of the Calpoint arrangement that the equipment agreements did not
represent a separate earnings process for which revenue could be recognized because it was entered
into in contemplation of the services agreement. Accordingly, the excess of the sales proceeds of
$298 million received from Calpoint over the cost of the equipment of $172 million was deferred. In
our previously issued consolidated financial statements, the deferred gross profit on the KMC and
Calpoint arrangements was being amortized ratably over the terms of the respective services agreement
as a reduction to cost of sales.
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In connection with the KMC and Calpoint arrangements discussed above, in order to assist KMC
and Calpoint in obtaining financing, we also agreed to pay the monthly service fees directly to trustees
that serve as paying agents on debt instruments for which special purpose entities sponsored by KMC
and Calpoint are the primary obligors. These agreements (‘‘consent agreements’’) require us to pay at
least 75% of the monthly service fees for the entire term of the agreements, regardless of whether
KMC or Calpoint provide us services. Subsequent to the Merger, we executed consent agreements for
two service agreements that were entered into by pre-Merger Qwest. These consent agreements were
not contemplated at the outset of these equipment sales and service agreements. Our aggregate
unconditional purchase obligations under all of the consent agreements was $1.35 billion at
December 31, 2001.

We have now concluded that the previous accounting for the KMC and Calpoint transactions was
not in compliance with GAAP, and we have reversed the previously recorded revenues and cost of sales
in our restated consolidated financial statements. For each KMC and Calpoint transaction, we now
believe that the aggregate cash received plus any outstanding receivable less our cost to acquire the
equipment sold should be deferred until such time as our aggregate commitment to make payments of
up to 75% of the service fee under the consent agreements is equal to or less than the total amount
deferred. We will begin to amortize the deferred credit to cost of sales in an amount equal to the
periodic reduction of our obligation under the consent agreements at that time. As a result, we have
reversed $12 million of amortization of the deferred gross profit that was recognized in 2001.

The adjustments recorded in our restated consolidated financial statements related to certain
equipment transactions with Genuity, Arizona, KMC and Calpoint, as discussed above, resulted in an
aggregate decrease in previously reported revenue of $202 million and $111 million for the years ended
December 31, 2001 and 2000, respectively. These adjustments also increased our pre-tax loss by
$58 million and $83 million for the years ended December 31, 2001 and 2000, respectively.

Directory publishing services revenues and costs

Prior to 1999, we recognized revenues and expenses for our directory publishing business, Qwest
Dex, Inc. (‘‘Dex’’), under the ‘‘deferral and amortization method’’ whereby revenues and expenses were
recognized over the lives of the directories, generally one year. In 1999, we changed to the ‘‘point of
publication method’’ of accounting, under which we recognized revenues and expenses at the time the
related directory was published. Based on (1) our review of the policy, and (2) the interpretive
guidance the Securities and Exchange Commission (‘‘SEC’’) staff issued in 1999 in SAB No. 101, we
determined that our change to the point of publication method for our directory publishing business
was not a change to an appropriate or preferable method of accounting, pursuant to APB Opinion
No. 20, ‘‘Accounting Changes.’’ Instead, we believe the ‘‘deferral and amortization method’’ is
appropriate under our circumstances because we have a continuing obligation to our advertisers to
maintain the directory in circulation over its life and under our customer agreements, we have the
discretion to change the publication dates for the directories.

As a result, in our restated consolidated financial statements we have reduced our previously
reported directory publishing services revenue by $78 million and $57 million for the years ended
December 31, 2001 and 2000, respectively. These restatements also increased our pre-tax loss by
$78 million and $31 million for the years ended December 31, 2001 and 2000, respectively.

In addition, we restated our opening retained earnings balance as of January 1, 2000 to recognize
the effect of restating directory publishing services revenues and expenses for the year ended
December 31, 1999 to the deferral and amortization method. The cumulative adjustment to opening
retained earnings on January 1, 2000 was $353 million, net of the income tax effect of $226 million.

As discussed in Note 8—Assets Held for Sale including Discontinued Operations and Note 21—
Subsequent Events, our directory publishing business has been sold and is reported as a discontinued
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operation in these consolidated financial statements. The impact of the restatement adjustments
discussed above is included in income from discontinued operations in the consolidated statements of
operations.

Termination fees

In 2001, we recognized revenue related to contractual termination fees that were assessed to
several customers. At or about the same time, we entered into new arrangements with these customers
to provide services in the future. In connection with our internal analysis, we have determined that the
revenues recognized in these instances should have been deferred and recognized as revenue ratably
over the term of the new arrangements.

In our restated consolidated financial statements, we have reduced our previously reported revenue
and increased our pre-tax net loss by $75 million and $50 million for the years ended December 31,
2001 and 2000, respectively.

Wireless revenue

In our previously issued consolidated financial statements, we erroneously recognized revenue
associated with products that were given away through promotions in our wireless business. We also
erroneously recognized excess revenue as a result of not reconciling or adjusting our estimates of
unbilled and deferred service revenues.

In our restated consolidated financial statements, we have reduced our previously reported wireless
revenues and increased our pre-tax loss by $46 million and $57 million for the years ended
December 31, 2001 and 2000, respectively.

Customer premise equipment (‘‘CPE’’) revenue

In 2001, we recorded revenue and related costs for certain sales of CPE based upon the project’s
scheduled completion date, instead of the actual date of completion of the project. As part of our
restatement, we have corrected these errors and have recognized revenue and costs in the periods in
which all revenue recognition criteria were met. In our restated consolidated financial statements, we
have reduced our previously reported revenues by $31 million and increased our pre-tax loss by
$6 million for the year ended December 31, 2001.

Balance sheet reconciliations

During our internal analysis, we were unable to support the balances of certain asset and liability
accounts through the reconciliation process that we performed. As a result, we have adjusted certain
balance sheet accounts resulting in an aggregate decrease in previously reported revenue of $29 million
and $48 million for the years ended December 31, 2001 and 2000, respectively. The adjustments also
increased our previously reported pre-tax loss by $145 million and $72 million for the years ended
December 31, 2001 and 2000, respectively.

Installation fees

In 2001 and 2000, we recognized revenue for certain up-front fees charged to customers in
connection with special plant construction or relocation. These fees were recognized as revenue in full
at the time the construction or relocation was completed. Under SAB No. 101, these fees should have
been initially deferred and recognized over the estimated life of the customer relationship.

In our restated consolidated financial statements, we have increased our previously reported
revenues by $19 million and decreased previously reported revenues by $90 million for the years ended
December 31, 2001 and 2000, respectively, resulting in a decrease in our pre-tax loss for 2001 and an
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increase in our pre-tax loss for 2000 of corresponding amounts. In addition, as a result of this change,
our restated net loss for the year ended December 31, 2000 includes a $41 million charge, net of the
income tax effect of $26 million, presented as the cumulative effect of change in accounting principle
resulting from the adoption of SAB No. 101.

Purchase accounting

As described more fully in Note 4—Merger, we found several errors in the application of purchase
accounting for the June 30, 2000 Merger and have recorded adjustments to correct those errors in our
restated consolidated financial statements. Additional adjustments to the results of our operations
subsequent to the Merger in 2000 and 2001 were also required as a result of adjustments to the
post-Merger opening balances. Those adjustments that had a significant impact on our post-Merger
operating results are described in the following paragraphs.

Intangible assets. We recorded restatement adjustments to the amounts allocated to the customer
lists and technology-in-place intangible assets acquired in the Merger. We also revised the estimated
lives that had been originally assigned to these assets. These changes resulted in adjustments to the
amortization of those assets. The effect of the adjustments to intangible assets was a reduction of
amortization expense of $31 million and $15 million in 2001 and 2000, respectively.

Tangible assets. As a result of restatement adjustments to increase the amount allocated to
property, plant and equipment, adjustments were required to increase depreciation expense by
$86 million and $40 million in 2001 and 2000, respectively.

Investments. As a result of restatement adjustments to increase the amount allocated to
investments, adjustments to subsequent write-downs and gains and losses on sales of investments were
required. As a result of the adjustments to investments, we recorded adjustments to increase the loss
on sale of investments and other investment write-downs by $27 million in 2001 and to reduce the gain
by $71 million in 2000.

Liabilities. As a result of restatement adjustments that reduced the amounts allocated to certain
liabilities primarily related to amounts that we inappropriately accounted for as unfavorable contracts at
the Merger date, related adjustments were required to correct our consolidated statements of
operations in periods subsequent to the Merger. These adjustments to liabilities increased operating
expenses by $249 million and $155 million in 2001 and 2000, respectively.

Goodwill. The amount allocated to goodwill was affected as a result of each of the purchase
accounting allocation adjustments discussed in the paragraphs above. Goodwill also was affected as a
result of an adjustment that increased the amount of consideration paid in the Merger. The net of
these adjustments was an increase of $1.634 billion in the amount allocated to goodwill. These
adjustments necessitated an adjustment to goodwill amortization. As part of our internal analysis, we
corrected the timing of certain previously recorded amortization adjustments. The result of these
changes was a net increase in goodwill amortization expense of $16 million and $12 million in 2001 and
2000, respectively.

Restructuring accrual

In our previously issued consolidated financial statements we recorded restructuring expenses in
the fourth quarter of 2001 in connection with our permanent abandonment of certain leased real estate
facilities. We have determined that we misinterpreted applicable accounting guidance, including EITF
Issue No. 94-3, SAB No. 100, ‘‘Restructuring Charges,’’ and EITF Issue No. 88-10, ‘‘Costs Associated
with Lease Modification or Termination,’’ as they relate to leased facilities and excluded certain items
that should have been included in the restructuring charges. As a result, we have increased our
previously reported pre-tax loss by $240 million for the year ended December 31, 2001.
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Third-party telecommunications costs

During 2001, we received and paid for services from third-party telecommunications providers but
did not properly record the cost associated with such services in our cost of sales. As a result, we have
increased our pre-tax loss by $164 million in the year ended December 31, 2001.

Deferred commissions

In 2001, we erroneously began to defer certain commissions paid to internal and external agents
related to contract sales to business customers and amortize over the average term of the related
contracts. As a result, in our restated consolidated financial statements we have increased our
previously reported pre-tax loss by $160 million in the year ended December 31, 2001.

KPNQwest valuation

In our original December 31, 2001 assessment of the carrying value of our investment in
KPNQwest, we concluded that an other-than-temporary decline in value had not occurred as of
December 31, 2001. We, therefore, did not adjust the carrying value of our investment at that date. In
our internal analysis, we reconsidered the information that was available at the time we originally
issued our 2001 consolidated financial statements and determined that our prior assessment did not
fully recognize the impact of certain restrictions on our ability to receive market value for our shares.
Applying those factors, we determined the estimated fair value of the KPNQwest investment had
remained below its carrying value for an extended period of time, indicating that there had been an
other-than-temporary decline in value. Accordingly, we have recorded an adjustment in our restated
consolidated financial statements to write-down the value of the KPNQwest investment by $156 million
to reflect its estimated fair value of $1.15 billion at December 31, 2001. This resulted in an increase of
$156 million to our pre-tax loss for the year ended December 31, 2001. See further discussion in
Note 10—Investments.

Equipment write-offs

Included in our previously issued 2001 consolidated financial statements was certain capitalized
equipment with a carrying value of $142 million. During our internal analysis we determined that this
cost should have been expensed during 2001 and 2000. Accordingly, we have increased our previously
reported pre-tax loss by $111 million and $31 million for the years ended December 31, 2001 and 2000,
respectively.

Network labor costs

In 2000, we began capitalizing certain labor costs that were associated with designing, deploying
and testing facilities. During our internal analysis, we determined that certain of these costs should
have been expensed as incurred. As a result, in our restated consolidated financial statements we have
recorded adjustments to increase operating expenses and decrease net property, plant and equipment
by $84 million and $100 million for the years ended December 31, 2001 and 2000, respectively.

Compensated absences

During 2001 and 2000, we recorded entries that reduced our liabilities for compensated absences
associated with non-management employees. We have since determined that these adjustments were
not in compliance with SFAS No. 43, ‘‘Accounting for Compensated Absences.’’ As a result, we have
increased our previously reported pre-tax loss by $73 million and $14 million for the years ended
December 31, 2001 and 2000, respectively.
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Out-of-period expenses

We recorded certain charges in 2001 and 2000 as expenses for contractual sponsorships, service
contracts, fines and other costs. We have since determined that we recorded these charges in the wrong
period. As a result, in our restated consolidated financial statements, we have decreased our previously
reported pre-tax loss by $64 million in 2001 and increased our previously reported loss by $70 million
in 2000.

Cost of removal

In 2001, we recorded costs associated with the reconditioning of certain cable lines against the cost
of removal reserve. This reserve is a component of accumulated depreciation that was established
specifically for costs of removal related to portions of our telecommunications network. During our
internal analysis, we determined that these reconditioning costs were not costs of removal and should
not have been recorded against the reserve in accumulated depreciation. As a result, in our restated
consolidated financial statements we have increased our previously reported pre-tax loss by $40 million
for the year ended December 31, 2001.

Stock compensation

During 2001 and 2000, the terms of certain outstanding stock options were modified to allow the
extension of the exercise period upon the employee’s separation from the Company. In our previously
issued consolidated financial statements, we did not record compensation expense in connection with
these modifications or with regard to certain other awards where the fair value of the underlying stock
at the measurement date was greater than the strike price of the award. As part of our internal
analysis, we determined that compensation expense should have been recorded for these matters in
accordance with APB Opinion No. 25, ‘‘Accounting for Stock Issued to Employees,’’ and FIN No. 44,
‘‘Accounting for Certain Transactions involving Stock Compensation’’ (an interpretation of APB
Opinion No. 25). As a result, in our restated consolidated financial statements we have increased our
previously reported pre-tax loss by $28 million and $109 million for the years ended December 31, 2001
and 2000, respectively.

Investment in Qwest Digital Media

We account for our investment in Qwest Digital Media (‘‘QDM’’) under the equity method of
accounting. An error was made in calculating our share of the QDM loss in 2000. In our previously
issued consolidated financial statements, this error was identified and corrected in our 2001 reported
results. In our restated consolidated financial statements we have recorded an adjustment to make the
correction in the appropriate year. Accordingly, we have decreased our previously reported pre-tax loss
by $27 million in 2001 and increased our previously reported pre-tax loss by $27 million in 2000.

Curtailment gain

During the third quarter of 2000, and in conjunction with the Merger, we changed certain
post-retirement benefits as discussed in Note 14—Employee Benefits. The reduction in the accumulated
post-retirement benefit obligation was originally accounted for as a plan curtailment, resulting in a
one-time gain in our previously issued consolidated financial statements. Based on our internal analysis,
and in consideration of SFAS No. 106, ‘‘Employers’ Accounting for Postretirement Benefits Other Than
Pensions’’ (‘‘SFAS No. 106’’) and the FASB Staff Implementation Guide for SFAS No. 106, we
determined that the elimination of benefits should have been recorded as a negative plan amendment.
Negative plan amendments are amortized as a reduction of benefit expense over the expected
remaining service period or life expectancy of the participants, as appropriate, or approximately seven
years in our case. As a result, in our restated consolidated financial statements we have decreased our
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previously reported pre-tax loss by $16 million in 2001 and increased our previously reported pre-tax
loss by $106 million in 2000.

Other

We reduced our previously reported revenue by $113 million and $65 million and increased our
pre-tax loss by $398 million and $54 million for the years ended December 31, 2001 and 2000,
respectively, for other errors discovered as a result of our internal analysis. These adjustments have
been aggregated in this presentation. The individual adjustments ranged from $100,000 to $27 million
for revenues and from $100,000 to $34 million for pre-tax loss in the periods presented and had an
average impact of $7 million, to each of revenues and pre-tax loss.

Balance sheet impacts

In addition to the effects on our 2001 and 2000 consolidated statements of operations discussed
above, the restatement affected our consolidated balance sheets as of December 31, 2001 and 2000 and
our opening retained earnings as of January 1, 2000. The following tables set forth the effects of our
restatement adjustments on our condensed 2001 and 2000 consolidated balance sheets:

Adjustments
for

Previously Discontinued Increase/
Reported Operations (Decrease) As Restated

(Dollars in millions)

As of December 31, 2001:
Assets:

Total current assets . . . . . . . . . . . . $ 5,757 $ — $(1,019) $ 4,738
Property, plant and equipment, net 29,977 (220) (278) 29,479
Goodwill and other intangible

assets, net . . . . . . . . . . . . . . . . . 34,523 — 101 34,624
Other assets . . . . . . . . . . . . . . . . . 3,524 220 (419) 3,325

Total assets . . . . . . . . . . . . . . . . . . $73,781 $ — $(1,615) $72,166

Liabilities and stockholders’ equity:
Total current liabilities . . . . . . . . . . $ 9,989 $ — $ 234 $10,223
Long-term borrowings . . . . . . . . . . 20,197 — 33 20,230
Deferred income taxes and other

liabilities . . . . . . . . . . . . . . . . . . 6,940 — (656) 6,284

Total liabilities . . . . . . . . . . . . . . . 37,126 — (389) 36,737
Share repurchase commitment . . . . — — 16 16
Total stockholders’ equity . . . . . . . . 36,655 — (1,242) 35,413

Total liabilities and stockholders’
equity . . . . . . . . . . . . . . . . . . . . $73,781 $ — $(1,615) $72,166
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Adjustments
for

Previously Discontinued Increase/
Reported Operations (Decrease) As Restated

(Dollars in millions)

As of December 31, 2000:
Assets:

Total current assets . . . . . . . . . . . . $ 5,199 $ — $ (467) $ 4,732
Property, plant and equipment, net 25,760 (212) 438 25,986
Goodwill and other intangible

assets, net . . . . . . . . . . . . . . . . . 32,327 — (311) 32,016
Other assets . . . . . . . . . . . . . . . . . 10,215 212 (345) 10,082

Total assets . . . . . . . . . . . . . . . . . . $73,501 $ — $ (685) $72,816

Liabilities and stockholders’ equity:
Total current liabilities . . . . . . . . . . $ 9,676 $ — $ 20 $ 9,696
Long-term borrowings . . . . . . . . . . 15,421 — 120 15,541
Deferred income taxes and other

liabilities . . . . . . . . . . . . . . . . . . 7,100 — (1,088) 6,012

Total liabilities . . . . . . . . . . . . . . . 32,197 — (948) 31,249
Share repurchase commitment . . . . — — — —
Total stockholders’ equity . . . . . . . . 41,304 — 263 41,567

Total liabilities and stockholders’
equity . . . . . . . . . . . . . . . . . . . . $73,501 $ — $ (685) $72,816

Stockholders’ equity has been restated for items other than the adjustments to net loss discussed in
the summary of restatement items section above. Among other restatements, it has also been restated
for adjustments to purchase accounting, as discussed in Note 4—Merger, and for an adjustment to
recognize an obligation to repurchase stock from BellSouth, as discussed in Note 16—Stockholders’
Equity. A reconciliation of stockholders’ equity between ‘‘Previously Reported’’ and ‘‘As Restated’’ is as
follows:

December 31,

2001 2000

(Dollars in millions)

Stockholders’ equity, as previously reported . . . . . . . . . . . . . . . . $36,655 $41,304
Cumulative effect of restatement adjustments on net loss . . . . (2,536) (956)
Dex adjustment to opening retained earnings . . . . . . . . . . . . . (353) (353)
Adjustment to purchase price of Merger for stock options

(Note 4—Merger) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,438 1,438
Cumulative stock compensation adjustments (Note 3—

Restatement of Results) . . . . . . . . . . . . . . . . . . . . . . . . . . . 137 109
BellSouth share repurchase obligation (Note 16—Stockholders’

Equity) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (16) —
BellSouth sales discount amortization (Note 16—Stockholders’

Equity) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 38 —
Rabbi trust share repurchase (Note 16—Stockholders’ Equity) . — (38)
Other comprehensive income . . . . . . . . . . . . . . . . . . . . . . . . . (27) (42)
Other stock-based expenses (Note 16—Stockholders’ Equity) . . 35 48
Purchase accounting adjustments (Note 4—Merger) . . . . . . . . 33 11
Other consolidation and reconciliation adjustments . . . . . . . . . 9 46

Stockholders’ equity, as restated . . . . . . . . . . . . . . . . . . . . . . . . $35,413 $41,567
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Note 4: Merger

On June 30, 2000, Qwest completed its acquisition of U S WEST. U S WEST was deemed the
accounting acquirer and its historical financial statements, including those of its wholly owned
subsidiaries, have been carried forward as those of the combined company. In connection with the
Merger, each outstanding share of U S WEST common stock was converted into the right to receive
1.72932 shares of Qwest common stock (and cash in lieu of fractional shares). In addition, all
outstanding U S WEST stock options were converted into options to acquire Qwest common stock. All
share and per share amounts presented for 2000 have been restated to give retroactive effect to the
exchange ratio.

The Merger has been accounted for as a reverse acquisition under the purchase method of
accounting with U S WEST being deemed the accounting acquirer and Qwest (prior to the Merger
‘‘pre-Merger Qwest’’) the acquired entity. The total value of the consideration has been allocated to the
tangible and identifiable intangible assets and liabilities of pre-Merger Qwest. As disclosed in our
previously issued consolidated financial statements, a preliminary allocation of the purchase price was
made at June 30, 2000 to certain identified tangible and intangible assets and liabilities based upon
information available to management at that date. During the second quarter of 2001, we finalized the
original allocation of the purchase price to the acquired net assets of pre-Merger Qwest. In connection
with our internal analysis of our previously issued consolidated financial statements (see Note 3—
Restatement of Results), we found several errors related to the amount of the purchase price itself, the
preliminary purchase price allocation and the adjustments to the preliminary allocation to finalize it.
The purchase price allocation and related adjustments are summarized in the table below.

As Restated
Previously Reported Purchase

Preliminary Adjusted Price
Purchase Purchase Allocation,

Price Price Restatement As
Allocation Adjustments Allocation Adjustments restated

(Dollars in millions)

Identified intangible assets . . . . . . . . . . . . . $ 4,100 $ — $ 4,100 $(1,853) $ 2,247
Investment in KPNQwest, N.V . . . . . . . . . . 7,935 (3,180) 4,755 — 4,755
Tangible assets . . . . . . . . . . . . . . . . . . . . . . 7,868 (38) 7,830 841 8,671
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . (7,135) 575 (6,560) 587 (5,973)
Deferred income taxes . . . . . . . . . . . . . . . . (671) (208) (879) 229 (650)
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . 27,923 2,851 30,774 1,634 32,408

Purchase price . . . . . . . . . . . . . . . . . . . . . . $40,020 $ — $40,020 $ 1,438 $41,458

Purchase price. Our original determination of the preliminary purchase price of $40.020 billion
reflected 772 million shares of our stock with a fair market value of $38.616 billion and outstanding
stock options with an estimated fair value of $1.404 billion. In connection with our internal analysis, we
determined that the previously reported fair value of outstanding stock options omitted certain
outstanding warrants and stock options (principally unvested employee stock options) and reflected
certain inappropriate valuation assumptions. Our restated consolidated financial statements include
adjustments totaling $1.438 billion, which increases the total purchase price to $41.458 billion.

Intangible assets. In our original purchase price allocation, we identified a number of intangible
assets including: (a) customer lists with a value ascribed of $1.200 billion, (b) technology-in-place with a
value ascribed of $2.200 billion, (c) trademarks with a value ascribed of $600 million and (d) an
established workforce with a value ascribed of $100 million. In connection with our internal analysis, we
reevaluated the value assigned to each of these acquired identifiable intangible assets and concluded
that the amounts allocated to customer lists and technology-in-place did not represent their fair values
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at the date of the Merger. Our reevaluation of the fair values of these intangible assets was done using
information that was available at the time the original purchase price allocation was finalized. As a
result, we have recorded adjustments to the amounts allocated to customer lists and technology-in-place
in our restated consolidated financial statements. These adjustments resulted in a $347 million increase
in the value ascribed to customer lists and a decrease in the value ascribed to technology-in-place at
the acquisition date of approximately $2.2 billion. We also determined, in connection with our internal
analysis, that the previously selected estimated life of ten years for customer lists was not reasonable
under the circumstances and thus, was changed to five years. Accordingly, in our restated consolidated
financial statements we have decreased amortization expense by $31 million and $15 million for the
years ended December 31, 2001 and 2000, respectively, to reflect the fair value adjustments and the
change in estimated life.

Investment in KPNQwest, N.V. Pre-Merger Qwest’s investment in KPNQwest had a book value of
approximately $552 million. On June 30, 2000, our preliminary estimate of the value of the investment
in KPNQwest was $7.935 billion, which was based upon the closing price of $39.625 of KPNQwest’s
publicly traded Class C shares on that date. The Class C shares comprised approximately 11% of the
equity ownership of KPNQwest. Our ownership interest in KPNQwest was held in Class B shares,
which, as of the acquisition date, were subject to restrictions on marketability through 2004. Because of
the size of our ownership interest in KPNQwest and the fact that the shares we held were subject to a
number of restrictions, the fair value of our investment was determined in June 2001 to be
$4.755 billion. We then recorded an adjustment of $3.180 billion to reduce the amount of the purchase
price allocated to our investment in KPNQwest. This adjustment also increased goodwill by a
corresponding amount. This revised amount allocated to KPNQwest was not affected by our internal
analysis or the restatement process. See discussion at Note 10—Investments.

Tangible assets. Pre-Merger Qwest had tangible assets with a book value of approximately
$9.148 billion. Included in these assets were cash of $407 million, accounts receivable of $1.372 billion,
other assets of $1.386 billion and property, plant and equipment of $5.983 billion, which consisted
mainly of pre-Merger Qwest’s fiber optic broadband network. In our original allocation of the purchase
price, the book values of these assets were adjusted to our initial estimate of fair value. The most
significant adjustment was to reduce the carrying value of the fiber optic broadband network by
approximately $1.145 billion based on our initial estimate of replacement cost. We also reduced the
carrying amounts of accounts receivable and other assets by a total of $135 million. In finalizing the
purchase price in 2001, the value of the fiber optic broadband network was increased by $25 million
and the value of the accounts receivable and other assets reduced by an additional $63 million.

In connection with our internal analysis, we reevaluated the replacement cost of the fiber optic
broadband network using information that was available at the time the original allocation was done
and estimated that the replacement cost of the fiber optic broadband network at the Merger date was
approximately $5.760 billion. As a result, we have adjusted the purchase price allocation in our restated
consolidated financial statements to reflect a $897 million increase in the value of the acquired
property, plant and equipment at June 30, 2000. In addition, as part of our internal analysis we also
reduced the carrying value of accounts receivable and other assets by a total of $56 million.

Liabilities. Pre-Merger Qwest had debt with a book value of $4.560 billion and accounts payable
and accrued liabilities with a book value of $1.459 billion. We made adjustments in the initial purchase
price allocation to increase these liabilities by $1.116 billion, primarily to reflect the fair value of certain
unfavorable contractual commitments that were inappropriately recognized at the date of the Merger.
These liabilities were subsequently reduced by $575 million in 2001 in the course of finalizing our
purchase price allocation. In connection with our internal analysis, we reconsidered the amounts
determined as unfavorable contractual commitments and certain other accrued expenses. Our analysis
indicated that credits and certain accrued expenses totaling $587 million established in connection with
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the Merger were not appropriate. Accordingly, in our restated consolidated financial statements we
have reduced the amount attributed to unfavorable contract credits by $587 million.

Deferred income taxes. The $208 million adjustment made to deferred income taxes in finalizing
the purchase price allocation resulted from adjustments to pre-Merger Qwest’s tangible assets and
liabilities. As a result of our internal analysis, the net deferred income tax liabilities recorded in the
purchase price allocation have been reduced by $229 million to give effect to the expected future tax
consequences resulting from the restatement adjustments to the values of the acquired assets and
liabilities.

Goodwill. As a result of the finalization of the allocation of the purchase price in 2001, goodwill
was adjusted. As part of our internal analysis as discussed above, we made adjustments to that final
allocation. The aggregate impact of the restatement adjustments on goodwill was $1.634 billion.

The final restated allocation of the purchase price resulted in goodwill of $32.408 billion.
Adjustments were also made to amortize this goodwill on a straight-line basis over a 40-year life.
Amortization was recorded through December 31, 2001. Beginning January 1, 2002, in accordance with
the adoption of SFAS No. 142, we ceased amortization of goodwill and other intangible assets with
indefinite lives. See discussion at Note 7—Goodwill and Other Intangible Assets.

Note 5: Accounts Receivable

The following table presents a breakdown of our accounts receivable balances:

December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Trade receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,133 $2,572 $2,146
Earned and unbilled receivables . . . . . . . . . . . . . . . . . . . 353 376 414
Purchased receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . 104 148 213
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 95 212 697

Total accounts receivable . . . . . . . . . . . . . . . . . . . . . . . . . 2,685 3,308 3,470
Less: Allowance for bad debts . . . . . . . . . . . . . . . . . . . . . (360) (402) (305)

Accounts receivable—net . . . . . . . . . . . . . . . . . . . . . . . . $2,325 $2,906 $3,165

The fair value of accounts receivable balances approximates their carrying value because of their
short-term nature. We are exposed to concentrations of credit risk from customers within our local
service area and from other telecommunications service providers. We generally do not require
collateral to secure our receivable balances.

We have agreements with other telecommunications service providers whereby we agree to bill and
collect on their behalf for services rendered by those providers to our customers within our local
service area. We purchase these accounts receivable from the other telecommunications service
providers on a full-recourse basis and include these amounts in our accounts receivable balance.
Purchased receivables included in our accounts receivable balances were $104 million, $148 million and
$213 million at December 31, 2002, 2001 and 2000, respectively. We have not experienced any
significant losses under the recourse provisions related to these purchased receivables.

In addition, we also have billing and collection arrangements with other telecommunications
service providers for certain services we provide to our customers outside our local service area. While
these amounts are billed by the other telecommunications service providers on our behalf, we continue
to include the receivables in our accounts receivable balances due to the full-recourse provisions of the
billing and collection agreements.
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Note 6: Property, Plant and Equipment

The components of property, plant and equipment are as follows:

December 31,Depreciable
Lives 2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Land . . . . . . . . . . . . . . . . . . . . . . . . $ 116 $ 105 $ 103
Buildings . . . . . . . . . . . . . . . . . . . . . 30-38 years 3,524 4,706 3,269
Communications equipment . . . . . . . . 2-25 years 18,948 21,941 17,491
Other network equipment . . . . . . . . . 8-57 years 18,635 22,941 20,603
General purpose computers and other 3-11 years 3,007 3,530 3,554
Construction in progress . . . . . . . . . . — 350 1,214 3,380

44,580 54,437 48,400
Less: accumulated depreciation . . . . . (25,585) (24,958) (22,414)

Property, plant and equipment—net . . $ 18,995 $ 29,479 $ 25,986

Asset impairments

A summary of asset impairments recognized is as follows:

Year ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Impairment of property, plant and equipment . . . . . . . . . . . $10,493 $ — $ —
Facilities and other projects . . . . . . . . . . . . . . . . . . . . . . . . — 134 —
Other real estate assets . . . . . . . . . . . . . . . . . . . . . . . . . . . 28 — —
Impairment due to Merger . . . . . . . . . . . . . . . . . . . . . . . . . — 16 35
Special purpose access lines . . . . . . . . . . . . . . . . . . . . . . . . — — 191
Capitalized software due to restructuring activities (Note 7—

Goodwill and Other Intangible Assets) . . . . . . . . . . . . . . 4 68 —
Capitalized software due to Merger (Note 7—Goodwill and

Other Intangible Assets) . . . . . . . . . . . . . . . . . . . . . . . . . — 33 114

Total asset impairments . . . . . . . . . . . . . . . . . . . . . . . . . . $10,525 $251 $340

Effective June 30, 2002, pursuant to SFAS No. 144, a general deterioration of the
telecommunications market, downward revisions to our expected future results of operations and other
factors indicated that our investments in long-lived assets may have been impaired at that date. In
accordance with SFAS No. 144 we performed an evaluation of the recoverability of the carrying value
of our long-lived assets using gross undiscounted cash flow projections. For impairment analysis
purposes, we grouped our property, plant and equipment and projected cash flows as follows:
traditional telephone network, national fiber optic broadband network, international fiber optic
broadband network, wireless network, web hosting and Application Service Provider (‘‘ASP’’), assets
held for sale and out-of-region Digital Subscriber Line (‘‘DSL’’). Based on the gross undiscounted cash
flow projections, we determined that all of our asset groups, except our traditional telephone network,
were impaired at June 30, 2002. For those asset groups that were impaired, we then estimated the fair
value using a variety of techniques, which are presented in the table below. For those asset groups that
were impaired, we determined that the fair values were less than our carrying amount by
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$10.613 billion in the aggregate of which $120 million has been reclassified to income from and gain on
sale of discontinued operations for certain web hosting centers in our consolidated statements of
operations at December 31, 2002.

Asset Group Impairment Charge Fair Value Methodology

(Dollars in millions)

National fiber optic broadband network $ 8,505 Discounted cash flows
International fiber optic broadband 685 Comparable market data

network . . . . . . . . . . . . . . . . . . . . . .
Wireless network . . . . . . . . . . . . . . . . . 825 Comparable market data and

discounted cash flows
Web hosting and ASP assets . . . . . . . . 88 Comparable market data
Assets held for sale . . . . . . . . . . . . . . . 348 Comparable market data
Out-of-region DSL . . . . . . . . . . . . . . . 42 Discounted cash flows

Total impairment charges . . . . . . . . . . . $10,493

Calculating the estimated fair value of the asset groups as listed above involves significant
judgments and a variety of assumptions. For calculating fair value based on discounted cash flows, we
forecasted future operating results and future cash flows, which included long-term forecasts of revenue
growth, gross margins and capital expenditures. We also used a discount rate based on an estimate of
the weighted average cost of capital for the specific asset groups. Comparable market data was
obtained by reviewing recent sales of similar asset types in third-party market transactions.

A brief description of the underlying business purpose of each of the asset groups that were
impaired as a result of our analysis as of June 30, 2002 is as follows:

• Our national fiber optic broadband network (‘‘National Network’’) provides long-distance voice
services, data and Internet services, and wholesale services to business, residential and wholesale
customers outside of our local service area.

• Our international fiber optic broadband network (‘‘International Network’’) provides the same
services to the same types of customers, only outside of the United States.

• Our wireless network provides Personal Communications Service (‘‘PCS’’) in select markets in
our local service area.

• Our web hosting and ASP assets provide business customers shared and dedicated hosting on
our servers as well as application hosting services to help design and manage customers’ websites
and hosting applications.

• Assets held for sale primarily consist of excess network supplies. See Note 8—Assets Held for
Sale including Discontinued Operations for further information.

• Our out-of-region DSL assets provide DSL service to customers outside our local service area.

In accordance with SFAS No. 144, the fair value of the impaired assets becomes the new basis for
accounting purposes. As such, approximately $1.9 billion in accumulated depreciation was eliminated in
connection with the accounting for the impairments. The impact of the impairments will reduce our
annual depreciation and amortization expense by approximately $1.3 billion, effective July 1, 2002.

Other asset impairments

In 2002, we recorded other asset impairment charges of $28 million associated with the write-down
of other real estate assets that were held for sale.
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As part of our restructuring activities in 2001, we reviewed our existing construction projects. As a
result of this review, we recorded an asset impairment charge of $134 million for the abandonment of
web hosting centers and other internal use construction projects.

Subsequent to the Merger, we reevaluated all of our assets for potential impairment and, in certain
instances, we concluded that the fair value of some of our assets were below their carrying value. As a
result, we recorded impairment charges in 2001 and 2000 of $16 million and $35 million, respectively,
writing off the full carrying value of certain internal use construction projects and equipment.

Also, in connection with the Merger, we evaluated our dedicated special-purpose access lines that
we lease to Competitive Local Exchange Carriers (‘‘CLECs’’) for potential impairment. After
considering the declining industry conditions and regulatory changes affecting CLECs in 2000, as well
as the fact that these access lines had no alternative use and could not be sold or re-deployed, we
concluded that sufficient net cash flows would not be generated to recover the carrying value of these
assets. Therefore, we concluded that the fair value of these assets was minimal and we recorded an
impairment charge of $191 million in our 2000 consolidated statement of operations.

Note 7: Goodwill and Other Intangible Assets

A summary of the changes in the carrying amount of our goodwill during the year ended
December 31, 2002 is as follows. All of the goodwill relates to our wireline segment.

(Dollars in millions)

Balance as of December 31, 2001 (as restated, see Notes 3 and 4) $ 31,233
Reclassification of assembled workforce . . . . . . . . . . . . . . . . . . 50
Cumulative effect of adoption of SFAS No. 142 . . . . . . . . . . . . (22,800)
Goodwill impairment charges under SFAS No. 142 . . . . . . . . . . (8,483)

Balance as of December 31, 2002 . . . . . . . . . . . . . . . . . . . . . . . . $ —

The components of goodwill and other intangible assets are as follows:

December 31,
Life 2002 2001 2000Prior to

Adoption of (Dollars in millions)
SFAS Carrying Accumulated Carrying Accumulated Carrying Accumulated

No. 142 Cost Amortization Cost Amortization Cost Amortization

(As restated, see Note 3)

Intangibles with indefinite
lives:
Goodwill . . . . . . . . . . . . . . . 40 years $ — $ — $32,408 $(1,175) $29,338 $(378)
Other . . . . . . . . . . . . . . . . . 3-40 years 146 — 817 (80) 801 (30)

Total intangibles with indefinite
lives . . . . . . . . . . . . . . . . . . 146 — 33,225 (1,255) 30,139 (408)

Intangibles with finite lives:
Capitalized software . . . . . . 5 years 2,032 (577) 1,910 (341) 1,163 (272)
Customer lists and other . . . 5 years 33 (22) 1,549 (464) 1,549 (155)

Total intangibles with finite
lives . . . . . . . . . . . . . . . . . . 2,065 (599) 3,459 (805) 2,712 (427)

Total goodwill and intangible
assets . . . . . . . . . . . . . . . . . $2,211 $(599) $36,684 $(2,060) $32,851 $(835)
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We recorded amortization expense of $579 million in 2002 for intangibles with finite lives. Based
on the current amount of intangible assets subject to amortization, the estimated amortization for each
of the succeeding 5 years is as follows:

(Dollars in millions)

2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 429
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 400
2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 328
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 226
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83

$1,466

Adoption of SFAS No. 142

On January 1, 2002, we adopted SFAS No. 142, which requires companies to cease amortizing
goodwill and intangible assets which have indefinite useful lives. SFAS No. 142 also requires that
goodwill and indefinite-lived intangible assets be reviewed for impairment upon adoption on January 1,
2002 and annually thereafter, or more often if events or circumstances warrant. Under SFAS No. 142,
goodwill impairment may exist if the carrying value of the reporting unit to which it is allocated
exceeds its estimated fair value.

Based on the transition provisions of SFAS No. 142, we reclassified the $50 million net carrying
value of our assembled workforce intangible asset, which was recognized in connection with the
Merger, into goodwill effective January 1, 2002. The assembled workforce intangible asset no longer
met the criteria for recognition as a separate intangible asset apart from goodwill. Amortization of
goodwill, including the addition to goodwill from the reclassification of the assembled workforce
intangible asset, ceased on January 1, 2002. We also ceased amortizing our intangible assets with
indefinite lives, including trademarks, trade names and wireless spectrum licenses on January 1, 2002.
Upon adoption of SFAS No. 142, we reviewed the useful lives of our amortizable intangible assets—
primarily capitalized software and customer lists, and determined that after restatement, they remained
appropriate. See Note 4—Merger, for further discussion regarding the revisions of the useful lives of
our customer lists.

In accordance with SFAS No. 142, we performed a transitional impairment test of goodwill and
intangible assets with indefinite lives as of January 1, 2002. The first step of the transitional test of
impairment was performed by comparing the fair value of our reporting units to the carrying values of
the reporting units to which goodwill was assigned. Because we do not maintain balance sheets at the
reporting unit level, we allocated all assets and liabilities to each of our reporting units based on
various methodologies that included specific identification and allocations based primarily on revenues,
voice grade equivalents (the amount of capacity required to carry one telephone call), and relative
number of employees. Goodwill was allocated to reporting units based on the relative fair value of each
reporting unit. We did not allocate any goodwill to our wireless and directory publishing reporting units
because they were not expected to benefit significantly from the synergies of the Merger and are not
considered sources of the goodwill which arose from the Merger.

Upon implementation of SFAS No. 142, we identified 13 reporting units. Goodwill was allocated to
four of these reporting units on a relative fair value basis. Reporting units that were non-revenue
producing or that were not expected to benefit significantly from the synergies of the Merger were not
allocated goodwill. In addition, insignificant reporting units were not allocated goodwill. As discussed in
Note 18—Segment Information, operating segments were changed in the fourth quarter of 2002 after
goodwill had already been reduced to zero through the impairments discussed in the following
paragraphs.
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We estimated the implied fair value of goodwill for each reporting unit by subtracting the fair
value of the reporting unit’s assets, including any unrecognized intangibles, from the total fair value of
the reporting unit. The excess was deemed the implied fair value of goodwill. The implied fair value of
the goodwill was then compared to the carrying amount of goodwill for the reporting unit. Based on
this analysis, we recorded a charge for the cumulative effect of adopting SFAS No. 142 of $22.8 billion
on January 1, 2002. This charge related to the reporting units in the table below:

Impairment
Reporting Unit Charge

(Dollars in millions)

Global . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 5,151
National . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,147
Consumer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,856
Wholesale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10,646

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $22,800

Changes in market conditions, downward revisions to our projections of future operating results,
and other factors indicated that the carrying value of the remaining goodwill should be evaluated for
impairment as of June 30, 2002. Based on the results of that impairment analysis, we determined that
the remaining goodwill balance of $8.483 billion was impaired and we recorded an impairment charge
on June 30, 2002 to write-off the remaining balance. In accordance with SFAS No. 142, we will
continue to perform impairment tests on the remaining indefinite-lived intangible assets on an annual
basis, or more often if events or changes in circumstances indicate the assets may be impaired.
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The following table adjusts loss from continuing operations, net loss and the related per share
amounts in 2001 and 2000 to exclude amortization, net of any related tax effects, of goodwill and
indefinite lived intangible assets.

