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Spirit of Semke"'  

April 21, 2004 

Pamela Bolll-ud, Executive Director 
P~h l i c  Utilities Coimnission of the State of South Dakota 
500 East Capitol Avenue 
Pierre, So~lt11 Dakota 57501 

RE: Application and Request for a Certificate of Authority by 
Qwest Coimn~u~icatioas Corporation 

Dear Ms. Bomud: 

Please find enclosed Qwest Col~u~~unication Corporation's ("QCC") Application and 
Request for Certificate of Authority ("COA"). Currently, QCC holds a COA to resell and 
provide facilities-based interexcllange services in South Dakota. Also, QCC holds a COA to 
provide operator services. QCC s~bmits the enclosed Application for filing with the Public. 
Utilities Coimnission in order to obtain a~~thorization to begin providing competitive local 
exchange services in South Dakota. 

Thank you for your attention to tlis matter. Please contact me if you have any questions 
or CoiIcems. 

Sincerely , 

Melissa K. Thoinpson 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA SOUTH A.sr 

UTILIVI 

In the Matter of the Application of TC 04- 
Qwest Collununicatioils Coi-poration 
for a Certificate of Autl~ority To Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecoimnunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 

Qwest Coilununications Corporation ("QCC") submits this Application to the South 

Dakota Public Utilities Coimnission ("Coi~mission") for a Certificate of Authority ("COA") 

authorizing QCC to provide competitive local exchange teleconlmunications services in South 

Dakota. 

BACKGROUND 

Pursuant to documentation issued by this Commission, QCC currently holds a COA to 

resell and to provide facilities-based interexchange services in South ~altota. '  Also, QCC 11olds 

a COA issued by the Coimnission on May 16, 2003 to provide operator services and 

interexchange services in South Dakota. QCC submits this Application to obtain authority to 

amend its current COA to provide competitive local exchange services. 

The following general information and exhibits are furnished in support of this 

Application and pursuant to S.D. Admin. R. 20: 1 O:32:03 : 

1. QCCYs legal name, address of its principal offices and telephone il~linber are: 

' Docket No. TC94-104. On December 9, 1994, the Commission granted Southern Pacific Telecommunications 
Company (S P Telecom). By letter dated August 22, 1995, S P Telecom filed a change of name with the 
Commission, which became effective September 23, 1995. On September 14, 1998, QCC submitted a letter to the 
Commission asking whether it must amend its reseller COA in order to provide facilities-based interexchange 
services in South Dakota. By letter dated October 2, 1998, the Commission advised QCC that no amendment was 
necessary to provide facilities-based interexchange services. 



Qwest Colnmunications Corporation 
180 1 California Street 

Denver, Colorado 80202 
(303) 992-1400 

2. QCC will do business as Qwest Communications Corporation. A list of the 

names and business addresses of each of its corporate officers is attached as Exhibit 1. A 

description of the education and experience of QCC's management personnel is attached as 

Exhibit 2. 

3. QCC is a privately held corporation, organized under the laws of the State of 

Delaware. A copy of QCCys Certificate of Incorporation is attached as Exhibit 3. QCC is a 

foreign corporation with authority to transact business in the State of South Dakota. QCC's 

Certificate of A~~thority from the South Dakota Secretary of State is attached as Exhibit 4. 

4. QCCys registered agent in Soutll Dalcota is: 

CT Corporation System 
3 19 South Coteau Street 

Pierre, SD 57501 

5. None of QCC's officers or directors has any direct ownership interest in QCC. 

QCC is a wholly owned subsidiary of Qwest Services Colporation, which is a wllolly owned 

subsidiary of Qwest Collzmulications International Inc., which is a publicly traded entity on the 

New Yorlc Stoclc Exchange. 

6. QCC is a facilities-based and resale interexchange and competitive local exchange 

carrier in other states that provides a broad range of interLATA and intraLATA 

telecollmunicatioils services for voice and data applications to businesses and residences. QCC 

plans to provide a similar range of interLATA and intraLATA telecolnmunications services for 

voice and data applications to businesses and residences tluougl~out South Dakota. 



7.  QCC will provide competitive local exchange telecommunications services, in 

conjunction with interexchange telecoilununications services and operator services, within South 

Dakota by means of resale, the leasing of facilities, and/or the construction of its own facilities. 