Year ended
December 31,

2001 2000

(As restated,
see Notes 3 and 4)

(Dollars in millions,
except per share

amounts)

Reported loss from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(6,138) $(1,442)
Amortization associated with goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 797 378
Amortization associated with excess basis in investment in KPNQwest . . . . . . . . . 205 92
Amortization associated with trade name . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 5
Amortization associated with assembled workforce . . . . . . . . . . . . . . . . . . . . . . . 20 10
Amortization associated with wireless spectrum licenses . . . . . . . . . . . . . . . . . . . 1 1

Total amortization associated with intangible assets with indefinite lives . . . . . . . . 1,032 486

Adjusted loss from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(5,106) $ (956)

Reported net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(5,603) $(1,037)
Amortization associated with goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 797 378
Amortization associated with excess basis in investment in KPNQwest . . . . . . . . . 205 92
Amortization associated with trade name . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 9 5
Amortization associated with assembled workforce . . . . . . . . . . . . . . . . . . . . . . . 20 10
Amortization associated with wireless spectrum licenses . . . . . . . . . . . . . . . . . . . 1 1

Total amortization associated with intangible assets with indefinite lives . . . . . . . . 1,032 486

Adjusted net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(4,571) $ (551)

Basic and diluted loss per share:
Reported loss from continuing operations per share . . . . . . . . . . . . . . . . . . . . . . . . $ (3.69) $ (1.13)

Amortization associated with goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.48 0.30
Amortization associated with excess basis in investment in KPNQwest . . . . . . . . . 0.12 0.07
Amortization associated with trade name . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.01 —
Amortization associated with assembled workforce . . . . . . . . . . . . . . . . . . . . . . . 0.01 0.01
Amortization associated with wireless spectrum licenses . . . . . . . . . . . . . . . . . . . — —

Total amortization associated with intangible assets with indefinite lives . . . . . . . . 0.62 0.38

Adjusted loss from continuing operations per share . . . . . . . . . . . . . . . . . . . . . . . . $ (3.07) $ (0.75)

Reported net loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (3.37) $ (0.82)
Amortization associated with goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.48 0.30
Amortization associated with excess basis in investment in KPNQwest . . . . . . . . . 0.12 0.07
Amortization associated with trade name . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.01 —
Amortization associated with assembled workforce . . . . . . . . . . . . . . . . . . . . . . . 0.01 0.01
Amortization associated with wireless spectrum licenses . . . . . . . . . . . . . . . . . . . — —

Total amortization associated with intangible assets with indefinite lives . . . . . . . . 0.62 0.38

Adjusted net loss per share . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (2.75) $ (0.44)
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Other intangible information

In June 2002, pursuant to SFAS No. 144 as discussed in Note 6—Property, Plant and Equipment,
we recorded an asset impairment charge to other intangible assets with finite lives. These included
impairments related to capitalized computer software of $411 million and our customer lists of
$812 million.

We also recorded asset impairment charges of $4 million and $68 million in 2002 and 2001,
respectively, related to internal software projects that we terminated, including customer database
system projects.

Following the Merger, we reviewed all internal use software projects in process, and determined
that certain projects should no longer be pursued. Because the projects were incomplete and
abandoned, the fair value of such software was determined to be zero. Capitalized software costs of
$33 million and $114 million were written off in 2001 and 2000, respectively, and reported as asset
impairment charges on our consolidated statements of operations at the time they were abandoned.
The abandoned projects primarily included a significant billing system replacement.

In 2002, realization of a $396 million tax benefit ($647 million on a pre-tax basis) became probable
as a result of the completion of the first phase of the sale of our directory publishing business. The tax
benefit existed at the time of the Merger, but was not recognized in the purchase because at that time
it was not apparent that the temporary difference would be realized in the foreseeable future. In 2002,
in accordance with SFAS No. 109, ‘‘Accounting for Income Taxes’’ (‘‘SFAS No. 109’’), we recorded the
tax benefit, on a pre-tax basis, as a $555 million reduction to our trade name intangible asset and as a
$92 million reduction to our customer lists intangible asset. The credits were applied to these two
non-current intangible assets because these assets were created in connection with the original purchase
price allocation.

Note 8: Assets Held for Sale including Discontinued Operations

The following table presents the summarized results of operations for each of the years in the
three-year period ended December 31, 2002 related to our discontinued operations. These results
primarily relate to our directory publishing business. Other discontinued operations represent
immaterial operations.

Years ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,535 $1,628 $1,517
Costs and Expenses:

Cost of services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 502 581 585
Selling, general and administrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 399 176 168
Depreciation and amortization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 29 32 35

Income from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 605 839 729
Gain on sale of directory publishing business . . . . . . . . . . . . . . . . . . . . . . 2,615 — —
Other income (expense) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (26) (5) (1)

Income before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,194 834 728
Income tax provision . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,237 323 282

Income from and gain on sale of discontinued operations . . . . . . . . . . . . . . $1,957 $ 511 $ 446
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The following table presents the condensed balance sheets related to our discontinued operations,
primarily our directory publishing business, as of December 31, 2002, 2001 and 2000. All other assets
held for sale are included in our wireline segment.

December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Current assets held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $263 $426 $433
Property, plant and equipment, net* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 72 220 212
Other assets* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 26 31 5

Total assets held for sale . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $361 $677 $650

Current portion of liabilities associated with discontinued operations . . . . . . . . . . $248 $336 $332
Other long-term liabilities* . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50 35 57

Total liabilities associated with discontinued operations . . . . . . . . . . . . . . . . . . . . $298 $371 $389

* Property, plant and equipment and other assets for 2001 and 2000 represent the non-current portion
of assets held for sale and are presented in other assets for those periods respectively. Other long-term
liabilities for 2001 and 2000 represent the long-term portion of liabilities associated with discontinued
operations and are presented in other long-term liabilities for those periods respectively.

Discontinued directory publishing business

During the second quarter of 2002, we began actively pursuing the sale of our directory publishing
business. On November 8, 2002, we completed the first stage of the sale of our directory publishing
business to a new entity formed by the private equity firms of The Carlyle Group and Welsh, Carson,
Anderson & Stowe (the ‘‘Buyer’’) (the ‘‘Dex Sale’’). The sales price for the first stage of the Dex Sale,
which involved the sale of Dex operations in the states of Colorado, Iowa, Minnesota, Nebraska, New
Mexico, North Dakota and South Dakota (the ‘‘Dex East business’’) was $2.75 billion (subject to
adjustments related to changes in the working capital of the Dex East Business) and was paid in cash.
We recognized a gain of $1.6 billion (net of $1.0 billion in taxes) on the sale of the Dex East business.

The sale of our directory publishing business in the remaining states of Arizona, Idaho, Montana,
Oregon, Utah, Washington and Wyoming (the ‘‘Dex West business’’) was completed in September 2003.
We received approximately $4.3 billion in gross sale proceeds (subject to adjustments relating to
changes in the working capital of the Dex West business) related to the sale.

Concurrent with the closing of the sale of the Dex East business, we entered into an advertising
and telecommunications commitment agreement with the Buyer. Pursuant to that agreement, we agreed
to purchase from the Buyer at least $20 million annually worth of advertising, at fair value, for 15 years
and the Buyer agreed to exclusively purchase from us those telecommunication services that it uses
from time to time during this same period, at market based rates, subject to availability.

Other assets held for sale

Prior to and during 2000, U S WEST agreed to sell approximately 800,000 access lines to third-
party telecommunications services providers, including approximately 570,000 access lines in nine states
to Citizens Communications Company (‘‘Citizens’’). Because these access lines were ‘‘held for sale’’,
U S WEST discontinued recognizing depreciation expense on the related assets and carried them at the
lower of their cost or fair value, less estimated cost to sell. These access lines are part of our wireline
segment.
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On July 20, 2001, we terminated the agreement with Citizens under which the majority of the
remaining access lines in eight states were to have been sold and ceased actively marketing the
remaining access lines. As a result, the remaining access lines and related assets were reclassified to
‘‘held for use’’ as of June 30, 2001. In connection with the change in use and this reclassification; the
access lines and related assets were measured individually at the lower of their (a) carrying value
before they were classified as held for sale, adjusted for any depreciation expense or impairment losses
that would have been recognized had the assets been continuously classified as held for use, or
(b) their fair value at June 30, 2001. This resulted in a charge to depreciation in 2001 of $222 million
to ‘‘catch up’’ the depreciation on these access lines and related assets for the period they were
classified as held for sale. The required adjustments to the carrying value of the individual access lines
and related assets were included in our 2001 consolidated statement of operations.

In 2001, we sold approximately 41,000 access lines in Utah and Arizona resulting in $94 million in
proceeds and a gain of $51 million. In 2000, we completed the sale of approximately 20,000 access lines
in North Dakota and South Dakota resulting in a gain of $28 million. In addition, we recorded a net
loss of $39 million relating to the sale of other non-strategic fixed assets.

Excess network supplies held for sale

We periodically review our network supplies against our usage requirements to identify potential
excess supplies for disposal. During the second quarter of 2002, we identified $359 million of excess
supplies and engaged a third-party broker to conduct a sale of those assets. An impairment charge of
$348 million was recorded on June 30, 2002 to reduce the carrying amount of the supplies to their
estimated fair value less cost to sell of $17 million. Fair value was based upon market values of similar
equipment. The impairment charge of $348 million is included in asset impairment charges in our 2002
consolidated statement of operations. In the fourth quarter of 2002, we identified additional excess
inventory that had previously been impaired as part of the impairment of the national fiber optic
broadband network. Additional excess inventory was written down by $16 million in the fourth quarter
of 2002. This write-down is included in selling, general and administrative in our 2002 consolidated
statement of operations.

Note 9: Optical Capacity Transactions

As previously disclosed, we have transferred optical capacity assets on our network to other
telecommunications services providers. These arrangements are typically structured as indefeasible
rights of use, or IRUs, which are the exclusive right to use a specified amount of capacity or fiber for a
specified period of time, usually 20 years or more. Revenues from these transactions are recognized
ratably over the term of the agreements. After our restatement (see Note 3—Restatement of Results),
we have recognized revenue on a ratable basis of $22 million, $21 million and $1 million for the years
ended December 31, 2002, 2001 and 2000, respectively, related to these restated transactions. The cash
receipts are included in cash from operating activities in our consolidated statements of cash flows.

We have also entered into agreements to purchase optical capacity assets and network facilities
from other telecommunications services providers. These purchases allowed us to expand our fiber
optic broadband network both domestically and internationally.
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Note 10: Investments

The following table summarizes the carrying value of our investments as of December 31, 2002,
2001 and 2000:

December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Investments accounted for under the equity method of accounting . . . . . . . . . $ — $1,161 $7,916
Publicly traded marketable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 43 87
Investments in private companies . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 22 29 144

Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 23 $1,233 $8,147

Equity method investments

As discussed in Note 2—Summary of Significant Accounting Policies, investments where we
exercise significant influence but do not control the investee are accounted for under the equity method
of accounting. Under the equity method, investments are stated at initial cost and are adjusted for
contributions, distributions, our share of the investee’s income or losses as well as impairment write-
downs for other-than-temporary declines in value. The following table summarizes the changes in our
investments that were accounted for using the equity method of accounting:

Qwest Digital
KPNQwest Media Total

(Dollars in millions)

Balance as of December 31, 1999 (unaudited) . . . . . . . . . . . . . . . . . . $ — $ — $ —
Investments acquired in Merger—pre-Merger Qwest’s book value . . 552 133 685
Preliminary purchase price allocation to increase investments to

estimated fair value . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,383 — 7,383
Amortization of excess basis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (92) — (92)
Equity share of loss(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (33) (36) (69)
Capital contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 16 16
Currency translation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . (7) — (7)

Balance as of December 31, 2000 (as restated, see Note 3) . . . . . . . . . 7,803 113 7,916
Equity share of loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (96) (20) (116)
Purchase price allocation adjustment . . . . . . . . . . . . . . . . . . . . . . . (3,180) — (3,180)
Impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,204) (9) (3,213)
Capital contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 65 12 77
Forgiveness of promissory note . . . . . . . . . . . . . . . . . . . . . . . . . . . — (85) (85)
Amortization of excess basis . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (205) — (205)
Currency translation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . (33) — (33)

Balance as of December 31, 2001 (as restated, see Note 3) . . . . . . . . . 1,150 11 1,161
Equity share of loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (131) (14) (145)
Impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,059) (2) (1,061)
Capital contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 5 5
Currency translation adjustment . . . . . . . . . . . . . . . . . . . . . . . . . . 40 — 40

Balance as of December 31, 2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $ — $ —

(1) Represents the equity losses recognized for the period following the Merger on June 30, 2000.
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Investment in KPNQwest. In April 1999, pre-Merger Qwest and KPN Telecom B.V. (‘‘KPN’’)
formed KPNQwest, a joint venture, to create a pan-European Internet Protocol (‘‘IP’’)-based fiber
optic broadband network, linked to Qwest’s network in North America, for data and multimedia
services. Qwest and KPN each initially owned 50% of KPNQwest. In November 1999, KPNQwest
consummated an initial public offering (‘‘KPNQwest’s IPO’’) in which 50.6 million shares of common
stock were issued to the public generating approximately $1.0 billion in proceeds. As a result of
KPNQwest’s IPO, the public owned approximately 11% of KPNQwest’s shares, and the remainder were
owned equally by Qwest and KPN. Originally, contractual provisions restricted our ability to sell or
transfer any of our shares through 2004. In November 2001, we purchased approximately 14 million
additional shares, and Anschutz Company (our largest stockholder) purchased approximately six million
shares, of KPNQwest common stock from KPN for $4.58 per share. Anschutz Company’s purchase was
at our request and with the approval of the disinterested members of our Board of Directors. After
giving effect to this transaction, Qwest held approximately 47.5% of KPNQwest’s outstanding shares. In
connection with this transaction, the restrictions on our ability to transfer shares were removed.
Because we have never had the ability to designate a majority of the members of the supervisory board
or to vote a majority of the voting securities, we have accounted for our investment in KPNQwest using
the equity method of accounting for all periods presented.

As discussed in Note 4—Merger, in connection with the allocation of the purchase price, we
assigned a preliminary value of $7.935 billion to our investment in KPNQwest at June 30, 2000. Prior
to the Merger, Qwest’s investment in KPNQwest had a book value of $552 million. In accordance with
APB Opinion No. 18, ‘‘The Equity Method of Accounting for Investments in Common Stock,’’ the
excess basis related to our investment in KPNQwest of $7.383 billion was attributed to goodwill. This
goodwill was initially assigned an estimated life of 40 years and was being amortized ratably over that
period. The final determination of the estimated fair value of our investment in KPNQwest was
completed in June 2001. This final determination resulted in an estimated fair value of $4.755 billion,
or $3.180 billion less than our preliminary estimate of fair value. As a result, we recorded a
$3.180 billion reduction to our investment in KPNQwest effective in the second quarter of 2001. Also
at that time we changed the estimated life of the revised goodwill balance of $4.203 billion from
40 years to 10 years.

On June 30, 2001, we evaluated our investment in KPNQwest and concluded that there had been a
decline in fair value that was other than temporary. Factors considered in reaching our conclusion that
the decline was other than temporary included, among others, the following: a decline in the price of
KPNQwest’s publicly traded stock and the period of time over which such price had been below the
carrying value of our investment; the change in analysts’ expectations released during the second
quarter of 2001 indicating significant declines from their first quarter expectations; and the severe
deterioration the European telecommunications sector experienced during the second quarter of 2001,
including a number of bankruptcies, making the near-term prospects of a recovery of KPNQwest’s
stock less certain at June 30, 2001.

As a result of that evaluation, we determined that an other-than-temporary decline in fair value
had occurred and that the fair value of our investment in KPNQwest at June 30, 2001 was
$1.333 billion. Accordingly, an impairment loss of $3.048 billion was recorded in June 2001 to write the
carrying amount of our investment in KPNQwest down from its balance at that date to the estimated
fair value of $1.333 billion.

In our original December 31, 2001 review of the carrying value of our investment in KPNQwest,
we concluded that a further other-than-temporary decline in value had not occurred as of
December 31, 2001. We therefore did not adjust the carrying value of the investment at that date. In
our internal analysis, we reconsidered the information that was available at the time we originally
issued our 2001 consolidated financial statements and determined that our prior review did not
consider all information that was available at the time. Certain of that information indicated that the
fair value of the KPNQwest investment had remained below its carrying value for an extended period
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of time, indicating that there had been an other-than-temporary decline in value. Accordingly, we have
recorded an adjustment in our restated consolidated financial statements to write-down the value of our
KPNQwest investment by $156 million to reflect its estimated fair value of $1.150 billion at
December 31, 2001. This resulted in an increase of $156 million to our pre-tax loss for the year ended
December 31, 2001.

As a result of the continued decline in the fair value of KPNQwest subsequent to December 31,
2001, we recorded a further impairment to our investment for an other-than-temporary decline in value
in the first quarter of 2002. In May 2002, KPNQwest filed for bankruptcy protection and ceased
operations. We do not expect to recover any of our investment in KPNQwest. Consequently, in the
second quarter of 2002, we wrote-off our remaining investment in KPNQwest to our consolidated
statement of operations.

The following table summarizes the available financial information for KPNQwest:

Year Ended
December 31,

2001 2000

(unaudited)
(Dollars in millions)

Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3,201 $2,717

Total debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,364 731
Other liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 868 775
Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,232 $1,506

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 722 $ 425
Loss from operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (222) (201)
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (237) (128)
Our share of net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (96) $ (33)

The 2000 information was audited by auditors who have ceased operations. The 2001 information
is unaudited and 2002 information is unavailable as a result of KPNQwest’s filing for bankruptcy before
completing its audited financial statements or filing its Annual Report on Form 20-F. Qwest has been
informed that those financial statements have not and will not be completed, and therefore we cannot
include the financial statements in this filing. Qwest does not have any affiliation with the
administrators of KPNQwest’s bankruptcy.

Investment in Qwest Digital Media, LLC. In October 1999, pre-Merger Qwest and Anschutz
Digital Media, Inc. (‘‘ADMI’’), a subsidiary of Anschutz Company, formed a joint venture called QDM,
which provided advanced digital production, post-production and transmission facilities; digital media
storage and distribution services; and telephony-based data storage and enhanced access and routing
services. Pre-Merger Qwest contributed capital of approximately $84.8 million in the form of a
promissory note payable over nine years at an annual interest rate of 6%. At inception, pre-Merger
Qwest and ADMI each owned 50% equity and voting interest in QDM. In June 2000, pre-Merger
Qwest acquired an additional 25% interest in QDM directly from ADMI and paid $48.2 million for the
interest; $4.8 million in cash at closing and the remaining $43.4 million in the form of a promissory
note payable in December 2000, with an annual interest rate of 8%. As a result of this transaction,
subsequent to the Merger, we owned a 75% economic interest and 50% voting interest in QDM, and
ADMI owned the remaining 25% economic interest and 50% voting interest. We paid the note
associated with this additional 25% interest in full, including approximately $1.8 million in accrued
interest, in January 2001. Because we have never controlled QDM, we have accounted for our
investment in QDM using the equity method of accounting for all periods presented.

As discussed in Note 19—Related Party Transactions, in October 1999, pre-Merger Qwest entered
into a long-term Master Services Agreement with QDM under which QDM agreed to purchase
approximately $119 million of telecommunication services through October 2008, and we agreed to
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extend credit to QDM for the purpose of making payments to us for the telecommunications services
provided. Each October, QDM was required to pay an amount equal to the difference between certain
specified annual commitment levels and the amount of services actually purchased under the Master
Services Agreement at that time. In October 2001, we agreed to terminate the Master Services
Agreement and release QDM from its obligation under such agreement to acquire telecommunications
services from us. At the same time, QDM agreed to forgive the $84.8 million that we owed on the
promissory note related to the original capital contribution from pre-Merger Qwest. Prior to the
termination of the Master Services Agreement, we advanced QDM $3.8 million which was the amount
owed to us under the agreement for accrued telecommunications services. QDM used that advance to
pay us the amount owed, including interest on amounts past due. Concurrent with termination of the
Master Services Agreement, QDM repaid us the $3.8 million advance under the Master Services
Agreement with interest.

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002,
in conjunction with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment
charge to our 2002 consolidated statement of operations for the carrying amount of our investment in
QDM of $2 million. During the remainder of 2002, we loaned QDM an additional $3.8 million and
ADMI loaned QDM $300,000 in connection with the winding down of QDM’s business and in response
to certain loan requests made in 2001. As of December 31, 2002, the aggregate principal balance and
accrued interest outstanding on loans to QDM from us and ADMI was $12.4 million and $4.4 million,
respectively.

Marketable securities

We have investments in publicly traded marketable securities and private company equity
securities, which are classified as ‘‘available-for-sale’’ under SFAS No. 115, ‘‘Accounting for Certain
Investments in Debt and Equity Securities’’ (‘‘SFAS No. 115’’). In accordance with SFAS No. 115, we
are required to carry these investments at their fair value. Unrealized gains and losses on these
securities are recorded in other comprehensive income (loss), net of related income tax effects, in the
consolidated statement of stockholders’ (deficit) equity.

In addition, we have investments in certain derivative instruments on marketable securities. As
discussed in Note 2—Summary of Significant Accounting Policies, derivative financial instruments are
measured at fair value and recognized as either assets or liabilities on our consolidated balance sheets.
Changes in the fair values of derivative instruments that do not qualify as hedges and/or any portion of
a hedge that is not effective as a hedge, are recognized as a gain or loss in the consolidated statement
of operations in the current period. The following table summarizes the information related to our
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investments in marketable equity securities and derivatives, for the years ended December 31, 2002,
2001 and 2000:

Publicly Traded Private Company Total

(Dollars in millions)

Balance as of December 31, 1999 (unaudited) . . . . . . . . . . . $1,199 $ 26 $1,225
Pre-Merger Qwest investments acquired . . . . . . . . . . . . . 345 127 472
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 46 16 62
Dispositions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (450) (15) (465)
Unrealized mark-to-market gains . . . . . . . . . . . . . . . . . . 200 — 200
Unrealized mark-to-market losses . . . . . . . . . . . . . . . . . . (656) — (656)
Other-than-temporary declines in value and mark-to-

market adjustment of warrants . . . . . . . . . . . . . . . . . . (597) (10) (607)
Balance as of December 31, 2000 (as restated, see Note 3) . 87 144 231

Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 3 16
Dispositions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (21) (3) (24)
Unrealized mark-to-market gains . . . . . . . . . . . . . . . . . . 62 — 62
Unrealized mark-to-market losses . . . . . . . . . . . . . . . . . . (29) — (29)
Other-than-temporary declines in value and mark-to-

market adjustment of warrants . . . . . . . . . . . . . . . . . . (69) (115) (184)
Balance as of December 31, 2001 (as restated, see Note 3) . 43 29 72

Dispositions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (50) — (50)
Unrealized mark-to-market gains . . . . . . . . . . . . . . . . . . 41 — 41
Unrealized mark-to-market losses . . . . . . . . . . . . . . . . . . (5) — (5)
Other-than-temporary declines in value and mark-to-

market adjustment of warrants . . . . . . . . . . . . . . . . . . (28) (7) (35)
Balance as of December 31, 2002 . . . . . . . . . . . . . . . . . . . . $ 1 $ 22 $ 23

Publicly traded marketable securities

Global Crossing and related derivatives. U S WEST acquired 37 million shares of Global Crossing
common stock in 1999 at a cost of $2.463 billion. During 1999, we sold approximately 24 million shares
for $1.140 billion and recognized a loss of $367 million. In connection with that sale we entered into
derivative contracts to create equity-return swaps (see discussion of equity-return swaps in the following
paragraph). Our objective in entering into these equity-return swaps was to synthetically replace the
24 million shares of Global Crossing stock that we had sold. We recorded a loss of $447 million in the
second quarter of 2000 to write the value of our remaining 13 million shares of Global Crossing
common stock down to its fair value of $371 million. This was based on our determination that the
decline in its fair value was other than temporary. We sold our remaining 13 million shares of Global
Crossing stock in the third quarter of 2000 for $421 million in proceeds, recognizing a gain of
$50 million.

As noted in the prior paragraph, in December 1999, we entered into equity-return swaps in
connection with the sale of approximately 24 million shares of Global Crossing common stock. Under
these equity-return swaps we agreed with other parties to exchange payments based on a notional
amount at specific intervals over a defined term. In exchange for making payments based upon an
interest rate index, we received (rendered) payments based upon increases (decreases) in the market
price of Global Crossing common stock. Amounts received on the equity-return swaps were tied to
changes in the market price of Global Crossing common shares and the amounts paid were tied to one-
and three-month London Interbank Offered Rates (‘‘LIBOR’’). Equity collars were also entered into in
conjunction with certain of these equity-return swaps to limit the magnitude of any realized gains or
losses. During 2001 and 2000, these swaps and collars were carried at fair value with changes in fair
value included in other income in our consolidated statements of operations. During 2001 and 2000, we
recognized a pre-tax loss of $7 million and $470 million, respectively, as a result of a decline in the
market value of the equity-return swaps and collars. The fair value of these swaps and collars was
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$90 million and $(56) million at December 31, 2000 and 1999, respectively. These equity-return swaps
matured in increments through August 2001.

Investments in other publicly traded securities. As of December 31, 2002 and 2001 our portfolio of
publicly traded marketable securities consisted principally of the warrants we held to purchase various
public company equity securities, which had a fair value of approximately $1 million and $22 million,
respectively. In accordance with SFAS No. 133 and SFAS No. 115, we mark the warrants to market and
any changes in the fair value of these warrants are charged to the consolidated statement of operations.
We recorded losses of $20 million, $6 million and $29 million, for the years ended December 31, 2002,
2001 and 2000, respectively, related to changes in the fair value of these warrants. We had no other
significant derivative financial instruments as of December 31, 2002 or 2001.

As of December 31, 2000, our portfolio of marketable securities included holdings in Lucent
Technologies Inc. and CoSign Communications, Inc. as well as various other publicly traded securities.
During 2000, we sold our holdings in Nortel Networks Limited, Covad Communications Group, Inc.,
Redback Networks Inc., Critical Path, Inc. and USinternetworking, Inc. From the sale of these and
other smaller investments we received $488 million in cash proceeds and we realized a gain of
$402 million. We also recorded charges related to other-than-temporary declines in value relating to
our investments in other publicly traded securities during 2002, 2001 and 2000 totaling $8 million,
$63 million and $121 million, respectively. During 2002 and 2001 we sold various holdings in our public
and non-public investments for approximately $12 million and $98 million, respectively. We recorded a
loss of $37 million in 2002, and a gain of $72 million in 2001 associated with these sales.

Investments in other derivatives. We occasionally enter into derivative financial instruments. The
objective of our interest rate risk management program is to manage the level and volatility of our
interest expense. We have also employed financial derivatives to hedge foreign currency exposures
associated with certain debt.

Prior to 2000, under a cross-currency swap, we agreed with another party to exchange U.S. dollars
for foreign currency based on a notional amount, at specified intervals over a defined term. We
designed this cross-currency swap as a hedge of our borrowings. This swap was effective during 2001.
The cross-currency swap was carried at fair value on the consolidated balance sheet with changes in fair
value included in other comprehensive income (loss) in the consolidated statement of stockholders’
(deficit) equity. The cross-currency swap was tied to the Swiss Franc and had a fair value of negative
$40 million at December 31, 2000. The cross-currency swap expired in November 2001 when the Swiss
Franc borrowing matured.

We were exposed to, but did not incur, losses from non-performance by counter-parties on these
derivative financial instruments.

Private company equity securities

In addition to our holdings in publicly traded securities, we have investments and warrants to
purchase equity securities in various private entities. As of December 31, 2002, 2001 and 2000, the
carrying value of our investments and warrants in private entities was $22 million, $29 million and
$144 million, respectively. We periodically review the carrying value of each investment to determine if
it exceeds the investment’s fair value. During 2002, 2001, 2000 we recorded charges to our consolidated
statement of operations totaling $2 million, $130 million, and $10 million, respectively, relating to
other-than-temporary declines in the fair value of these investments.
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Note 11: Borrowings

Current borrowings

As of December 31, 2002, 2001 and 2000, our current borrowings consisted of:

December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ — $3,165 $2,035
Short-term notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 750 124 —
Current portion of credit facility . . . . . . . . . . . . . . . . . . . . . . . . . . 750 — —
Current portion of long-term borrowings . . . . . . . . . . . . . . . . . . . . 1,201 1,358 1,431
Current portion of capital lease obligations . . . . . . . . . . . . . . . . . . 85 160 150

Total current borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,786 $4,807 $3,616

Commercial paper

During 2001 and 2000, we utilized various commercial paper programs to finance our short-term
operating cash needs. Our commercial paper programs were terminated in February 2002 and therefore
we had no commercial paper borrowings outstanding at December 31, 2002. The weighted average
interest rates on outstanding commercial paper borrowings at December 31, 2001 and 2000 were 2.98%
and 7.33%, respectively.

Short-term notes

In August 2002, Dex, our directory publishing business, borrowed $750 million under a term loan
agreement (‘‘Dex Term Loan’’) due September 2004. Borrowings under the Dex Term Loan were
completed in two tranches: Tranche A and Tranche B. As of December 31, 2002, Tranche A borrowings
were $213 million and Tranche A bears interest at either (i) an adjusted LIBOR plus 11.50% per
annum, as calculated in accordance with the term loan agreement; or (ii) the base rate under the
agreement plus 8.75% per annum. The interest rate on Tranche A was 12.90% at December 31, 2002.
As of December 31, 2002, the Tranche B borrowings were $537 million and bore a fixed interest rate of
14.00%.

The Dex Term Loan contained various financial covenants for Dex Holdings (parent of Dex)
including, but not limited to: (i) a ratio of Dex Holdings’ senior debt to Dex Holdings’ consolidated
earnings before interest, taxes, depreciation and amortization (‘‘Dex Holdings’ Consolidated EBITDA’’)
of no greater than 1.75 to 1.0 after the sale of the Dex East business; and (ii) a ratio of Dex Holdings’
Consolidated EBITDA to interest coverage of not less than 4.75 to 1.0 after the sale of the Dex East
business. This term loan also specified a minimum Dex Holdings’ consolidated net worth requirement
at least equal to its consolidated net worth as of June 30, 2002, less $150 million. The Dex Term Loan
contained certain other covenants including, but not limited to: (i) limitations on incurrence of
indebtedness; (ii) limitations on restricted payments; (iii) limitations on transactions with affiliates;
(iv) limitations on mergers, consolidations and asset sales; (v) limitations on investments; and
(vi) limitations on liens. The Dex Term Loan also contained provisions relating to cross acceleration
and cross default of any other debt obligations of Qwest Services Corporation (‘‘QSC’’) and its
subsidiaries in the aggregate in excess of $100 million. As of December 31, 2002, we were in
compliance with all the financial and other covenants of the Dex Term Loan.

The Dex Term Loan was secured by a lien on the stock and certain assets of Dex and Dex
Holdings and a secondary lien on the stock of our wholly owned subsidiary, Qwest Corporation
(‘‘QC’’).
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We classified this term loan as a current liability based upon the requirement to pay this debt in
full upon the sale of the Dex West business which closed in September 2003. See Note 8—Assets Held
for Sale including Discontinued Operations, for further discussion of the terms of the Dex Sale. On
August 12, 2003, the $750 million Dex Term Loan was paid in full. See Note 21—Subsequent Events—
Debt-related matters for discussion of this redemption and sale of Dex.

At December 31, 2001, we had short-term notes of $124 million. These notes consisted of a
$25 million overnight line of credit (which was paid in full on January 2, 2002) at an interest rate of
2.7%, term loan notes of $75 million maturing on January 31, 2002 at an interest rate of 2.68%
(LIBOR plus 0.75%), and a $24 million term loan note maturing on April 30, 2002 at an interest rate
of 2.51% (LIBOR plus 0.40%). In March 2002, all of the term loan notes were paid in full.

Long-term borrowings

At December 31, 2002, $1.083 billion of our long-term borrowings were held at Qwest and the
remainder was held in four of our wholly owned subsidiaries: QC, QSC, Qwest Communications
Corporation (‘‘QCC’’) and Qwest Capital Funding (‘‘QCF’’). See Note 21—Subsequent Events—Debt-
related matters, for a description of transactions affecting our long-term borrowings that occurred
subsequent to December 31, 2002. As of December 31, 2002, 2001 and 2000, long-term borrowings
consisted of the following (for all notes with unamortized discount or premium, the face amount of the
notes and the unamortized discount or premium are presented separately):

December 31,

2002 2001 2000

(Dollars in millions)

Qwest Corporation:
Notes with various rates ranging from 4.375% to 9.125% and

maturities from 2002 to 2043 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,137 $ 5,817 $ 6,177
Unamortized discount and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . (142) (122) (125)
Capital lease obligations and other . . . . . . . . . . . . . . . . . . . . . . . . . . . 21 86 195

Qwest Services Corporation:
Notes with various rates ranging from 13.00% to 14.00% and

maturities from 2007 to 2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,298 — —
Unamortized premium . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 70 — —
Credit facility due 2005 with rate of LIBOR + 3.50% . . . . . . . . . . . . . 1,250 — —

Qwest Communications Corporation:
7.25% Senior Notes due in 2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 350 350 350
Unamortized discount and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . (7) (13) (14)
Capital lease obligations and other . . . . . . . . . . . . . . . . . . . . . . . . . . . 30 50 26

Qwest Capital Funding:
Notes with various rates ranging from 5.875% to 7.900% and

maturities from 2002 to 2031 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 7,665 13,000 6,800
Unamortized discount . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (20) (39) (17)

Qwest Communications International Inc.:
7.50% Senior Notes due in 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 750 750 750
7.25% Senior Notes due in 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . 300 300 300
Unamortized discount and other . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30) (35) (40)
Senior Notes with various rates ranging from 8.29% to 10.875% and

maturities from 2007 to 2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33 33 1,016
Notes payable to QDM (Note 10—Investments) . . . . . . . . . . . . . . . . . — — 85
Note payable to ADMI (Note 19—Related Party Transactions) . . . . . . 34 34 34

Other:
Capital lease obligations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15 19 4

Total long-term borrowings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $19,754 $20,230 $15,541
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Our long-term borrowings had the following interest rates and maturities at December 31, 2002:

Maturities

Interest rates 2003 2004 2005 2006 2007 Thereafter Total

(Dollars in millions)

Up to 5% . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 800 $ — $1,250 $ — $ — $ — $ 2,050
Above 5% to 6% . . . . . . . . . . . . . . . . . . . . . . . 24 1,087 46 6 78 328 1,569
Above 6% to 7% . . . . . . . . . . . . . . . . . . . . . . . 43 — 837 — 90 3,400 4,370
Above 7% to 8% . . . . . . . . . . . . . . . . . . . . . . . 1,062 750 — 881 350 5,633 8,676
Above 8% to 9% . . . . . . . . . . . . . . . . . . . . . . . — — — — — 1,772 1,772
Above 9% to 10% . . . . . . . . . . . . . . . . . . . . . . — — — — 11 — 11
Above 10% . . . . . . . . . . . . . . . . . . . . . . . . . . . 750 — — — 547 2,751 4,048

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,679 $1,837 $2,133 $887 $1,076 $13,884 22,496
Capital leases and other . . . . . . . . . . . . . . . 173
Unamortized discount and other . . . . . . . . . (129)
Less current borrowings . . . . . . . . . . . . . . . (2,786)

Total long-term debt . . . . . . . . . . . . . . . . . . . $19,754

QC notes

At December 31, 2002, 2001 and 2000, QC had aggregate principal outstanding of $6.137 billion,
$5.817 billion and $6.177 billion, excluding unamortized discounts of $142 million, $122 million and
$125 million, respectively, of unsecured notes at interest rates ranging from 4.375% to 9.125% and with
maturities from 2002 to 2043. The indentures governing these QC notes contain certain covenants
including, but not limited to: (i) a prohibition on certain liens on the assets of QC and (ii) 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, 2002. Included in
the amounts listed above are the following issuances:

In March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875% interest
rate. At December 31, 2002, the interest rate was 9.125%. Once we have registered the notes, the
interest rate will return to 8.875%, the original stated rate.

In June 2000, QC issued $1.0 billion in notes with a three-year maturity due 2003 and an interest
rate of 7.625%.

QSC notes

At December 31, 2002, QSC had aggregate principal outstanding of $3.298 billion, including 13%
Notes due in 2007 (‘‘2007 Notes’’), 13.5% Notes due in 2010 (‘‘2010 Notes’’) and 14% Notes due in
2014 (‘‘2014 Notes’’) pursuant to an indenture issued on December 26, 2002. The total unamortized
premium for these notes was $70 million. We are required to register these notes within the earlier of
(a) 180 days after Qwest recommences the filing of its annual and quarterly reports with the Securities
and Exchange Commission (‘‘SEC’’) and (b) December 26, 2003. In the event that we cannot complete
the required registration of these notes, there will be additional interest of 0.25% per annum for the
first 90-day period immediately following the required registration date, and up to an additional 0.25%
or a maximum of 0.50% per annum following the first 90-day period. The 2007 Notes, 2010 Notes, and
2014 Notes are callable on December 15 of 2005, 2006, and 2007 at 106.5%, 106.75%, and 107%,
respectively. The QSC notes are secured by a lien on the stock of QSC and QCF and junior liens on
certain of the same collateral that secures the QSC Credit Facility (discussed below) and the Dex Term
Loan (which, as described in Note 21—Subsequent Events—Debt-related matters, has been repaid in
2003).
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The QSC indenture contains certain covenants including, but not limited to: (i) limitations on
incurrence of indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and
other payment restrictions; (iv) limitations on asset sales; (v) limitations on transactions with affiliates;
(vi) limitations on liens; and (vii) limitations on business activities. Under the QSC indenture we must
repurchase the notes upon certain changes of control. This indenture also contains provisions for cross
acceleration relating to any of our other debt obligations and the debt obligations of our restricted
subsidiaries in the aggregate in excess of $100 million. We were in compliance with all QSC indenture
covenants as of December 31, 2002.

QSC Credit Facility

Until February 2002, we maintained commercial paper programs to finance the short-term
operating cash needs of our business. We had a $4.0 billion syndicated credit facility available to
support our commercial paper programs. As a result of reduced demand for our commercial paper, in
February 2002 we borrowed the full amount under this credit facility and used the proceeds to repay
$3.2 billion or all of the commercial paper outstanding and terminated our commercial paper program.
The remainder of the proceeds was used to pay maturities and capital lease obligations and to fund
operations.

At December 31, 2002, we had $2.0 billion outstanding under the credit facility, which had been
reconstituted as a revolving credit facility in August 2002, with QSC as the primary borrower (‘‘QSC
Credit Facility’’). The QSC Credit Facility matures in May 2005 and bears interest at either (i) adjusted
LIBOR plus 3.5% or (ii) base rate plus 2.5%. At December 31, 2002, the QSC Credit Facility bore
interest of 5.0%. We classified $750 million of the outstanding borrowings under the QSC Credit
Facility at December 31, 2002 as a current liability based upon the requirement that the QSC Credit
Facility be reduced by $750 million to a balance of $1.25 billion upon the sale of the Dex West
business, which occurred during September 2003. See Note 8—Assets Held for Sale including
Discontinued Operations, for further discussion of the terms of the Dex Sale. In addition, we are
required, on or before the dates noted in the following, to reduce the aggregate lending commitments
under the credit facility by an amount equal to (a) the lesser of $500 million and an amount sufficient
to reduce the outstanding lending commitments to $1.5 billion by June 1, 2004 and (b) the lesser of
$400 million and an amount sufficient to reduce the outstanding lending commitments to $1.25 billion
by December 1, 2004. See Note 21—Subsequent Events—Debt-related matters for information
regarding our pay down of a portion of the outstanding balance under the QSC Credit Facility.

The QSC Credit Facility contains financial covenants that (i) require us to maintain a
debt-to-Consolidated EBITDA ratio (Consolidated EBITDA as defined in the QSC Credit Facility is a
measure of EBITDA that starts with our net income (loss) and adds back taxes, interest and non-cash
and non-recurring items) of not more than 6.0-to-1.0 and (ii) require QC and its consolidated
subsidiaries to maintain a debt-to-Consolidated EBITDA ratio of not more than 2.5-to-1.0. The QSC
Credit Facility contains certain other covenants including, but not limited to: (i) limitations on
incurrence of indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and
other payment restrictions; (iv) limitations on mergers, consolidations and asset sales; (v) limitations on
investments; and (vi) limitations on liens. We must pay down the QSC Credit Facility upon certain
changes of control. The QSC Credit Facility also contains provisions for cross acceleration and cross
default relating to any other of our debt obligations and the debt obligations of our subsidiaries in the
aggregate in excess of $100 million. As of December 31, 2002, we were in compliance with all
covenants under the QSC Credit Facility. We have obtained a waiver for non-compliance to provide
certain annual and quarterly financial information to the lenders. The waiver extended the compliance
date to provide annual financial information for 2002 to November 30, 2003 and first and second
quarter financial information for 2003 to December 31, 2003.

We pledged the stock of QC and granted secondary liens on the stock of Dex and Dex Holdings
and certain assets of Dex as security for this facility.
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QCC notes

At December 31, 2002, 2001 and 2000, QCC had aggregate principal outstanding of $350 million,
excluding unamortized discount of $7 million, $13 million and $14 million, respectively, of unsecured
7.25% Senior Notes, due 2007. Prior to December 31, 2001 these notes were the obligation of another
one of our wholly owned subsidiaries. In connection with the acquisition by QCC of substantially all the
assets of that other subsidiary as of December 31, 2001, QCC assumed the obligation with regard to
these notes. The indenture governing these notes contains certain covenants including, but not limited
to: (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 relating to acceleration 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 covenants as of December 31, 2002.

QCF notes

At December 31, 2002, 2001 and 2000, QCF had aggregate principal outstanding of $7.665 billion,
$13.0 billion and $6.8 billion, excluding unamortized discounts of $20 million, $39 million and
$17 million, respectively, of unsecured notes at rates ranging from 5.875% to 7.9% and with maturities
from 2002 to 2031. The indentures governing 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 substantially all, of the assets of QCF or us, 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 as of December 31, 2002.

On December 26, 2002, we completed an offer to exchange up to $12.9 billion in aggregate
principal amount of outstanding unsecured debt securities of QCF for new unsecured debt securities of
QSC and Qwest. (Because of the amount tendered no Qwest notes were required to be issued.) We
received valid tender offers of approximately $5.2 billion in total principal amount of the QCF notes
and issued in exchange $3.298 billion in face value of new debt securities of QSC under the indenture
described above. This transaction was accounted for in accordance with the guidance in EITF Issue
No. 96-19, ‘‘Debtor’s Accounting for a Modification or Exchange of Debt Instruments.’’ On
December 26, 2002, the present value of the cash flows under the terms of the revised debt instruments
were compared to the present value of the remaining cash flows under the original debt instruments.
The cash flows for nine of the new debt securities were considered ‘‘substantially’’ different to that of
the exchanged debt securities. Accordingly, these debt exchanges were accounted for as debt
extinguishments resulting in the recognition of a $1.8 billion gain in other expense (income) in the 2002
consolidated statement of operations. The cash flows for two of the new debt securities were not
considered ‘‘substantially’’ different to that of the exchanged debt and therefore no gain was realized
upon exchange. For these two debt instruments, the difference between the fair value of the new debt
and the carrying amount of the exchanged debt of approximately $70 million is being amortized as a
credit to interest expense using the effective interest method over the life of the new debt.

During the first quarter of 2002, we exchanged through private exchange transactions, $97 million
in face amount of debt that was issued by QCF. In exchange for the debt, we issued approximately
9.88 million shares of our treasury stock with a fair value of $87 million. The trading prices for our
shares at the time the exchange transactions were consummated ranged from $8.29 per share to $9.18
per share. As a result of these transactions, we recorded a $9 million gain in other expense (income) in
our consolidated statement of operations.
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Included in the amounts in the first paragraph above of this section are the following obligations
that were issued pursuant to one of the indentures described above:

In July 2001, QCF issued a total of $3.75 billion in notes that consisted of $1.25 billion in notes
due in 2004 with an interest rate of 5.875%, $2.0 billion in notes due in 2009 with an interest rate of
7.0%, and $500 million in notes due in 2021 with an interest rate of 7.625%.

In February 2001, QCF issued a total of $3.25 billion in notes that consisted of $2.25 billion in
notes due in 2011 with an interest rate of 7.25% and $1.0 billion in notes due in 2031 with an interest
rate of 7.75%.

In August 2000, QCF issued a total of $3.0 billion in notes that consisted of $1.25 billion in notes
due in 2006 with an interest rate of 7.75% and $1.75 billion in notes due in 2010 with an interest rate
of 7.9%.

Qwest 2008 notes

At December 31, 2002, 2001 and 2000, we had an aggregate amount outstanding of $1.05 billion
senior notes due in 2008, excluding unamortized discount of $30 million, $35 million and $40 million,
respectively, which pre-Merger Qwest issued in November 1998. These notes consisted of $750 million
issued with an interest rate of 7.50% and $300 million issued with an interest rate of 7.25%. As of
December 26, 2002, these senior notes have been secured equally and ratably with the QSC notes
discussed above by a lien on the stock of QSC and QCF and by junior liens on certain of the same
collateral that secures the QSC Credit Facility and Dex Term Loan discussed above. The indentures
governing these senior notes contain certain covenants including, but not limited to: (i) limitations on
consolidated debt; (ii) limitations on debt and preferred stock of restricted subsidiaries; (iii) limitations
on restricted payments; (iv) limitations on dividend and other payment restrictions affecting restricted
subsidiaries; (v) limitations on liens; (vi) limitations on issuance of certain guarantees by and debt
securities of restricted subsidiaries; (vii) limitations on sale and leaseback transactions; (viii) limitations
on asset dispositions; (ix) limitations on issuances and sales of common stock of restricted subsidiaries;
(x) transactions with affiliates and related persons; and (xi) limitations on designations of unrestricted
subsidiaries. Under these indentures we must repurchase the senior notes upon certain changes of
control. These indentures also contain provisions relating to acceleration upon acceleration of any other
of our debt obligations and the debt obligations of our restricted subsidiaries in the aggregate in excess
of $10 million. We were in compliance with all of the covenants as of December 31, 2002.

Other Qwest notes

At December 31, 2002, 2001 and 2000, we had an aggregate amount of other notes outstanding of
$33 million, $33 million and $1.016 billion, respectively, including 8.29% Senior Notes due in 2008,
9.47% Senior Notes due in 2007 and 10.875% Senior Notes due in 2007. In March 2001, we completed
a cash tender offer to buy back the outstanding notes. In the tender offer, we purchased $995 million
in principal of the outstanding notes. As a result of the repurchase, we incurred $106 million in
premium payments and recorded this expense in other expense (income) in our 2001 consolidated
statement of operations. The tender offer was undertaken to retire the notes because of their high
coupon rates and to reduce interest cost. In connection with this tender offer, the remaining
outstanding indentures governing the notes were amended to eliminate restrictive covenants and certain
default provisions.
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Interest

The following table presents the amount of gross interest expense, capitalized interest and cash
paid for interest during 2002, 2001 and 2000:

Year Ended December 31,

2002 2001 2000

(Dollars in millions)

Gross interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,830 $1,624 $1,148
Capitalized interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (41) (187) (105)

Net interest expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,789 $1,437 $1,043

Cash interest paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,822 $1,260 $ 892

Credit ratings

Our credit ratings were lowered by Moody’s Investor Services (‘‘Moody’s’’), Standard and Poor’s
(‘‘S&P’’) and Fitch Ratings (‘‘Fitch’’) on multiple occasions during 2002. The table below summarizes
our ratings for the years ended December 31, 2002 and 2001.

December 31, 2002 December 31, 2001

Moody’s S&P Fitch Moody’s S&P Fitch

Corporate rating . . . . . . . . . . . . . . . . . . . . . . . . . . . . NA B� NA NA BBB+ NA
Qwest Corporation . . . . . . . . . . . . . . . . . . . . . . . . . . Ba3 B� B A2 BBB+ A
Qwest Services Corporation . . . . . . . . . . . . . . . . . . . . NR CCC+ NR NA NA NA
Qwest Communications Corporation . . . . . . . . . . . . . . Caa1 CCC+ CCC+ Baa1 BBB+ BBB+
Qwest Capital Funding, Inc. . . . . . . . . . . . . . . . . . . . . Caa2 CCC+ CCC+ Baa1 BBB+ BBB+
Qwest Communications International Inc. . . . . . . . . . . Caa1 CCC+ CCC+ Baa1 BBB+ BBB+

NA = Not applicable

NR = Not rated

The December 31, 2002 ratings are still in effect and represent ratings of long-term debt and loans
at each entity.

With respect to Moody’s, a Ba rating is judged to have speculative elements, 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. Issuers with Caa ratings are in poor standing with Moody’s. These issuers may be in default,
according to Moody’s, or there may be present elements of danger with respect to principal and
interest. The ‘‘1,2,3’’ modifiers show relative standing within the major categories, 1 being the highest,
or best, modifier in terms of credit quality.

With respect to S&P, any rating below BBB indicates that the security is speculative in nature. A
B- rating indicates that the issuer currently has the capacity to meet its financial commitment on the
obligation, but adverse business, financial or economic conditions will likely impair the issuers’ capacity
or willingness to meet its financial commitment on the obligation. A CCC+ indicates that the
obligation is currently vulnerable to nonpayment and the issuer is dependent on favorable business,
financial and economic conditions in order 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 B rating is
considered highly speculative, meaning that significant credit risk is present, but a limited margin of
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safety remains. Financial commitments are currently being met; however, capacity for continued
payment is contingent upon a sustained, favorable business and economic environment. A CCC+ rating
indicates default is a real possibility. Capacity for meeting financial commitments is solely reliant upon
sustained, favorable business or economic developments. The plus and minus symbols show relative
standing within major categories.

Debt ratings by the various rating agencies reflect each agency’s opinion of the ability of the issuer
to repay debt obligations as they come due. In general, lower ratings result in higher borrowing costs
and/or impaired ability 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 rating organization.

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

Leased facilities

Prior to 2002, we entered into structured finance transactions under which we agreed to lease from
unrelated parties certain real estate properties, including corporate offices, network operations centers
and web hosting centers. These are referred to as synthetic lease facilities. These leases had terms of
six years and were accounted for as operating leases. Under the terms of these leases, we had the
option to purchase the leased properties at any time during the lease term. These synthetic lease
facilities had a capacity of approximately $382 million, of which approximately $254 million had been
utilized at December 31, 2001. These synthetic lease facilities also had certain financial covenants
including $228 million of residual value guarantees and maximum debt to consolidated EBITDA ratios
ranging from 3.5-to-1.0 to 3.75-to-1.0 across various facilities. EBITDA is a measure that starts with our
net loss and adds back taxes, interest and certain non-cash and non-recurring items. The total debt held
by the lessors related to the properties we leased under these synthetic leases was $254 million at
December 31, 2001. In March 2002, we paid the full amount necessary to acquire all properties subject
to the synthetic lease agreements and terminated these agreements. The purchase price of all such
properties was approximately $254 million. Upon the closing of the purchase we assessed the fair value
of the buildings based on other comparable market activity and determined that the carrying cost of the
buildings exceeded the fair value by $94 million. Consequently, we recorded a charge of $71 million in
our 2002 consolidated statement of operations as restructuring and other charges net of a $23 million
expected sublease loss recorded in 2001. As a result of the purchase, loan commitments totaling
$382 million were terminated and we are no longer liable for residual value guarantees of up to
$228 million that were only applicable if the leases expired at the end of their term.

Note 12: Restructuring and Merger-Related Charges

Restructuring and other charges

2002 Activities

During 2002, in response to shortfalls in employee reductions planned as part of the 2001
restructuring plan (as discussed below), and due to continued declines in our revenues and general
economic conditions, we identified planned employee reductions in various functional areas and
permanently abandoned a number of operating and administrative facilities. As a result, we established
a restructuring reserve and recorded a charge to our consolidated statement of operations of
$295 million to cover the costs associated with these actions as more fully described below.
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An analysis of activity associated with our 2002 restructuring plan for the year ended
December 31, 2002 is as follows:

Year ended December 31, 2002

December 31,
2002 2002 2002

Provision Utilization Balance

(Dollars in millions)

Severance and employee-related charges . . . . . . . . . . . . . . $179 $123 $ 56
Contractual settlements and legal contingencies . . . . . . . . . 116 8 108

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $295 $131 $164

The 2002 activities included charges of $179 million for severance benefits and employee-related
matters pursuant to established severance policies associated with a reduction in the number of
employees. We identified approximately 4,500 employees from various functional areas to be
terminated as part of this reduction. As of December 31, 2002, approximately 3,500 of the planned
reductions had been accomplished and $123 million of the restructuring reserve had been used for
severance payments and enhanced pension benefits. We expect the remaining employee reductions,
severance payments and provision of benefits to be completed by December 31, 2003. These charges
were offset in our 2002 consolidated statement of operations by a reversal of $113 million of accruals
established in 2001 as part of the restructuring plan as discussed below.

Also as part of the 2002 restructuring, we permanently abandoned 64 leased facilities and recorded
a charge of $116 million to restructuring and other charges in our consolidated statement of operations.
The abandonment costs include rental payments due over the remaining terms of the leases, net of
estimated sublease rentals, and estimated costs to terminate the leases. These charges were offset in
our 2002 consolidated statement of operations by a reversal of $18 million of accruals established in
2001 as part of the restructuring plan as discussed below. As of December 31, 2002 we had utilized
$8 million of the established reserves primarily for payments of amounts due under the leases. We
expect the balance of the reserve to be utilized over the remaining terms of the leases, which are up to
five years.

In 2002, we recorded an additional $71 million charge primarily to increase the estimated cost of
exiting our web hosting facilities.

2001 Activities

During the fourth quarter of 2001, a plan was approved to further reduce current employee levels,
consolidate and sublease facilities and abandon certain capital projects and terminate certain operating
leases. As a result, we established a restructuring reserve and took a charge to our consolidated
statement of operations of $825 million to cover the costs associated with these actions as more fully
described below.

In order to streamline our business and consolidate operations to meet lower customer demand
resulting from declining economic conditions, we implemented a plan to reduce employees, consolidate
and sublease facilities, abandon certain capital projects, terminate certain operating leases and
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recognize associated asset impairments. An analysis of activity associated with our 2001 plan for the
years ended December 31, 2002 and 2001 is as follows:

Year ended December 31, 2002

January 1, December 31,
2002 2002 2002 2002 2002

Balance Provision Utilization Reversal Balance

(Dollars in millions)

Severance and employee-related charges . . . . . . $301 $— $172 $113 $ 16
Contractual settlements and legal contingencies . 118 — 41 18 59
Sublease losses . . . . . . . . . . . . . . . . . . . . . . . . 367 71 152 — 286
Other charges . . . . . . . . . . . . . . . . . . . . . . . . . 4 — — 4 —

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $790 $71 $365 $135 $361

Year ended December 31, 2001

December 31,
2001 2001 2001

Provision Utilization Balance

(As restated, see Note 3)
(Dollars in millions)

Severance and employee-related charges . . . . . . . . . . . . . . . . . . . . . $332 $31 $301
Contractual settlements and legal contingencies . . . . . . . . . . . . . . . . 120 2 118
Sublease losses and leasehold write-offs . . . . . . . . . . . . . . . . . . . . . 369 2 367
Other charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4 — 4

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $825 $35 $790

In 2001 we identified approximately 10,000 employees from various functional areas, to be
terminated as part of an employee reduction and accrued a restructuring reserve of $332 million for
severance benefits for those employees. As of December 31, 2002, our restructuring activities under this
plan were substantially complete. Approximately 7,000 employees had been terminated and
$203 million of the restructuring reserve had been used for severance payments, enhanced pension
benefits and other employee-related outlays. As a result of actual terminations falling short of our
original plan, we reversed $113 million of the severance reserve established in 2001. This reversal was
recorded as a reduction of restructuring and other charges in our 2002 consolidated statement of
operations. In 2002, in response to this shortfall in planned employee terminations, we reviewed our
manpower complement in other functional areas and identified employees to be terminated as part of
another staffing reduction. These planned reductions are discussed above in connection with our 2002
restructuring activities.

Until the fourth quarter of 2001, we occupied certain administrative and network operations
buildings under operating leases with varying terms. Due to our staffing reduction and consolidation of
our operations, we accrued a restructuring reserve and recorded a charge to our 2001 consolidated
statement of operations of $120 million. This restructuring reserve was associated with the expected
termination of 40 operating lease agreements across the country. As of December 31, 2002 we had
utilized $43 million of the established reserve for payments associated with leases and losses on
subleases and contract termination costs related to exiting these buildings. As a result of favorable
settlement negotiations on the terminations of a number of our operating leases, we reversed
$18 million of this reserve in 2002. The reversal was recorded as a reduction of restructuring and other
charges in our 2002 consolidated statement of operations.
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In 2001, we operated 16 web hosting centers across the country, all of which were subject to
various operating leases. In 2001, we also had several web hosting centers under construction that
required additional capital outlays before they would be functional. Additionally, we had certain web
hosting facilities under lease where no construction had begun. As a result of the slowing economy and
the excess capacity that existed for web hosting we suspended our plans to build web hosting centers
where construction had not begun and halted work on those sites that were under construction. We
identified ten web hosting centers that would be permanently abandoned. We expected to sublease the
majority of the non-operational web hosting centers at rates less than our lease rates for the facilities.
As a result, in 2001, we established a restructuring reserve and recorded a charge of $369 million to
cover the expected sublease losses. Certain of these leases are for terms of up to 20 years.

As of December 31, 2002, we had utilized $154 million of the established reserve primarily for
payments made on the web hosting center leases and contract termination costs.

A number of our web hosting centers were leased from third parties through synthetic lease
arrangements as discussed in Note 11—Borrowings. In March 2002, we exercised our option under
synthetic lease facilities through which the web hosting centers were financed and purchased the
buildings. We paid $254 million to acquire the buildings pursuant to these options. We assessed the fair
value of the buildings based on other comparable market activity and determined the guaranteed
residual value under the synthetic lease facilities exceeded the fair value by $94 million. Consequently,
we recorded a charge of $71 million primarily to increase the estimated costs of exiting these facilities,
net of a $23 million expected sublease loss recorded in 2001.

As a result of exiting the leased facilities described above, we also recorded a charge of $4 million
in 2002, and a credit of $9 million in 2001, to restructuring and other charges in our consolidated
statements of operations related to deferred rent on certain of these facilities.

Merger-related (credits) charges

An analysis of activity associated with our Merger-related accruals for the years ended
December 31, 2002, 2001 and 2000 is as follows:

Year ended December 31, 2002

January 1, December 31,
2002 2002 2002 2002 2002

Balance Provision Utilization Reversals Balance

(Dollars in millions)

Contractual settlements and legal contingencies $102 $— $29 $53 $20
Severance and employee-related charges . . . . . 9 — 7 — 2

Total Merger-related charges . . . . . . . . . . . . . . $111 $— $36 $53 $22

Year ended December 31, 2001

January 1, December 31,
2001 2001 2001 2001 2001

Balance Provision Utilization Reversals Balance

(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingencies $307 $265 $320 $150 $102
Severance and employee-related charges . . . . . 130 176 253 44 9
Other Merger-related charges . . . . . . . . . . . . . 17 78 91 4 —

Total Merger-related charges . . . . . . . . . . . . . . $454 $519 $664 $198 $111
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Year ended December 31, 2000

December 31,
2000 2000 2000

Provision Utilization Balance

(As restated, see Note 3)
(Dollars in millions)

Contractual settlements and legal contingencies . . . . . . . . . . . . . . . . $ 679 $ 372 $307
Severance and employee-related charges . . . . . . . . . . . . . . . . . . . . . 584 454 130
Other Merger-related charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 218 201 17

Total Merger-related charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,481 $1,027 $454

We considered only those costs that were incremental and directly related to the Merger to be
‘‘Merger-related.’’

In 2000, in connection with the Merger, we established a Merger-related accrual and recorded a
charge of $679 million to cover various contractual settlements and legal contingencies. In 2001, in
connection with finalizing our purchase accounting, we increased this reserve by $265 million related to
these matters and recognized this additional charge. The amounts accrued relate to the cancellation of
various commitments no longer deemed necessary as a result of the Merger and the settlement of
various claims related to the Merger. In 2001 we reversed $150 million of this accrual and in 2002 we
reversed an additional $53 million of the accrual. The reversals resulted from favorable developments
in the matters underlying contractual settlements and legal contingencies. The reversals were credited
to Merger-related (credits) charges in the consolidated statement of operations for the applicable year.

In connection with the Merger, we reduced employee and contractor levels by over 14,000 people,
primarily by eliminating duplicate functions. We initially identified 10,000 employees in the third
quarter of 2000. At various times throughout the fourth quarter of 2000 and the first and second
quarters of 2001 we identified 4,000 additional employees to arrive at the total reduction of 14,000
people. In 2000, we established a Merger-related accrual of $584 million related to this staffing
reduction and in 2001 we increased the reserve by $176 million. All of the identified employees were
terminated prior to December 31, 2001. Included in the severance and employee-related accrual in
2000 were $91 million of bonus payments that were subject to the successful completion of the Merger.
The remainder of the 2000 accrual for severance and employee-related charges had to do with expected
payments to employees expected to leave the Company under planned reductions subsequent to the
consummation of the Merger. As of December 31, 2002, $714 million, including the payment of
$91 million in bonuses, of the accrual had been used for severance and enhanced pension payments. In
2001, upon completion of our Merger-related plans in this area and having achieved the planned
reduction of 14,000 people, we reversed $44 million of the accrual that was no longer necessary.

Other net Merger-related accruals were $218 million for 2000 and $74 million for 2001. These
other charges were comprised of professional fees, re-branding costs and other incremental costs
directly associated with the Merger.

As of December 31, 2002 total Merger-related accruals of $22 million are included on our
consolidated balance sheet. These relate primarily to outstanding legal contingencies. As the matters
identified as contract settlement and general legal contingencies are resolved, any amounts due will be
paid and charged against our remaining accrual. Any differences between amounts accrued and actual
payments made will be reflected in Merger-related (credits) charges in our consolidated statement of
operations for the period in which the difference is identified.
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Note 13: Other Financial Information

Other liabilities

Accrued expenses and other current liabilities consist of the following:

December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Accrued interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 402 $ 480 $ 316
Employee compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 333 427 461
Accrued property and other taxes . . . . . . . . . . . . . . . . . . . . . . . . . 456 467 508
Property, plant and equipment accruals . . . . . . . . . . . . . . . . . . . . . 84 233 392
Accrued facilities costs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 199 345 275
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 534 568 759

Total accrued expenses and other current liabilities . . . . . . . . . . . $2,008 $2,520 $2,711

Note 14: Employee Benefits

Pension, post-retirement and other post-employment benefits

We have a noncontributory defined benefit pension plan (the ‘‘Pension Plan’’) for substantially all
management and occupational (union) employees. In addition to this qualified Pension Plan we also
operate a non-qualified pension plan for certain executives (the ‘‘Non-Qualified Pension Plan’’). We
maintain post-retirement healthcare and life insurance plans that provide medical, dental, vision and
life insurance benefits for certain retirees. We also provide post-employment benefits for certain other
former employees. As of December 31, 2002, 2001 and 2000, shares of our common stock accounted
for less than 0.5% of the assets held in the pension plans and post-retirement healthcare and life trusts.

In conjunction with the Merger, we made the following changes to our employee benefit plans for
management employees only. Effective September 7, 2000, employees were not eligible to receive
retiree medical and life benefits unless they either had at least 20 years of service by December 31,
2000 or would be service pension eligible by December 31, 2003. The elimination of the retiree medical
and life benefits decreased our post-retirement benefits expense for 2000 by approximately $17 million.
In addition, the elimination of future benefits was accounted for in our restated consolidated financial
statements as a negative plan amendment requiring deferral and amortization of the associated
$106 million gain over a period of approximately 7 years. The amortization of the gain further reduced
post-retirement benefits expense by $16 million, $16 million and $5 million for the years ended
December 31, 2002, 2001 and 2000, respectively.

Management employees who retain the retiree medical and life benefits and retire after
September 6, 2000 will begin paying contributions toward retiree medical and life benefits in 2004. The
current collective bargaining agreement for our occupational (union) employees provides that those
who retire after December 31, 1990 will begin paying contributions toward retiree medical benefits
once they exceed our healthcare cost caps, but no sooner than January 2006.

Prior to January 1, 2001, Pension Plan benefits for management employees were based upon their
salary and years of service while occupational (union) employees’ benefits were generally based upon
job classification and years of service.

We also modified the Pension Plan benefits, effective January 1, 2001, for all former U S WEST
management employees who did not have 20 years of service by December 31, 2000, or who would not
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be service pension eligible by December 31, 2003. For employees who did not meet these criteria, no
additional years of service will be credited under the defined lump sum formula for years worked after
December 31, 2000. These employees’ pension benefits will only be adjusted for changes in the
employees’ future compensation levels. Future benefits will equal 3% of pay, plus a return as defined in
the Pension Plan. The minimum return an employee can earn on their account in a given year is based
upon the Treasury Rate and the employee’s account balance at the beginning of the year. All
management employees, other than those who remain eligible under the previous formulas, will be
eligible to participate in the 3%-of-pay plan. The impact of these changes on the pension credit for
2001 was an increase of approximately $10 million.

Effective August 11, 2000, the Pension Plan was amended to provide additional pension benefits to
certain plan participants who were involuntarily separated from the Company between August 11, 2000,
and June 30, 2001. The Pension Plan was subsequently amended to provide termination benefits
through June 30, 2003. The amount of the benefit is based on pay and years of service. For 2002, 2001
and 2000, the amounts of additional termination benefits paid were $226 million, $154 million and
$27 million, respectively. In addition, special termination benefits of $3 million, $6 million and
$1 million were paid from the Non-Qualified Pension Plan to certain executives during 2002, 2001 and
2000, respectively.

Pension and post-retirement health care and life insurance benefits earned by employees during
the year, as well as interest on projected benefit obligations, are accrued currently. Prior service costs
and credits resulting from changes in plan benefits are amortized over the average remaining service
period of the employees expected to receive benefits. Pension and post-retirement costs are recognized
over the period in which the employee renders services and becomes eligible to receive benefits as
determined using the projected unit credit method.

Our funding policy is to make contributions with the objective of accumulating sufficient assets to
pay all qualified pension benefits when due. No pension funding was required in 2002, 2001 or 2000
and as of December 31, 2002, the fair value of the assets in the qualified Pension Trust exceeded the
accumulated benefit obligation of the qualified Pension Plan. In addition, we did not make any
contributions to the post-retirement healthcare or life trusts in 2002 or 2001; however, we did
contribute $16 million to the post-retirement healthcare trust in 2000.
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The components of the net pension credit, non-qualified pension benefit cost and post-retirement
benefit cost are as follows:

Non-Qualified
Pension Post-retirement

Pension Credit Benefit Cost Benefit Cost
Year Ended Year Ended Year Ended

December 31, December 31, December 31,

2002 2001 2000 2002 2001 2000 2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Service cost . . . . . . . . . . . . . . . $ 154 $ 187 $ 182 $ 3 $ 2 $ 2 $ 27 $ 29 $ 49
Interest cost . . . . . . . . . . . . . . . 601 686 702 5 5 7 328 307 337
Expected return on plan asset . . (925) (1,101) (1,068) — — — (191) (224) (271)
Amortization of transition asset (76) (79) (79) 2 2 2 — — —
Amortization of prior service

cost . . . . . . . . . . . . . . . . . . . — — 2 — — — (20) (20) 7
Plan settlement . . . . . . . . . . . . 11 — — 2 6 7 — — —
Special termination benefits . . . — — — 3 6 1 — — —
Recognized net actuarial (gain)

loss . . . . . . . . . . . . . . . . . . . — (53) (58) 2 1 4 (23) (91) (107)

Net (credit) cost included in
current earnings/loss . . . . . . . $(235) $ (360) $ (319) $17 $22 $23 $ 121 $ 1 $ 15

The net pension (credit) cost is allocated between cost of sales and selling, general and
administrative expense in the consolidated statement of operations.

Following is an analysis of the change in the projected benefit obligation for the pension and
non-qualified pension plans, and accumulated post-retirement benefit obligation for the years ended
December 31, 2002, 2001 and 2000:

Non-Qualified
Pension Pension Post-retirement

Year Ended Year Ended Year Ended
December 31, December 31, December 31,

2002 2001 2000 2002 2001 2000 2002 2001 2000

(Dollars in millions)

Benefit obligation accrued
at beginning of year . . . $ 9,625 $ 9,470 $8,877 $ 70 $ 75 $ 89 $4,700 $4,500 $4,344

Service cost . . . . . . . . . . . 154 187 182 3 2 2 27 29 49
Interest cost . . . . . . . . . . . 601 686 702 5 5 7 328 307 337
Actuarial loss (gain) . . . . . (164) 652 513 3 7 (10) 1,012 136 303
Plan amendments . . . . . . . — — — — — — — — (277)
Special termination

benefits . . . . . . . . . . . . 226 154 27 3 6 1 — — —
Business divestitures . . . . . (88) — — — — — (27) — —
Benefits paid . . . . . . . . . . (1,613) (1,524) (831) (13) (25) (14) (332) (272) (256)

Benefit obligation accrued
at end of year . . . . . . . . $ 8,741 $ 9,625 $9,470 $ 71 $ 70 $ 75 $5,708 $4,700 $4,500
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Following is an analysis of the change in the fair value of plan assets for the pension, non-qualified
pension, and post-retirement plans for the years ended December 31, 2002, 2001 and 2000:

Non-Qualified
Pension Pension Post-retirement

Year Ended Year Ended Year Ended
December 31, December 31, December 31,

2002 2001 2000 2002 2001 2000 2002 2001 2000

(As restated—
see Note 3)

(Dollars in millions)

Fair value of plan assets at
beginning of year . . . . . $11,121 $13,594 $14,593 $— $— $— $2,045 $2,407 $2,886

Actual loss on plan assets . (1,001) (851) (78) — — — (191) (148) (68)
Net employer contributions

(withdrawals) . . . . . . . . — — — 13 25 14 43 (40) (245)
Section 420 transfer . . . . . — (98) (90) — — — — 98 90
Business divestitures . . . . . (80) — — — — — — — —
Benefits paid . . . . . . . . . . (1,613) (1,524) (831) (13) (25) (14) (332) (272) (256)

Fair value of plan assets at
year end . . . . . . . . . . . . $ 8,427 $11,121 $13,594 $— $— $— $1,565 $2,045 $2,407

In December 2001 and 2000, under provisions of Section 420 of the Internal Revenue Code
(‘‘IRC’’), $98 million and $90 million, respectively, of pension assets were transferred from the Pension
Plan to the post-retirement benefit plan to pay for current year retiree health care benefits. In 2001
and 2000, $33 million and $300 million, respectively, of Life Insurance and Welfare Trust assets were
transferred to the Company to pay for employee welfare benefits.

The following table presents the funded status of the pension, non-qualified pension, and
post-retirement plans as of December 31, 2002, 2001 and 2000:

Non-Qualified
Pension Pension Post-retirement

Year Ended Year Ended Year Ended
December 31, December 31, December 31,

2002 2001 2000 2002 2001 2000 2002 2001 2000

(Dollars in millions)

Funded (unfunded) status . . . . $ (314) $1,496 $ 4,124 $(71) $(70) $(75) $(4,143) $(2,655) $(2,093)
Unrecognized net actuarial loss

(gain) . . . . . . . . . . . . . . . . . 1,460 (265) (2,922) 24 25 25 1,257 (133) (732)
Unamortized prior service cost

(benefit) . . . . . . . . . . . . . . . — — — 1 1 1 (118) (138) (158)
Unrecognized transition (asset)

obligation . . . . . . . . . . . . . . (134) (229) (308) 9 11 14 — — —

Prepaid benefit (accrued cost) . $1,012 $1,002 $ 894 $(37) $(33) $(35) $(3,004) $(2,926) $(2,983)

In computing the pension and post-retirement benefit costs, we must make numerous assumptions
about such things as employee mortality and turnover, expected salary and wage increases, discount
rate, expected rate of return on plan assets and expected future cost increases. Two of these items
generally have the most significant impact on the level of cost: (1) discount rate and (2) expected rate
of return on plan assets.

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income
investments available at the measurement date and expected to be available during the period to
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maturity of the pension benefits. In making this determination we consider, among other things, the
yields on Moody’s AA corporate bonds as of year-end.

The expected rate of return on plan assets is the long-term rate of return we expect to earn on the
trust’s assets. We establish the expected rate of return by reviewing the investment composition of the
plan assets, obtaining advice from our actuaries, reviewing historical earnings on the trust assets and
evaluating current and expected market conditions.

To compute the expected return on Pension Plan assets, we apply an expected rate of return to the
market-related asset value of the Pension Plan assets. The market-related asset value is a computed
value that recognizes changes in fair value of plan assets over a period of time, not to exceed five
years. This method has the effect of smoothing market volatility that may be experienced from year to
year. As a result, our expected return is not significantly impacted by the actual return on Pension Plan
assets experienced in any given year.

Changes in any of the assumptions we make in computing the net of the pension credit and
post-retirement benefit costs could have an impact on various components that comprise these
expenses. If our assumed expected long-term rate of return on plan assets of 9.4% was 100 basis points
lower, the impact for 2002, 2001 and 2000 would have been to decrease the pension credit, net of
post-retirement expenses, by $106 million, $141 million and $142 million, respectively. In response to
current market conditions, effective January 1, 2003, we lowered our assumed expected long-term rate
on plan assets to 9.0%. In addition, we decreased the discount rate to 6.75% and the rate of
compensation increase remained the same at 4.65%.

The actuarial assumptions used to compute the net pension credit, non-qualified pension benefit
cost and post-retirement benefit cost are as follows:

Non-Qualified
Pension Post-retirement

Pension Credit Benefit Cost Benefit Cost

2002 2001 2000 2002 2001 2000 2002 2001 2000

Beginning of the year

Discount rate . . . . . . . . . . . . . . . . . . . . . . . . . 7.25% 7.75% 8.00% 7.25% 7.75% 8.00% 7.25% 7.75% 8.00%
Rate of compensation increase . . . . . . . . . . . . . 4.65% 4.65% 4.65% 4.65% 4.65% 4.65% N/A N/A N/A
Expected long-term rate of return on plan assets 9.40% 9.40% 9.40% — — — 9.40% 9.40% 9.40%
End of the year

Initial healthcare cost trend rate . . . . . . . . . . . . — — — — — — 10.00% 8.25% 7.00%
Ultimate healthcare cost trend rate . . . . . . . . . . — — — — — — 5.00% 5.00% 5.00%
Year ultimate trend rate is reached . . . . . . . . . . — — — — — — 2013 2007 2011

A change of one percent in the assumed initial healthcare cost trend rate would have had the
following effects in 2002:

One Percent Change

Increase Decrease

(Dollars in millions)
Effect on the aggregate of the service and interest cost components of net periodic

post-retirement benefit cost (statement of operations) . . . . . . . . . . . . . . . . . . . . $ 19 $ (16)
Effect on accumulated post-retirement benefit obligation (balance sheet) . . . . . . . . $329 $(285)

On January 5, 2001, we announced an agreement with our major unions, the Communications
Workers of America (‘‘CWA’’) and the International Brotherhood of Electrical Workers (‘‘IBEW’’), to
extend the existing union contracts for another two years, through August 2003. The extensions include
a 3.5% wage increase in 2001, a 5% wage increase in 2002, a 6% pension increase in 2002, and a 10%
pension increase in 2003. The appropriate changes were reflected in the pension and post-retirement
benefit computations. In August 2003, we reached an agreement with the CWA and IBEW on a new
two-year contract expiring on August 13, 2005. The new agreements will not have a material impact on
our pension and post-retirement benefit computations.
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Other benefit plans

401(k) plan

We currently sponsor a defined contribution benefit plan covering substantially all management
and occupational (union) employees. Under this plan, employees may contribute a percentage of their
annual compensation to the plan up to certain maximums, as defined by the plan and by the Internal
Revenue Service. Currently, we match a percentage of employee contributions in our common stock.
As a result of our failure to file various of our Quarterly Reports on Form 10-Q for periods through
June 30, 2003 and our failure to file our Annual Report on Form 10-K for the year ended
December 31, 2002, we suspended the investment of employee contributions in our common stock. As
of December 31, 2002 the assets of the plan included approximately 84 million shares of our common
stock as a result of the combination of our employer match and participant directed contributions. We
made cash contributions in connection with our 401(k) plans of $8 million, $83 million and $116 million
for 2002, 2001 and 2000, respectively. In addition, we made contributions of our common stock of
$77 million and $17 million in 2002 and 2001, respectively. We did not make any contributions of our
common stock in 2000. During 2001 and 2000 we also managed the pre-Merger Qwest 401(k) Savings
Plan. The net assets of this plan, in the amount of $121 million, were merged into our plan effective
midnight December 30, 2001.

Deferred compensation plans

We sponsor several deferred compensation plans for a select group of our current and former
management and highly compensated employees, certain of which are open to new participants.
Participants in these plans may, at their discretion, invest their deferred compensation in various
investment choices including our common stock.

Our deferred compensation obligation is included in our consolidated balance sheet in other
long-term liabilities. Shares of our common stock owned inside the plans are treated as treasury stock
and are included at cost in the consolidated balance sheet in treasury stock. Investment earnings,
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 deferred compensation liability as of December 31, 2002, 2001 and 2000
was $36 million, $62 million and $63 million, respectively. The value of the deferred compensation
plans’ assets were $41 million, $33 million and $54 million at December 31, 2002, 2001 and 2000,
respectively, and are included in other long-term assets in the consolidated balance sheets.

Deferred compensation plan for non-employee directors

We sponsor a deferred directors’ fees plan for members of our current and former Board of
Directors. 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 a director of the Company. In the
plan for the members of the current Board of Directors, we match 50% of the fees that are contributed
to the plan. Participants in the plan are fully vested in both their deferred fees and the matching
contribution. Participants can suspend or change the amount of deferred fees at their discretion.

Quarterly, we credit the director’s account with ‘‘phantom units,’’ which are held 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 well as stock dividends and
splits, consolidations and the like that affect shares of our common stock outstanding. The account is
ultimately distributed at the time elected by the director or at the end of the plan and is paid, at the
director’s election, either in: (1) a lump-sum payment; (2) annual cash installments over periods up to
10 years; or (3) some other form selected by our Executive Vice President—Human Resources (or his
or her designee).
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Investment earnings, 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 statement of operations. The deferred compensation liability as
of December 31, 2002, 2001 and 2000 for the plan was not significant nor was the expense associated
with this plan significant in these years. However, depending on the extent of appreciation in the value
of our common stock, expenses incurred under this plan could become significant in subsequent years.

Note 15: Stock Incentive Plans

Stock options

Prior to the Merger, U S WEST adopted stock plans under which it could grant awards in the
form of stock options, stock appreciation rights, restricted stock and phantom units, as well as
substitute stock options and restricted stock awards. In connection with the Merger, all U S WEST
options outstanding prior to the Merger announcement became fully vested. Options granted after that
date and prior to June 30, 2000 continue to vest according to the vesting requirements in the plan.

On June 23, 1997, pre-Merger Qwest adopted the Equity Incentive Plan, which was most recently
amended and restated on October 4, 2000. This plan permits the grant of non-qualified stock options,
incentive stock options, stock appreciation rights, restricted stock, stock units and other stock grants.
The maximum number of shares of our common stock that may be issued under the Equity Incentive
Plan at any time pursuant to awards is equal to 10% of the aggregate number of our common shares
issued and outstanding. Issued and outstanding shares are determined as of the close of trading on the
New York Stock Exchange on the preceding trading day. As of December 31, 2002, the maximum
number of options available for grant under the Equity Incentive Plan was 170 million, with 112 million
options outstanding and 58 million options available for grant.

As a result of our failure to file with the SEC various of our Quarterly Reports on Form 10-Q for
periods through June 30, 2003 and our failure to file our Annual Report on Form 10-K for the year
ended December 31, 2002, we have suspended the ability of option holders to exercise their vested
options.

The sub-committee of the Compensation and Human Resources Committee of our Board of
Directors, 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 Committee, our Equity Incentive Plan provides that, on a
‘‘change in control,’’ all awards granted under the Equity Incentive Plan will vest immediately. Options
granted under the plan before June 1, 1998 were subject to a different definition of change in control
that was triggered by the Merger. 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 control, and options that we grant to all other employees typically provide for
accelerated vesting if the optionee is terminated without cause following a change in control. Options
granted in 2002, 2001 and 2000 have ten-year terms.

On October 31, 2001, we announced a voluntary stock option exchange offer. Under the terms of
the offer and subject to certain restrictions, our employees could exchange all or a portion of their
stock options that had an exercise price of $35 or more. The offer was available only to our full-time,
non-union employees (excluding 15 senior executives), for options granted by us or U S WEST. Options
surrendered by employees were cancelled on November 30, 2001 and new options were issued on
June 3, 2002 on a share-for-share basis. On June 3, 2002, 9,655 employees received 26 million stock
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options in the exchange. The exercise price on the new options is $5.10, the closing market price on the
day the new options were granted. The new options vest ratably over a four-year period commencing
on June 3, 2002.

Our stock incentive plans are accounted for using the intrinsic-value method under which no
compensation expense is recognized for options granted to employees with a strike price that equals or
exceeds the value of the underlying security on the measurement date. In certain instances, the strike
price has been established prior to the measurement date, in which event 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, in accordance with FIN No. 28. We
recorded stock-based compensation expense of $5 million, $28 million and $109 million in the years
ended December 31, 2002, 2001 and 2000, respectively.

Summarized below is the activity of the U S WEST plan prior to the Merger, the pre-Merger
Qwest plan prior to the Merger and our combined plan subsequent to the Merger:

U S WEST Plan Qwest Equity Incentive Plan

Number of Weighted Average Number of Weighted Average
Shares Exercise Price Shares Exercise Price

(in thousands) (in thousands)
Outstanding December 31, 1999 (unaudited) . 52,024 $26.56 69,565 $21.52

Granted . . . . . . . . . . . . . . . . . . . . . . . . 13,198 41.20 20,487 45.99
Exercised . . . . . . . . . . . . . . . . . . . . . . . (6,729) 21.20 (4,623) 13.37
Canceled or expired . . . . . . . . . . . . . . . . (6,932) 36.18 (4,774) 29.08

U S WEST options converted upon Merger . 51,561 $29.71 51,561 29.71

Outstanding June 30, 2000 . . . . . . . . . . . . . 132,216 28.52
Granted . . . . . . . . . . . . . . . . . . . . . . . . 23,971 44.97
Exercised . . . . . . . . . . . . . . . . . . . . . . . (16,377) 17.09
Canceled or expired . . . . . . . . . . . . . . . . (6,200) 38.28

Outstanding December 31, 2000 . . . . . . . . . 133,610 32.32
Granted . . . . . . . . . . . . . . . . . . . . . . . . 33,015 24.21
Exercised . . . . . . . . . . . . . . . . . . . . . . . (12,280) 20.62
Tendered for cancellation . . . . . . . . . . . . (29,129) 43.45
Canceled or expired . . . . . . . . . . . . . . . . (19,722) 37.92

Outstanding December 31, 2001 . . . . . . . . . 105,494 27.01
Granted . . . . . . . . . . . . . . . . . . . . . . . . 49,701 4.66
Exercised . . . . . . . . . . . . . . . . . . . . . . . (34) 5.90
Canceled or expired . . . . . . . . . . . . . . . . (42,841) 19.97

Outstanding December 31, 2002 . . . . . . . . . 112,320 $19.81

Options to purchase 49.3 million, 45.4 million and 49.7 million shares of Qwest common stock at
weighted average exercise prices of $28.62, $28.40 and $25.32 were exercisable at December 31, 2002,
2001 and 2000, respectively.
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The outstanding options at December 31, 2002 have the following characteristics (shares in
thousands):

Outstanding Options Exercisable Options

Weighted Average Weighted Weighted
Number Remaining Life Average Number Average

Range of Exercise Prices Outstanding (years) Exercise Price Exercisable Exercise Price

$0.01 - $5.10 35,813 9.35 $ 4.49 153 $ 4.18
$5.11 - $20.00 24,641 5.07 13.83 13,205 16.32

$20.01 - $35.00 34,212 4.65 29.16 22,870 29.09
$35.01 - $39.00 5,190 5.67 36.66 3,848 36.46
$39.01 - $49.00 12,000 5.33 42.67 8,994 41.92
$49.01 - $60.00 464 5.97 50.85 266 50.72

Total . . . . . . . . . . . 112,320 6.37 $19.81 49,336 $28.63

As required by SFAS No. 123 and SFAS No. 148, 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 because, 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.