8. QCC will provide competitive local exchange telecommunications services on a 

statewide basis. 

9. QCC will market its competitive local exchange telecomm~1lications services 

statewide in South Dakota to residential and b~lsiness customers. QCC will market its services 

tlu-ough internal cl~a~mels and tlxougl~ third party vendors. QCC's services will also be marlteted 

pursuant to Section 272(g) of the Act. 

10. QCC's balance sheet, income statement, and statement of cash flows are 

consolidated at the level of QCC's parent, Qwest Comnmu~cations International, h c .  (QCII). 

QCII's audited ann~lal report on form 10-K, for the year 2003, is attached as Exhibit 5. If this 

infornlation at the parent conlpany level is deemed insufficient pursuant to S.D. Admin. R. 

20: 1 O:32:03(l I), QCC requests a waiver of this req~~irement pursuant to S.D. Admin. R. 

20: lO:32:03(22). 

11. A copy of QCC's catalog pages with terms and conditions of services is attached 

as Exhibit 6. In addition to Exhibit 6, at some time in the fume QCC intends to offer additional 

voice and data services such as re-sold and facilities-based: PRI, DSS; and re-sold: PRI, DSS, 

lFRIlFB, PAL. Before offering these additional services to the public, QCC will file 

supplemental catalog pages. In support of the prepaid items and customer deposits called for in 

the catalog, QCC has already filed a bond in the amount of $25,000 with the Conmission. 

12. QCCYs regulatory matters in South Dakota sl~ould be directed to: 

Ms. Colleen Sevold 
Manager, Regulatory Affairs 



Qwest Policy & Law 
125 S. Dakota Avenue 

Sioux Falls, South Dakota 571 94 
(605) 335-4596 

13. QCCy s customer coinplaints are to be addressed to: 

Susan McKown 
1801 Califosnia Street, Room 450 

Denver, Colorado 80202 
(303) 896-8152 

(303) 965-5555 (fax) 
uswpuc@qwest.com 

14. Questions regarding QCC customer billing and customer service matters should 

be addressed as follows: 

Business customers: 

If Qwest Corporation is your local provider: (800) 630-6000 
If Qwest Coiporation is not yow local provider: (800) 860-1020 

Residential customers : 

If Qwest Coi-poratioii is your local provider: (800) 244-1 11 1 
If Qwest Coi-poration is not your local provider: (800) 860-2255 

Primary interexchange ca-rier ("PIC") disputes: (800) 244-1 11 1 

15. Because QCC is providing telecoimnui~icatioi~s services nationwide except for 

Alaska, QCC already has in place the policies and persoimel necessary to respond to customer 

inquires and perform facility and equip~neilt maintenance necessary to comply with any 

Coin~nission quality of service requirements. QCC will provide custoiners in South Dakota with 

9 1 1 and E9 1 1 services in coi~forinai~ce with South Dakota law. For resale products, QCC will 

opt into the Qwest Corporation SGAT. For billing and collection fi-om custoiners who subscribe 

to QCC's local exchange service, QCC will utilize the systems it has in place already nationwide 

and in South Dakota in coiljuu~ction with its interexchange services. 



16. QCC is registered or certified to provide telecommunications services in the 

following states/tei~itories: Alabama, Arltansas, California, Connecticut, Delaware, District of 

Columbia, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana, Maine, 

Maryland, Massacl~usetts, Michigan, Mississippi, Missouri, Nevada, New Hampshire, New 

Jersey, New Yorlt, North Carolina, Olio, Oldalloma, Peimsylvania, Puerto Rico, Rhode Island, 

South Carolina, Tennessee, Texas, Vermont, Virginia, West Virginia, and Wisconsin. In 

addition, QCC is registered or cei-tified to provide telecomn~1ications services in the following 

Qwest Corporation in-region states: Arizona, Colorado, Idaho, Iowa, Minnesota, Montana, 

Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington, and 

~ ~ o i n i n ~ . ~  

17. To the best of undersigned's lulowledge and records, QCC has not been denied 

registration or certification to provide telecomm~uications services and is currently in good 

standing with the appropriate regulatory agencies in all states where it is registered or certified. 