Following are the weighted average assumptions used with the Black-Scholes option-pricing model
to estimate the fair value of options granted in 2002, 2001 and 2000:

Year Ended December 31,

2002 2001 2000

Risk-free interest rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.1% 4.1% 5.9%
Expected dividend yield . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 0.0% 0.2% 1.4%
Expected option life (years) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.4 4.4 5.3
Expected stock price volatility . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57.6% 41.4% 29.5%
Weighted average grant date fair value . . . . . . . . . . . . . . . . . . . . . . . $2.25 $9.40 $14.60

Two 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 historical information.

Restricted stock

In 2002, 2001 and 2000, we granted 400,000, 650,000 and 441,247 shares of restricted stock under
the Equity Incentive Plan and various U S WEST plans in 2000, with weighted-average grant date fair
values of $6.85, $16.81 and $46.66 per share, respectively. Restricted stock awards granted in 2002 and
2001 generally vest ratably over four years. Restricted stock awards granted in 2000 generally vest
immediately. Compensation expense of $13 million, $6 million and $17 million was recognized for
restricted stock grants in 2002, 2001 and 2000, respectively.

Growth share plan

Pre-Merger Qwest had a Growth Share Plan for certain of its employees and directors. A ‘‘Growth
Share’’ was a unit of value based on the increase in value of our common stock over a specified
measurement period. Upon vesting, settlement of each Growth Share was made in our common stock.
All Growth Share grants were made based on a beginning value of our common stock that was greater
than or equal to the fair value of our common stock at the grant date.
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The following table summarizes activity related to the shares of our common stock allocated for
the settlement of outstanding Growth Shares:

Number of Shares

December 31, 1999 outstanding balance . . . . . . . . . . . . . . . . . . . . . . . . . . . 522,438
2000 settlements pre-Merger . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25,360)
2000 settlements post-Merger . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (140,355)

December 31, 2000 outstanding balance . . . . . . . . . . . . . . . . . . . . . . . . . . . 356,723
2001 settlements . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (356,723)

December 31, 2001 outstanding balance . . . . . . . . . . . . . . . . . . . . . . . . . . . —

Due to the change in control as a result of the Merger, all Growth Shares were vested at June 30,
2000 and approximately $29 million was included in other long-term liabilities in our consolidated
balance sheet related to outstanding obligations to issue our common stock for Growth Shares. In the
first quarter of 2001, we issued approximately 357,000 shares of our common stock in settlement of all
remaining vested Growth Shares.

Employee stock purchase plan

In October 1998, pre-Merger Qwest instituted an Employee Stock Purchase Plan (‘‘ESPP’’). Under
the ESPP, we are authorized to issue approximately 7.0 million shares of our common stock to eligible
employees. Under the terms of the ESPP, eligible employees may authorize payroll deductions of up to
15% of their base compensation, as defined, to purchase our common stock at a price of 85% of the
fair market value of the our common stock on the last trading day of the month in which our common
stock is purchased. Shares purchased prior to the Merger were 249,234 in 2000. Shares purchased
subsequent to the Merger were 3,680,443, 1,761,470 and 349,868 for the years ended December 31,
2002, 2001 and 2000, respectively. As a result of our failure to file with the SEC various of our
Quarterly Reports on Form 10-Q for periods through June 30, 2003 and our failure to file our Annual
Report on Form 10-K for the year ended December 31, 2002, we have suspended the ESPP.

Note 16: Stockholders’ Equity

Common stock ($0.01 par value)

In connection with the Merger, common stock shares outstanding have been adjusted to reflect the
conversion rate of 1.72932 Qwest shares for every U S WEST share.

Preferred stock

Under our charter, our Board of Directors has the authority, without stockholder approval, to
(1) create one or more classes or series within a class of preferred stock, (2) issue shares of preferred
stock in such class or series up to the maximum number of shares of the relevant class or series of
preferred stock authorized, and (3) determine the preferences, rights, privileges and restrictions of any
such class or series, including the dividend 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 attempt 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.
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As of December 31, 2002, 2001 and 2000, there were no shares of preferred stock issued or
outstanding.

Treasury stock

In January 2001, we repurchased 22.22 million shares of our common stock at fair value from
BellSouth Corporation (‘‘BellSouth’’) for $1.0 billion in cash. As part of this transaction, we entered
into an agreement with BellSouth in January 2001 under which BellSouth agreed to purchase services
valued at $250 million from us over a five-year period (the ‘‘2001 Agreement’’). The 2001 Agreement
included provisions that allowed for termination of the arrangement prior to satisfaction of the entire
purchase committment. The 2001 Agreement also provided that BellSouth could make payments for
the services in our common stock based upon values as specified in the 2001 Agreement. This provision
in the 2001 Agreement represented a written put option. For accounting purposes the written put
option vests as services are provided by us pursuant to the 2001 Agreement. Based on services
performed, the value of put options vested in 2001 was $38 million, which was recorded in our
consolidated statement of operations as a reduction in revenue and an increase in additional paid-in
capital in our statement of stockholders’ (deficit) equity.

During 2001, BellSouth acquired services valued at approximately $92 million related to the 2001
Agreement. We recognized net revenue for such services of approximately $54 million. BellSouth paid
for these services by remitting cash throughout the year of $18 million and, on December 10, 2001,
tendering 1.2 million shares of our common stock. The fair value of the tendered shares at
December 10, 2001 of $15 million was recorded in treasury stock. The $43 million difference between
(i) the fair value of the shares at December 10, 2001 and (ii) the value of $58 million assigned to the
shares under the 2001 Agreement was recorded as a reduction to additional paid-in capital. The unpaid
balance of $16 million was recorded in accounts receivable. At December 31, 2001, we reclassified
$16 million from stockholders’ equity to share repurchase commitment, a temporary equity
classification in our consolidated balance sheet, to reflect the value of receivables that could be satisfied
by BellSouth delivering shares of our common stock.

During the first quarter of 2002, we received approximately 278,000 shares of our common stock
valued at $13 million from BellSouth in partial satisfaction of the $16 million accounts receivable
outstanding at December 31, 2001. In addition, in accordance with the 2001 Agreement, we used
$12 million of the $18 million in cash received from certain BellSouth affiliates to purchase
approximately 253,000 shares of our common stock. The fair value of the stock tendered in the first
quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference between (i) the
fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million
was recorded as a reduction to additional paid-in capital.

The 2001 Agreement was cancelled as of January 16, 2002. At that time, we entered into a second
agreement with BellSouth under which BellSouth committed to purchase from us $350 million in
services payable in cash over a four-year period. In consideration for terminating the 2001 Agreement,
we gave BellSouth a non-cash credit of $71 million that we have included in our consolidated balance
sheet as a deferred sales discount. The deferred sales discount will reduce revenue from BellSouth
proportionately as we provide services under the new agreement. During 2002, we reduced our revenue
by $17 million related to the amortization of the deferred sales discount.

During the first quarter of 2002, we issued 9.88 million shares of our common stock in exchange
for certain outstanding debt. The weighted average cost of treasury shares issued was $42.53 per share.
For further information, see Note 11—Borrowings.

Subsequent to December 31, 2002, the remaining treasury shares related to the BellSouth
repurchase were issued in connection with certain debt-for-stock exchanges as discussed in Note 21—
Subsequent Events.

149



Deferred compensation

Rabbi trusts established in 2000 for two of our deferred compensation plans held 387,000, 552,000
and 739,000 shares of our common stock with a cost of $18 million, $26 million and $38 million at
December 31, 2002, 2001 and 2000, respectively. The shares are accounted for as treasury stock.

Other comprehensive loss

Other comprehensive income (loss) in the consolidated statement of stockholders’ (deficit) equity
includes the following components:

Year Ended
December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Unrealized gains (losses) on available-for-sale marketable securities, net
of reclassification adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $36 $ 33 $(456)

Foreign currency translation gains (losses) . . . . . . . . . . . . . . . . . . . . . . . 40 (33) (7)
Income tax (provision) benefit related to items of other comprehensive

income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (30) — 180

Other comprehensive income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . $46 $ — $(283)

Embedded in net unrealized gains and losses on available-for-sale marketable securities are
reclassification adjustments. Reclassification adjustments are comprised of amounts that have been
removed from other comprehensive income (loss) in the consolidated statement of stockholders’
(deficit) equity and recognized in income or loss from operations in our consolidated statements of
operations during the periods cited below:

Year Ended
December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Reversal of unrealized net gains (losses) on investments sold during the
period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 39 $ 19 $(518)

Other-than-temporary gains (losses) charged to income or loss . . . . . . . — 44 (103)
Reversal of foreign currency translation gain . . . . . . . . . . . . . . . . . . . . 40 — —
Income tax benefit (expense) related to items reclassified into income or

loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (31) (24) 240

Total reclassification adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 48 $ 39 $(381)
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Earnings per share

The weighted average number of shares used for computing basic loss per share for the years
ended December 31, 2002, 2001 and 2000 was 1.682 billion, 1.661 billion and 1.272 billion, respectively.
The effect of approximately 112 million, 105 million and 135 million of outstanding stock options were
excluded from the calculation of diluted loss per share because the effect was anti-dilutive.

Dividends

We declared and paid dividends of $0.05 and $0.31 per share of common stock during 2001 and
2000, respectively. We did not declare any dividends during 2002.

Note 17: Income Taxes

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

Year Ended December 31,

2002 2001 2000

(As restated see
Note 3 and

Note 4)
(Dollars in millions)

Current tax (benefit) provision:
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ (239) $ (492) $ (23)
State and Local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6 — 11

(233) (492) (12)

Deferred tax (benefit) provision:
Federal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,301) (579) (478)
State and Local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (643) (186) (102)
Change in valuation allowance . . . . . . . . . . . . . . . . . . . . . . . . . 1,677 — —

(2,267) (765) (580)

Income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(2,500) $(1,257) $(592)

The effective tax rate for our continuing operations differs from the statutory tax rate as follows:

Year Ended
December 31,

2002 2001 2000

(As restated
see Note 3

and Note 4)
(in percent)

Federal statutory income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 35.0% 35.0% 35.0%
State income taxes—net of federal effect . . . . . . . . . . . . . . . . . . . . . . . 2.1 1.6 2.9
Non-deductible KPNQwest investment writedown and losses . . . . . . . . . (1.5) (16.6) (1.6)
Non-deductible goodwill impairment and amortization . . . . . . . . . . . . . . (14.8) (3.8) (6.4)
Non-deductible Merger-related charges . . . . . . . . . . . . . . . . . . . . . . . . . — — (1.0)
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.1) 0.8 0.2
Change in valuation allowance, State and Federal . . . . . . . . . . . . . . . . . (8.3) — —

Effective income tax rate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12.4% 17.0% 29.1%
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The components of the deferred tax assets and liabilities are as follows:

December 31,

2002 2001 2000

As restated (see
Note 3 and Note 4)

(Dollars in millions)

Net operating loss carryforward . . . . . . . . . . . . . . . . . . . . . . . . . . $2,028 $ 2,274 $ 882
Post-retirement benefits and pensions . . . . . . . . . . . . . . . . . . . . . . 737 636 757
State deferred taxes-net of federal effect . . . . . . . . . . . . . . . . . . . 372 358 262
Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . 164 — —
Revenue recognition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — — 217
Deferred compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — 104 126
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 496 471 451

3,797 3,843 2,695
Valuation allowance on deferred tax assets . . . . . . . . . . . . . . . . . . (1,677) — —

Total deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,120 3,843 2,695

Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . — (2,616) (2,415)
Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . — (849) (484)
State deferred taxes-net of federal effect . . . . . . . . . . . . . . . . . . . (80) (392) (342)
Revenue recognition . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (241) (154) —
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (503) (211) (282)

Total deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (824) (4,222) (3,523)

Net deferred tax assets (liabilities) . . . . . . . . . . . . . . . . . . . . . . . . $1,296 $ (379) $ (828)

We received $272 million and $574 million in net income tax refunds in 2002 and 2001 and made
net cash payments of $86 million in 2000.

As of December 31, 2002, we had a net operating loss carryforward of $5.8 billion that will expire
between 2003 and 2022. We plan on utilizing approximately $3.3 billion of this carryforward in 2003 to
offset the gain on the sale of the Dex West business. Unused net operating losses generated by
pre-Merger Qwest are subject to special rules in the Internal Revenue Code. IRC Section 382 limits the
amount of income that may be offset each year by unused net operating losses arising prior to a
merger. The annual limitations are based upon the value of the acquired company at the time of the
Merger times the federal long-term tax-exempt interest rate in effect at that date. Any unused
limitation may be carried forward and added to the next year’s limitations. We do not expect this
limitation to impact Qwest’s ability to utilize its net operating losses against future taxable income.

Prior to the purchase of an additional equity interest in KPNQwest in November 2001, our
investment in KPNQwest was deemed a foreign corporate joint venture whose basis difference was
exempt from the recording of a deferred tax liability. At the end of 2001, the remaining unrecorded
deferred tax liability associated with that exempt basis difference was $322 million. In 2002, the
remaining book investment in KPNQwest was written off resulting in a $124 million deferred tax asset,
which was recorded. We also own a foreign subsidiary with a deductible temporary basis difference for
which a $19 million deferred tax asset has not been recorded because the basis difference is essentially
permanent in duration and it is not apparent that it will be deducted in the foreseeable future.

In the second quarter of 2002, we recorded a non-cash charge of $1.677 billion, to establish a
valuation allowance against the 2002 net federal and state deferred tax assets. The valuation allowance
is determined in accordance with the provisions of SFAS No. 109, which requires an assessment of both
negative and positive evidence when measuring the need for a valuation allowance. Our losses in recent
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years coupled with the asset impairments in 2002 represented sufficient negative evidence to require a
valuation allowance under SFAS No. 109. We intend to maintain the valuation allowance until sufficient
positive evidence exists to support realization of the federal and state deferred tax assets.

We had unamortized investment tax credits of $104 million, $119 million, and $151 million as of
December 31, 2002, 2001 and 2000, respectively, included in other long-term liabilities on our
consolidated balance sheets and as discussed in Note 2—Summary of Significant Accounting Policies,
these are amortized over the life of the related asset. At the end of 2002 we also have $56 million
($34 million net of federal income tax) of state investment tax credit carryforwards that will expire
between 2010 and 2015 if not utilized.

Note 18: Segment Information

SFAS No. 131, ‘‘Disclosures about Segments of an Enterprise and Related Information’’ (‘‘SFAS
No. 131’’) establishes standards for reporting information about operating segments in annual financial
statements of public business enterprises and requires that those enterprises report selected information
about operating segments in interim and annual financial reports issued to shareholders. Operating
segments are components of an enterprise that engage in business activities from which revenues may
be earned and expenses may be incurred, and for which discrete financial information is available and
regularly evaluated by the chief operating decision maker (‘‘CODM’’) of an enterprise.

In December 2002, our CODM changed the way he views the results of our operations; therefore,
we changed our segment reporting effective December 2002 to reflect the manner in which we now
manage the business. The CODM of a business represents the highest level of management who is
responsible for the overall allocation of resources within the business and assessment of the
performance of the business. Our CODM is our Chief Executive Officer. Set forth below is revenue
and operating expense information for the years ended December 31, 2002, 2001 and 2000 for three of
the four segments utilized at the end of 2002: wireline services, wireless services and other services.
Management evaluates the performance of each segment and allocates capital resources based on
segment income, which does not include centrally managed costs such as depreciation, amortization,
asset impairment charges, restructuring or certain other charges. The fourth segment that we operate is
our directory publishing business, which as described in Note 8—Assets Held for Sale including
Discontinued Operations, has been classified as discontinued operations and accordingly is not
presented in our segment results below.

Prior to December 2002, we managed our operations primarily from the perspective of the
customer groups that used our networks such as consumer, business, and wholesale, except for wireless
and directory publishing which we managed as separate operating segments based on the similarity of
products and services. Our view as of December 2002 allowed us to better align network infrastructure
costs with our revenue segments and manage those costs more effectively. Network infrastructure costs
include all engineering expense, design, repair and maintenance costs and all third party facilities costs.

Between January 1, 2002 and November 30, 2002, we managed our operations primarily from
10 segments. These segments were global business, national business, consumer, wholesale, directory,
wireless, local network, worldwide network, facilities costs and other.

Segment income consists of each segment’s revenues and direct expenses. Segment revenues are
based on the types of products and services offered as described below. The network infrastructure is
designed to be scalable and flexible to handle multiple products and services. As a result, we do not
allocate network infrastructure costs to individual products. Direct administrative costs include
customer support, collections and marketing. Indirect administrative costs such as finance, information
technology, real estate, and legal are included in the other services segment. We manage indirect
administrative services cost centrally; consequently, the costs are not allocated to the wireline or
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wireless services segments. Similarly, depreciation, amortization, interest expense, interest income and
other income (expense) are not allocated to our operating segments.

Our wireline services segment includes revenues from the provision of voice, 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 and customer premises equipment, or CPE). Voice services revenues are also generated on a
wholesale basis from switched-access service revenues (which are revenues generated principally from
charges to interexchange carriers, or IXCs, for use of our local network to connect their customers to
their long distance networks. An IXC is a telecommunications company that provides long-distance
services to end-users by handling calls that are made from a phone exchange in one local access
transport area, or LATA, to an exchange in another LATA, wholesale long-distance service revenues
(included in long-distance services revenues) and wholesale access revenues (included in local voice
services revenues). Data and Internet services includes data services (such as traditional private lines,
wholesale private lines, frame relay, asynchronous transfer mode, or ATM and related CPE) and
Internet services (such as Digital Subscriber Line, or DSL, dedicated Internet access, or DIA, virtual
private network, or VPN, Internet dial access, web hosting, professional services and related CPE).
Revenues from optical capacity transactions are also included in revenues from data services.
Depending on the product or service purchased, a customer may pay an up-front fee, a monthly fee, a
usage charge, or a combination of these fees and charges.

Our wireless services are provided through our wholly owned subsidiary, Qwest Wireless LLC,
which holds 10 MHz licenses to provide Personal Communications Service, or PCS, in most markets in
our local service area. We offer wireless services to residential and business customers, providing them
the ability to use the same telephone number for their wireless phone as for their home or business
phone.

Our other services segment consists of revenues and expenses from other operating segments and
functional departments that do not meet the quantitative threshold requirements of SFAS No. 131.
Other services revenue is predominately derived from subleases of some of our unused 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.

Information for all periods has been conformed to the 2002 presentation, as described above.
Other than as already described herein, the accounting principles used are the same as those used in
our consolidated financial statements. The revenues shown below for each segment are derived from
transactions with external customers. Internally, we do not separately track the total assets of our
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wireline or other segments. As such, total asset information for the three segments shown below is not
presented.

For the Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Operating revenues:
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $14,634 $15,777 $13,675
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 694 688 422
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 59 51

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . $15,385 $16,524 $14,148

Operating expenses:
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 8,122 $ 9,104 $ 6,395
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 506 751 527
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,617 2,291 2,339

Total segment expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . $11,245 $12,146 $ 9,261

Segment income (loss):
Wireline services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,512 $ 6,673 $ 7,280
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 188 (63) (105)
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (2,560) (2,232) (2,288)

Total segment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,140 $ 4,378 $ 4,887

Capital expenditures:
Wireline . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,833 $ 7,146 $ 6,037
Wireless . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 55 310 321
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 903 967 1,059

Total capital expenditures . . . . . . . . . . . . . . . . . . . . . . . . . 2,791 8,423 7,417
Non-cash investing activities . . . . . . . . . . . . . . . . . . . . . . . . . (27) (381) (282)

Total cash capital expenditures . . . . . . . . . . . . . . . . . . . . . $ 2,764 $ 8,042 $ 7,135

The following table reconciles segment operating income to net loss for each of the years ended
December 31, 2002, 2001 and 2000:

For the Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Segment income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,140 $ 4,378 $ 4,887
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (3,268) (3,704) (2,555)
Goodwill and other intangible assets amortization . . . . . . . . . . . . . . . (579) (1,660) (785)
Goodwill impairment charge . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (8,483) — —
Asset impairment charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (10,525) (251) (340)
Restructuring and other charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . (235) (816) —
Merger-related (charges) credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53 (321) (1,481)
Total other expense- net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (1,228) (5,021) (1,760)
Income tax benefit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,500 1,257 592
Income and gain from sale of discontinued operations . . . . . . . . . . . . 1,957 511 446
Cumulative effect of accounting change . . . . . . . . . . . . . . . . . . . . . . . (22,800) 24 (41)

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $(38,468) $(5,603) $(1,037)
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Set forth below is revenue information for the years ended December 31, 2002, 2001 and 2000 for
revenues derived from external customers for our products and services.

For the Year Ended December 31,

2002 2001 2000

(As restated,
see Note 3)

(Dollars in millions)

Operating revenues:
Wireline voice services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $10,815 $11,876 $10,955
Wireline data and Internet services and other . . . . . . . . . . . . 3,819 3,901 2,720
Wireless services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 694 688 422
Other services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 57 59 51

Total operating revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $15,385 $16,524 $14,148

We provide a variety of telecommunications services on a national and international basis to global
and national businesses, small businesses, governmental agencies and residential customers. It is
impractical for us to provide revenue information about geographic areas.

We do not have any single major customer that provides more than ten percent of the total of our
revenues derived from external customers.

Note 19: Related Party Transactions

As discussed in Note 10—Investments, pre-Merger Qwest and ADMI, a subsidiary of Anschutz
Company, formed QDM in October 1999. At inception, pre-Merger Qwest and ADMI each owned
50% equity and voting interest in QDM. In June 2000, pre-Merger Qwest acquired an additional 25%
interest in QDM directly from ADMI. Following this transaction, pre-Merger Qwest owned a 75%
economic interest and 50% voting interest in QDM, and ADMI owned the remaining 25% economic
interest and 50% voting interest.

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002,
in conjunction with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment
charge in our 2002 consolidated statement of operations for the carrying amount of our investment in
QDM of $2 million. During the remainder of 2002, we loaned QDM an additional $3.8 million and
ADMI loaned QDM $300,000. As of December 31, 2002, the aggregate principal and accrued interest
outstanding on loans to QDM from us and ADMI was $12.4 million and $4.4 million, respectively.

As discussed in Note 10—Investments, we entered into a long term Master Services Agreement
with QDM under which QDM agreed to purchase telecommunications services from us. QDM made
purchases of $0.7 million, $3.3 million and $1.4 million during 2002, 2001 and 2000, respectively.

In October 1999, pre-Merger Qwest agreed to purchase certain telephony-related assets and all of
the stock of Precision Systems, Inc., a telecommunications solutions provider, from ADMI in exchange
for a promissory note in the amount of $34 million. The note bears interest at 6% annually with
semi-annual interest payments and annual principal payments due through 2008. During 2002, 2001 and
2000, respectively, we paid $0, $2.0 million, and $2.1 million in interest, and $0, $340,000, and $0 in
principal, on the note. At December 31, 2002, the outstanding accrued interest on the note was
$2.4 million and the outstanding principal balance on the note was $33.7 million.

As discussed in Note 10—Investments, pre-Merger Qwest and KPN formed KPNQwest in
April 1999. In November 2001, we purchased approximately 14 million additional shares and Anschutz
Company purchased approximately six million shares of KPNQwest common stock from KPN for $4.58
per share. Anschutz Company’s stock purchase was at our request and with the approval of the
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disinterested members of our Board of Directors. After giving effect to this transaction, we held
approximately 47.5% of KPNQwest’s outstanding shares.

During 2002, 2001 and 2000, we entered into several transactions with KPNQwest for the purchase
and sale of optical capacity assets and the provisioning of services, including but not limited to private
line, web hosting, IP transit and DIA. We made purchases of these assets and services from KPNQwest
totaling $169 million, $218 million and $70 million in 2002, 2001 and 2000, respectively. We recognized
revenue on products and services sold to KPNQwest in the amount of $12 million, $18 million and
$26 million in 2002, 2001 and 2000, respectively. At December 31, 2002, 2001 and 2000, Qwest had a
receivable from KPNQwest for these products and services of $5 million, $12 million and $3 million,
respectively. Due to KPNQwest’s bankruptcy, the full amount of the balance outstanding as of
December 31, 2002 is provided for in our allowance for doubtful accounts. Pricing for these services
was based on what we believed to be the fair market value at the time the transactions were
consummated. Some of KPNQwest’s sales to us were in accordance with the distribution agreement
with KPNQwest, whereby we were, in certain circumstances, the exclusive distributor of certain of
KPNQwest’s services in North America. As of December 31, 2001, we had a remaining commitment to
purchase up to 81 million Euros (or $72 million based on a conversion rate at December 31, 2001)
worth of network capacity through 2002 from KPNQwest. In connection with KPNQwest’s bankruptcy,
as discussed in Note 10—Investments, the purchase commitment terminated during June 2002.

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. (‘‘GTS’’) for
convertible notes of KPNQwest with a face amount of 211 million Euros ($186 million based on a
conversion rate at March 18, 2002), among other consideration, under an agreement entered into in
October 2001. As disclosed to our Board of Directors, a subsidiary of Anschutz Company had become
a creditor of GTS in 2001. We understand that in 2002 and 2001, as part of a group of GTS
bondholders, an Anschutz Company subsidiary also provided interim financing to GTS. In connection
with the consummation of KPNQwest’s acquisition of the GTS assets, the Anschutz Company
subsidiary received a distribution of notes with a face amount of approximately 37 million Euros
($33 million based on a conversion rate at March 18, 2002). We understand that the allocation of notes
to the Anschutz Company subsidiary was determined by a creditor committee for GTS which did not
include any representatives of Anschutz Company, and neither the KPNQwest notes nor the shares
referenced above, both of which are still held by Anschutz Company, have any current value.

In 2000, Qwest decided to sell an aircraft and purchase a different aircraft. Qwest decided to do so
in the form of a ‘‘like-kind exchange’’ transaction under Section 1031 of the Internal Revenue Code, as
amended. A like-kind exchange transaction is one in which a company sells an asset and purchases a
similar, or like-kind, asset. In order to qualify as a like-kind exchange, the sale of the old asset and the
purchase of the new asset must take place within six months of each other. In November 2000, Qwest
engaged a third party to facilitate the aircraft exchange, and in December 2000, transferred its aircraft
to this party and acquired from the same party another aircraft, which it had acquired on Qwest’s
behalf. Qwest also began marketing the aircraft it intended to sell through an aircraft broker. At the
end of March 2001, Qwest received an offer from an independent third party to purchase the aircraft
for $7.65 million. However, the sale was not completed because the third party failed to consummate
the purchase. In early May 2001, after Qwest had not found another party to acquire the aircraft it
intended to sell, and as the six-month period to complete the like-kind exchange was nearing an end, a
subsidiary of Anschutz Company agreed to purchase the aircraft for $7.6 million, which resulted in
significant tax deferrals and savings for Qwest. This transaction was approved by the disinterested
members of our board of directors.

We loaned Afshin Mohebbi, one of our former officers, $600,000 under a promissory note dated
May 18, 1999. The loan was unsecured and did not bear interest. The promissory note provided that
the principal amount was to be forgiven in 36 equal monthly increments beginning July 1, 1999 and
ending on June 1, 2002. Effective April 1, 2002, we loaned Mr. Mohebbi an additional $4 million,
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which bears interest at the rate of 5.54%, compounded semi-annually. Mr. Mohebbi has agreed to use
a portion of the loan to pay the premium on a life insurance policy covering his life. The outstanding
principal balance of the loan, together with any accrued and unpaid interest thereon, will be due and
payable within 90 days following Mr. Mohebbi’s death or earlier upon the occurrence of any transfer or
surrender of the life insurance policy, any borrowing against or withdrawals of cash from the policy, any
pledge of or encumbrance on the policy, or any reduction in the face amount of the policy that results
in a distribution of cash value. Mr. Mohebbi is the owner of the life insurance policy.

Note 20: Commitments and Contingencies

Commitments

Future contractual obligations

The following table summarizes our future contractual cash obligations, including interest due, as
of December 31, 2002:

Payments Due by Period

After
Total 1 Year Year 2 Year 3 Year 4 Year 5 5 Years

(Dollars in millions)

Future Contractual Cash Obligations
Long-term debt (Note 11—Borrowings) . . . . . . $22,496 $2,679 $1,837 $2,133 $ 887 $1,076 $13,884
Capital lease obligations . . . . . . . . . . . . . . . . . 176 97 30 12 4 4 29
Operating leases . . . . . . . . . . . . . . . . . . . . . . . 3,278 304 296 284 251 236 1,907
Purchase commitment obligations:

Telecommunications commitments . . . . . . . . . 2,735 1,085 840 513 274 4 19
IRU operating and maintenance obligations . 1,200 62 59 59 58 57 905
Advertising and promotion . . . . . . . . . . . . . . 575 168 70 63 32 24 218

Total future contractual cash obligations . . $30,460 $4,395 $3,132 $3,064 $1,506 $1,401 $16,962

Capital leases

We lease certain office facilities and equipment under various capital lease arrangements. Assets
acquired through capital leases during 2002, 2001 and 2000 were $36 million, $1.215 billion and
$629 million, respectively. Assets recorded under capitalized lease agreements included in property,
plant and equipment consisted of $391 million, $2.011 billion and $965 million of cost less accumulated
amortization of $191 million, $362 million and $246 million at December 31, 2002, 2001 and 2000,
respectively.

158



The future minimum payments under capital leases as of December 31, 2002 are reconciled to our
balance sheet as follows:

(Dollars in
millions)

Total minimum payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $176
Less: amount representing interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (25)

Present value of minimum payments . . . . . . . . . . . . . . . . . . . . . . . . . . . . 151
Less: current portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (85)

Long-term portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 66

Operating leases

Certain office facilities, real estate and equipment are subject to operating leases. We also have
easement (or right-of-way) agreements with railroads and public transportation authorities that are
accounted for as operating leases. Rent expense, net of sublease rentals, under these operating leases
was $504 million, $696 million and $528 million during 2002, 2001 and 2000, respectively. Minimum
operating lease payments have not been reduced by minimum sublease rentals of $164 million due in
the future under non-cancelable subleases. In 2002, 2001 and 2000, contingent rentals representing the
difference between the fixed and variable rental payments were not material.

Purchase commitment obligations

We have purchase commitments with CLECs, IXCs and third-party vendors that require us to
make payments to purchase network services, capacity and telecommunications equipment primarily
through December 31, 2006. These commitments require us to maintain minimum monthly and/or
annual billings, in certain cases based on usage. We believe we will meet substantially all minimum
payment commitments. In the unlikely event that the requirements are not met, we will record the
appropriate charges. Also included in the telecommunications commitments are purchase commitments
that we entered into with certain telecommunications services companies, including KMC and Calpoint,
in connection with sales of equipment to those entities at the time we entered into facilities
management service agreements with them.

In connection with the KMC and Calpoint arrangements, we also agreed to pay the monthly
service fees directly to trustees that serve as paying agents on debt instruments issued by special
purpose entities sponsored by KMC and Calpoint. These unconditional purchase obligations require us
to pay at least 75% of the monthly service fees for the entire term of the agreements, regardless of
whether KMC or Calpoint provide us services. Our remaining unconditional purchase obligations under
these agreements were $1.04 billion at December 31, 2002.

As part of our internal analysis we have identified additional telecommunications commitments
that were not included in the quantification of our telecommunications commitments previously
reported by us. Also, we determined that the amounts previously reported for KMC and Calpoint
included the unconditional purchase obligation but did not include the additional minimum 25%
monthly commitment beyond that. Costs for these additional monthly commitments were appropriately
included as cost of goods sold in our consolidated statements of operations or capital expenditures in
our consolidated statements of cash flows.

A portion of our fiber optic broadband network includes facilities that were purchased or are
leased from third parties. These agreements are generally 20 to 25 years in length and generally include
the requirement for us to pay operating and maintenance fees to a third party for the term of the
agreement.

159



Concurrent with the closing of the sale of the Dex East business, we also entered into an
advertising and telecommunications purchase commitment with the Buyer. Pursuant to that
commitment, we agreed to purchase from the Buyer at least $20 million of advertising per year for
15 years (which did not increase upon the sale of the Dex West business) and the Buyer agreed to
exclusively purchase from us those telecommunication services that it uses from time to time during
this same period, subject to availability from us. In addition, we have various long-term, non-cancelable
purchase commitments for advertising and promotion services, including advertising with online service
providers as well as marketing at sports arenas, stadiums and other venues and events through 2015.

Letters of credit and guarantees

We maintain letter of credit arrangements with various financial institutions for up to $67 million.
At December 31, 2002, the amount of letters of credit outstanding was $67 million and we had
outstanding guarantees of approximately $2 million.

Contingencies

Rights of Way. We have transferred optical capacity assets on our network primarily to other
telecommunications service carriers in the form of IRU transactions involving specific channels on our
‘‘lit’’ network or specific dark fiber strands. These IRUs provide for the exclusive right to use a
specified amount of capacity or fiber for a specified period reflecting the estimated useful life of the
optical capacity asset, typically 20 years or more. Typically, at or before the end of the IRU term,
ownership to the optical capacity asset will have passed to the customer. Our fiber optic broadband
network is generally located in real property pursuant to an agreement 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 expiration. If we lose any such rights of way and
are unable to renew them, we may find it necessary to move or replace the affected portions of the
network. However, we do not expect any material adverse impacts as a result of the loss of any such
rights.

Investigations

On April 3, 2002, the SEC issued an order of investigation that made formal an informal
investigation initiated on March 8, 2002. We are continuing in our efforts to cooperate fully with the
SEC in its investigation. The investigation includes, without limitation, inquiry into several specifically
identified Qwest accounting practices and transactions and related disclosures that are the subject of
the various adjustments and restatements described in this Form 10-K. See Note 3—Restatement of
Results above for more information about our restatement. The investigation also includes inquiry into
disclosure and other issues related to transactions between us and certain of our vendors and certain
investments in the securities of those vendors by individuals associated with us.

On July 9, 2002, we were informed by the U.S. Attorney’s Office for the District of Colorado of a
criminal investigation of us. We believe the U.S. Attorney’s Office is investigating various matters that
include the subjects of the investigation by the SEC. We are continuing in our efforts to cooperate fully
with the U.S. Attorney’s Office in its investigation.

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

In addition, as previously reported, the SEC has conducted an investigation concerning our
earnings release for the fourth quarter and full year 2000 issued on January 24, 2001. The release
provided pro forma normalized earnings information that excluded certain nonrecurring expense and
income items resulting primarily from our acquisition of U S WEST. On November 21, 2001, the SEC
staff informed us of its intent to recommend that the SEC authorize an action against us that would
allege we should have included in the earnings release a statement of our earnings in accordance with
GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our
current discussions with the staff of the SEC result in a settlement, such settlement will include
allegations concerning the January 24, 2001 earnings release.

Also, as previously announced in July 2002 by the General Services Administration (‘‘GSA’’), the
GSA is conducting a review of all contracts with us for purposes of determining present responsibility.
Recently, the Inspector General of the GSA referred to the GSA Suspension/Debarment Official the
question of whether Qwest should be considered for debarment. We have been informed that the basis
for the referral is last February’s indictment against four former employees in connection with a
transaction with the Arizona School Facilities Board in June 2001 and a civil complaint filed the same
day by the SEC against the same former employees and others relating to the Arizona School Facilities
Board transaction and a transaction with Genuity Inc. in 2000. We are cooperating fully with the GSA
and believe that we will remain a supplier of the government, although we cannot predict the outcome
of this referral.

Securities actions and derivative actions

Since July 27, 2001, thirteen putative class action complaints have been filed in federal district
court in Colorado against us alleging violations of the federal securities laws. One of those cases has
been dismissed. By court order, the remaining actions have been consolidated into a consolidated
securities action (the ‘‘consolidated securities action’’). Plaintiffs in the consolidated securities action
name as defendants in the Fourth Consolidated Amended Class Action Complaint (‘‘Fourth
Consolidated Complaint’’), which was filed on or about August 21, 2002, us, our former Chairman and
Chief Executive Officer, Joseph P. Nacchio, our former Chief Financial Officers, Robin R. Szeliga and
Robert S. Woodruff, other of our former officers and current directors, and Arthur Andersen LLP. The
Fourth Consolidated Complaint is purportedly brought on behalf of purchasers of our publicly traded
securities between May 24, 1999 and February 14, 2002, and alleges, among other things, that during
the putative class period, we and certain of the individual defendants made materially false statements
regarding the results of our operations in violation of section 10(b) of the Securities Exchange Act of
1934 (‘‘Exchange Act’’), that certain of the individual defendants are liable as control persons under
section 20(a) of the Exchange Act, and that during the putative class period, certain of the individual
defendants sold some of their shares of our common stock in violation of section 20A of the Exchange
Act. The Fourth Consolidated Complaint also alleges that our financial results during the putative class
period and statements regarding those results were false and misleading due to the alleged:
(i) overstatement of revenue, (ii) understatement of costs, (iii) manipulation of employee benefits in
order to increase profitability, and (iv) misstatement of certain assets and liabilities. The Fourth
Consolidated Complaint further alleges that we and certain of the individual defendants violated
Section 11 of the Securities Act of 1933, as amended (the ‘‘1933 Act’’), and that certain of the
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individual defendants are liable as control persons under Section 15 of the 1933 Act by preparing and
disseminating false registration statements and prospectuses for: (1) the registration of 897,907,706
shares of our common stock to be issued to U S WEST shareholders dated June 21, 1999, as amended
August 13, 1999 and September 17, 1999; (2) the exchange of $3.25 billion of our notes dated July 12,
2001; and (3) the exchange of $3.75 billion of our notes dated October 30, 2001. The Fourth
Consolidated Complaint seeks unspecified compensatory damages and other relief. However, lead
counsel for the plaintiffs has indicated that plaintiffs will seek damages in the billions of dollars. On
September 20, 2002, both we and the individual defendants filed motions to dismiss the Fourth
Consolidated Complaint. Those motions are currently pending before the court. On November 4, 2002,
lead plaintiffs in the consolidated securities action filed a motion for a temporary restraining order and
preliminary injunction seeking to enjoin the Dex Sale or, in the alternative, to place the proceeds of
such sale in a constructive trust for the benefit of the plaintiffs. The court denied both motions.

On October 22, 2001, an alleged derivative lawsuit was filed in the United States District Court for
the District of Colorado, naming as defendants each of the then members of our Board of Directors,
and naming us as a nominal defendant. The derivative complaint is based upon the allegations made in
the consolidated securities action and alleges, among other things, that the Board members
intentionally or negligently breached their fiduciary duties to us by failing to oversee implementation of
securities laws that prohibit insider trading. The derivative complaint also alleges that the Board
members breached their fiduciary duties to us by causing or permitting us to commit alleged securities
violations, thus (i) causing us to be sued for such violations, and (ii) subjecting us to adverse publicity,
increasing our cost of raising capital and impairing earnings. The derivative complaint further alleges
that certain directors sold shares between April 26, 2001 and May 15, 2001 using non-public
information about us. On or about October 31, 2001, the court filed an order consolidating this
derivative lawsuit with the consolidated securities action. In December 2001, the derivative lawsuit was
stayed, pending further order of the court, based on the fact that the merits of the derivative lawsuit
are intertwined with the resolution of the consolidated securities action. In March 2002, plaintiffs filed
a first amended derivative complaint. The first amended derivative complaint adds allegations relating
to the disclosures of our consolidated financial results from April 2000 through February 2002. On or
about November 5, 2002, plaintiffs filed a second amended derivative complaint. The second amended
complaint adds as defendants to the lawsuit certain former officers, including Robin R. Szeliga, Robert
S. Woodruff, and others. The second amended complaint contains allegations in addition to those set
forth in the prior complaints, stating, among other things that (i) certain officers and/or directors
traded our stock while in the possession of inside information, and (ii) certain officers and/or directors
caused the restatement of more than $1 billion in revenue by concealing improper accounting practices.
Plaintiffs seek, among other remedies, disgorgement of alleged insider trading profits. The lawsuit
remains stayed.

On March 6, 2002, an alleged derivative lawsuit was filed in the District Court for the City and
County of Denver, naming as defendants each of the then members of our Board of Directors, certain
former officers of ours and Arthur Andersen LLP. We are named as a nominal defendant. The
derivative complaint is based upon the allegations made in the consolidated securities action and
alleges that the Board members intentionally or recklessly breached their fiduciary duties to us by
causing or allowing us to issue financial disclosures that were false or misleading. Plaintiffs seek
unspecified damages on our behalf against the defendants. On July 2, 2002, this state court derivative
lawsuit was stayed pending further order of the court. On or about August 1, 2003, the plaintiffs filed
an amended derivative complaint, which does not contain claims against our former officers and Arthur
Andersen, but continues to assert claims against the Board defendants. In the amended complaint, the
plaintiffs allege, among other things, that the individual defendants abdicated their duty to implement
and maintain an adequate internal accounting control system and thus allegedly violated (i) their
fiduciary duties of loyalty and good faith; (ii) GAAP; and (iii) our Audit Committee’s charter (which
requires, among other things, that our Audit Committee serve as an independent and objective party to
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monitor our financial reporting and internal control system). The amended complaint also states new
claims against Mr. Nacchio for his alleged breach of fiduciary duties. Plaintiffs seek a court order
requiring that Mr. Nacchio disgorge to us all of his 2001 compensation, including salary, bonus,
long-term incentive payouts and stock options. In addition, the plaintiffs contend that Mr. Nacchio
breached his fiduciary duties to us by virtue of his sales of our stock allegedly made using his
knowledge of material non-public information. The plaintiffs seek the imposition of a constructive trust
on any profits Mr. Nacchio obtained by virtue of these sales.

Since March 2002, seven putative class action suits were filed in federal district court in Colorado
purportedly on behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan
and predecessor plans (the ‘‘Plan’’) from March 7, 1999 until the present. By court order, five of these
putative class actions have been consolidated, and the claims made by the plaintiff in the sixth case
were subsequently included in the Second Amended and Consolidated Complaint described below. We
expect the seventh putative class action to be consolidated with the other cases since it asserts
substantially the same claims. The consolidated amended complaint filed on July 5, 2002 (the
‘‘consolidated ERISA action’’) names as defendants, among others, us, several former and current
directors, officers and employees, Qwest Asset Management, the Plan’s Investment Committee, and the
Plan Administrative Committee of the pre-Merger Qwest Communications 401(k) Savings Plan.
Plaintiffs filed a Second Amended and Consolidated Complaint on May 21, 2003, naming as additional
defendants a former employee and Qwest’s Plan Design Committee. The consolidated ERISA action,
which is brought under the Employee Retirement Income Security Act (‘‘ERISA’’), alleges, among
other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively
concentrating the Plan’s assets invested in our stock, requiring certain participants in the Plan to hold
the matching contributions received from us in the Qwest Shares Fund, failing to disclose to the
participants the alleged accounting improprieties that are the subject of the consolidated securities
action, failing to investigate the prudence of investing in our stock, continuing to offer our stock as an
investment option under the Plan, failing to investigate the effect of the U S WEST Merger on Plan
assets and then failing to vote the Plan’s shares against it, preventing plan participants from acquiring
our stock during certain periods, and, as against some of the individual defendants, capitalizing on their
private knowledge of our financial condition to reap profits in stock sales. Plaintiffs seek equitable and
declaratory relief, along with attorneys’ fees and costs and restitution. Plaintiffs moved for class
certification on January 15, 2003, and we have opposed that motion, which is pending before the court.
Defendants filed motions to dismiss the consolidated ERISA action on August 22, 2002. Those motions
are also pending before the court.

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder
against us, The Anschutz Family Investment Co., Philip Anschutz, Joseph P. Nacchio, and Robin R.
Szeliga on behalf of purchasers of our stock between June 28, 2000 and June 27, 2002 and owners of
U S WEST stock on June 28, 2000. The complaint alleges, among other things, that we and the
individual defendants issued false and misleading statements and engaged in improper accounting
practices in order to accomplish the U S WEST Merger, to make us appear successful, and to inflate
the value of our stock. The complaint asserts claims under Sections 11, 12, 15 and 17 of the 1933 Act.
The complaint seeks unspecified monetary damages, disgorgement of illegal gains, and other relief. On
July 31, 2002, the defendants removed this state court action to federal district court in Colorado and
subsequently moved to consolidate this action with the consolidated securities action identified above.
The plaintiffs have moved to remand the lawsuit back to state court. Defendants have opposed that
motion, which is pending before the court.

On August 9, 2002, an alleged derivative lawsuit was filed in the Court of Chancery of the State of
Delaware, naming as defendants each of the then members of our Board of Directors and our current
Chief Financial Officer, Oren G. Shaffer, and naming us as a nominal defendant. On or about
September 16, 2002, an amended complaint was filed in the action, naming the same defendants except
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Mr. Shaffer, who is no longer a defendant in the action. A separate alleged derivative lawsuit was filed
in the Court of Chancery of the State of Delaware on or about August 28, 2002. That lawsuit names as
defendants our former Chairman and Chief Executive Officer, Joseph P. Nacchio, our former Chief
Financial Officer, Robert S. Woodruff, former Board member, Marilyn Carlson Nelson, and each of the
then members of our Board of Directors and names us as a nominal defendant. On October 30, 2002,
these two alleged derivative lawsuits were consolidated, and an amended complaint (the ‘‘Second
Amended Complaint’’) was later filed on or about January 23, 2003, and names as defendants the
current members of our Board of Directors, former Board member Hank Brown, our former Chief
Executive Officer, Joseph P. Nacchio, and our former Chief Financial Officer, Robert Woodruff, and
names us as a nominal defendant. In the Second Amended Complaint, the plaintiffs allege, among
other things, that the individual defendants (i) breached their fiduciary duties by allegedly engaging in
illegal insider trading in our stock; (ii) failed to ensure compliance with federal and state disclosure,
anti-fraud and insider trading laws within Qwest, resulting in exposure to us; (iii) appropriated
corporate opportunities, wasted corporate assets and self-dealt in connection with investments in initial
public offering securities through our investment bankers; and (iv) improperly awarded severance
payments of $13 million to our former Chief Executive Officer, Mr. Nacchio. The plaintiffs seek
recovery of incentive compensation allegedly wrongfully paid to certain defendants, all severance
payments made to Messrs. Nacchio and Woodruff, and all costs including legal and accounting fees.
Plaintiffs have also requested, among other things, that the individual defendants compensate us for
any insider-trading profits. Plaintiffs likewise allege that we are entitled to contribution and
indemnification by each of the individual defendants. Plaintiffs request that the court cancel all
unexercised stock options awarded to Messrs. Nacchio and Woodruff to which they were not entitled,
that the defendants return to us all salaries and other remuneration paid to them by us during the time
they breached their fiduciary duties, and that the court order the defendants to enforce policies,
practices and procedures on behalf of us designed to detect and prevent illegal conduct by our
employees and representatives. On March 17, 2003, defendants moved to dismiss the Second Amended
Complaint, or, in the alternative, to stay the action. That motion is pending before the court.

On November 22, 2002, plaintiff Stephen Weseley IRA Rollover filed a purported derivative
lawsuit in Denver District Court, naming as defendants each of the then members of our Board of
Directors, certain of our former officers, Anschutz Company and us as a nominal defendant. Plaintiff
alleges, among other things, that the director defendants breached their fiduciary duties to us and
damaged us by deliberately in bad faith or recklessly (i) implementing a sham system of internal
controls completely inadequate to ensure proper recognition of revenue; (ii) causing us to issue false
and misleading statements and financial results to the market regarding our earnings, revenues,
business and investments; (iii) exposing us to massive liability for securities fraud; (iv) damaging our
reputation; and (v) trading our shares while in possession of material, non-public information regarding
our true financial condition. The complaint purports to state causes of action for breach of fiduciary
duty, gross negligence, unjust enrichment against some of our former officers and breach of contract
and breach of the duty of loyalty/insider trader trading against several of our former officers and
former and current directors. On or about January 7, 2003, plaintiff’s counsel filed a proposed
amended complaint which substitutes a new plaintiff, Thomas R. Strauss, and adds another former
officer as a defendant. In the amended complaint, plaintiff seeks (i) disgorgement of bonuses and other
incentive compensation paid to certain defendants; (ii) any profits that certain defendants made by
virtue of their alleged trading on material, inside information; and (iii) other damages. By order dated
January 9, 2003, the court permitted the substitution and Strauss became the plaintiff in this lawsuit
under the amended complaint.

On December 10, 2002, the California State Teachers’ Retirement System (‘‘CalSTRS’’) filed suit
against us, certain of our former officers and certain of our current directors and several other
defendants, including Arthur Andersen LLP and several investment banks, in the Superior Court of the
State of California in and for the County of San Francisco. CalSTRS alleges that the defendants

164



engaged in fraudulent conduct that caused CalSTRS to lose in excess of $150 million invested in our
equity and debt securities. The complaint alleges, among other things, that in press releases and other
public statements, defendants represented that we were one of the highest revenue producing
telecommunications companies in the world, with highly favorable results and prospects. CalSTRS
alleges that defendants were engaged, however, ‘‘in a scheme to falsely inflate Qwest’s revenues and
decrease its expenses so that Qwest would appear more successful than it actually was.’’ The complaint
purports to state causes of action against us for (i) violation of California Corporations Code
Section 25400 et seq. (securities laws) (seeking, among other damages, the difference between the price
at which CalSTRS sold our notes and stock and their true value); (ii) violation of California
Corporations Code Section 17200 et seq. (unfair competition); (iii) fraud, deceit and concealment; and
(iv) breach of fiduciary duty. Among other requested relief, CalSTRS seeks compensatory, special and
punitive damages, restitution, pre-judgment interest and costs. We and the individual defendants filed a
demurrer, seeking dismissal of all claims. In response, the plaintiff voluntarily dismissed the unfair
competition claim but maintained the balance of the complaint. The court denied the demurrer as to
the California securities law and fraud claims, but dismissed the breach of fiduciary duty claim against
us with leave to amend. The court also dismissed the claims against Robert S. Woodruff and Robin R.
Szeliga on jurisdictional grounds. On or about July 25, 2003, plaintiff filed a First Amended Complaint.
The material allegations remain largely the same, but plaintiff no longer alleges claims against
Mr. Woodruff and Ms. Szeliga following the court’s dismissal of the claims against them, and it has
modified its allegation against us for breach of fiduciary duty to an allegation of aiding and abetting
breach of fiduciary duty. We have filed a second demurrer, seeking to dismiss the allegation of aiding
and abetting breach of fiduciary duty. The court has not ruled on this demurrer.

On November 27, 2002, the State of New Jersey (Treasury Department, Division of Investment)
(‘‘New Jersey’’), filed a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer
County. New Jersey alleges, among other things, that we, certain of our former officers and certain
current directors and Arthur Andersen, LLP caused our stock to trade at artificially inflated prices by
employing improper accounting practices, and by issuing false statements about our business, revenues
and profits. As a result, New Jersey contends that it incurred tens of millions of dollars in losses. New
Jersey’s complaint purports to state causes of action against us for: (i) fraud; (ii) negligent
misrepresentation; and (iii) breach of fiduciary duty. Among other requested relief, New Jersey seeks
from defendants, jointly and severally, compensatory, consequential, incidental and punitive damages.
In March 2003, we filed a motion to dismiss plaintiff’s complaint. That motion has been fully briefed by
the parties and is pending before the court.

The consolidated securities action, the consolidated ERISA action, and the CalSTRS and New
Jersey actions described above and the State Universities Retirement System of Illinois (‘‘SURSI’’)
action described in Note 21—Subsequent Events—Contingencies present material and significant risk to
us. Some of the allegations in these lawsuits include many of the same subjects that the SEC and U.S.
Attorney’s Office are investigating. Moreover, the size, scope and nature of the restatements that we
are making in this report affect the risk presented by these cases. While we intend to defend against
these matters vigorously, the ultimate outcomes of these cases are very uncertain, and we can give no
assurance as to the impacts on our financial results or financial condition as a result of these matters.
Each of these cases is in a preliminary phase. None of the plaintiffs or the defendants has advanced
evidence concerning possible recoverable damages, and we have not yet conducted discovery on these
and other relevant issues. Thus, we are unable at this time to estimate reasonably a range of loss that
we would incur if the plaintiffs in one or more of these lawsuits were to prevail. Any settlement of or
judgment on one or more of these claims could be material, and we cannot give any assurance that we
would have the resources available to pay such judgments. Also, our ability to meet our debt service
obligations and our financial condition could be materially and adversely affected.
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Regulatory matters

On February 14, 2002, the Minnesota Department of Commerce filed a formal complaint against
us with the Minnesota Public Utilities Commission alleging that we, in contravention of federal and
state law, failed to file interconnection agreements with the Minnesota Commission relating to certain
of our wholesale customers, and thereby allegedly discriminated against other CLECs. On October 21,
2002, the Minnesota Commission adopted in full a proposal by an administrative law judge that we
committed 26 individual violations of federal law by failing to file, as required under Section 252 of the
Telecommunications Act, 26 distinct provisions found in 12 separate agreements with individual CLECs
for regulated services in Minnesota. The order also found that we agreed to provide and did provide to
McLeod USA (‘‘McLeod’’) and Eschelon Telecom, Inc. (‘‘Eschelon’’), discounts on regulated wholesale
services of up to 10% that were not made available to other CLECs, thereby unlawfully discriminating
against them. The order found we also violated state law, that the harm caused by our conduct
extended to both customers and competitors, and that the damages to CLECs would amount to several
million dollars for Minnesota alone.

On February 28, 2003, the Minnesota Commission issued its initial, written decision imposing fines
and penalties, which was later revised on April 8, 2003 to include a fine of nearly $26 million and
ordered us to:

• grant a 10% discount off all intrastate Minnesota wholesale services to all carriers other than
Eschelon and McLeod; this discount would be applicable to purchases made by these carriers
during the period beginning on November 15, 2000 and ending on May 15, 2002;

• grant all carriers other than Eschelon and McLeod monthly credits of $13 to $16 per UNE-P
line (subject to certain offsets) during the months of November 2000 through February 2001;

• pay all carriers other than Eschelon and McLeod monthly credits of $2 per access line (subject
to certain offsets) during the months of July 2001 through February 2002; and

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

The Minnesota Commission issued its final, written decision setting forth the penalties described
above on May 21, 2003. On June 19, 2003, we appealed the Minnesota Commission’s orders to the
United States District Court for the District of Minnesota. The appeal is pending.

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal
proceedings regarding our alleged failure to file required agreements in those states. On July 25, 2003,
we entered into a settlement with the staff of the Arizona Corporation Commission to settle this and
several other proceedings. The proposed settlement, which must be approved by the Arizona
Commission, requires that we provide approximately $21 million in consideration in the form of a
voluntary contribution to the Arizona State Treasury, contributions to certain organizations and/or
infrastructure investments and refunds in the form of bill credits to CLECs. New Mexico has issued an
order providing its interpretation of the standard for filing these agreements, identified certain of our
contracts as coming within that standard and opened a separate docket to consider further proceedings.
Colorado has also opened an investigation into these matters. On June 26, 2003, we received from the
Federal Communications Commission (‘‘FCC’’) a letter of inquiry seeking information about these
matters. We submitted our initial response to this inquiry on July 31, 2003. The proceedings and
investigations in New Mexico, Colorado, Washington and at the FCC could result in the imposition of
fines and other penalties against us. Iowa and South Dakota have concluded their inquiries resulting in
no imposition of penalties or obligations to issue credits to CLECs in those states.

Illuminet, Inc., a traffic aggregator, and several of its customers have filed complaints with the
regulatory agencies in Idaho, Nebraska, Iowa, North Dakota and New Mexico, alleging that they are
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entitled to refunds due to our purported improper implementation of tariffs governing certain signaling
services we provide in those states. The commissions in Idaho and Nebraska have ruled in favor of
Illuminet and awarded it $1.5 million and $4.8 million, respectively. We have sought reconsideration in
both states, which was denied. We have perfected an appeal in Nebraska. The proceedings in the other
states and in states where Illuminet has not yet filed complaints could result in agency decisions
requiring additional refunds.

As a part of the approval by the FCC of the U S WEST Merger, the FCC required us to engage
an independent auditor to perform an attestation review of our compliance with our divestiture of
in-region InterLATA services and our ongoing compliance with Section 271 of the 1996
Telecommunications Act. In 2001, the FCC began an investigation of our compliance with the
divestiture of in-region InterLATA services and our ongoing compliance with Section 271 for the audit
years 2001 and 2000. In connection with this investigation, we disclosed certain matters to the FCC that
occurred in 2000, 2001, 2002, and 2003. These matters were resolved with the issuance of a consent
decree on May 7, 2003, by which the investigation was concluded. As part of the consent decree, we
made a voluntary payment to the U.S. Treasury in the amount of $6.5 million, and agreed to a
compliance plan for certain future activities. Separate from this investigation, we disclosed matters to
the FCC in connection with our 2002 compliance audit, including a change in traffic flow related to
wholesale transport for operator services traffic and certain toll-free traffic, certain bill mis-labeling for
commercial credit card bills, and certain billing errors for public telephone services originating in South
Dakota and for toll free services. The FCC has not yet instituted an investigation into the latter
categories of matters. If it does so, an investigation could result in the imposition of fines and other
penalties against us.

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

Notice of rescission from insurance carriers and demand for arbitration

On October 17, 2002, we received a Notice and Demand for Arbitration filed with the American
Arbitration Association (‘‘AAA’’) by several of our insurance carriers, including the primary carrier on
our Director and Officer (‘‘D&O’’) Liability insurance policies, the primary carrier on our Employee
Benefit Plan Fiduciary Liability insurance policies and several insurance companies that are excess
carriers on these policies. The Notice stated that the insurance carriers have determined to rescind
their respective policies, and the Demand for Arbitration sought a ruling rescinding the policies based
on alleged material misstatements and omissions made in our consolidated financial statements and
other publicly filed documents with the SEC. Two other excess carriers filed similar Demands for
Arbitration on November 15 and 18, 2002, respectively, and all Demands for Arbitration were
consolidated into one AAA proceeding.

On November 5, 2002, we filed a lawsuit in the Court of Chancery of the State of Delaware to
compel non-binding mediation of the dispute and enjoin the carriers from arbitrating the matter,
pursuant to provisions in the insurance polices which allow us to choose the form of alternative dispute
resolution to resolve coverage disputes. By order dated December 20, 2002, the Court of Chancery
permanently enjoined the carriers from pursuing arbitration and directed the carriers to submit to
mediation. Following the court’s decision, we and the carriers postponed formal mediation and entered
into informal discussions in an effort to resolve our disputes. Those discussions are ongoing and include
two additional excess carriers that were not parties to the AAA arbitration or the Delaware lawsuit, but
have subsequently provided notice to us of rescission or denial of coverage of their respective policies.

The insurance policies that the carriers seek to rescind comprise: (i) $225 million of the Qwest
D&O Liability Runoff Program (for the policy period June 30, 2000 to June 30, 2006), which otherwise
provides coverage of up to $250 million for claims that at least in part involve conduct pre-dating the
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U S WEST Merger; (ii) $225 million of the Qwest D&O Liability Ongoing Program (for the policy
period June 30, 2000 to June 30, 2003), which otherwise provides coverage of up to $250 million for
claims exclusively involving post-Merger conduct; and (iii) the Qwest Fiduciary Liability Program (for
the policy period June 12, 1998 to June 30, 2003), which otherwise provides coverage of up to
$100 million for claims in connection with Employee Benefit Plans. The insurance carriers are seeking
to rescind these policies and any coverage that these policies could provide for, among other things, the
consolidated securities action, the actions by CalSTRS, New Jersey and SURSI, the Colorado (federal
and state) and Delaware derivative actions, the consolidated ERISA action, the SEC investigation, and
the U.S. Attorney’s Office investigation, which are described above.

In addition to these attempts to rescind policies issued to us, one carrier that has not attempted to
rescind its policies, Twin City Fire Insurance Company, has denied coverage for most of the above-
mentioned matters under two excess policies it issued. These two excess policies comprise the
remaining $25 million balance of our coverage under each of the D&O Liability insurance programs
described in the preceding paragraph. Twin City is also participating in the ongoing discussions between
us and our carriers to resolve our disputes.

In connection with the ongoing discussions with our insurance carriers in an effort to resolve our
disputes, we recently reached a preliminary, non-binding agreement which provides, among other
things, that we would pay an additional premium in exchange for resolution of the carriers’ coverage
and other defenses. This preliminary, non-binding agreement is subject to the parties entering into a
definitive agreement on or before October 30, 2003 and approval by our Board of Directors.

We intend to vigorously oppose the insurance carriers’ efforts to rescind or otherwise deny
coverage under the policies identified above if we are unable to reach a definitive settlement with the
carriers. However, there can be no assurance that we will enter into a definitive settlement agreement
with the carriers, or that we will not incur a material loss with respect to these matters. While we
believe that, in the event the insurance carriers are successful in rescinding coverage, other insurance
policies may provide partial coverage. However, there is risk that none of the claims we have made
under the Qwest policies described above will be covered by such other policies. In any event, the
terms and conditions of the applicable certificates or articles of incorporation, applicable bylaws,
applicable law and any applicable agreements may obligate us to indemnify (and advance legal expenses
to) our current and former directors, officers, and employees for any liabilities related to these claims.

Other matters

In January 2001, an amended purported class action complaint was filed in Denver District Court
against us and certain current and former officers and directors on behalf of stockholders of U S
WEST. The complaint alleges that we have a duty to pay a quarterly dividend to U S WEST
stockholders of record as of June 30, 2000. Plaintiffs further claim that the defendants attempted to
avoid paying the dividend by changing the record date from June 30, 2000 to July 10, 2000. In
September 2002, we filed a motion for summary judgment on all claims. Plaintiffs filed a cross-motion
for summary judgment on their breach of contract claims only. On July 15, 2003, the court denied both
summary judgment motions.

In August 2001, we filed a complaint in state court in Colorado and an arbitration demand against
Touch America, Inc. (‘‘Touch America’’). In response, also in August 2001, Touch America filed a
complaint against us in federal district court in Montana, which was later dismissed. Touch America
also filed answers and counterclaims in the arbitration and in the Colorado lawsuit. The disputes
between us and Touch America relate to various billing, reimbursement and other commercial disputes
in connection with certain agreements entered into on or about June 30, 2000 for the sale to Touch
America of our InterLATA business in our local service area (Arizona, Colorado, Idaho, Iowa,
Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington
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and Wyoming). Touch America also alleged that we violated state and federal antitrust laws, the
Telecommunications Act (including claims alleging that our sale of indefeasible rights of use is in
violation of the Telecommunications Act) and our FCC tariff. Each party seeks damages against the
other for amounts billed and unpaid and for other disputes. The Colorado lawsuit has not yet
progressed beyond a preliminary stage. On March 26, 2003, we received an interim opinion and award
in the arbitration filed by us. The arbitrator determined that Touch America is obligated to pay us a
net amount of approximately $59.6 million plus interest (in an amount to be determined). The interim
opinion and award resolved the majority of issues in the arbitration. However, the arbitrator retained
jurisdiction to decide certain issues raised during or immediately after the arbitration hearing, and in
some cases to determine whether any further dispute remains on issues the arbitrator had previously
addressed. In addition to the litigation and arbitration, Touch America also filed two administrative
complaints at the FCC alleging violations of the Telecommunications Act by us. Touch America and we
have agreed to resolve all of these matters in a settlement agreement that must be approved by the
United States Bankruptcy Court for the District of Delaware, the terms of which are described below.
Touch America and we have requested, and the FCC has granted, requests to stay the two FCC
complaints pending approval of the settlement agreement by the Bankruptcy Court.

On June 19, 2003, Touch America filed a voluntary petition commencing a case under Chapter 11
of the United States Bankruptcy Code in the United States Bankruptcy Court for the District of
Delaware. The aforementioned arbitration, Colorado lawsuit, and FCC complaints were stayed either as
a result of the filing of Touch America’s bankruptcy petition or by subsequent agreement of the parties.
Immediately prior to Touch America’s bankruptcy filing, Touch America and Qwest negotiated a
settlement agreement, the terms of which are memorialized in a Proposal for Global Settlement
between Touch America and us dated June 22, 2003 (‘‘Settlement Proposal’’). The Settlement Proposal
provides for: (a) the mutual general release of some or all claims known or unknown, suspected or
unsuspected as of the effective date of the settlement; (b) the immediate termination of proceedings
and dismissal with prejudice of all arbitration proceedings, complaints and other proceedings pending
before the FCC, and all litigation between Touch America and us: (c) Touch America’s forgiveness of a
$23 million obligation due from us to Touch America; (d) the adjustment to zero by Touch America
and us of all accounts payable and receivable for services delivered one to the other prior to May 31,
2003; (e) our agreement to loan Touch America $10 million under a debtor in possession financing
agreement, the balance of which loan will be forgiven by us if the settlement agreement is approved by
the bankruptcy court prior to October 31, 2003 or repaid by Touch America if the settlement is not
approved; (f) Touch America’s agreement to continue to provide or contract for the provisioning of
services currently provided to us; and (g) our agreement to purchase certain fiber assets necessary to
our in-region operations from Touch America for a total price of $8 million. The terms of the
settlement proposal were further detailed and agreed to in the global settlement and release agreement
between the debtors and Qwest, dated August 6, 2003.

A motion for approval of the settlement agreement between Touch America and us was filed
August 1, 2003 and is pending. The Creditors Committee has indicated that it has objections to the
settlement agreement. In addition, 360 Networks was the successful bidder in a bankruptcy court
auction to purchase most of the Touch America assets, including network assets used by Touch America
to provide services to Qwest. On September 9, 2003, we reached an interim agreement with 360
Networks, Touch America and the Creditors Committee pursuant to which 360 Networks and Touch
America agreed to continue to provide certain of these services. We are working with both the
Creditors Committee and 360 Networks to try to address their concerns, while protecting our interests
and our customers. However, we can give no assurance that the settlement agreement will be approved
on the terms described above or at all.

From time to time we receive complaints and become subject to investigations regarding
‘‘slamming’’ (the practice of changing long-distance carriers without the customer’s consent),
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‘‘cramming’’ (the practice of charging a consumer for goods or services that the consumer has not
authorized or ordered), and other sales practices. In December 2001, an administrative law judge
recommended to the California Public Utilities Commission that we be assessed a $38 million penalty
for alleged slamming and cramming violations. On October 24, 2002, the full California Commission
issued a decision reducing the fine to $20.3 million. We have appealed that decision, and the appeal
was unsuccessful. Through August 2003, we resolved allegations and complaints of slamming and
cramming with the Attorneys General for the states of Arizona, Colorado, Florida, Idaho, Oregon,
Utah and Washington. In each of those states, we agreed to comply with certain terms governing our
sales practices and to pay each of the states between $200,000 and $3.75 million. We may become
subject to other investigations or complaints in the future, and any such complaints or investigations
could result in further legal action and the imposition of fines, penalties or damage awards.

Several purported class actions were filed in various courts against us on behalf of landowners in
Alabama, California, Colorado, Georgia, Illinois, Indiana, Kansas, Louisiana, Mississippi, Missouri,
North Carolina, Oregon, South Carolina, Tennessee and Texas. Class certification was denied in the
Louisiana proceeding and, subsequently, summary judgment was granted in our favor. A new Louisiana
class action complaint has recently been filed. Class certification was also denied in the California
proceeding, although plaintiffs have filed a motion for reconsideration. Class certification was granted
in the Illinois proceeding. Class certification has not been resolved yet in the other proceedings. The
complaints challenge our right to install our fiber optic cable in railroad rights-of-way and in Colorado,
Illinois and Texas, also challenge our right to install fiber optic cable in utility and pipeline
rights-of-way. In Alabama, the complaint challenges our right to install fiber optic cable in any
right-of-way, including public highways. The complaints allege that the railroads, 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 on the plaintiff’s property. 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 Alabama,
California, Colorado, Georgia, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South
Carolina, Tennessee and Texas actions purport to be on behalf of a class of such landowners in those
states, respectively. The Illinois action purports to be on behalf of landowners adjacent to railroad
rights-of-way over which our network passes in Illinois, Iowa, Kentucky, Michigan, Minnesota,
Nebraska, Ohio, and Wisconsin. Plaintiffs in the Illinois action have filed a motion to expand the class
to a nationwide class. The complaints seek damages on theories of trespass and unjust enrichment, as
well as punitive damages. Together with some of the other telecommunication carrier defendants, in
September 2002, we filed a proposed settlement of all these matters in the United States District Court
for the Northern District of Illinois. On July 25, 2003, the court granted preliminary approval of the
settlement and entered an order enjoining competing class action claims, except those in Louisiana.
The settlement and the court’s injunction are opposed by some, but not all, of the plaintiffs’ counsel
and are on appeal before the Seventh Circuit Court of Appeals. At this time, we cannot determine
whether such settlement will be ultimately approved or the final cost of the settlement if it is approved.

On October 31, 2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living
Trust, dated January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants
violated state and federal securities laws and engaged in fraudulent behavior in connection with an
investment by the plaintiff in securities of KPNQwest. We are a defendant in this lawsuit along with
Qwest B.V., Joseph Nacchio, and John McMaster, the former President and Chief Executive Officer of
KPNQwest. The plaintiff trust claims to have lost $10 million in its investment in KPNQwest.

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

The IRS has proposed a tax adjustment for tax years 1994 through 1996. The principal issue
involves our allocation of costs between long-term contracts with customers for the installation of
conduit or fiber optic cable and additional conduit or fiber optic cable retained by us. The IRS disputes
our allocation of the costs between us and third parties for whom we were building similar network
assets during the same time period. Similar claims have been asserted against us with respect to 1997
and 1998, and it is possible that claims could be made against us for other periods. We are contesting
these claims and do not believe they will be successful. Even if they are, we believe that any significant
tax obligations will be substantially offset as a result of available net operating losses and tax sharing
arrangements. However, the ultimate effect of these claims is uncertain.

We have provided for certain of the above matters under this caption ‘‘Other Matters’’ in our
consolidated financial statements as of December 31, 2002. We intend to defend against these matters
vigorously. However, the ultimate outcomes of these matters are uncertain and we can give no
assurance as to whether or not they will have a material effect on our financial results.

Intellectual property

We frequently receive offers to take licenses for patent and other intellectual rights, including
rights held by competitors in the telecommunications industry, in exchange for royalties or other
substantial consideration. We also regularly are the subject of allegations that our products or services
infringe upon various intellectual property rights, and receive demands that we discontinue the alleged
infringement. We normally investigate such offers and allegations and respond appropriately, including
defending ourself vigorously when appropriate. There can be no assurance that, if one or more of these
allegations proved to have merit and involved significant rights, damages or royalties, this would not
have a material adverse effect on us. We have provided for certain of the above intellectual property
matters in our consolidated financial statements as of December 31, 2002. Although the ultimate
resolution of these claims is uncertain, we do not expect any material adverse impacts as a result of the
resolution of these matters.

Note 21: Subsequent Events

Contingencies

On January 10, 2003, the State Universities Retirement System of Illinois (‘‘SURSI’’) filed a
lawsuit similar to the CalSTRS and New Jersey lawsuits in the Circuit Court of Cook County, Illinois.
SURSI filed suit against us, certain of our former officers and certain current directors, and several
other defendants, including Arthur Andersen LLP and several investment banks. SURSI alleges that
defendants engaged in fraudulent conduct that caused it to lose in excess of $12.5 million invested in
our common stock and debt and equity securities. The complaint alleges, among other things, that in
press releases and other public statements, defendants represented that we were one of the highest
revenue producing telecommunications companies in the world, with highly favorable results and
prospects. SURSI alleges that defendants were engaged, however, in a scheme to falsely inflate our
revenues and decrease our expenses. The complaint purports to state causes of action against us under:
(i) the Illinois Securities Act; (ii) the Illinois Consumer Fraud and Deceptive Business Practice Act;
(iii) common law fraud; (iv) common law negligent misrepresentation; and (v) Section 11 of the 1933
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Act. SURSI seeks, among other relief, punitive and exemplary damages, costs, equitable relief including
an injunction to freeze or prevent disposition of the defendants’ assets and disgorgement. On
March 28, 2003, SURSI filed a First Amended Complaint. The amended complaint adds twelve
defendants, including one current officer and several of our former officers or employees, Calpoint,
KMC, KPNQwest and Koninklijke KPN, N.V. In addition, SURSI supplements its earlier allegations by
contending, among other things, that we: (i) improperly recognized $100 million from a transaction
involving Genuity in September 2000; (ii) fraudulently recognized $34 million in revenue in the second
quarter of 2001 in a transaction involving the Arizona School Facilities Board; and (iii) otherwise
improperly accounted for certain revenue in connection with transactions with, among others, Calpoint
and KMC. On October 1, 2003, plaintiff filed a motion to dismiss without prejudice its claims against
three of the individual defendants and defendant KMC, all of whom had been added as defendants in
the First Amended Complaint.

In August 2003, we entered into a services agreement with a subsidiary of Sprint Corporation that
allows us to resell Sprint wireless services, including access to Sprint’s nationwide PCS wireless network,
to consumer and business customers, primarily within our local service area. We plan to begin offering
these Sprint services under our brand name in early 2004. Our wireless customers who are currently
being serviced through our proprietary wireless network will be transitioned at our cost onto Sprint’s
network. We are still evaluating both the operational effects of this new wholesale wireless arrangement
and the financial effects; however, due to the anticipated decrease in usage of our own wireless
network we anticipate that we will record a charge related to additional impairment of our wireless
network during 2003. This impairment charge is currently estimated to be in the range of $200 million
to $300 million. We have not adjusted our consolidated financial statements for the year ended
December 31, 2002 for any potential impacts of this agreement.

Debt-related matters

Subsequent to year-end, through September 30, 2003, we exchanged, through direct transactions,
$797 million face amount of debt issued by QCF. In the debt-for-equity exchanges, we issued 50 million
shares of our common stock out of treasury as well as newly issued shares with an aggregate value of
$194 million and recorded a gain on the debt extinguishment of $43.8 million. The trading prices for
our shares at the time the exchange transactions were consummated ranged from $3.22 per share to
$5.11 per share. In the other exchanges, we exchanged $406 million of new QSC notes similar to the
notes issued in December 2002. The debt-for-debt transactions were accounted for in accordance with
the guidance in EITF Issue No. 96-19. On the date of the exchange, the present value of the cash flows
under the terms of the revised debt instruments were compared to the present value of the remaining
cash flows under the original debt instruments. The cash flows were not considered ‘‘substantially’’
different to that of the exchanged debt; therefore, no gain was realized on the exchanges and the
difference between the fair value of the new debt and the carrying amount of the exchanged debt of
$83 million is being amortized as a credit to interest expense using the effective interest rate method
over the life of the new debt.

On June 9, 2003, QC completed its senior term loan in two tranches for a total of $1.75 billion
principal amount of indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in
2007, and a $500 million fixed rate tranche, due in 2010. The term loan is unsecured and ranks equally
with all of QC’s current indebtedness. The floating rate tranche is non-prepayable for two years and
thereafter is subject to prepayment premiums through 2006. There are no mandatory prepayment
requirements. The covenant and default terms are substantially the same as the other senior QC
indebtedness. The net proceeds were used to refinance QC debt due in 2003 and fund or refinance
QC’s investment in telecommunications assets.

The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of
6.50%) per annum and the fixed rate tranche bears interest at 6.95% per annum. The lenders funded
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the entire principal amount of the loan subject to original issue discount for the floating rate tranche of
1.00% and for the fixed rate tranche of 1.652%. Also, in connection with this QC issuance, we reduced
our obligation under the QSC Credit Facility by approximately $429 million to a balance of
$1.57 billion.

On August 12, 2003, the $750 million Dex Term Loan was paid in full.

On September 9, 2003, we completed the sale of the Dex West business. The gross proceeds from
the sale of the Dex West business were $4.3 billion and were received in cash. We used approximately
$321 million of cash proceeds to reduce our QSC Credit facility obligation to $1.25 billion. We expect
to use the balance of the proceeds from the Dex West sale to invest in telecommunications assets
and/or to redeem other certain indebtedness.

Other matters

In September 2003, we restructured our arrangements with Calpoint and another vendor that
effectively eliminated our services agreements and settled certain claims of the parties. We paid
$174 million to restructure these arrangements but will continue to make payments to a trustee related
to the Calpoint agreement for 75% of an unconditional purchase obligation. This obligation will be
paid to the trustee ratably through 2006. In connection with these transactions, our third quarter 2003
consolidated financial statements will reflect a liability of $346 million and a pretax charge of
$393 million. In addition, we expect to realize a cash savings of approximately $118 million in 2004 as a
result of these restructurings and additional cash savings through 2006.
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Note 22: Quarterly Financial Data (Unaudited)
Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(Dollars in millions, except per share amounts)
2002(1)
Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,985 $ 3,915 $3,776 $ 3,709 $ 15,385
Operating (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . (89) (19,265) 76 381 (18,897)
Net (loss) income from continuing operations* . . . . . . . . . . (980) (17,581) (118) 1,054 (17,625)
Net (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (23,650)(2) (17,554)(3) (2)(4) 2,738(5) (38,468)
Net (loss) income per share from continuing operations*:
Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.59) (10.48) (0.07) 0.62 (10.48)
Net (loss) income per share:
Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14.19) (10.46) (0.00) 1.61 (22.87)
2001
Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 4,110 $ 4,070 $4,212 $ 4,132 $ 16,524
Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (267) (767) (90) (1,250) (2,374)
Net loss from continuing operations* . . . . . . . . . . . . . . . . . (609) (3,835) (474) (1,220) (6,138)
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (461)(6) (3,711)(7) (338)(8) (1,093)(9) (5,603)
Net (loss) income per share from continuing operations*:
Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.37) (2.31) (0.29) (0.73) (3.69)
Net loss per share:
Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.28) (2.23) (0.20) (0.66) (3.37)

* Income (loss) from continuing operations is before results from discontinued operations and cumulative effect of
change in accounting principle.

(1) Balances for the quarter ended March 31, 2002 have been restated. See discussion of the restatement in Note 3—
Restatement of Results. As we have not previously filed our Quarterly Reports on Form 10-Q for the quarters ended
June 30, 2002 and September 30, 2002, these numbers have not been restated. All amounts for 2001 and 2000 have
also been restated.

(2) Includes an after-tax charge of $614 million for losses and impairment of investment in KPNQwest; after-tax income
of $130 million related to the operation of our directory publishing business which was recorded as income from
discontinued operations; and an after-tax charge of $22.800 billion relating to the reduction in the carrying value of
goodwill recorded as a cumulative effect of adopting SFAS No. 142 effective January 1, 2002.

(3) Includes an after-tax charge of $8.483 billion for impairment under SFAS No. 142 of the entire remaining balance of
goodwill; an after-tax charge of $6.445 billion for the impairment of assets (primarily property, plant and equipment)
under SFAS No. 144; an after-tax charge of $452 million for losses and impairment of investment in KPNQwest; a
non-cash charge of $1.7 billion to establish a valuation allowance against the 2002 deferred tax assets; and after-tax
income of $28 million related to the operation of our directory publishing business which was recorded as income
from discontinued operations.

(4) Includes an after-tax charge of $83 million for restructuring charges and after-tax income of $116 million related to
the operation of our directory publishing business which was recorded as income from discontinued operations.

(5) Includes an after-tax gain of $1.124 billion on the early retirement of debt, and after-tax income and gain of
$1.683 billion related to the operation and partial sale of directory publishing services business which was recorded as
income and gain from discontinued operations.

(6) Includes an after-tax amount of $88 million for Merger charges; an after-tax loss of $65 million on sales and write
downs on investments; an after-tax loss of $65 million related to the early retirement of debt; and after-tax income of
$125 million related to the operation of our directory publishing business which was recorded as income from
discontinued operations.

(7) Includes ‘‘catch up’’ depreciation of $136 million (after-tax) for access lines that were reclassified as ‘‘held for use’’;
an after-tax amount of $208 million for Merger charges; an after-tax charge of $3.059 billion for losses and
impairment of investment in KPNQwest; and after-tax income of $123 million related to the operation of our
directory publishing business which was recorded as income from discontinued operations.

(8) Includes after-tax income of $136 million related to the operation of our directory publishing business which was
recorded as income from Discontinued Operations.

(9) Includes an after-tax charge of $104 million primarily for abandonment of web hosting centers and impairment of
capitalized software costs; an after-tax amount of $500 million for restructuring charges; a net after-tax credit of
$101 million primarily for accrual reversals relating to Merger legal and severance costs; an after-tax charge of
$204 million for losses and impairment of investment in KPNQwest; and after-tax income of $127 million related to
the operation of our directory publishing business which was recorded as income from discontinued operations.
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The table below reconciles the quarterly information as previously reported to the restated
amounts.

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(Dollars in millions, except per share amounts)
2002
Revenues, as previously reported . . . . . . . . . . . . . . . . . . . . . $ 4,369 $ $ $ $
Restatement adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . 27
Reclassification for discontinued operations . . . . . . . . . . . . . . (411)

Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,985 3,915 3,776 3,709 15,385
Operating income, as previously reported . . . . . . . . . . . . . . . 314
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (191)
Reclassification for discontinued operations . . . . . . . . . . . . . . (212)

Operating (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . (89) (19,265) 76 381 (18,897)
Net loss from continuing operations*, as previously reported . . (704)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (146)
Reclassification for discontinued operations . . . . . . . . . . . . . . (130)

Net (loss) income from continuing operations* . . . . . . . . . . (980) (17,581) (118) 1,054 (17,625)
Net loss, as previously reported . . . . . . . . . . . . . . . . . . . . . . (698)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (22,952)

Net (loss) income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (23,650) (17,554) (2) 2,738 (38,468)
Net (loss) income per share from continuing operations*:
Basic and diluted, as previously reported . . . . . . . . . . . . . . . . (0.42)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (0.09)
Reclassification for discontinued operations . . . . . . . . . . . . . . (0.08)

Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.59) (10.48) (0.07) 0.62 (10.48)
Net (loss) income per share:
Basic and diluted, as previously reported . . . . . . . . . . . . . . . . (0.42)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (13.77)

Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (14.19) (10.46) (0.00) 1.61 (22.87)
2001
Revenues, as previously reported . . . . . . . . . . . . . . . . . . . . . $ 5,051 $ 5,222 $ 4,766 $ 4,656 $ 19,695
Restatement adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (531) (752) (147) (113) (1,543)
Reclassification for discontinued operations . . . . . . . . . . . . . . (410) (400) (407) (411) (1,628)

Revenues . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,110 4,070 4,212 4,132 16,524
Operating income, as previously reported . . . . . . . . . . . . . . . 637 135 454 (406) 820
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (700) (701) (322) (632) (2,355)
Reclassification for discontinued operations . . . . . . . . . . . . . . (204) (201) (222) (212) (839)

Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (267) (767) (90) (1,250) (2,374)
Net loss from continuing operations*, as previously reported . . (46) (3,306) (142) (529) (4,023)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (438) (406) (196) (564) (1,604)
Reclassification for discontinued operations . . . . . . . . . . . . . . (125) (123) (136) (127) (511)

Net loss from continuing operations* . . . . . . . . . . . . . . . . (609) (3,835) (474) (1,220) (6,138)
Net loss, as previously reported . . . . . . . . . . . . . . . . . . . . . . (46) (3,306) (142) (529) (4,023)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (415) (405) (196) (564) (1,580)

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (461) (3,711) (338) (1,093) (5,603)
Net (loss) income per share from continuing operations*:
Basic and diluted, as previously reported . . . . . . . . . . . . . . . . (0.03) (1.99) (0.09) (0.32) (2.42)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (0.27) (0.25) (0.12) (0.33) (0.96)
Reclassification for discontinued operations . . . . . . . . . . . . . . (0.07) (0.07) (0.08) (0.08) (0.31)

Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.37) (2.31) (0.29) (0.73) (3.69)
Net loss per share:
Basic and diluted, as previously reported . . . . . . . . . . . . . . . . (0.03) (1.99) (0.09) (0.32) (2.42)
Restatement Adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . (0.25) (0.24) (0.11) (0.34) (0.95)

Basic and diluted . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (0.28) (2.23) (0.20) (0.66) (3.37)

* Income (loss) from continuing operations is before results from discontinued operations and cumulative effect of
change in accounting principle. These amounts are also adjusted to reclassify a previously reported extraordinary loss
of the extinguishment of debt to loss from continuing operations.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Prior to May 29, 2002, we had not engaged independent auditors for 2002. Based on the
recommendation of the Audit Committee of our Board of Directors, on May 29, 2002 our Board of
Directors decided, effective immediately, not to re-engage Arthur Andersen LLP (‘‘Andersen’’) as our
independent auditor.