18. QCC does not yet lulow the time fi-ame by wl~ich it will provide competitive local 

exchanges services in South Dakota tlx-oug11 tlle use of its own facilities, the purchase of 

unbundled network elements or resale. QCC will opt into Qwest Corporation's SGAT and it 

intends to intercolmect with other carriers as well. At tlis point in time, QCC does not yet lulow 

who those carriers will be. Accordingly, QCC does not know the date by wlich it will meet the 

service obligations imposed by S.D. Admin. R. 20:10:32:15. When QCC begins offering 

competitive local exchange services in South Dakota QCC will comply with tlle obligations set 

fort11 in S.D. Admin. R. 20:10:32:15. 

' QCC is an affiliate of Qwest Corporation, which is the ILEC in South Dakota and 13 other "in-region" states. 
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19. QCC submitted requests for interconnection to telecoinmunications providers in 

South Dakota in a letter dated March 3 1,2004. A copy of that letter is attached as Exlibit 7. 

20. QLDCYs federal tax identification number is: 04-6141739. 

21. Cost support for rates sllown in QCCYs catalog pages (attached as Exlibit 6) are 

not included with this Application because competitive local exchange telecoinn~unications 

services are fully competitive in South Dakota. 

22. QCC has settled formal coinplaint actions or investigations regarding alleged 

slanuniing or cranuning with the following entities: the Federal Conmuiicatioils Coinmission, 

the state utility conmissioils of Oltlahoma, South Dakota, Kentucky, Tennessee, Texas, and New 

Jersey, the attorneys general for the states of Arizona, Coimecticut, Florida, Idaho, Illinois, 

I<ansas, Minnesota, Missow-i, Nevada, New Yorlc, Olio, Oregon, Pennsylvania, and Wisconsin. 

QCC has also settled "do not call" violation investigatioi1s by the New York State Consumer 

Protection Board and the Florida Department of Agsiculture and Services. Additionally, in 

October 2002, the Califoi-nia Public Utilities Coinmission fined QCC for alleged incidents of 

slsumning and cramning. QCC filed an appeal in California state court, but the appeal was 

u~~successful. 

23. QCC is also in the process of resolving two other proceedings in Okalahoina and 

Delaware. The Olclahoma proceeding is a formal complaint by the Coinmission Staff involving 

allegations of one incident of slannzing against QCC. QCC is in the process of negotiating 

settlement of tlis complaint wit11 the Oldahoma staff. The Delaware proceeding addressed 

allegations involving the iinproper termination of service for 16 customers. QCC is in the 

process of finalizing a settlement agreement wit11 the Delaware Coinmission to resolve this 

matter. 



24. QCC is also currently cooperating with the attorney general for the state of 

Missouri regarding certain sales practices, wl~icll investigation is ongoing, and is involved in a 

civil investigation relating to property tax surcharges in No1311 Carolina. QCC is also involved in 

two pending formal complaints at the FCC; one filed by Touch America, Inc. alleging that QCC 

and its affiliates violated terms of the U S West, Inc.1 Qwest Coimnunications h c .  divestiture 

order and illegally were providing interLATA services in the former U S West local exchange 

region. 

25. As referenced above in paragraph 22, in February 2000, the Soutl~ Dakota Public 

Utilities Commissioil initiated a formal proceeding against QCC regarding alleged incidents of 

slamming. In June 2000, QCC and the South Dakota PUC reached a settlement agreement 

whereby QCC agreed to pay a fine and made certain assurances regarding its "anti-slsumning" 

policies and  procedure^.^ 

26. Aside from these matters, QCC, based on its records, has not been the subject of 

any other formal coinplaints or investigations by state or federal utility commissions, attorneys 

general, or consumer advocate offices, and similar agencies or entities, regarding its provisioning 

of telecomm~u~ications services d~u-ing the last five years. 

27. For the items listed above in this Application for which QCC does not yet have 

the illformation, such as exact dates and names of carriers with whom QCC will intercolmect, 

QCC respectfully asks the Colmnission to waive the requirements for the requested information. 

28. All questions concerning this Application should be directed to: 

See Order Approvii7g Agreenzent Regarding Anti-Slamnzi~g Practice, Dismissing Motion and Clo~ing Docket 
TCOO-007 (June 28,2000). 
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Melissa K. Thompson 
Senior Attorney 
Qwest Services Corporation 
1801 California Street, Suite 4900 
Denver, Colorado 80202 
(303) 672-2734 

Colleen Sevold 
Manager - Regulatory 
Qwest Policy & Law 
125 S. Dakota Avenue 
Sioux Falls, So~lth Dakota 57 194 
(605) 335-4596 

S'G- 
RESPECTFULLY submitted this '?,! day of April, 2004. 