Effective May 29, 2002, our Board of Directors engaged KPMG LLP to serve as our independent
auditor for 2002.

Andersen’s reports on our consolidated financial statements for the years ended December 31,
2001 and 2000 did not contain an adverse opinion or disclaimer of opinion, nor were they qualified or
modified as to uncertainty, audit scope or accounting principles. During the years ended December 31,
2001 and 2000 and through May 29, 2002, there were (1) no disagreements with Andersen on any
matter of accounting principles or practices, financial statement disclosure, or auditing scope or
procedure which, if not resolved to Andersen’s satisfaction, would have caused it to make reference to
the subject matter in connection with its report on our consolidated financial statements, and (2) no
reportable events, as listed in Item 304(a)(1)(v) of Regulation S-K.

During the years ended December 31, 2001 and 2000 and prior to May 29, 2002, we did not
consult KPMG with respect to the application of accounting principles to a specified transaction, either
completed or proposed, or the type of audit opinion that might be rendered on our consolidated
financial statements, or any other matters or reportable events listed in Items 304(a)(2)(i) and (ii) of
Regulation S-K.

Following our decision not to re-engage Andersen and the engagement of KPMG, we decided to
revise certain of our previous accounting practices and policies. Prior to making these revisions, we
sought Andersen’s input and cooperation and notified Andersen of our determinations prior to their
public announcement. During August 2002, we received a letter from Andersen, indicating its
disagreement with our proposed restatement to revise the accounting for: (1) contemporaneous sales
and purchases of optical capacity; (2) optical capacity asset sales and (3) revenue recognition for our
directory publishing business. Although we have continued to seek Andersen’s input following
Andersen’s letter as we made further determinations about the restatement of these and other issues,
we have not responded to the August correspondence from Andersen. Following our notification to
Andersen of certain restatement issues we contemplated discussing with the staff of the SEC, during
February 2003, we received a second letter from Andersen indicating it had not received a response to
its positions, noting Andersen’s continued disagreement with our proposed restatement for the items
listed above and expressing Andersen’s disagreement with the other restatement issues that we had
identified. Andersen has not withdrawn its previously issued opinion related to our financial statements
for the three years ended December 31, 2001.

ITEM 9A. CONTROLS AND PROCEDURES

The effectiveness of our or any system of disclosure controls and procedures 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 prevent all errors or fraud or ensure that all material information will be made
known to appropriate management in a timely fashion.

We have completed an evaluation of the effectiveness of the design and operation of our
disclosure controls and procedures pursuant to Rule 13a-14 under the Securities Exchange Act of 1934,
as amended (the ‘‘Exchange Act’’). This evaluation has allowed us to make conclusions in 2003, as set
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forth below, regarding the state of our disclosure controls and procedures as of December 31, 2002.
This evaluation included the following actions:

• Beginning in July 2002, our new auditors, KPMG, at the direction of senior management, the
Audit Committee and our Board of Directors, conducted a review of our internal controls over
financial reporting and communicated to the Audit Committee and senior management its
findings with respect to approximately 150 internal control issues.

• Starting in May 2002, our accounting personnel engaged in an extensive effort to analyze and
reconcile each of our quarterly balance sheets. These continuing efforts, along with efforts to
satisfy the certification requirements under the Sarbanes-Oxley Act of 2002 and related rules,
identified a number of the items for review.

• Our internal audit group conducted a comprehensive company-wide risk assessment beginning in
the fall of 2002. As part of this assessment, our internal audit group and our controller’s
organization scrutinized a number of items for potential internal control deficiencies. Our
internal audit group also reviewed unresolved issues identified in past internal audits for
potential internal control deficiencies.

• Our substantial efforts to restate our 2001 and 2000 financial statements included an effort to
identify the internal controls over financial reporting that could or should have prevented or
mitigated the error. These efforts and the audit of the restated 2001 and 2000 financial
statements were designed to provide reasonable assurance that we have recorded all material
adjustments.

As a result of our efforts in 2002 and 2003 to evaluate the effectiveness of the design and
operation of our disclosure controls and procedures, we have now concluded that the following internal
control deficiencies constituted ‘‘material weaknesses’’ or ‘‘significant deficiencies,’’ as defined under
standards established by the American Institute of Certified Public Accountants, during the three
fiscal years that were the subject of the audit:

• Deficiencies related to the structure and design of certain financial information and reporting
processes. These deficiencies related to our complex multiple practices and processes that were
not fully integrated following the Merger. Certain of these deficiencies were a consequence of
the manual intervention that became necessary as a result of the lack of complete integration.
Among the problems evidencing these deficiencies were those that had occurred in our
accounting processes for intercompany transactions, and for the recognition of revenue in the
Company’s wireless business.

• Deficiencies related to design of policies and execution of processes related to accounting for operating
activities. These deficiencies included problems that occurred in our accounting policies and
processes for verifying account balances and transactions such as accounts receivable, posting
cash to the general ledger, balance sheet reconciliations, facilities costs, and fixed assets and
inventory. In 2002 and 2003, we confirmed our restatement findings with detailed activity
reconciliations.

• Deficiencies related to inadequate or ineffective policies for complex transactions and certain other
matters. These deficiencies related to problems that occurred in accounting for complex
transactions and, in connection with our policies and practices for bad debts and collections,
accounting for stock options and other equity transactions. In 2002, we implemented a new
policy for the initiation and processing of complex transactions and we introduced interim and
mitigating controls that address certain of these other issues.

• Deficiencies related to the internal control environment. As a result of the various issues raised in
connection with the restatement process, current management has also concluded that
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deficiencies in the internal control environment (relating to accounting, financial reporting and
internal controls) during the three fiscal years subject to audit constituted, at times, a material
weakness and, at other times, a significant deficiency. In 2002, the Board appointed new senior
management, and the Company undertook subsequent efforts to resolve internal control
problems. The Audit Committee and the Company also took steps to address these issues and
continue to emphasize the importance of establishing the appropriate environment in relation to
accounting, financial reporting and internal controls.

In October 2003, in connection with the delivery of the Statement on Auditing Standards No. 61
report on the audit of our financial statements for 2002 and our restated financial statements for 2001
and 2000, KPMG reported to management and the Audit Committee reportable conditions consistent
with the items described above and characterized them as material weaknesses. The Company, in
performing its evaluation, also considered KPMG’s findings.

We believe that many of the restatement adjustments are the result of the Company’s ineffective
internal control policies and procedures, as indicated above. We also believe that, in some cases, certain
of our employees did not follow our policies, processes and procedures. We have taken these cases into
account when evaluating our responsibilities to restate certain matters that otherwise may not have met
quantitative standards of materiality.

While performing our internal analysis, we identified various transactions in which employees
misapplied policies or procedures in a manner that permitted us to prematurely recognize revenue. Our
analysis of contemporaneous transfers of optical capacity assets, for example, led us to believe that in
some cases the documentation did not properly reflect the timing of the transaction, and in other cases
the documentation may not have appropriately reflected statements made to the other party in the
transaction. Several employees were disciplined after we determined that they had engaged in
misconduct in transactions that allowed us to prematurely recognize revenue.

We also focused our analysis on instances where some of our employees failed to follow policies,
processes and procedures that were in place for transactions involving sales of equipment. The SEC has
filed a complaint against some of our former employees, and one current employee, in connection with
two of these transactions. In the case of our transaction with Genuity, the SEC has alleged, among
other things, that the sale of equipment was not at fair market value and, without the recognition of
revenue as previously reported, we would not have met certain analysts’ revenue estimates. In our
transaction with the Arizona School Facilities Board, the SEC has also alleged, among other things,
that without the recognition of the revenue as previously reported we would not have met certain
analysts’ revenue estimates. We have taken disciplinary action against certain employees who were
involved in this transaction.

In our review of the matters leading to the restatement of our wireless revenue, we determined
that some of our employees violated our policies by failing to report known errors to proper
management personnel and attempting to correct the errors only prospectively. We have taken
disciplinary action against the employees who did not follow our policies.

Since mid-2002, we have taken a number of steps that will impact the effectiveness of our internal
controls, including the following:

• We appointed a new Chairman and Chief Executive Officer (‘‘CEO’’), following the resignation
of the former Chairman and Chief Executive Officer.

• We appointed a new Chief Financial Officer, a new Senior Vice President—Finance and
Controller, and a number of other new individuals in our finance and controller groups. We also
restructured the finance group in a manner that places greater emphasis on control and
accountability issues.
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• After completing an extensive balance sheet review and reconciliation process, we identified
improved processes and procedures that have been or are being implemented.

• We substantially increased the number of employees in our internal audit group.

• We appointed a new Chief Compliance Officer who reports to the CEO.

• We improved the effectiveness of our corporate compliance programs. This effort included the
hiring of additional personnel and the establishment of a management compliance committee
that is staffed by senior-level business unit employees.

• We amended our Code of Conduct and Compliance Policies to include company-wide principles
and procedures for maintaining the integrity of our compliance, accounting and reporting
systems. We have established compliance training programs in connection with the amended
Code of Conduct.

• We reevaluated prior policies and procedures and established new policies and procedures for
such matters as complex transactions, account reconciliation procedures and contract
management procedures.

• We established a Disclosure Committee, consisting of senior personnel from the business units
and the finance and legal groups, and we now follow an extensive review and certification
process in connection with our filings with the SEC.

• We have taken advantage of significant outside resources to supplement our finance and
controller groups and to support the preparation of financial statements and reports that are to
be filed with the SEC.

• We have developed and implemented interim mitigating controls, involving manual procedures
by a substantial number of employees, in order to reduce to a low level the risk of material
misstatement in the financial statements.

• We modified our Audit Committee Charter so that it complies with the Sarbanes-Oxley Act of
2002 and the rules issued thereunder.

We believe that these efforts have addressed the material weaknesses and significant deficiencies
that affected our internal controls in 2000, 2001 and 2002. The Company continues to improve and
refine its internal controls. This process is ongoing, and the Company seeks to foster an exemplary
internal control environment. However, the Company can give no assurances that all material
weaknesses and significant deficiencies have been entirely corrected. Our management, including our
Chief Executive Officer and Chief Financial Officer, has concluded that, except for the internal control
deficiencies as described herein and taking into account the efforts to address those deficiencies
described herein, as of the evaluation date, our disclosure controls and procedures are designed, and
are effective, to give reasonable assurance that information we must disclose in reports filed with the
SEC is properly recorded, processed, and summarized, and then reported within the time periods
specified in the rules and forms of the SEC.

Other than as summarized above, since the evaluation date there have been no significant changes
in our internal controls over financial reporting or in other factors that could significantly affect the
internal controls. We will continue to assess our disclosure controls and procedures as we prepare our
remaining delinquent filings and will take any further actions that we deem necessary.
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PART III

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

Board of Directors

Below you can find information, including biographical information, about the members of our
Board of Directors:

Year Began
as Year Term

Name Age(1) Position Director Expires(2)

Philip F. Anschutz(4)(6)(8) . . . . . . . . . . . . 63 Class III Director 1993 2003

Richard C. Notebaert(6)(10) . . . . . . . . . . . 56 Class III Director 2002 2003

Linda G. Alvarado(3)(9) . . . . . . . . . . . . . . 52 Class II Director 2000 2005

Craig R. Barrett(6) . . . . . . . . . . . . . . . . . . 64 Class II Director 2000 2005

Thomas J. Donohue(4)(7)(8) . . . . . . . . . . . 65 Class I Director 2001 2004

Jordan L. Haines(3)(4)(7)(8)(9) . . . . . . . . . 76 Class I Director 1997 2004

Cannon Y. Harvey(7)(8) . . . . . . . . . . . . . . 62 Class II Director 1996 2005

Peter S. Hellman(3)(9) . . . . . . . . . . . . . . . 53 Class I Director 2000 2004

Vinod Khosla . . . . . . . . . . . . . . . . . . . . . . 48 Class I Director 1998 2004

Frank P. Popoff(4)(5)(6)(7)(9) . . . . . . . . . . 67 Class III Director 2000 2003

Craig D. Slater(4)(6)(7) . . . . . . . . . . . . . . 46 Class II Director 1996 2005

W. Thomas Stephens(3)(9) . . . . . . . . . . . . 61 Class II Director 1997 2005

(1) As of September 30, 2003.

(2) The current term of the Class III Directors expires at the 2003 Annual Meeting. The term for
persons elected at the 2003 Annual Stockholders’ Meeting as Class III Directors will expire in
2006.

(3) Member of the Audit Committee. Peter S. Hellman is the Chairman of the Audit Committee.

(4) Member of the Compensation and Human Resources Committee. Frank P. Popoff is the Chairman
of the Compensation and Human Resources Committee.

(5) Member of the Equity Incentive Plan Subcommittee of the Compensation and Human Resources
Committee. Frank P. Popoff is the Chairman of the Equity Incentive Plan Subcommittee of the
Compensation and Human Resources Committee.

(6) Member of the Executive Committee. Philip F. Anschutz is the Chairman of the Executive
Committee.

(7) Member of the Finance Committee. Craig D. Slater is the Chairman of the Finance Committee.

(8) Member of the Nominating and Governance Committee. Cannon Y. Harvey is the Chairman of
the Nominating and Governance Committee.

(9) Member of the Ad Hoc Committee. W. Thomas Stephens is the Chairman of the Ad Hoc
Committee.
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(10) Under the terms of Mr. Notebaert’s employment agreement dated May 14, 2003, we have agreed
that, during the term of the agreement and while Mr. Notebaert is employed by us, we will use our
best efforts to cause him to be appointed as one of our Class III directors and to include him in
the Board’s slate of nominees for election as a Class III director at the applicable annual meeting
of our stockholders and will recommend to our stockholders that he be elected as a Class III
director. Mr. Notebaert’s employment agreement is described more fully in Item 11 below under
‘‘Employment Contracts and Termination of Employment and Change-In-Control Arrangements.’’

Philip F. Anschutz is our founder and served as non-executive Chairman of the Board until
June 2002. He has been a director and Chairman of the Board of Anschutz Company, our largest
stockholder, for more than five years. Anschutz Company is a holding company for Anschutz’s portfolio
of companies with holdings in energy, transportation, communications, professional sports, agriculture,
entertainment and real estate. Mr. Anschutz is the non-executive Vice Chairman and a director of
Union Pacific Corporation, and is a director of Regal Entertainment Group and Pacific Energy
GP, Inc., general partner of Pacific Energy Partners, L.P. Mr. Anschutz holds a bachelor’s degree in
business from the University of Kansas.

Richard C. Notebaert has been our Chairman and Chief Executive Officer since June 2002. From
August 2000 to June 2002, Mr. Notebaert was President and Chief Executive Officer of Tellabs, a
communications equipment provider. Prior to that, Mr. Notebaert was Chairman and Chief Executive
Officer of Ameritech Corporation from April 1994 to December 1999, and, in his 30-year career with
that organization, had numerous other appointments including President of Ameritech Mobile
Communications (1986), President of Indiana Bell (1989), President of Ameritech Services (1992), and
President and Chief Operating Officer (1993) and President and Chief Executive Officer (1994) of
Ameritech Corporation. Ameritech Corporation is a telecommunications provider that was acquired by
SBC Communications Inc. in 1999. Mr. Notebaert currently serves as a director of Aon Corporation,
Cardinal Health, Inc., and the Denver Center for the Performing Arts. Mr. Notebaert received a
bachelor of arts degree in 1969 and an M.B.A. in 1983, both from the University of Wisconsin.

Linda G. Alvarado has been President and Chief Executive Officer of Alvarado Construction, Inc.,
a commercial general contractor, construction management, design and build, development and
property management company, since 1978. Ms. Alvarado currently serves as a director of 3M
Company, Pepsi Bottling Group, Lennox International and Pitney Bowes, Inc. Ms. Alvarado earned a
bachelor’s degree from Pomona College.

Craig R. Barrett has been Chief Executive Officer of Intel Corporation since 1998 and a member of
the Intel board of directors since 1992. Mr. Barrett held various senior executive positions at Intel from
1984 to 1998, including Executive Vice President and Chief Operating Officer from 1993 to 1997.
Mr. Barrett held various technology, engineering and manufacturing management positions with Intel
from 1974 to 1984. Intel manufactures computer, networking and communications products.
Mr. Barrett was a professor of engineering at Stanford University from 1965 to 1974. Mr. Barrett
earned a bachelor’s degree, master’s degree and a Ph.D. (all in materials science) from Stanford
University and is a member of the National Academy of Engineering.

Thomas J. Donohue has been the President and Chief Executive Officer of the U.S. Chamber of
Commerce, a business federation in Washington, D.C., since 1997. He was President and Chief
Executive Officer of the American Trucking Association from 1984 to 1997 and an executive with the
U.S. Postal Service from 1969 to 1976 and Fairfield University from 1967 to 1969. Mr. Donohue serves
on the board of directors of Union Pacific Corporation, XM Satellite Radio Holdings Inc., Sunrise
Senior Living Corporation and Marymount University. Mr. Donohue earned a bachelor’s degree from
St. John’s University and an M.B.A. from Adelphi University.

Jordan L. Haines was the President, Chairman and Chief Executive Officer of Fourth Financial
Corporation, a Kansas-based bank holding company, and its subsidiary, Bank IV Wichita, N.A., from
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1968 until 1991. Mr. Haines retired from Fourth Financial Corporation in 1991. Mr. Haines earned a
bachelor’s degree and a J.D. from the University of Kansas.

Cannon Y. Harvey has been President and Chief Operating Officer of Anschutz Company and The
Anschutz Corporation since December 1996. Anschutz Company is the parent company of The
Anschutz Corporation and is a holding company for Anschutz’s portfolio of companies with holdings in
energy, transportation, communications, professional sports, agriculture, entertainment and real estate.
From February 1995 until September 1996, he served as Executive Vice President, Finance and Law of
Southern Pacific. From March 1989 to February 1995, he held several senior positions at Southern
Pacific, including General Counsel. Before joining Southern Pacific, Mr. Harvey was a partner in the
law firm of Holme Roberts & Owen LLP for more than 20 years. Mr. Harvey earned a bachelor’s
degree from the University of Missouri. He also earned a master’s degree from Harvard University and
an LL.B. degree from Harvard Law School.

Peter S. Hellman has been the Chief Financial and Administrative Officer of Nordson Corp., a
designer, manufacturer and marketer of industrial equipment, since 2000 and a director of that entity
since 2001. Mr. Hellman was the President and Chief Operating Officer and a director of TRW, Inc.
from 1995 to 1999, the Assistant President of TRW from 1994 to 1995, and Chief Financial Officer of
TRW from 1991 to 1994. Mr. Hellman held a variety of positions with BP America from 1979 to 1989
and The Irving Trust Company from 1972 to 1979. Mr. Hellman earned a bachelor’s degree from
Hobart College and an M.B.A. from Case Western Reserve University.

Vinod Khosla was a co-founder of Daisy Systems and founding Chief Executive Officer of Sun
Microsystems, where he pioneered open systems and commercial RISC processors. Mr. Khosla has also
been a general partner of the venture capital firm Kleiner Perkins Caufield & Byers since 1986. He
serves on the board of directors of Juniper Networks, Inc. and SEEC Inc., as well as several private
companies. Mr. Khosla earned a bachelor of technology degree in electrical engineering from the
Indian Institute of Technology in New Delhi and a master’s degree in biomedical engineering from
Carnegie Mellon University and an M.B.A. from the Stanford Graduate School of Business.

Frank P. Popoff was Chairman of The Dow Chemical Company, which manufactures chemical,
plastic and agricultural products, from 1992 until his retirement in October 2000. From 1987 to 1995,
Mr. Popoff served as the Chief Executive Officer of Dow. Mr. Popoff currently serves as a director of
American Express Company, Chemical Financial Corporation, Shin-Etsu Chemical Co. Ltd. and United
Technologies Corporation. Mr. Popoff earned a bachelor’s degree in chemistry and an M.B.A. from
Indiana University.

Craig D. Slater has been President of Anschutz Investment Company since August 1997 and
Executive Vice President of Anschutz Company and The Anschutz Corporation since August 1995.
Mr. Slater served as Corporate Secretary of Anschutz Company and The Anschutz Corporation from
September 1991 to October 1996 and held various other positions with those companies from 1988 to
1995. Anschutz Company is the parent company of Anschutz Investment Company and The Anschutz
Corporation and is a holding company for Anschutz’s portfolio of companies with holdings in energy,
transportation, communications, professional sports, agriculture, entertainment and real estate. He is a
director of Forest Oil Corporation and Regal Entertainment Group. Mr. Slater earned a bachelor’s
degree in accounting from the University of Colorado-Boulder, a master’s degree in tax from the
University of Denver and a master’s degree in finance from the University of Colorado-Denver.

W. Thomas Stephens served as President, Chief Executive Officer and a director of MacMillan
Bloedel Limited, Canada’s largest forest products company, from 1996 to 1999. He served from 1986
until his retirement in 1996 as President and Chief Executive Officer of Manville Corporation, an
international manufacturing and resources company. He also served as a member of the Manville
Corporation board of directors from 1986 to 1996, and served as Chairman of the Board from 1990 to
1996. Mr. Stephens is a director of Trans Canada Pipelines, NorskeCanada (formerly Norske Skog
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Canada Ltd.), The Putnam Funds, and Xcel Energy Inc. Mr. Stephens earned a bachelor’s and a
master’s degree in industrial engineering from the University of Arkansas.

Executive Officers and Management

Below you can find information, including biographical information, about our current executive
officers (other than Mr. Notebaert, whose biographical information appears above):

Name Age(1) Position

Oren G. Shaffer . . . . . . . . . . . . . . . . . . . 61 Vice Chairman and Chief Financial
Officer

Clifford S. Holtz . . . . . . . . . . . . . . . . . . 44 Executive Vice President, Business
Markets Group

Richard N. Baer . . . . . . . . . . . . . . . . . . . 46 Executive Vice President, General
Counsel and Corporate Secretary

Paula Kruger . . . . . . . . . . . . . . . . . . . . . 54 Executive Vice President, Consumer
Markets Group

(1) As of September 30, 2003.

Oren G. Shaffer has been our Vice Chairman and Chief Financial Officer since July 2002. Prior to
joining Qwest, Mr. Shaffer was President and Chief Operating Officer of Sorrento Networks, a maker
of optical products, beginning in 2000. From 1994 to 2000, he was Chief Financial Officer of Ameritech
Corporation, a telecommunications provider that was acquired by SBC Communications Inc. in 1999.
He has also served as President of Virgo Cap Inc., an investment firm, and from 1968 to 1992 in
various positions (including Executive Vice President, Chief Financial Officer and director) at
Goodyear Tire & Rubber Co. Mr. Shaffer serves on the board of directors of The Thai Capital Fund,
Inc., The Singapore Fund, Inc. and The Japan Equity Fund, Inc. He holds a bachelor of science degree
in business administration from the University of California at Berkeley and an M.S. degree in
management from the Massachusetts Institute of Technology.

Clifford S. Holtz has been our Executive Vice President, Business Markets Group, since July 2002,
and previously served as Executive Vice President of National Business Accounts and, prior to that, as
Executive Vice President of Small Business Accounts. Prior to joining Qwest in 2001, Mr. Holtz served
as Senior Vice President of consumer business at Gateway, Inc., a computer manufacturer, from
February 2000 to January 2001. From January 1997 to February 2000, Mr. Holtz was AT&T’s President
of Metro Markets, a telecommunications business serving small to mid-sized business customers. From
June 1984 to January 1997, he also held a variety of general management, operations, strategy, sales
and marketing assignments with AT&T. Mr. Holtz earned a bachelor of science degree in business
administration from the State University of New York in Albany and an M.B.A. from the University of
Chicago.

Richard N. Baer has been our Executive Vice President, General Counsel and Corporate Secretary
since December 2002. Mr. Baer, who joined Qwest in 2001, served as our Deputy General Counsel
from January 2001 to July 2002 and as Special Legal Counsel to our Chairman and CEO from
July 2002 to December 2002. From 1998 to December 2000, Mr. Baer was chairman of the litigation
department at the Denver law firm of Sherman & Howard. Mr. Baer received his bachelor of arts
degree from Columbia University in 1979 and his juris doctor degree from Duke University in 1983.

Paula Kruger has served as our Executive Vice President, Consumer Markets, since
September 2003. From December 2001 to September 2003, Ms. Kruger served as President of the
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Customer Relationship Management service line at Electronic Data Systems Corporation, a technology
company. From September 1999 to January 2002, Ms. Kruger was a search consultant for Taylor
Winfield and for Heidrick & Struggles, both executive search firms. From March 1997 to
September 1999, Ms. Kruger served as Executive Vice President of Operations at Excel
Communications, Inc., a provider of integrated media communications. Ms. Kruger earned a bachelor
of arts degree in economics from C.W. Post—Long Island University and an M.B.A. from C.W. Post—
Roth Graduate School of Business.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires our directors and executive officers, and persons who
own more than 10% of a registered class of our equity securities, to file with the SEC initial reports of
ownership and reports of changes in ownership of our common stock and other equity securities.
Officers, directors and greater than 10% stockholders are required by SEC regulations to furnish us
with copies of all Section 16(a) forms they file.

To our knowledge, based solely on a review of the copies of such reports furnished to us and
written representations that no other reports were required, during and for the fiscal year ended
December 31, 2002, all Section 16(a) filing requirements applicable to our officers, directors and
greater than 10% beneficial owners were complied with, except that each of Afshin Mohebbi, Robin R.
Szeliga and Drake S. Tempest filed late a Form 5 reporting the receipt of options to purchase
1,500,000, 350,000 and 1,250,000 shares of common stock, respectively, in July 2002.

ITEM 11. EXECUTIVE COMPENSATION

Director Compensation

Directors who are also our officers or employees do not receive the compensation described below
for their service as a director. Mr. Notebaert is our only director who is also an officer or employee of
Qwest.

Each director who is neither an officer nor an employee of Qwest is paid $30,000 per year for
serving as a director and $2,000 for each meeting of the Board or any committee meeting attended.
The chairman of each committee is also paid an additional $5,000 annually, in quarterly installments,
with the exception of the chairman of the Audit Committee, who is paid an additional $20,000
annually, in quarterly installments.

Directors may elect, on a quarterly basis, to receive their directors’ fees in cash or in shares of our
common stock under the Qwest Communications International Inc. Equity Compensation Plan for
Non-Employee Directors. In addition, directors may elect to defer their directors’ fees for the
upcoming year pursuant to the Qwest Communications International Inc. Deferred Compensation Plan
for Non-Employee Directors. A director’s election to defer fees must be made within 30 days of the
director’s appointment to the Board (with respect to fees not yet earned) and thereafter either on an
annual basis in the calendar year before the director earns the fees or three months before the
director’s fees would be payable if we ask all of the directors to elect to defer their fees. We match
50% of any fees deferred. As the fees would have been payable, 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 well as stock dividends and splits, consolidations and the like that affect shares
of our common stock outstanding. The account is ultimately distributed at the time elected by the
director or at the end of the plan and is paid (at the director’s election) either in: (1) a lump-sum cash
payment; (2) annual cash installments over a period of up to 10 years; or (3) some other form selected
by the Executive Vice President-Human Resources (or his or her designee).
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In addition to cash compensation, each year we typically grant stock options covering 5,000 shares
of our common stock to each of our non-employee directors. However, during 2002, we did not grant
any stock options to our non-employee directors. We also typically grant to each newly appointed,
non-employee director a stock option covering 20,000 shares of our common stock concurrent with his
or her appointment to the Board.

All options granted to our directors have an exercise price set by the Compensation and Human
Resources Committee or its subcommittee, as applicable. The options granted to our directors typically
vest over four years at 25% per year or over five years at 20% per year. The options will terminate:
(1) if not exercised by the tenth anniversary of the date they were granted; or (2) to the extent not
vested, on the director’s removal or resignation from the Board. Generally, the options will fully vest
upon a change in control, as described below under the caption ‘‘Employment Contracts and
Termination of Employment and Change-in-Control Arrangements.’’
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Executive Compensation

The following table summarizes for the periods indicated the compensation paid to or accrued for
the benefit of each person who served as our Chief Executive Officer during 2002, our next four most
highly compensated executive officers serving as of December 31, 2002 and two of our other former
executive officers (collectively referred to herein as the ‘‘named executive officers’’). The position
identified in the table for each person is their current position with us unless otherwise indicated.

SUMMARY COMPENSATION TABLE

Long Term Compensation

Awards Payouts

Number ofAnnual Compensation Restricted Securities
Other Annual Stock Underlying LTIP All Other

Name/Principal Position Year Salary(1) Bonus(1) Compensation(2) Awards(3) Options Payouts Compensation

Executive Officers as of
December 31, 2002

Richard C. Notebaert . . . . . . 2002 $ 613,462 $ 825,000 $252,126(5) $1,000,000 5,000,000 $ — $ 3,810(6)
Chairman and Chief
Executive Officer(4)

Oren G. Shaffer . . . . . . . . . 2002 $ 369,231 $ 600,000 $ 50,000(8) $ — 2,000,000 $ — $ 8,603(9)
Vice Chairman and Chief
Financial Officer(7)

Clifford S. Holtz . . . . . . . . . 2002 $ 427,885 $ — $ 50,531(11) $ 870,000 750,000 $ — $ 228,741(12)
Executive Vice President, 2001 $ 259,615 $ 287,500 $109,222(11) $ — 525,000 $ — $ 5,510
Business Markets Group(10)

Richard N. Baer . . . . . . . . . 2002 $ 353,654 $ 617,500(14) $ 27,166(15) $ — 1,100,000 $ — $ 4,202(16)
Executive Vice President,
General Counsel and
Corporate Secretary(13)

Annette M. Jacobs . . . . . . . . 2002 $ 400,865 $ — $ 48,044(18) $ — 350,000 $ — $ 5,525(19)
Former Executive Vice
President, Consumer Markets
Group(17)

Former Executive Officers

Joseph P. Nacchio . . . . . . . . 2002 $1,104,808 $ — $479,984(21) $ — — $ — $12,233,288(24)
Former Chairman and Chief 2001 $1,753,846 $2,736,281 $329,714(21) $ — 7,250,000 $24,374,091(22) $ 8,770
Executive Officer(20) 2000 $1,279,616 $7,949,858 $151,592 $ — — $ 1,107,913(23) $ 5,269

Afshin Mohebbi . . . . . . . . . 2002 $1,006,538 $ — $308,685(26) $ — 1,500,000 $ — $ 4,806,390(27)
Former President and Chief 2001 $ 766,923 $ 593,306 $ 81,549(26) $ — 2,500,000 $ — $ 6,018
Operating Officer(25) 2000 $ 561,058 $ 703,279 $ — $ — 400,000 $ — $ 965

Drake S. Tempest . . . . . . . . 2002 $ 692,154 $ — $155,696(29) $ — 1,250,000 $ — $ 1,802,908(30)
Former Executive Vice 2001 $ 475,385 $ 443,080 $145,120(29) $3,362,000 600,000 $ — $ 2,916
President, General Counsel 2000 $ 298,077 $ 406,662 $ 73,008(29) $ — 200,000 $ — $ 3,308
and Corporate Secretary(28)

(1) Amounts shown include salary or bonus earned by each of the named executive officers, including payments made with
respect to paid vacation or sick-leave, as well as salary or bonus earned but deferred at the election of the named executive
officer. Salary and bonus figures reported for each of Messrs. Nacchio, Mohebbi and Tempest for each of the 2000 and 2001
fiscal years have been adjusted from amounts previously reported to include salary or bonus earned but deferred at the
election of the named executive officer. Bonus amounts reported for each year have been adjusted to (a) include amounts
earned with respect to performance in the fourth quarter of that year but paid in the following year, and (b) exclude
amounts earned with respect to performance in the fourth quarter of the previous year but paid in the year shown.
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(2) Amounts shown include the value of perquisites and other personal benefits for the named executive officer in the year
indicated. Flexible benefits paid to the named executive officers are cash payments made at the beginning of the year in lieu
of various perquisites commonly paid to executive officers. Named executive officers are not required to apply these
payments to any particular purpose.

(3) Dollar amounts shown equal the number of shares of restricted stock granted multiplied by the stock price on the grant
date, which was $5.00 per share in the case of Mr. Notebaert, $8.70 per share in the case of Mr. Holtz, and $16.81 per share
in the case of Mr. Tempest. The valuation does not take into account the diminution in value attributable to the restrictions
applicable to the shares. The number and dollar value of shares of restricted stock held by the named executive officers on
December 31, 2002, based on the closing price of our common stock on December 31, 2002 ($5.00 per share),
were: Mr. Notebaert—200,000 shares ($1,000,000); and Mr. Holtz—100,000 shares ($500,000). The grant of restricted stock
to Mr. Notebaert vests 33% each year on the anniversary of the grant, and the grant to Mr. Holtz vests (1) 25% on the
earliest to occur of (a) the date on which we are current in our SEC filings, (b) the date on which Mr. Holtz’s employment
with us terminates, and (c) February 1, 2004, and (2) an additional 25% each year on February 1 from 2004 until 2006.
Dividends are paid on all shares of our restricted stock at the same rate as on our unrestricted shares.

(4) Mr. Notebaert joined Qwest in June 2002.

(5) Amount includes $75,000 in flexible benefits paid to Mr. Notebaert and reimbursement of relocation expenses of $99,178
(including tax gross-up).

(6) Represents imputed income on life insurance policy.

(7) Mr. Shaffer joined Qwest in July 2002.

(8) Amount includes $50,000 in flexible benefits paid to Mr. Shaffer.

(9) Amount includes 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of $3,503.

(10) Mr. Holtz joined Qwest in April 2001.

(11) Amount for 2002 includes $35,000 in flexible benefits paid to Mr. Holtz; and amount for 2001 includes reimbursement of
relocation expenses of $74,036 (including tax gross-up).

(12) Amount includes reimbursement of $223,025 forfeited by Mr. Holtz in connection with the termination of his prior
employment, 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of $616.

(13) Mr. Baer joined Qwest in January 2001.

(14) Represents the first two installments of a cash retention bonus paid to Mr. Baer during 2002 in consideration of Mr. Baer’s
continued employment. The third and final installment of the cash retention bonus, in the amount of $308,750, was paid on
January 31, 2003.

(15) Amount includes $25,000 in flexible benefits paid to Mr. Baer.

(16) Amount includes 401(k) company-matching contributions of $3,617 and imputed income on life insurance policy of $585.

(17) Ms. Jacobs became an executive officer in 2002 and resigned from Qwest on September 5, 2003.

(18) Amount includes $35,000 in flexible benefits paid to Ms. Jacobs.

(19) Amount includes 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of $425.

(20) Mr. Nacchio resigned from Qwest on June 16, 2002.

(21) Amount for 2002 includes payment for unused guard services of $170,759; and amount for 2001 includes imputed income
for personal use of corporate aircraft of $140,967.

(22) In accordance with Mr. Nacchio’s 1996 employment agreement, we granted Mr. Nacchio 300,000 growth shares in 1996
under our Growth Share Plan, with a five-year performance cycle commencing January 1, 1997. The amount represents what
we paid Mr. Nacchio in 2001 under his growth share agreement for the remaining portion of his growth shares that vested
in 2001 (the last year of the five-year performance cycle). We paid Mr. Nacchio for these vested shares by issuing to him,
net of certain taxes, 356,723 shares of our common stock and by paying $4,500,000 in premiums on two life insurance
policies covering the lives of Mr. and Mrs. Nacchio, pursuant to the terms of a split dollar arrangement among us, Mr. and
Mrs. Nacchio and their life insurance trust. This amount represents the final payment due to Mr. Nacchio under his growth
share agreement.

(23) Amount represents what we paid Mr. Nacchio for his growth shares under his growth share agreement. Mr. Nacchio
received shares of our common stock as payment for his growth shares.
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(24) Amount includes severance of $12,226,027, 401(k) company-matching contributions of $4,846 and imputed income on life
insurance policy of $2,415. Does not include amounts paid out to Mr. Nacchio under Qwest’s Pension Plan in connection
with the termination of his employment. See ‘‘Pension Plans’’ below.

(25) Mr. Mohebbi served as our President and Chief Operating Officer until December 4, 2002 and resigned from Qwest on
December 31, 2002.

(26) Amount for 2002 includes reimbursement of relocation expenses of $206,000; and amount for 2001 includes $35,000 in
flexible benefits paid to Mr. Mohebbi and imputed income for personal use of corporate aircraft of $21,004. Amounts for
2001 and 2000 do not include previously disclosed amounts for forgiveness of and imputed interest relating to a loan from
us, as such amounts have now been deemed for tax purposes to apply to 1999, the year the loan was made.

(27) Amount includes severance of $4,800,000, 401(k) company-matching contributions of $5,100 and imputed income on life
insurance policy of $1,290. Does not include amounts paid out to Mr. Mohebbi under Qwest’s Pension Plan in connection
with the termination of his employment. See ‘‘Pension Plans’’ below.

(28) Mr. Tempest resigned from Qwest on December 8, 2002.

(29) Amount for 2002 includes $38,952 in flexible benefits paid to Mr. Tempest and $54,480 reimbursement for travel and living
expenses; amount for 2001 includes $52,264 reimbursement for travel and living expenses and imputed income for personal
use of corporate aircraft of $44,253; and amount for 2000 includes $31,152 reimbursement for travel and living expenses and
imputed income for personal use of corporate aircraft of $29,605.

(30) Amount includes severance of $1,800,000 and 401(k) company-matching contributions of $2,908. Does not include amounts
paid out to Mr. Tempest under Qwest’s Pension Plan in connection with the termination of his employment. See ‘‘Pension
Plans’’ below.
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Stock Option Grants

The following table provides details regarding the stock options that we granted in 2002 to each of
our named executive officers:

OPTION GRANTS IN LAST FISCAL YEAR(1)

Potential Realizable ValueNumber of Percent of at Assumed Annual RatesSecurities Total Options of Share Price AppreciationUnderlying Granted to for Option Term(3)Options All Employees Exercise Expiration
Name Granted(2) During 2002 Price Date 5% 10%

Executive Officers as of
December 31, 2002

Richard C. Notebaert . . . . . . . . . 5,000,000 10.1% $ 5.10 6-16-2012 $16,036,813 $40,640,433

Oren G. Shaffer . . . . . . . . . . . . . 2,000,000 4.0% $ 2.10 7-8-2012 $ 2,641,357 $ 6,693,718

Clifford S. Holtz . . . . . . . . . . . . 325,000 0.7% $16.81 2-28-2012 $ 3,435,809 $ 8,707,013
425,000 0.9% $ 2.10 7-8-2012 $ 561,288 $ 1,422,415

Richard N. Baer . . . . . . . . . . . . 350,000 0.7% $ 5.03 4-30-2012 $ 1,107,169 $ 2,805,784
750,000 1.5% $ 4.62 12-3-2012 $ 2,179,120 $ 5,522,318

Annette M. Jacobs . . . . . . . . . . . 350,000 0.7% $ 2.10 7-8-2012 $ 462,238(4) $ 1,171,401(4)

Former Executive Officers

Joseph P. Nacchio . . . . . . . . . . . — — — — — —

Afshin Mohebbi . . . . . . . . . . . . . 1,500,000 3.0% $ 2.10 7-8-2012 $ 1,981,018(5) $ 5,020,289(5)

Drake S. Tempest . . . . . . . . . . . 1,250,000 2.5% $ 2.10 7-8-2012 $ 1,650,848(6) $ 4,183,574(6)

(1) Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to
file our annual and periodic reports under the securities laws.

(2) Each option vests over four years at a rate of 25% per year and vests immediately upon a change
in control of Qwest, as more fully described below under ‘‘Employment Contracts and Termination
of Employment and Change-In-Control Arrangements.’’

(3) The potential realizable value is based on the appreciated value of our common stock minus the
per share exercise price, multiplied by the number of shares subject to the option. The appreciated
value of our common stock is calculated assuming that the fair market value of our common stock
on the date of grant appreciates at the indicated rate, compounded annually, for the entire term of
the option. The 5% and 10% rates of appreciation are set by the Securities and Exchange
Commission and do not represent our estimate or projection of future increases in the price of our
shares of common stock. The closing price of our stock on September 30, 2003 was $3.40 per
share.

(4) The vested portion of this option will be cancelled on or before October 24, 2003 pursuant to a
Severance Agreement and General Release, as more fully described below under ‘‘Employment
Contracts and Termination of Employment and Change-In-Control Arrangements.’’

(5) Mr. Mohebbi served as our President and Chief Operating Officer until December 4, 2002 and
resigned from Qwest on December 31, 2002. The option expired unexercised on March 31, 2003.

(6) Mr. Tempest resigned from Qwest on December 8, 2002, and the option expired unexercised on
March 8, 2003.

189



Option Exercises and Holdings

The following table provides information for the named executive officers concerning options they
exercised during 2002 and unexercised options they held at the end of 2002:

Aggregated Option Exercises in Last Fiscal Year and
Fiscal Year-End Option Values(1)

Number of Securities Value of Unexercised
Underlying Unexercised In-the-Money Options

Options at Fiscal Year End at Fiscal Year End(2)Shares Acquired Value
Name on Exercise Realized Exercisable Unexercisable Exercisable Unexercisable

Executive Officers as of
December 31, 2002

Richard C. Notebaert . . . . — — — 5,000,000 — —
Oren G. Shaffer . . . . . . . . — — — 2,000,000 — $5,800,000
Clifford S. Holtz . . . . . . . . — — 131,250 1,143,750 — $1,232,500
Richard N. Baer . . . . . . . . — — 144,500 1,368,500 — $ 285,000
Annette M. Jacobs . . . . . . — — 105,750 732,250 — $1,015,000

Former Executive Officers

Joseph P. Nacchio . . . . . . . — — 8,135,351 4,640,902 — —
Afshin Mohebbi . . . . . . . . — — 3,235,000 3,865,000 — $4,350,000
Drake S. Tempest . . . . . . . — — 710,000 2,180,000 — $3,625,000

(1) Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to
file our annual and periodic reports under the securities laws.

(2) Based on the last sales price of our shares of common stock on December 31, 2002 ($5.00), minus
the per share exercise price of the unexercised options, multiplied by the number of shares
represented by the unexercised options. The last sales price of our shares of common stock on
September 30, 2003 was $3.40 per share.

Pension Plans

Executive officers are eligible to participate in the Qwest Pension Plan. Under this plan, an
amount equal to 3% of each officer’s eligible pay (generally defined as the executive’s salary and
bonus) is credited to a hypothetical account balance. At the end of each year, the hypothetical account
balance is also credited with interest based on the average 30-year Treasury bond rate. In addition,
through the end of 2004, an additional interest credit will be made if the cumulative rate of
appreciation in the price of our common stock from the end of the year each pay credit is made is
greater than the interest credited using the average 30-year Treasury bond rate. When a participant
terminates employment, the amount in the hypothetical account balance is converted to an annuity
payable for the participant’s life. The participants may also elect to receive their benefit in the form of
a lump-sum payment. A non-qualified pension plan also exists which authorizes the payment of benefits
which may exceed the limits otherwise imposed under applicable tax and employee benefit regulations.

The following table sets forth the estimated lump-sum benefits payable under the account balance
formula in the Qwest Pension Plan assuming the executives continue to be employed at Qwest until age
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65, interest credited to the account balances is 6% per year and each executive’s eligible compensation
under the plan increases at the rate of 4% per year.

Estimated Lump Sum
Benefit Payable at Age 65 Under

Name Qwest Account Balance Formula

Richard C. Notebaert . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,235,000
Oren G. Shaffer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 355,000
Clifford S. Holtz . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,755,000
Richard N. Baer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,615,000
Annette M. Jacobs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $1,545,000
Joseph P. Nacchio . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
Afshin Mohebbi . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
Drake S. Tempest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —

In addition, the following amounts were paid out to our former executive officers under the plan
in connection with the termination of their employment during 2002: Mr. Nacchio, $154,208;
Mr. Mohebbi, $98,540; and Mr. Tempest, $51,144.

Pursuant to their employment agreements, Messrs. Notebaert and Shaffer will also receive
additional pension benefits equal to the excess of the benefits calculated based on the applicable
pension formulas that were in place when they left their previous employer, SBC Communications Inc.,
including the service they had at SBC, over the benefits they receive under the Qwest plans outlined
above and the pension benefits they received from SBC. The following table sets forth the estimated
lump-sum value of these additional pension benefits assuming the executives continue to be employed
at Qwest until age 65, interest rates are equal to 6% in calculating the lump-sum and each executive’s
eligible compensation increases at the rate of 4% per year.

Estimated Lump Sum
Benefit Payable at Age 65 Under

Name the Provisions of Employment Contracts

Richard C. Notebaert . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $13,090,000
Oren G. Shaffer . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 3,295,000

Employment Contracts and Termination of Employment and Change-In-Control Arrangements

The following is a description of the terms and conditions of each employment or change in
control agreement that we have (or had during 2002) with our named executive officers:

Richard C. Notebaert. The terms of Mr. Notebaert’s employment are governed by an employment
agreement dated as of May 14, 2003. The agreement provides for Mr. Notebaert’s employment as
Chairman and Chief Executive Officer of Qwest, and requires us to use our best efforts to include
Mr. Notebaert in the Board’s slate of nominees for election as a Class III director at applicable annual
meetings. The term of the agreement is for two years beginning on June 17, 2002 and will be
automatically extended by twelve months on the first anniversary of June 17, 2002 and on each
anniversary thereafter unless one party provides at least 90 days’ written notice of non-renewal to the
other. The agreement provides for a base salary of $1,100,000 per year, subject to increase (but not
decrease) on an annual basis by the Compensation and Human Resources Committee. Mr. Notebaert’s
target bonus will not be less than 150% of his base salary for the year, provided that we achieve the
applicable financial and strategic objectives established for that year, and he must receive a minimum
bonus of $825,000 for 2002 and $825,000 for the first six months of 2003. Mr. Notebaert received
non-qualified options to purchase 5,000,000 shares of our common stock at an exercise price of $5.10
per share on June 17, 2002. In addition, he will receive options to purchase a minimum of 250,000
shares of our common stock each calendar year during the agreement term, together with additional
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options as may be authorized in the discretion of the Compensation and Human Resources Committee,
with an exercise price equal to the closing price of our common stock on the applicable award date.
Each of the option awards under the agreement will vest in four equal installments on each of the first
four anniversaries of the award. Mr. Notebaert also received a grant of 200,000 shares of our restricted
stock on June 17, 2002, to vest in equal increments on each of the first three anniversaries thereafter.
To the extent not fully vested, on the earliest to occur of a change in control (as defined below),
Mr. Notebaert’s termination by reason of his death or disability, termination of his employment by us
without cause (as defined below), a constructive discharge of Mr. Notebaert, or non-renewal by us of
the agreement on any renewal date, all outstanding options and restricted stock will vest immediately.
For purposes of Mr. Notebaert’s agreement, a ‘‘change in control’’ is defined as any of (1) the
intentional acquisition by any person (within the meaning of Section 13(d) or 14(d) of the Exchange
Act), other than Qwest, our subsidiaries, any person holding more than 15% of our outstanding
common stock as of June 17, 2002 (a ‘‘15% Stockholder’’), or any of our employee benefit plans, of
20% or more of the combined voting power of our then outstanding voting securities (provided also
that this amount is greater than that held by any 15% Stockholder), or (2) at any time during any
period of two consecutive years, individuals who at the beginning of such period constitute our Board
(and any new director whose election to the Board or whose nomination for election by our
stockholders was approved by a vote of at least two-thirds of the directors then still in office who either
were directors at the beginning of such period or whose election and nomination for election was
previously so approved) cease for any reason to constitute a majority thereof, or (3) consummation of a
reorganization, merger or consolidation or sale or other disposition of substantially all of our assets,
unless the holders of our outstanding voting securities before the transaction still hold more than 50%
of the combined voting power following the transaction, no person (other than any 15% Stockholder,
the company resulting from the transaction or one of our benefit plans) holds 20% or more of the
voting power of the resulting company and at least a majority of the board members of the resulting
company served on our Board prior to the transaction, or (4) approval by our stockholders of a
complete liquidation or dissolution of Qwest; ‘‘cause’’ is defined as conviction of a felony or any crime
involving moral turpitude, or a reasonable determination by two-thirds of our directors, after provision
of notice and opportunity to be heard, that the executive has willfully and continuously failed to
substantially perform his duties or has engaged in gross neglect or gross misconduct resulting in
material harm to Qwest; and ‘‘constructive discharge’’ means a reduction in the executive’s
compensation below levels provided for in the agreement, removal of the executive from the positions
provided for in the agreement (including the failure of Mr. Notebaert to be nominated or reelected to
our Board), any action by us that results in a significant diminution of the executive’s authority, any
failure by us to obtain a satisfactory agreement from our successor or assignee to honor our obligations
under the agreement, a breach by us of our material obligations under the agreement that is not cured
within 30 days, or the occurrence of a change in control.

Mr. Notebaert is also entitled under the agreement to be provided with health and other employee
benefits, fringe benefits and perquisites on the same basis as provided to our other senior executives.
Mr. Notebaert’s benefits also include use of corporate aircraft (including tax gross-up), reimbursement
for expenses related to the negotiation of the agreement and temporary housing in Denver (including
tax gross-up), pension benefits, business club memberships (including tax gross-up), home security
(including tax gross-up), financial planning, and (following termination of his employment for any
reason other than cause and only for so long as he fulfills certain non-competition and non-solicitation
covenants) payment of reasonable costs for a private office, executive assistant and certain office
equipment and services for the rest of his life.

If Mr. Notebaert is terminated without cause, resigns for constructive discharge, or is notified by
us of our decision not to renew the agreement upon any expiration date, he is entitled to receive a
pro-rated annual bonus for the year of termination and the sum of two years’ base salary and annual
bonus at the then-current rate. However, if such termination, resignation or notification of non-renewal

192



occurs within two years after a change in control, Mr. Notebaert is entitled to receive (i) pension
benefits calculated as if he had two additional years of service at his then-current rate and were two
years older and (ii) a pro-rated annual bonus for the year of termination and the sum of three years’
base salary and annual bonus at the then-current rate. Mr. Notebaert is also entitled to reimbursement
for any excise taxes to which he may be subject in connection with amounts or benefits he receives
under the agreement. We have agreed to indemnify Mr. Notebaert against all liabilities and expenses
incurred in any proceeding, and to reimburse reasonable expenses incurred by Mr. Notebaert in the
defense of or participation in any proceeding, to which Mr. Notebaert is a party because of his service
to us.

Mr. Notebaert has agreed that for two years following the termination of his employment for any
reason, he will not directly or indirectly (i) engage in any business which is in direct competition with
our business or any of our subsidiaries in the telecommunications business, (ii) hire any person who
was employed by us or our subsidiaries or affiliates in a non-clerical professional position within the six
month period preceding the date of hire or (iii) solicit any person doing business with us or our
subsidiaries or affiliates to terminate such relationship.

Oren G. Shaffer. The terms of Mr. Shaffer’s employment are governed by an employment
agreement dated as of May 14, 2003. The agreement provides for Mr. Shaffer’s employment as Vice
Chairman and Chief Financial Officer of Qwest. The term of the agreement is for two years beginning
on July 8, 2002 and will be automatically extended by twelve months on the first anniversary of July 8,
2002 and on each anniversary thereafter unless one party provides at least 90 days’ written notice of
non-renewal to the other. The agreement provides for a base salary of $800,000 per year, subject to
increase (but not decrease) on an annual basis by the Compensation and Human Resources
Committee. Mr. Shaffer’s target bonus will not be less than 150% of his base salary for the year,
provided that we achieve the applicable financial and strategic objectives established for that year, and
he must receive minimum bonuses of $600,000 for 2002 and $600,000 for the first six months of 2003.
Mr. Shaffer received non-qualified options to purchase 2,000,000 shares of our common stock at an
exercise price of $2.10 per share on July 8, 2002. The option award will vest in four equal installments
on each of the first four anniversaries of the award. To the extent not fully vested, on the earliest of a
change in control, Mr. Shaffer’s termination by reason of his death or disability, termination of his
employment by us without cause, a constructive discharge of Mr. Shaffer, or non-renewal by us of the
agreement on any renewal date, all outstanding options and restricted stock will vest immediately. The
definitions of change in control, cause and constructive discharge are identical to those in
Mr. Notebaert’s agreement. Mr. Shaffer is also entitled under the agreement to be provided with health
and other employee benefits, fringe benefits and perquisites on the same basis as provided to our other
senior executives. Mr. Shaffer’s benefits also include reimbursement for expenses related to the
negotiation of the agreement (including tax gross-up), pension benefits and (following termination of
his employment for any reason other than cause) payment of reasonable costs for a private office,
executive assistant and certain office equipment and services for a period of five years.

If Mr. Shaffer is terminated without cause, resigns for constructive discharge, or is notified by us of
our decision not to renew the agreement upon any expiration date, he is entitled to receive a pro-rated
annual bonus for the year of termination and the sum of two years’ base salary and annual bonus at
the then-current rate. However, if such termination, resignation or notification of non-renewal occurs
within two years after a change in control, Mr. Shaffer is entitled to receive (i) pension benefits
calculated as if he had two additional years of service at his then-current rate and were two years older
and (ii) a pro-rated annual bonus for the year of termination and the sum of three years’ base salary
and annual bonus at the then-current rate. Mr. Shaffer is also entitled to reimbursement for any excise
taxes to which he may be subject in connection with amounts or benefits he receives under the
agreement. We have agreed to indemnify Mr. Shaffer against all liabilities and expenses incurred in any
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proceeding, and to reimburse reasonable expenses incurred by Mr. Shaffer in the defense of or
participation in any proceeding, to which Mr. Shaffer is a party because of his service to us.

Mr. Shaffer has agreed that for two years following the termination of his employment for any
reason, he will not directly or indirectly (i) engage in any business which is in direct competition with
our business or any of our subsidiaries in the telecommunications business, (ii) hire any person who
was employed by us or our subsidiaries or affiliates in a non-clerical professional position within the six
month period preceding the date of hire or (iii) solicit any person doing business with us or our
subsidiaries or affiliates to terminate such relationship.

Clifford S. Holtz. Mr. Holtz’s current base salary is $450,000 per year, and his current target bonus
is 100% of his annual base salary. Other terms of Mr. Holtz’s employment are governed by a severance
agreement dated July 21, 2003, which is described below under ‘‘Other Change in Control
Arrangements—Severance Agreements.’’

Richard N. Baer. Mr. Baer’s current base salary is $500,000 per year, and his current target bonus
is 150% of his annual base salary. Other terms of Mr. Baer’s employment are governed by a severance
agreement dated July 21, 2003, which is described below under ‘‘Other Change in Control
Arrangements—Severance Agreements.’’ In addition, on May 8, 2002, Mr. Baer and we entered into a
retention agreement that provided for cash payments, each in the amount of $308,750, to be made to
Mr. Baer on May 17, 2002, December 6, 2002 and January 31, 2003, provided Mr. Baer remained
employed on those dates. These payments were made to Mr. Baer on such dates.

Annette M. Jacobs. Ms. Jacobs served as our Executive Vice President, Consumer Markets until
her resignation on September 5, 2003. Prior to her resignation, Ms. Jacobs’ base salary was $450,000
per year, and her target bonus was 100% of her annual base salary. In connection with her resignation,
Ms. Jacobs and we entered into a Severance Agreement and General Release dated as of
September 17, 2003. Pursuant to this agreement, we are required to pay Ms. Jacobs severance of
$675,000 and a gross bonus amount of $336,575 on or before October 24, 2003. In addition, we must
pay Ms. Jacobs $183,750 on or before October 24, 2003 to compensate her for her inability to exercise
87,500 vested stock options with an exercise price of $2.10 during the 90 day period following her
resignation. In exchange for this payment, these vested options will be cancelled. Ms. Jacobs has also
agreed that, for one year after her resignation, she will not alone or with others (i) compete with us
anywhere in the United States where we do business, (ii) solicit any of our employees to leave our
employment, and (iii) disclose or use any of our confidential information or trade secrets.

Joseph P. Nacchio. Prior to Mr. Nacchio’s resignation in June 2002, the terms of his employment
were governed by an employment agreement dated as of October 24, 2001. In connection with his
resignation, Mr. Nacchio and Qwest entered into a Resignation and Consulting Agreement, dated
June 16, 2002. Pursuant to this agreement, Mr. Nacchio’s resignation was treated as a termination
without Cause as defined in, and for purposes of, Mr. Nacchio’s employment agreement. As such,
Mr. Nacchio received a severance payment in the amount of $10,500,000, equal to two times the sum
of his then-current base salary and target bonus under the employment agreement. In addition,
Mr. Nacchio received a payment of approximately $1.7 million for accrued obligations of Qwest
(including a pro-rated annual bonus for 2002), other benefits payable pursuant to the terms of welfare,
pension, deferred compensation and other plans, two years’ continuation of retirement and welfare
benefits, retiree medical benefits for Mr. Nacchio and his spouse for life and for his current dependents
for as long as they remain his dependents, continued indemnification against liabilities and expenses
incurred in any proceeding which Mr. Nacchio is a party because of his service to us, reimbursement
for financial planning services, ten years’ free long-distance and other telecommunications services, and
two years’ office space and secretarial support.
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All of Mr. Nacchio’s unvested options were cancelled upon his resignation, and all vested options
continue to be governed by the terms of the applicable option agreements, except that the exercise
period of certain options received by Mr. Nacchio in 1997 to purchase 4,640,902 shares was extended to
June 22, 2007. These latter options may not be exercised until after January 1, 2004 and will be
forfeited by Mr. Nacchio if he fails to comply with the terms of the Resignation and Consulting
Agreement (including all applicable covenants regarding confidentiality, non-solicitation and
non-competition). In addition, Mr. Nacchio has agreed to serve through June 30, 2004 as a consultant
to us with respect to transitional matters relating to our business, for which he is to receive a monthly
consulting fee of $125,000 (pro-rated for partial months) and reimbursement of expenses.

Mr. Nacchio also agreed that for one year following the termination of his employment, he would
not directly or indirectly engage in any activity competitive with our business or the telecommunications
businesses of any of our subsidiaries or affiliates, present or future.

Afshin Mohebbi. Mr. Mohebbi served as our President and Chief Operating Officer until
December 4, 2002 and resigned from Qwest on December 31, 2002. Prior to his resignation, the terms
of Mr. Mohebbi’s employment were governed by an amended and restated employment agreement
dated January 1, 2002. In accordance with that agreement, we paid Mr. Mohebbi a severance payment
in the amount of $4,800,000, accrued vacation pay in the amount of $114,423 and relocation costs of
approximately $206,000 (including tax gross-up) in connection with the termination of his employment.
In addition, under the agreement, we are required to pay for continued health care coverage for
Mr. Mohebbi and his family for a maximum of 30 months or until he accepts other employment and to
continue to indemnify Mr. Mohebbi as provided in the agreement.

In connection with the execution of the amended and restated employment agreement,
Mr. Mohebbi signed a Non-compete, Non-solicitation and Non-disclosure Agreement. The agreement
prohibits Mr. Mohebbi from competing with us anywhere in the United States, soliciting employees
from us, or disclosing any confidential information for 30 months after his employment with us
terminated. In addition, pursuant to the terms of Mr. Mohebbi’s prior employment agreement, we
loaned Mr. Mohebbi $600,000 under a promissory note dated May 18, 1999. The loan was unsecured
and did not bear interest. The promissory note provided that the principal amount was to be forgiven
in 36 equal monthly increments beginning July 1, 1999 and ending on June 1, 2002. Effective April 1,
2002, we loaned Mr. Mohebbi an additional $4 million, which bears interest at the rate of 5.54%,
compounded semi-annually. Mr. Mohebbi has agreed to use a portion of the loan to pay the premium
on a life insurance policy covering his life. The outstanding principal balance of the loan, together with
any accrued and unpaid interest thereon, will be due and payable within 90 days following
Mr. Mohebbi’s death or earlier upon the occurrence of any transfer or surrender of the life insurance
policy, any borrowing against or withdrawals of cash from the policy, any pledge of or encumbrance on
the policy, or any reduction in the face amount of the policy that results in a distribution of cash value.
Mr. Mohebbi is the owner of the life insurance policy.

Drake S. Tempest. Prior to Mr. Tempest’s resignation effective December 8, 2002, the terms of his
employment were governed by letter agreements dated October 6, 1998 and October 31, 2001. In
connection with Mr. Tempest’s resignation and pursuant to a Severance Agreement and General
Release dated November 14, 2002, we paid Mr. Tempest $1,800,000, which was the amount due to him
under the letter agreements. In addition, Mr. Tempest received discounted medical benefits for a
period of 18 months and benefits payable pursuant to the terms of welfare, pension, deferred
compensation and other plans.

Mr. Tempest also agreed that for 18 months following his resignation, he will not directly or
indirectly induce, solicit, recruit or entice away any person who, at any time during the immediately
preceding three months, is a managerial level (or higher) Qwest employee; provided that the foregoing
restriction does not apply if the person is no longer employed by us.
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Other Change in Control Arrangements

Equity Incentive Plan. Unless otherwise provided by the Compensation and Human Resources
Committee, our Equity Incentive Plan provides that, on a ‘‘change in control,’’ all awards granted under
the Equity Incentive Plan will vest immediately. For this purpose, a ‘‘change in control’’ will be deemed
to occur if either (1) any individual, entity or group (within the meaning of Section 13(d)(3) or 14(d)(2)
of the Exchange Act), other than Anschutz Company, The Anschutz Corporation, any entity or
organization controlled by Philip F. Anschutz, or a trustee or other fiduciary holding securities under an
employee benefit plan of Qwest, acquires beneficial ownership of 50% or more of either (A) the then-
outstanding shares of common stock or (B) the combined voting power of our then-outstanding voting
securities entitled to vote generally in the election of directors or (2) at any time during any period of
three consecutive years after June 23, 1997, individuals who at the beginning of such period constitute
our Board of Directors (and any new director whose election by our Board of Directors or whose
nomination for election by our stockholders was approved by a vote of at least two-thirds of the
directors then still in office who either were directors at the beginning of such period or whose election
or nomination for election was previously so approved) cease for any reason to constitute a majority
thereof. Options granted under the plan before June 1, 1998 were subject to a different definition of
change in control that was triggered by the U S WEST merger. 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 officers (vice president level and above) typically provide for accelerated vesting and an
extended exercise period upon a change of control, and options that we grant to all other employees
typically provide for accelerated vesting if the optionee is terminated without cause following a change
in control.

Severance Agreements. On July 21, 2003, we entered into Severance Agreements with Messrs. Baer
and Holtz. Pursuant to these agreements, if we terminate any of these executives without ‘‘cause’’ (as
defined below), the executive is entitled to receive a severance amount equal to one-and-one-half times
the executive’s highest annual base salary in effect during the preceding 12 months, payable over an
18-month period. In addition, if at the end of the 18-month period the executive has not breached or
threatened to breach any part of the agreement, the executive will also receive a lump-sum payment
equal to one-and-one half times the executive’s highest target annual bonus in effect during the 12
months preceding the termination. If we terminate the executive without cause, or the executive
terminates his or her employment with ‘‘good reason’’ (as defined below), in either case within two
years following a ‘‘change in control’’ as defined in our Equity Incentive Plan, the executive will receive
a severance payment equal to three times the executive’s annual base salary in effect at the time of
termination (or at the change in control, if greater), plus three times the executive’s target annual
bonus in effect at the time of termination (or at the change in control, if greater), plus a prorated
bonus for the portion of the bonus payment measurement period during which the executive was
employed prior to the termination. For the purposes of the severance agreements, ‘‘cause’’ means
(1) commission of an act of dishonesty, fraud, misrepresentation or other act of moral turpitude that
would reflect negatively upon us or compromise the performance of the executive’s duties, (2) unlawful
conduct resulting in material injury to us, (3) conviction of a felony or misdemeanor involving moral
turpitude, (4) continued failure to perform the executive’s duties, or (5) willful violation of our code of
conduct or other policies resulting in injury to us; and ‘‘good reason’’ means (i) a reduction of the
executive’s compensation, (ii) a material reduction of the executive’s responsibilities, (iii) our material
breach of the agreement, (iv) our failure to obtain the agreement of any successor to honor the terms
of the agreement, or (v) a requirement that the executive’s primary work location be moved to a
location more than 35 miles from the executive’s prior primary work location.

In order to receive any severance payment, the executive must execute a full waiver and release
agreement with us. The waiver agreement contains a provision requiring the executive to pay back to us
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any severance received by the executive if after the payments are made it is determined that the
executive engaged in conduct constituting ‘‘cause’’ while employed by us. Under the agreements, in the
event of a covered termination we will also be required to pay the executive’s premiums for continuing
health care coverage under COBRA for up to 18 months, plus an amount necessary to cover any excise
taxes to which the executive might become subject as a result of the above benefits. The agreements
prohibit the executive from disclosing or making use of our confidential information after a termination
of employment, and from competing against us for 18 months, or inducing any of our employees from
leaving our employment for twelve months, after such termination.

Compensation Committee Interlocks and Insider Participation

Our Compensation and Human Resources Committee consisted of Philip F. Anschutz, Thomas J.
Donohue, Jordan L. Haines, Frank P. Popoff and Craig D. Slater during 2002. Messrs. Haines and
Popoff acted as a separate subcommittee of the Compensation and Human Resources Committee that
generally considered matters relating to compensation and perquisites that were referred or delegated
to it by the Compensation and Human Resources Committee. No member of the Compensation and
Human Resources Committee of our Board has been an officer or employee of Qwest or any of our
subsidiaries at any time. None of our executive officers serves as a member of the board of directors or
compensation committee of any other company that has one or more executive officers serving as a
member of our Board or the Compensation and Human Resources Committee of our Board.

Mr. Anschutz is a director and Chairman of Anschutz Company, our largest stockholder.
Mr. Slater is the Executive Vice President of Anschutz Company. Mr. Harvey is the President and
Chief Operating Officer of Anschutz Company. Certain transactions and relationships that took place
or existed in 2002 between us and Anschutz Company or its affiliates are described below. You can find
information about transactions and relationships that took place or existed prior to 2002 in our
previous filings with the SEC.

An affiliate of Mr. Anschutz and Anschutz Company indirectly provides facilities to us at
prevailing market rates. We rent one of our corporate offices in Denver, Colorado from an entity in
which Mr. Anschutz holds an interest. The rental charges and related operating expenses paid to the
landlord for these facilities totaled approximately $4.6 million for 2002. During 2002, we exercised our
rights under the lease to reduce the amount of rented space and terminate the lease with respect to
several floors, effective September 30, 2002. We paid the landlord a termination fee of approximately
$1.9 million upon entering into the lease amendment.

During 2002, we reimbursed various subsidiaries of Anschutz Company at their cost for
approximately $63,000 of transportation, lodging and other business expenses incurred on our behalf.
We also paid various Anschutz Company subsidiaries in 2002 approximately $60,000 in travel savings
allocations and rebates related to travel discounts from certain airlines and travel agencies and
approximately $46,000 in worker’s compensation payments. During 2002, various Anschutz Company
subsidiaries paid us at prevailing market rates approximately $2.3 million for telephone and related
services. In addition, during 2002, an affiliate of Anschutz Company paid us at prevailing market rates
approximately $32,000 for web hosting and related services.

In April 1999, we entered into a registration rights agreement with Anschutz Company generally
covering all of the shares owned by Anschutz Company and one of its affiliates. The agreement
provides for eight demand registrations and unlimited piggyback registrations. Demand registrations
must cover at least 5 million shares.

In October 1999, we and Anschutz Digital Media, Inc. (‘‘ADMI’’), a subsidiary of Anschutz
Company, formed a joint venture called Qwest Digital Media, LLC (‘‘QDM’’), which provided
advanced digital production, post-production and transmission facilities; digital media storage and
distribution services; telephony-based data storage; and enhanced access and routing services. We
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contributed capital of approximately $84.8 million in the form of a promissory note payable over nine
years at an annual interest rate of 6%. At inception, we and ADMI each owned 50% equity and voting
interest in the joint venture. In June 2000, we acquired an additional 25% interest in QDM directly
from ADMI and paid $48.2 million for the interest; $4.8 million in cash at closing and the remaining
$43.4 million in the form of a promissory note payable in December 2000, with an annual interest rate
of 8%. As a result of this transaction, we owned a 75% economic interest and 50% voting interest in
QDM, and ADMI owned the remaining 25% economic interest and 50% voting interest. We paid the
note associated with this additional 25% interest in full, including approximately $1.8 million in accrued
interest, in January 2001.

In October 1999, we entered into a long-term Master Services Agreement with QDM under which
QDM agreed to purchase approximately $119 million of telecommunication services through
October 2008, and we agreed to extend credit to QDM for the purpose of making payments for the
telecommunications services. Each October, QDM was required to pay us an amount equal to the
difference between certain specified annual commitment levels and the amount of services actually
purchased under the Master Services Agreement at that time. In October 2001, we agreed to terminate
the Master Services Agreement and release QDM from its obligation to acquire telecommunications
services from us. At the same time, QDM agreed to forgive the remaining balance of $84.8 million that
we owed on the promissory note related to our original capital contribution. Prior to the termination of
the Master Services Agreement, we advanced QDM $3.8 million, which was the amount it owed to us
under the agreement for accrued telecommunications services. QDM used that advance to pay us the
amount owed, including interest on amounts past due. Concurrently with terminating the Master
Services Agreement, QDM repaid the $3.8 million advance under the Master Services Agreement with
interest. QDM made purchases of $0.7 million during 2002.

In September 2001, Anschutz Entertainment Group, Inc., an affiliate of Anschutz Company,
purchased furniture and equipment from QDM for $3.4 million in cash, a 3-year $600,000, non-interest
bearing note and the assumption of approximately $1.7 million in future lease payment obligations.
QDM originally acquired the assets as part of ADMI’s contribution to QDM’s capital and at the time
of the contribution the assets were valued at $6.9 million. At the time of sale, the assets had a book
value of $4.2 million. The price of the assets sold was determined based on a competitive bid process
that resulted in a sale to the highest bidder. As of December 31, 2002, Anschutz Entertainment
Group, Inc. had made payments aggregating $200,000 on the note. The second payment of $200,000
was paid in September 2003, and the final payment of $200,000 is due in September 2004.

In January 2002, ADMI and we each loaned QDM approximately $1.3 million. In February 2002,
ADMI and we decided to cease the operations of QDM. During the remainder of 2002, ADMI and we
loaned QDM an additional $300,000 and $3.8 million, respectively, in connection with the winding
down of QDM’s business or in response to loan requests made during 2001. As of December 31, 2002,
the aggregate principal balance and accrued interest outstanding on loans to QDM from ADMI and us
was $4.4 million and $12.4 million, respectively. During 2002, we also paid QDM approximately
$305,000 for digital media products and services provided to us in the ordinary course of business. In
addition, during 2002, ADMI and we made capital contributions to, and received capital distributions
from, QDM in proportion to our respective economic interests of 25% and 75%.

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of
Precision Systems, Inc., a telecommunications solutions provider, from ADMI in exchange for a
promissory note in the amount of $34 million. The note bears interest at 6% annually with semi-annual
interest payments and annual principal payments due through 2008. During 2002, we did not pay any
interest or principal on the note. At December 31, 2002, the outstanding accrued interest on the note
was approximately $2.4 million, and the outstanding principal balance on the note was approximately
$33.7 million.
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In April 1999, we and KPN Telecom B.V. (‘‘KPN’’) formed KPNQwest, a joint venture, to create a
pan-European Internet Protocol-based fiber optic network, linked to our network in North America, for
data and multimedia services. We and KPN each initially owned 50% of KPNQwest. In
November 1999, KPNQwest consummated an initial public offering in which 50.6 million shares of
common stock were issued to the public generating approximately $1.0 billion in proceeds. As a result
of KPNQwest’s initial public offering, the public owned approximately 11% of KPNQwest’s shares, and
the remainder was owned equally by us and KPN. Originally, contractual provisions restricted our
ability to sell or transfer any of our shares through 2004. In November 2001, we purchased
approximately 14 million additional shares, and Anschutz Company purchased approximately six million
shares, of KPNQwest common stock from KPN for $4.58 per share. Anschutz Company’s purchase was
at our request and with the approval of the disinterested members of our Board of Directors. After
giving effect to this transaction, we held approximately 47.5% of KPNQwest’s outstanding shares. In
connection with this transaction, the restrictions on our ability to transfer shares were removed.

During 2002, we entered into several transactions with KPNQwest for the purchase and sale of
optical capacity assets and the provisioning of services, including but not limited to private line, web
hosting, IP transit and DIA. In 2002, we made purchases of these assets and services from KPNQwest
totaling approximately $169 million and recognized revenue on products and services sold to
KPNQwest in the amount of approximately $12 million. At December 31, 2002, we had a receivable
from KPNQwest for these products and services of approximately $5 million. Pricing for these services
was based on what we believed to be the fair market value at the time the transactions were
consummated. Some of KPNQwest’s sales to us were in accordance with the distribution agreement
with KPNQwest, whereby we were, in certain circumstances, the exclusive distributor of certain of
KPNQwest’s services in North America. As of December 31, 2001, we had a remaining commitment to
purchase up to 81 million Euros (or $72 million based on a conversion rate at December 31, 2001)
worth of network capacity through 2002 from KPNQwest. In connection with KPNQwest’s bankruptcy,
the purchase commitment terminated during June 2002.

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. (‘‘GTS’’) for
convertible notes of KPNQwest with a face amount of 211 million Euros, among other consideration,
under an agreement entered into in October 2001. As disclosed to our Board of Directors, a subsidiary
of Anschutz Company had become a creditor of GTS in 2001. We understand that in 2001 and 2002, as
part of a group of GTS bondholders, the Anschutz Company subsidiary also provided interim financing
to GTS. In connection with the consummation of KPNQwest’s acquisition of the GTS assets, the
Anschutz Company subsidiary received a distribution of such notes with a face amount of
approximately 37 million Euros. We understand that the allocation of notes to the Anschutz Company
subsidiary was determined by a creditor committee for GTS which did not include any representatives
of Anschutz Company, and neither the KPNQwest notes nor the shares referenced above, both of
which are still held by Anschutz Company, have any current value.

We are a party to a tax sharing agreement with the Anschutz Company with respect to federal and
state income taxes attributable to periods prior to June 1998 and during which we were included in
Anschutz Company’s consolidated tax returns. During 2002, we incurred approximately $72,000 in legal
fees and expenses in connection with litigation currently pending in the United States Tax Court against
the Anschutz Company concerning tax liabilities for the 1994 through 1996 fiscal years. We have
assumed responsibility for the defense of this action because the matters at issue relate solely to our
operations and the outcome of the litigation could affect our tax liability with respect to subsequent tax
years.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth certain information regarding the beneficial ownership of our shares
of common stock as of September 30, 2003 (except where another date is indicated) by:

• each person known by us to beneficially own more than five percent of our common stock;

• each director and nominee for director;

• each of the named executive officers listed in the Summary Compensation Table in Part III,
Item 11 above; and

• all directors and executive officers as a group.

Unless otherwise indicated, the business address of each person shown below is 1801 California
Street, Denver, Colorado 80202. Information regarding former executive officers is based on the most
recent information available to us.

Percent of
Amount and Nature of Outstanding

Name Address Beneficial Ownership(1) Shares(2)

5% Owners
Philip F. Anschutz, Director . . . 555 Seventeenth Street 300,428,004(3) 17.1%

Denver, CO 80202
AXA Financial, Inc. . . . . . . . . . 1290 Avenue of the Americas 170,336,149(4) 9.7%

New York, NY 10104
FMR Corp. . . . . . . . . . . . . . . 82 Devonshire Street 166,699,433(5) 9.5%

Boston, MA 02109
Legg Mason, Inc. . . . . . . . . . . 100 Light Street 117,041,118(6) 6.6%

Baltimore, MD 21202
Directors and Executive Officers

as of December 31, 2002
Richard C. Notebaert . . . . . . . . 1,450,000(7) *
Linda G. Alvarado . . . . . . . . . . 57,168(8) *
Craig R. Barrett . . . . . . . . . . . 80,656(9) *
Thomas J. Donohue . . . . . . . . . 11,024(10) *
Jordan L. Haines . . . . . . . . . . . 5,250(11) *
Cannon Y. Harvey . . . . . . . . . . 79,400(12) *
Peter S. Hellman . . . . . . . . . . . 58,896(13) *
Vinod Khosla . . . . . . . . . . . . . 5,244(14) *
Frank P. Popoff . . . . . . . . . . . . 105,415(15) *
Craig D. Slater . . . . . . . . . . . . 123,400(16) *
W. Thomas Stephens . . . . . . . . 18,809(17) *
Oren G. Shaffer . . . . . . . . . . . 500,000(18) *
Clifford S. Holtz . . . . . . . . . . . 636,250(19) *
Richard N. Baer . . . . . . . . . . . 266,500(20) *
Annette M. Jacobs . . . . . . . . . . c/o Patrick Folan 174,156(21) *

St. John, Wallace, Brennan & Folan LLP
21515 Hawthorne Boulevard, Suite 1120
Torrance, CA 90503

Directors and executive officers 304,000,172(22) 17.3%
as a group (16 persons) . . . . .

Former Executive Officers
Joseph P. Nacchio . . . . . . . . . . c/o Stillman & Friedman 8,704,576(23) *

425 Park Avenue
New York, NY 10022

Afshin Mohebbi . . . . . . . . . . . 565 5th Avenue, 10th Floor 27,458 *
New York, NY 10017

Drake S. Tempest . . . . . . . . . . 153 East 53rd Street 6,373 *
New York, NY 10022

* Less than one percent.
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(1) The number of shares beneficially owned by each entity, person, director or named executive officer is
determined under rules of the Securities and Exchange Commission, and the information is not necessarily
indicative of beneficial ownership for any other purpose. Under such rules, each entity or individual is
considered the beneficial owner of any shares as to which they have the sole or shared voting power or
investment power. Such persons are also deemed under the same rules to beneficially own any shares that
they have the right to acquire by November 29, 2003, through the exercise of stock options or other similar
rights. Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to file
our annual and periodic reports under the securities laws. The amounts shown also include, where applicable,
shares of restricted stock and shares of stock held for the account of each person pursuant to Qwest’s 401(k)
and Employee Stock Purchase Plans. Unless otherwise indicated, each person has sole investment and voting
power (or, under applicable marital property laws, shares such powers with his or her spouse) with respect to
the shares set forth in the table above. Figures do not include phantom equity units that we credit to accounts
for our non-employee directors, based on their election to defer their director’s fees earned in a given year.
As of September 30, 2003, the following phantom equity units had been credited to accounts for our
non-employee directors: (a) Ms. Alvarado, 119,042.26; (b) Mr. Barrett, 65,793.92; (c) Mr. Donohue, 73,872.39;
(d) Mr. Haines, 114,098.51; (e) Mr. Harvey, 75,094.99; (f) Mr. Hellman, 136,875.58; (g) Mr. Khosla, 51,912.15;
(h) Mr. Popoff, 110,032.76; (i) Mr. Slater, 88,639.35; and (j) Mr. Stephens, 96,590.70. Each phantom equity
unit represents a value equivalent to one share of our common stock.

(2) Ownership percentage is reported based on 1,761,634,561 shares of common stock outstanding on
September 30, 2003, plus, as to the holder thereof only and no other person, the number of shares (if any)
that the person has the right to acquire by November 29, 2003, through the exercise of stock options or other
similar rights.

(3) Includes, as of September 30, 2003, (a) 283,208,000 shares deemed owned by Anschutz Company, a
corporation wholly owned by Mr. Anschutz, (b) 17,200,000 shares held by Anschutz Family Investment
Company LLC, of which Anschutz Company is the manager and a one percent equity owner, and (c) 20,000
shares held as custodian for Mr. Anschutz’s children. Mr. Anschutz disclaims beneficial ownership of the
20,000 shares. Of the 283,208,000 shares shown as owned by Anschutz Company, (a) 6,075,000 are subject to
forward sale contracts pursuant to which Anschutz Company holds no investment control but could, under
certain circumstances, reacquire voting power, and (b) 19,208,000 are owned by a trust (over which Anschutz
Company has no voting control) created in 1998 for holders of Trust Enhanced Distribution Securities
(‘‘TrENDS’’). The terms of the TrENDS Trust require that Anschutz Company either cause the trust to assign
such shares to the TrENDS holders on November 17, 2003 or provide cash to the trust to settle such
obligation at the average closing price of the shares in the 20 trading days prior to November 17, 2003. If the
TrENDS obligation is settled for cash, Anschutz Company would become the owner of the shares. Because a
cash settlement of the TrENDS could occur within 60 days of the date of the information presented in the
table above, the shares in the TrENDS trust are shown as owned by Anschutz Company.

(4) Beneficial ownership information is based on information contained in Amendment No. 1 to Schedule 13G
filed with the SEC on February 12, 2003 by AXA Financial, Inc. (‘‘Financial’’) on behalf of itself and
affiliated entities. According to the schedule, the shares are also beneficially owned by the following French
affiliates of AXA Financial, Inc.: AXA Assurances I.A.R.D. Mutuelle; AXA Assurances Vie Mutuelle; AXA
Conseil Vie Assurance Mutuelle; AXA Courtage Assurance Mutuelle; and AXA (collectively with Financial,
the ‘‘AXA Group’’). Of the reported shares, the AXA Group reports that it has sole voting power with
respect to 89,519,990 shares, that it shares voting power with respect to 18,907,230 shares, and that is has sole
dispositive power with respect to 170,336,149 shares. The AXA Group reports that its shares are deemed to
be beneficially owned by the following subsidiaries of AXA: AXA Konzern AG (Germany) (3,108 shares) and
AXA Investment Managers Paris (France) (18,200 shares) and by the following subsidiaries of AXA
Financial, Inc.: Alliance Capital Management L.P. (170,152,689 shares) and The Equitable Life Assurance
Society of the United States (162,152 shares).

(5) Beneficial ownership information is based on information contained in Amendment No. 2 to Schedule 13G
filed with the SEC on February 14, 2003 by FMR Corp. on behalf of itself and affiliated persons and entities.
The schedule contains the following information regarding beneficial ownership of the shares: (a) Fidelity
Management & Research Company (a wholly owned subsidiary of FMR Corp.) is the beneficial owner of
141,927,542 shares. Edward C. Johnson III, FMR Corp. and the Fidelity Funds each has sole power to
dispose of the shares. Neither Edward C. Johnson III nor FMR Corp. has the sole power to vote or direct
the voting of the shares owned by the Fidelity Funds; such shares are voted by the Board of Trustees for the
Fidelity Funds; (b) Fidelity Management Trust Company (a wholly owned subsidiary of FMR Corp.) is the
beneficial owner of 10,324,968 shares. Edward C. Johnson III and FMR Corp. each has sole power to dispose
of 10,324,968 shares, sole power to vote or direct the voting of 9,753,768 shares and no power to vote or
direct the voting of 571,200 shares; (c) Strategic Advisers, Inc. (a wholly owned subsidiary of FMR Corp.) is
the beneficial owner of 415 shares. It has the sole power to dispose of the shares and sole power to vote or
direct the voting of the shares; (d) Geode Capital Management, LLC (a wholly owned subsidiary of Fidelity
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Investors III Limited Partnership, some of whose limited partners and the members of whose general partner
are shareholders and employees of FMR Corp.) is the beneficial owner of 6,008 shares; and (e) Fidelity
International Limited (a subsidiary of FMR Corp.) is the beneficial owner of 14,440,500 shares. It has sole
power to dispose of the shares and sole power to vote or direct the voting of the shares.

(6) Beneficial ownership information is based on information contained in a report on Schedule 13G filed with
the SEC on February 13, 2003 by Legg Mason, Inc. (‘‘Legg Mason’’) as parent holding company for the
following subsidiaries: Bartlett & Co.; Berkshire Asset Management, Inc.; Bingham Legg Advisers, LLC;
Gray, Seifert & Co., Inc.; Legg Mason Capital Management, Inc.; Legg Mason Focus Capital, Inc.; Legg
Mason Funds Management, Inc.; Legg Mason Trust, fsb; and Legg Mason Wood Walker, Inc. According to
the schedule, Legg Mason has shared voting and dispositive power over all of the indicated shares.

(7) Includes 1,250,000 shares subject to options that are exercisable on or before November 29, 2003.

(8) Includes 56,130 shares subject to options that are exercisable on or before November 29, 2003.

(9) Includes 56,130 shares subject to options that are exercisable on or before November 29, 2003.

(10) Includes 9,250 shares subject to options that are exercisable on or before November 29, 2003.

(11) Includes 4,250 shares subject to options that are exercisable on or before November 29, 2003.

(12) Includes 54,400 shares subject to options that are exercisable on or before November 29, 2003.

(13) Includes 56,130 shares subject to options that are exercisable on or before November 29, 2003.

(14) Includes 4,250 shares subject to options that are exercisable on or before November 29, 2003.

(15) Includes: (a) 20,000 shares owned as trustee for the Frank P. Popoff Revocable Living Trust, and (b) 61,318
shares subject to options that are exercisable on or before November 29, 2003.

(16) Includes 99,400 shares subject to options that are exercisable on or before November 29, 2003.

(17) Includes 4,250 shares subject to options that are exercisable on or before November 29, 2003.

(18) Includes 500,000 shares subject to options that are exercisable on or before November 29, 2003.

(19) Includes 531,250 shares subject to options that are exercisable on or before November 29, 2003.

(20) Includes 266,500 shares subject to options that are exercisable on or before November 29, 2003.

(21) Includes 170,750 shares subject to options that are exercisable on or before November 29, 2003.

(22) Includes 3,124,008 shares subject to options that are exercisable on or before November 29, 2003 by the
directors and executive officers as of December 31, 2002 as a group.

(23) Includes (a) 3,200 shares owned by or for the benefit of Mr. Nacchio’s children, (b) 90,000 shares held by the
Nacchio Family Limited Partnership, of which Mr. Nacchio and his spouse each own a 1% general
partnership interest and the remaining 98% is held in trust for Mr. Nacchio’s children, (c) 476,025 shares held
by his spouse and (d) 8,135,351 shares subject to options that are exercisable on or before November 29,
2003. Mr. Nacchio disclaims beneficial ownership of the 476,025 shares held by his spouse and the 3,200
shares owned by or for the benefit of his children.
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Equity 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 Employee
Stock Purchase Plan; our Nonqualified Employee Stock Purchase Plan and our Equity Compensation
Plan for Non-Employee Directors. Our Equity Incentive Plan and Employee Stock Purchase Plan have
been approved by our stockholders. Our 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,
2002 about outstanding options and shares reserved for future issuance under these plans:

Number of securities
remaining available for

Number of securities to Weighted-average future issuance under
be issued upon exercise exercise price of equity compensation plans
of outstanding options, outstanding options, (excluding securities

Plan Category warrants and rights(1) warrants and rights(1) reflected in column (a))

(a) (b) (c)

Equity compensation plans approved
by security holders . . . . . . . . . . . . . 112,320,486 $19.81 57,705,931(2)

Equity compensation plans not
approved by security holders . . . . . . — — 10,083,267(3)

Total . . . . . . . . . . . . . . . . . . . . . . . . . 112,320,486 67,789,198

(1) Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to
file our annual and periodic reports under the securities laws. Includes 83,355,721 shares issuable
upon the exercise of outstanding options originally granted under plans we assumed in connection
with acquisitions, including the US WEST merger. The weighted average exercise price of these
options is $21.47. We do not intend to grant any new options under these plans.

(2) Does not include shares of our common stock that may be approved for future issuance under our
Equity Incentive Plan at our 2003 Annual Stockholders’ Meeting. Includes 57,216,076 shares
available for future issuance under our Equity Incentive Plan and 489,855 shares available for
future issuance under our Employee Stock Purchase Plan.

(3) Includes 10,000,000 shares available for future issuance under our Nonqualified Employee Stock
Purchase Plan and 83,267 shares available for future issuance under our Equity Compensation Plan
for Non-Employee Directors.

In 1997, our Board of Directors adopted an Equity Compensation Plan for Non-Employee
Directors, under which directors who are not officers or employees of Qwest may receive shares of our
common stock. Under the plan, eligible directors 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 under the plan are to be
issued as soon as practicable after the end of each quarter.

In 2002, our Board of Directors adopted a Nonqualified Employee Stock Purchase Plan; however
we have not commenced any offers nor issued any shares of our common stock under the plan. If used,
the Nonqualified Employee Stock Purchase Plan will provide eligible employees of Qwest with an
opportunity to purchase shares of our common stock. The maximum number of shares of common
stock that may be purchased under the Nonqualified Employee Stock Purchase Plan is, in the
aggregate, 10,000,000. Under the plan, offers to purchase common stock will be made on the first day
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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 period. Amounts withheld will be held for the credit of
the participant as part of our general funds and will not accrue interest. On the last day of each
calendar month, the entire account balance of a participating employee will be applied to purchase
shares of our common stock at a purchase price equal to 85% of the fair market value of the common
stock on the last trading day of that month. In no event, however, will an employee be permitted to
purchase more than 20,000 shares of common stock through the plan in any single offer. Participants
may not transfer shares of common stock purchased under the plan until after the last day of the sixth
month following the month in which the shares were purchased. We have the right to terminate or
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

See ‘‘Compensation Committee Interlocks and Insider Participation’’ in Part III, Item 12 above for
descriptions of certain relationships and transactions between us and Mr. Anschutz, Anschutz Company
or one or more of their affiliates.

We loaned Afshin Mohebbi, a former executive officer, $600,000 under a promissory note dated
May 18, 1999. The loan was unsecured and did not bear interest. The promissory note provided that
the principal amount was to be forgiven in 36 equal monthly increments beginning July 1, 1999 and
ending on June 1, 2002. Effective April 1, 2002, we loaned Mr. Mohebbi an additional $4 million,
which bears interest at the rate of 5.54%, compounded semi-annually. Mr. Mohebbi has agreed to use
a portion of the loan to pay the premium on a life insurance policy covering his life. The outstanding
principal balance of the loan, together with any accrued and unpaid interest thereon, will be due and
payable within 90 days following Mr. Mohebbi’s death or earlier upon the occurrence of any transfer or
surrender of the life insurance policy, any borrowing against or withdrawals of cash from the policy, any
pledge of or encumbrance on the policy, or any reduction in the face amount of the policy that results
in a distribution of cash value. Mr. Mohebbi is the owner of the life insurance policy.

Joseph Nacchio has agreed to serve through June 30, 2004 as a consultant to us with respect to
transitional matters relating to our business, for which he is to receive a monthly consulting fee of
$125,000 (pro-rated for partial months) and reimbursement of expenses.

Vinod Khosla, one of our directors, is a general partner of Kleiner, Perkins, Caufield and Byers
(‘‘KPCB’’), a venture capital firm. From time to time, KPCB or entities controlled by it have taken and
may take positions (including control positions) in, and have designated and may designate persons
(including Mr. Khosla) on the boards of, companies with which we may conduct business.

Marilyn Carlson Nelson, one of our directors from June 2000 until her resignation in June 2002,
has been Chairman, President and Chief Executive Officer of Carlson Companies, Inc. (‘‘CCI’’) since
1998. She is also a member of the Board of Directors of CWT Holdings B.V., in which CCI has,
through its affiliates, a 50% interest. CWT Holdings B.V is the parent company of Carlson Wagonlit
Travel, Inc. We paid Carlson Wagonlit Travel, Inc. for travel agency services approximately $630,000 in
2002. We also paid the Carlson Marketing Group, Inc., a wholly owned subsidiary of CCI, for
marketing and other services supplied by Carlson Marketing Group, Inc., and for goods or travel,
hospitality or other services supplied by third parties, approximately $306,000 in 2002, of which we
understand $100,000 was the approximate net revenue to the Carlson Marketing Group. During 2002,
CCI and its affiliates paid us at prevailing market rates approximately $1.6 million for telephone and
related services.
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Since September of 2001, W. Thomas Stephens, one of our directors, has been the Deputy Chair of
the Board of NorskeCanada (formerly Norske Skog Canada Ltd.). Pacifica Papers, Inc., which was
acquired by Norske Skog Canada Ltd. in 2001, is a supplier of paper products to our former directories
business, Qwest Dex, under a ten-year contract beginning in 1994. In connection with that contract,
which terminates on December 31, 2003, we paid Pacifica Papers approximately $17 million in 2002.
Mr. Stephens is also a director of Xcel Energy Inc., a power company that supplies power to us in
certain states.

In addition, several of our directors are directors or executive officers of or are otherwise
associated with or have investments in companies to which we provide telephone and related services
from time to time in the ordinary course.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

Pre-Approval Policies and Procedures

The Audit Committee of our Board of Directors is responsible for the appointment, compensation
and oversight of the work of our independent public accountant. Pursuant to the Audit Committee’s
charter, which was amended and restated on May 8, 2003, the Audit Committee pre-approves all
auditing and permissible non-auditing services provided by our independent auditor. The approval may
be given as part of the Audit Committee’s approval of the scope of the engagement of our independent
auditor or on an individual basis. The pre-approval of non-auditing services may be delegated to one or
more of the Audit Committee’s members, but the decision must be presented to the full Audit
Committee. Our independent auditor may not be retained to perform the non-auditing services
specified in Section 10A(g) of the Exchange Act.

Fees Paid to the Independent Auditor

As indicated in Item 9 of this Form 10-K, we engaged KPMG to be our independent auditor on
May 29, 2002. The aggregate fees billed to us for professional accounting services, including the audit
of our annual financial statements by KPMG for the fiscal year ended December 31, 2002 (based on
fees billed to us through the date of this report) and by Arthur Andersen for the fiscal year ended
December 31, 2001, are set forth in the table below. These amounts do not include approximately
$4,200,000 of fees billed to us by Arthur Andersen in 2002 related to non-auditing services for
management reporting and other matters.

2002 2001

(Dollars in
thousands)

Audit fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $28,988 $ 2,765
Audit-related fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,806 1,672
Tax fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 645 1,995

Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,439 6,432
All other fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 63 6,199

Total fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $34,502 $12,631

For purposes of the preceding table, the professional fees are classified as follows:

• Audit Fees—These are fees for professional services performed for the audit of our and certain
of our subsidiaries’ annual financial statements and review of financial statements included in
our 10-Q filings, services that are normally provided by our independent accountant in
connection with statutory and regulatory filings or engagements, and services that generally only
our independent accountant reasonably can provide, such as comfort letters, statutory audits,
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attest services, consents and assistance with and review of documents filed with the SEC.
Included in the 2002 category for KPMG are (i) fees for the re-audit of our 2001 and 2000
financial statements and (ii) fees incurred for audits of the financial statements of certain of our
subsidiaries performed in connection with acquisitions or dispositions of such subsidiaries, or in
compliance with such subsidiaries’ independent legal reporting obligations.

• Audit-Related Fees—These are fees for assurance and related services that traditionally are
performed by our independent accountant. More specifically, these include: employee benefit
plan audits; due diligence related to mergers, acquisitions and dispositions; internal control
reviews; attestation services that are not required by statute or regulation; and consultation
concerning financial accounting and reporting standards.

• Tax Fees—These are fees for all professional services performed by professional staff in our
independent accountant’s tax division except those services related to the audit of our financial
statements. These include fees for tax compliance, tax planning and tax advice. Tax compliance
involves preparation of original and amended tax returns, refund claims and tax payment
services. Tax planning and tax advice encompass a diverse range of subjects, including assistance
with tax audits and appeals, tax advice related to mergers, acquisitions and dispositions, and
requests for rulings or technical advice from taxing authorities.

• All Other Fees (2002 KPMG)—These are fees for other permissible work performed that do not
meet the above category descriptions, including assistance with the internal audit department’s
company-wide risk assessment.

• All Other Fees (2001 Arthur Andersen)—These are fees for other permissible work performed
that do not meet the above category descriptions, including consulting services for litigation,
information technology, management reporting and other matters. Certain of these fees related
to non-auditing services that are no longer permissible as specified in Section 10A(g) of the
Exchange Act. KPMG does not perform these types of non-auditing services for the Company.

SEC rules effective as of May 6, 2003 require our Audit Committee to pre-approve all auditing
and permissible non-auditing services provided by our independent auditor (with certain limited
exceptions). Since the effective date of these rules, all of the services performed by KPMG described
above under the captions ‘‘Audit-Related Fees,’’ ‘‘Tax Fees’’ and ‘‘All Other Fees’’ were approved in
advance by our Audit Committee.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM 8-K

(a) Documents filed as part of this report:

Page

(1) Independent Auditors’ Report . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84

Financial Statements covered by the Report of Independent Public
Accountants:

Consolidated Statements of Operations for the years ended December 31,
2002, 2001 and 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 85

Consolidated Balance Sheets as of December 31, 2002, 2001 and 2000 . . . 86

Consolidated Statements of Cash Flows for the years ended December 31,
2002, 2001 and 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 87

Consolidated Statements of Stockholders’ (Deficit) Equity for the years
ended December 31, 2002, 2001 and 2000 . . . . . . . . . . . . . . . . . . . . . . 88

Notes to the Consolidated Financial Statements for the years ended
December 31, 2002, 2001 and 2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . 89

(b) Reports on Form 8-K:

We filed the following reports on Form 8-K during the fourth quarter of 2002:

(1) On October 29, 2002, we filed a report on Form 8-K to update the status of certain
accounting matters.

(2) On October 30, 2002, we filed a report on Form 8-K regarding our results of operations
for the third quarter of 2002. Included as exhibits to the Form 8-K were the following
financial statements: condensed consolidated statements of operations for the three and
nine months ended September 30, 2002 and 2001—as reported and as normalized;
condensed consolidated balance sheets as of September 30, 2002 and December 31, 2001;
condensed consolidated statements of cash flows for the nine months ended
September 30, 2002 and 2001; and certain selected consolidated financial data.

(3) On November 14, 2002, we filed a report on Form 8-K containing certain financial
disclosure including discussions about the expected restatement of our results, results of
operations for the three and nine months ended September 30, 2002, liquidity and capital
resources, an update on the status of our impairment charges, certain commitments and
contingencies and an update on regulatory matters. Included as exhibits to the Form 8-K
were the following financial statements: condensed consolidated statements of operations
for the three and nine months ended September 30, 2002 and 2001; condensed
consolidated balance sheets as of September 30, 2002 and December 31, 2001; and
condensed consolidated statements of cash flows for the nine months ended
September 30, 2002 and 2001.

(4) On November 15, 2002, we filed a report on Form 8-K to announce the completion of
the first phase of the sale of the directory publishing business of our subsidiary, Qwest
Dex. We also announced that a portion of the sale proceeds were made available to our
subsidiary, Qwest Services Corporation (‘‘QSC’’), to pay $1.35 billion in outstanding loans
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under its Amended and Restated Credit Agreement dated as of August 30, 2002, reducing
the lending commitments under such revolving credit facility to $2.0 billion.

(5) On November 19, 2002, we filed a report on Form 8-K/A to amend the Form 8-K
previously filed on November 15, 2002.

(6) On November 20, 2002, we filed a report on Form 8-K to announce the commencement
of a private offer to exchange $12,902,653,000 aggregate principal amount of outstanding
debt securities of our subsidiary, Qwest Capital Funding, Inc. (‘‘QCF’’), in a private
placement for new debt securities.

(7) On November 26, 2002, we filed a report on Form 8-K to announce an agreement with a
majority of the lenders in our $2.0 billion syndicated credit facility to amend the
agreement governing the facility.

(8) On December 6, 2002, we filed a report on Form 8-K to announce that in connection
with our previously announced private offer to exchange outstanding debt securities of
QCF in a private placement for new debt securities, a complaint had been filed in the
United States District Court for the Southern District of New York against us, QCF and
QSC and certain named individual defendants.

(9) On December 23, 2002, we filed a report on Form 8-K to announce the voluntary
dismissal of the complaint filed by certain QCF noteholders in connection with our
$12.9 billion debt exchange offer and to announce the successful results of our offer to
exchange $12.9 billion aggregate principal amount of outstanding debt securities of QCF
in a private placement for new debt securities.

(c) Exhibits required by Item 601 of Regulation S-K:

Exhibits identified in parentheses below are on file with the SEC and are incorporated herein
by reference. All other exhibits are provided as part of this electronic submission.

Exhibit
Number Description

(2.1) Separation Agreement, dated June 5, 1998, between U S WEST, Inc.
(renamed ‘‘MediaOne Group, Inc.’’) (‘‘MediaOne Group’’) and
USW-C, Inc (renamed U S WEST, Inc.) (‘‘U S WEST’’) (incorporated by
reference to U S WEST’s Current Report on Form 8-K/A dated June 26,
1998, File No. 1-14087).

(2.2) Amendment to the Separation Agreement between MediaOne Group and
U S WEST dated June 12, 1998 (incorporated by reference to U S
WEST’s Annual Report on Form 10-K/A for the year ended
December 31, 1998, File No. 1-14087).

(3.1) Amended and Restated Certificate of Incorporation of Qwest
(incorporated by reference to Qwest’s Registration Statement on
Form S-4/A, filed September 17, 1999, File No. 333-81149).

3.2 Amended and Restated Bylaws of Qwest, adopted as of July 1, 2002.

(4.1) Indenture, dated as of October 15, 1997, with Bankers Trust Company
(including form of Qwest’s 9.47% Senior Discount Notes due 2007 and
9.47% Series B Senior Discount Notes due 2007 as an exhibit
thereto)(incorporated by reference to exhibit 4.1 of Qwest’s Form S-4 as
declared effective on January 5, 1998, File No. 333-42847).
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Exhibit
Number Description

(4.2)** Indenture, dated as of August 28, 1997, with Bankers Trust Company
(including form of Qwest’s 107⁄8% Series B Senior Discount Notes due
2007 as an exhibit thereto).

(4.3)** Indenture, dated as of January 29, 1998, with Bankers Trust Company
(including form of Qwest’s 8.29% Senior Discount Notes due 2008 and
8.29% Series B Senior Discount Notes due 2008 as an exhibit thereto).

(4.4) Indenture, dated as of November 4, 1998, with Bankers Trust Company
(including form of Qwest’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’s Registration Statement on
Form S-4, filed February 2, 1999, File No. 333-71603).

(4.5) Indenture, dated as of November 27, 1998, with Bankers Trust Company
(including form of Qwest’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’s Registration Statement on
Form S-4, filed February 2, 1999, File No. 333-71603).

(4.6) Indenture, dated as of June 23, 1997, between LCI International, Inc. 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 LCI’s Current Report on
Form 8-K, dated June 23, 1997).

(4.7) Indenture, dated as of June 29, 1998, by and among U S WEST Capital
Funding, Inc., U S WEST, Inc., and The First National Bank of Chicago
(now known as Bank One Trust Company, National Association), as
Trustee (incorporated by reference to U S WEST’s Current Report on
Form 8-K, dated November 18, 1998, File No. 1-14087).

(4.8) First Supplemental Indenture, dated as of June 30, 2000, by and among
U S WEST Capital Funding, Inc., U S WEST, Inc., Qwest
Communications International Inc., and Bank One Trust Company, as
Trustee (incorporated by reference to Qwest’s Quarterly Report on
Form 10-Q for the quarter ended June 30, 2000).

(4.9) First Supplemental Indenture, dated as of February 16, 2001, to the
Indenture, dated as of January 29, 1998, with Bankers Trust Company
(including form of Qwest’s 8.29% Senior Discount Notes due 2008 and
8.29% Series B Senior Discount Notes due 2008 as an exhibit thereto)
(incorporated by reference to Qwest’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2001).

(4.10) First Supplemental Indenture, dated as of February 16, 2001, to the
Indenture, dated as of October 15, 1997, with Bankers Trust Company
(including form of Qwest’s 9.47% Senior Discount Notes due 2007 and
9.47% Series B Senior Discount Notes due 2007 as an exhibit thereto)
(incorporated by reference to Qwest’s Quarterly Report on Form 10-Q for
the quarter ended March 31, 2001).

209



Exhibit
Number Description

(4.11) First Supplemental Indenture, dated as of February 16, 2001, to the
Indenture, dated as of August 28, 1997, with Bankers Trust Company
(including form of Qwest’s 107⁄8% Series B Senior Discount Notes due
2007 as an exhibit thereto) (incorporated by reference to Qwest’s
Quarterly Report on Form 10-Q for the quarter ended March 31, 2001).

(4.12) Indenture, dated as of December 26, 2002, between Qwest, Qwest Services
Corporation, Qwest Capital Funding, Inc. and Bank One Trust Company,
N.A., as Trustee (incorporated by reference to Qwest’s Current Report on
Form 8-K filed on January 10, 2003, File No. 1-15577).

(10.1) Growth Share Plan, as amended, effective October 1, 1996 (incorporated
by reference to Qwest’s Form S-1 as declared effective on June 23, 1997,
File No. 333-25391).*

(10.2) Equity Incentive Plan, as amended (incorporated by reference from
Qwest’s 2000 Proxy Statement for the Annual Meeting of Stockholders).*

(10.3) Employee Stock Purchase Plan (incorporated by reference to Qwest’s 2001
Proxy Statement for the Annual Meeting of Stockholders).*

10.4 Nonqualified Employee Stock Purchase Plan.*

(10.5) Deferred Compensation Plan (incorporated by reference to Qwest’s
Annual Report on Form 10-K for the year ended December 31, 1998).*

(10.6)** Equity Compensation Plan for Non-Employee Directors.*

(10.7) Deferred Compensation Plan for Nonemployee Directors (incorporated by
reference to Qwest’s Annual Report on Form 10-K for the year ended
December 31, 2000).*

(10.8) 401-K Plan (incorporated by reference to Qwest’s Annual Report on
Form 10-K for the year ended December 31, 1998).*

(10.9) Registration Rights Agreement, dated as of April 18, 1999, with Anschutz
Company and Anschutz Family Investment Company LLC (incorporated
by reference to Qwest’s Current Report on Form 8-K/A, filed April 28,
1999).

(10.10) Common Stock Purchase Agreement, dated as of April 19, 1999, with
BellSouth Enterprises, Inc. (incorporated by reference to Qwest’s Current
Report on Form 8-K/A, filed April 28, 1999).

(10.11) Securities Purchase Agreement, dated January 16, 2001, with BellSouth
Corporation (incorporated by reference to Qwest’s Annual Report on
Form 10-K for the year ended December 31, 2000).

(10.12) Employee Matters Agreement between MediaOne Group and U S WEST,
dated June 5, 1998 (incorporated by reference to U S WEST’s Current
Report on Form 8-K/A, dated June 26, 1998, File No. 1-14087).

(10.13) Tax Sharing Agreement between MediaOne Group and U S WEST, dated
June 5, 1998 (incorporated by reference to U S WEST’s Current Report
on Form 8-K/A, dated June 26, 1998, File No. 1-14087).
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Number Description

(10.14) Purchase Agreement, dated July 3, 2000, among Qwest, Qwest Capital
Funding, Inc. and Salomon Smith Barney Inc. (incorporated by reference
to Qwest’s Quarterly Report on Form 10-Q for the quarter ended June 30,
2000).

(10.15) Purchase Agreement, dated August 16, 2000, among Qwest, Qwest Capital
Funding, Inc., Salomon Smith Barney Inc. and Lehman Brothers Inc., as
Representatives of the several initial purchasers listed therein
(incorporated by reference to Qwest’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2000).

(10.16) Purchase Agreement, dated February 7, 2001, among Qwest, Qwest
Capital Funding, Inc., Banc of America Securities LLC and Chase
Securities Inc. as Representatives of the several initial purchasers listed
therein (incorporated by reference to Qwest’s Annual Report on
Form 10-K for the year ended December 31, 2000).

(10.17) Purchase Agreement, dated July 25, 2001, among Qwest, Qwest Capital
Funding, Inc., Lehman Brothers Inc. and Merrill Lynch & Co., Inc., as
Representatives of the several initial purchasers listed therein
(incorporated by reference to Qwest’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2001).

(10.18) Registration Rights Agreement, dated July 30, 2001, among Qwest, Qwest
Capital Funding, Inc., Lehman Brothers Inc. and Merrill Lynch &
Co., Inc., as Representatives of the several initial purchasers listed therein
(incorporated by reference to Qwest’s Quarterly Report on Form 10-Q for
the quarter ended June 30, 2001).

(10.19) Registration Rights Agreement, dated as of December 26, 2002, among
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Bank
One Trust Company, N.A., as Trustee (incorporated by reference to
Qwest’s Current Report on Form 8-K, dated January 10, 2003, File
No. 1-15577).

(10.20) Purchase Agreement, dated as of August 19, 2002, between Qwest, Qwest
Service Corporation, Qwest Dex, Inc., Qwest Dex Holdings, Inc. and Dex
Holdings LLC (incorporated by reference to Qwest’s Current Report on
Form 8-K, dated August 22, 2002, File No. 1-15577).

(10.21) Purchase Agreement, dated as of August 19, 2002, between Qwest, Qwest
Service Corporation, Qwest Dex, Inc., Qwest Dex Holdings, Inc. and Dex
Holdings LLC (incorporated by reference to Qwest’s Current Report on
Form 8-K, dated August 22, 2002, File No. 1-15577).

(10.22) Second Amended and Restated Credit Agreement, dated as of August 30,
2002, by and among Qwest, Qwest Services Corporation, Qwest Dex
Holdings, Inc., Qwest Dex, Inc., the Banks listed therein and Bank of
America, N.A., as Agent (incorporated by reference to Qwest’s Current
Report on Form 8-K, dated September 5, 2002, File No. 1-15577).

(10.23) Term Loan Agreement, dated as of August 30, 2002, by and among Qwest
Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the
Lenders listed therein and Bank of America, N.A., as Agent (incorporated
by reference to Qwest’s Current Report on Form 8-K, dated September 5,
2002, File No. 1-15577).
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(10.24) Security and Pledge Agreement, dated as of August 30, 2002, by and
among Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest
Dex, Inc. and Bank of America, N.A., as Agent (incorporated by reference
to Qwest’s Current Report on Form 8-K, dated September 5, 2002, File
No. 1-15577).

(10.25) Amendment No. 1, dated as of November 6, 2002, to Second Amended
and Restated Credit Agreement dated as of August 30, 2002, by and
among Qwest, Qwest Services Corporation, Qwest Dex Holdings, Inc.,
Qwest Dex, Inc., the Banks listed therein and Bank of America, N.A., as
Agent (incorporated by reference to Qwest’s Current Report on
Form 8-K, dated November 26, 2002, File No. 1-15577).

(10.26) Term Loan Agreement, dated as of June 9, 2003, by and among Qwest
Corporation, the Lenders listed therein, and Merrill Lynch & Co., Merrill
Lynch, Pierce, Fenner & Smith Incorporated, as sole book-runner, joint
lead arranger and syndication agent, and Credit Suisse First Boston, acting
through its Cayman Islands branch as joint lead arranger and
administrative agent, and Deutsche Bank Trust Company Americas, as
documentation agent and Deutsche Bank Securities, Inc. as arranger.
(incorporated by reference to Qwest’s Current Report on Form 8-K, dated
June 10, 2003, File No. 1-15577).

(10.27) Amended and Restated Employment Agreement, dated January 1, 2002,
by and between Qwest Services Corporation and Afshin Mohebbi
(incorporated by reference to Qwest’s Annual Report on Form 10-K for
the year ended December 31, 2001).*

10.28 Promissory Note, dated March 18, 2002, payable by Afshin Mohebbi to
Qwest Communications International Inc.

(10.29) Employment Agreement, dated October 24, 2001, by and between Qwest
and Joseph P. Nacchio (incorporated by reference to Qwest’s Annual
Report on Form 10-K for the year ended December 31, 2001).*

10.30 Resignation and Consulting Agreement, dated June 16, 2002, by and
between Qwest and Joseph P. Nacchio*

(10.31) Letter Agreement, dated October 6, 1998, by and between Qwest and
Drake Tempest (incorporated by reference to Qwest’s Annual Report on
Form 10-K for the year ended December 31, 2000).*

10.32 Letter Agreement, dated October 31, 2001, by and between Qwest and
Drake Tempest.*

10.33 Severance Agreement and General Release, dated November 14, 2002, by
and between Drake S. Tempest and Qwest Services Corporation.*

10.34 Separation Date Release Agreement, dated December 6, 2002, by and
between Drake S. Tempest and Qwest Services Corporation.

10.35 Employment Agreement, dated May 14, 2003, by and between Richard C.
Notebaert and Qwest Services Corporation.*

10.36 Employment Agreement, dated May 14, 2003, by and between Oren G.
Shaffer and Qwest Services Corporation.*
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10.37 Retention Agreement, dated May 8, 2002, by and between Qwest and
Richard N. Baer.*

10.38 Severance Agreement, dated July 21, 2003, by and between Qwest and
Richard N. Baer.*

10.39 Severance Agreement, dated July 21, 2003, by and between Qwest and
Clifford S. Holtz.*

10.40 Letter Agreement, dated April 19, 2001, by and between Qwest and
Annette M. Jacobs.*

10.41 Severance Agreement and General Release, dated September 17, 2003, by
and between Qwest and Annette M. Jacobs.*

10.42 Letter Agreement, dated August 20, 2003, by and between Qwest and
Paula Kruger.*

10.43 Severance Agreement, dated September 8, 2003, by and between Qwest
and Paula Kruger.*

12 Calculation of Ratio of Earnings to Fixed Charges.

(16) Letter from Arthur Andersen LLP to the Securities and Exchange
Commission dated June 11, 2002 (incorporated by reference to Qwest’s
Current Report on Form 8-K/A, filed June 11, 2002, File No. 1-15577).

21 Subsidiaries of Qwest.

24 Power of Attorney.

31.1 Chief Executive Officer Certification.

31.2 Chief Financial Officer Certification.

32 Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

( ) Previously filed.

* Executive Compensation Plans and Arrangements.

** Incorporated by reference in Qwest’s Form 10-K for the year ended December 31, 1997.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly
authorized, in the City of Denver, State of Colorado, on October 16, 2003.

QWEST COMMUNICATIONS INTERNATIONAL INC.,
A DELAWARE CORPORATION

By: /s/ OREN G. SHAFFER

Oren G. Shaffer
Vice Chairman and Chief Financial Officer

(Principal Financial and 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 October, 2003.

Signature Titles

/s/ RICHARD C. NOTEBAERT Director, Chairman and Chief Executive Officer
(Principal Executive Officer)Richard C. Notebaert

/s/ OREN G. SHAFFER Vice Chairman and Chief Financial Officer
(Principal Financial and Accounting Officer)Oren G. Shaffer

*
Director

Philip F. Anschutz

*
Director

Linda G. Alvarado

*
Director

Craig R. Barrett

*
Director

Thomas J. Donohue

*
Director

Jordan L. Haines

*
Director

Cannon Y. Harvey
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Signature Titles

*
Director

Peter S. Hellman

*
Director

Vinod Khosla

*
Director

Frank P. Popoff

*
Director

Craig D. Slater

*
Director

W. Thomas Stephens

*By: /s/ RICHARD C. NOTEBAERT

Richard C. Notebaert
As Attorney-In-Fact
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Independent Auditors’ Report

The Board of Directors and Stockholders
Qwest Communications International Inc.:

Under date of October 8, 2003, we reported on the consolidated balance sheets of Qwest
Communications International Inc. and subsidiaries as of December 31, 2002, 2001, and 2000, and the
related consolidated statements of operations, stockholders’ (deficit) equity, and cash flows for each of
the years then ended, as contained in the annual report on the 2002 Form 10-K. In connection with our
audits of the aforementioned consolidated financial statements, we also audited the related
accompanying consolidated financial statement schedule, Schedule II—Valuation and Qualifying
Accounts. This financial statement schedule is the responsibility of the Company’s management. Our
responsibility is to express an opinion on this financial statement schedule based on our audits.

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated
financial statements taken as a whole, presents fairly, in all material respects, the information set forth
therein.

As discussed in Notes 3 and 4 to the consolidated financial statements, the Company has restated its
consolidated balance sheets as of December 31, 2001 and 2000, and the related consolidated statements
of operations, stockholders’ (deficit) equity, and cash flows for each of the years then ended, which
consolidated financial statements were previously audited by other independent auditors who have
ceased operations.

/s/ KPMG LLP

Denver, Colorado
October 8, 2003
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QWEST COMMUNICATIONS INTERNATIONAL INC.
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(DOLLARS IN MILLIONS)

Balance at
beginning Balance at

of Merger Charged to end of
period(1) adjustment(2) expense Deductions period

Allowance for uncollectibles:

2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $402 — 511 553 $360
2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 305 — 615 518 402
2000 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88 69 388 240 305

(1) January 1, 2000 balance is unaudited.

(2) The Merger adjustment represents pre-Merger Qwest’s allowance for uncollectibles at the time of
the Merger (June 30, 2000).
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Board of Directors
Richard C. Notebaert, 56, chairman and chief Thomas J. Donohue, 65, president and chief Vinod Khosla, 48, general partner of Kleiner
executive officer of Qwest since 2002. executive officer of the U.S. Chamber of Perkins Caufield & Byers venture capital
Director, Aon Corporation, Cardinal Commerce since 1997. Director, Union firm. Director, Juniper Networks, Inc. and
Health, Inc., and The Denver Center for Per- Pacific Corporation, XM Satellite Radio Hold- SEEC Inc. Qwest director since 1998.
forming Arts. Member of the executive com- ings Inc., Sunrise Assisted Living Corpora-

Frank Popoff, 67, chairman of The Dowmittee. Qwest director since 2002. tion and Marymount University. Member of
Chemical Company from 1992-2000. Direc-the compensation and human resources,

Philip F. Anschutz, 63, chairman of the board tor, American Express Company, Chemicalfinance, and nominating and governance
of Anschutz Company. Director and non- Financial Corporation, Shin-Etsu Chemicalcommittees. Qwest director since 2001.
executive vice chairman, Union Pacific Cor- Co. Ltd. and United Technologies Corpora-
poration; director, Regal Entertainment Jordan L. Haines, 76, president, chairman and tion. Member of the executive, compensa-
Group and Pacific Energy GP, Inc. Member chief executive officer of Fourth Financial tion and human resources, finance, and ad
of the executive, compensation and human Corporation from 1968-1991. Member of hoc committees and the equity incentive
resources, and nominating and governance the audit, compensation and human plan subcommittee. Qwest director since
committees. Qwest director since 1993. resources, finance, ad hoc, and nominating 2000 (previously a director of U S West).

and governance committees. Qwest director
Linda G. Alvarado, 52, president and chief Craig D. Slater, 46, president of Anschutzsince 1997.
executive officer of Alvarado Construc- Investment Company since 1997 and exec-
tion, Inc. since 1978. Director, 3M Com- Cannon Y. Harvey, 62, president and chief utive vice president of Anchutz Company
pany, Pepsi Bottling Group, Lennox Interna- operating officer of Anschutz Company and and The Anschutz Corporation since 1995.
tional and Pitney Bowes, Inc. Member of The Anschutz Corporation since 1996. Director, Forest Oil Corporation and Regal
the audit and ad hoc committees. Qwest Member of the finance and nominating and Entertainment Group. Member of the execu-
director since 2000 (previously a director of governance committees. Qwest director tive, compensation and human resources,
U S West). since 1996. and finance committees. Qwest director

since 1996.
Craig R. Barrett, 64, president and chief exec- Peter S. Hellman, 53, chief financial and
utive officer of Intel Corporation since 1998. administrative officer of Nordson Corp. W. Thomas Stephens, 61, president, chief exec-
Director, Intel Corporation. Member of the Member of the audit and ad hoc commit- utive officer and director of MacMillian Bloe-
executive committee. Qwest director since tees. Qwest director since 2000 (previously del Limited from 1996-1999. Director,
2000 (previously a director of U S West). a director of U S West). Trans Canada Pipelines, NorskeCanada, The

Putnam Funds and Xcel Energy Inc. Mem-
ber of the audit and ad hoc committees.
Qwest director since 1997.

Senior Management Team
Richard C. Notebaert, 56, chairman and chief Augie M. Cruciotti, 40, executive vice presi- Paula Kruger, 54, executive vice president –
executive officer since June 2002. President dent, network services since May 2002. consumer markets since September 2003.
and chief executive officer of Tellabs Executive vice president — local network President of CRM at EDS 2001-2003; exec-
2000-2002; chairman and chief executive services 2000-2002; president — local utive vice president of operations at Excel
officer of Ameritech 1994-1999; president broadband services group 1999-2000; vice Communications 1997-1999. MBA, 1977,
of Indiana Bell 1989-1992. MBA, 1983 president — service operations for Southern Roth Graduate School of Business, CW Post;
and BA, Political Science, 1969, University California, SBC Communications BA, Economics, 1972, CW Post.
of Wisconsin. 1995-1999. MBA, University of Southern

Gary Lytle, 59, senior vice president – federalCalifornia, 1992; BS, University of Southern
Oren G. Shaffer, 61, vice chairman and chief relations since July 2002. President, LytleCalifornia, 1986 and BA, Claremont McK-
financial officer since July 2002. President Consulting 2001-2002; interim presidentenna College, 1986.
and chief operating officer of Sorrento Net- and CEO of United States Telecom Associa-
works 2000-2002; chief financial officer of R. Steven Davis, 50, senior vice president – tion (USTA) 2000-2001; vice president –
Ameritech 1994-2000; president of Virgo public policy since January 2000. Vice federal relations at Ameritech 1994-1999.
Cap Inc. 1992-1994; chief financial officer president – law and state government affairs MBA, 1966, and BA, 1965, Michigan State
and director of The Goodyear Tire & Rubber 1981-2000 at AT&T. JD, 1978, University University.
Company 1987-1992. MS, Management, of Kansas; BS, 1975, University of Kansas.

Al-Noor Ramji, 49, executive vice presidentMIT; BS, Business Administration, 1968,
Patricia A. Engels, 52, executive vice presi- and chief information officer since 2001.University of California, Berkeley.
dent – product and pricing since Global chief information officer at Dresdner

Barry K. Allen, 54, executive vice president April 2003. President – business process Kleinwort Wasserstein 1996-2001; chief
and chief human resources officer since management of EDS Corporation operating officer and managing director at
August 2002. Founded Allen Enterprises, 2001-2002; president and CEO – directory Swiss Bank Corporation 1990-1996; head
LLC in 2000; executive vice president of operations at SBC Communications of operations at Credit Suisse First Boston
Ameritech 1995-2000. MBA, 1974, Boston 2000-2001; president – consumer services 1984-1990. BS, Electronics, University of
University; BS, Business Administration, at Ameritech 1999-2000. BA, 1973, Uni- London.
1970, University of Kentucky. versity of Minnesota.

Teresa Taylor, 40, executive vice president –
Rich N. Baer, 46, executive vice president, Clifford S. Holtz, 44, executive vice presi- wholesale markets since April 2003. Senior
general counsel and corporate secretary dent – business markets group since vice president – product marketing
since December 2002. Special legal counsel July 2002. Executive vice president – small 2000-2002; vice president – integrated
to chairman and CEO in 2002; deputy gen- business markets 2001-2002; senior vice solutions for U S WEST !nterprise group
eral counsel 2001-2002; chairman of the president – consumer business at Gateway 1998-2000. BS, 1984, University of Wis-
litigation department at Sherman & Howard 2000-2001; president – metro markets at consin-LaCrosse.
1998-2000. JD, 1983, Duke University; AT&T 1997-2000. MBA, 1984, University

Joan H. Walker, 55, executive vice president –BA, 1979, Columbia University. of Chicago; BA, 1981, State University of
corporate communications since July 2002.New York at Albany.
Senior vice president – global public affairs
at Pharmacia 1999-2002; senior vice presi-
dent – corporate communications at Amer-
itech 1996-1999. MA, Sociology, 1973,
Rutgers University; BA, 1968, Douglass
College.
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Corporate Information
Corporate Headquarters Qwest Stock Information

Qwest Communications International Inc. The company’s common stock is traded on the New York
1801 California Street Stock Exchange under the symbol ‘‘Q.’’
Denver, CO 80202

All company filings with the Securities and Exchange800-899-7780
Commission (SEC) can be found online under ‘‘Financialwww.qwest.com
Information’’ at www.qwest.com/about/investor.

Qwest Stockholder Services
Online Financial Information

Our transfer agent can help registered stockholders with a
We invite you to visit this annual report and other finan-variety of stockholder services, including change of
cial materials online at www.qwest.com/about/investor.address, lost stock certificates and transfer of stock.
Annual Meeting of StockholdersCall them toll-free at 877-268-2263 or write to them at:
Qwest stockholders as of the October 27, 2003 recordThe Bank of New York
date are invited to attend and to vote at our annual meet-Shareholder Relations
ing, which will be held in Denver, Colorado on Decem-P.O. Box 11258
ber 16, 2003, at 10:00 a.m. local time at the followingChurch Street Station
venue:New York, NY 10286

Shareowners@bankofny.com Seawell Ballroom
Denver Center for the Performing Arts ComplexStockholders can also access forms, FAQs and their
1245 Champa Streetaccount information online at www.stockbny.com
Denver, CO 80204

Investor Relations
Registration will begin at 8:30 a.m. and doors will open

Investors can hear recorded information and request at approximately 9:30 a.m. local time.
materials by calling the Investor Information Line at

A simultaneous live Webcast of the annual meeting will877-877-7978.
be available at www.qwest.com/about/investor.

For other requests or questions, stockholders may contact
Stockholders are entitled to one vote for each share held,us by writing, calling or e-mailing us at:
and may vote their proxy by mail, phone or online at

Qwest Investor Relations proxyvote.com.
1801 California Street, 51st floor
Denver, CO 80202
800 567-7296
www.qwest.com/about/investor
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