QWEST COMMUNICATIONS CORPORATION 

By: L ~ ! ~ K  / 

Melissa K. ~hol&son, $&ior Attorney 
QWEST SERVICES CORPORATION 
180 1 California Street 
Denver, CO 80202 



CERTIFICATE OF SERVICE 

I hereby cei-tify that on this 21St day of Apsil, 2004, an 01-iginal and ten (10) copies of 
QWEST COMMUNICATION CORPORATION'S APPLICATION AND REQUEST FOR 
CERTIFICATE OF AUTHORITY was forwarded via UPS Overnight, to the following: 

Pamela Bonrud, Executive Director 
South Dakota Public Utilities Commission 
500 East Capitol 
Pierre, South Dakota 57501 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04 - 
Qwest Comm~mications Corporation 
for a Certificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 

EXHIBIT 1 

Qwest Communication Corporation 
April 2 1,2004 



QWEST COMMUNICATIONS CORPORATION 

Directors: 
Toin Gillett, Cliff Holtz 

Officers: 
Tom Gillett, President 
Cliff Holtz, Executive Vice President - Business Marlcets 
Pamela J. Stegora Axberg, Senior Vice President, Network Operations, 
Kelly Carter, Vice President - Corporate Tax and Assistant Secretary 
Mask Evans, Vice President - Finance and Assistant Treasuser 
R. William (Bill) Jolmston, Vice President - Assistant Controller 
Troy M. Keller, Assistant Secretary 
Joan E. Randazzo, Assistant Secretary 

Business address for the above-listed directors and officers: 

Qwest Coi~~nuicat ions  Corporation 
1 80 1 California Street 
Denver, Colorado 80202 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04 - 
Qwest Communications Coi-poration 
for a Cei-tificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
Services in South Dalcota AUTHORITY 

EXHIBIT 2 

Qwest Communication Coi-poration 
Apiil2 1,2004 



QWEST COMMUNICATIONS CORPORATION 

Thomas F. Gillett 

President 

Tom Gillett has over 32 yeas  of diverse telecoinmunications experience. His caseer 
includes work at a venture capital firm, several Board positioas, founder of thee  new 
telecoi~ununicatioi~s firms, senior position at Cable Television Laboratories, several roles at 
GTE, and inany assignments with the Bell System (Wisconsin Telephone and New York 
Telephone). He has testified before Congress and the FCC about the Future of America's 
Telecollullullicatioils Infrastructuse and was once selected as Fiber Optics Man of the Yeas, 

Gillett's early telecoimnuilicatioils efforts include being Entrepreneur-in-Residence at 
Alta Co~~un~u~ications, a venture capital firm in Boston and San Francisco. His work there 
included finding, assessing, and assisting start-up and existing telecommunications companies. 
He is on the Board of Directors of amerivault, an Internet security and backup film, and Sockeye 
Networks, an Internet routing company. 

Gillett's last inajor founding role was as CEO and Chairinan of Digital Broadband 
Commn~u~ications (DBC). DBC was a DSL start-up in several cities in the Northeast that served 
enterprise and inediun businesses via its own network tlxough its direct sales and service force. 
It was Cisco's DSL Showcase company, but was unable to close its series D round of financing. 
Prior to DBC, Gillett held the positions of CTO and then SVP - Business Development at 

' 

MetroNet, a Canadian CLEC that grew its network to have its own local and long distance 
network serving all of the inajor cities in Canada. MetroNet was successfully taken public and 
then merged with AT&T Canada. Gillett helped raise over $2B of debt and equity for MetroNet. 
His first founding role was with Brooks Fiber Properties (BFP), a US CLEC that grew to serve 
22 cities wit11 its own local fiber and switclfing infrastsucture. He was President of their first 
CLEC effoi-t and then President of GLA, an international consulting firm owned by BFP. BFP 
went public and was then sold to WorldCom. 

Prior to BFP, Gillett was at Cable Television Laboratories as VP - Business 
Development and Teclmology Transfer. Cable Labs is the R&D firm owned by a consoi-tium of 
most of the cable TV providers. It was in this role that he testified before the US Senate, House 
and FCC about America's telecoin infkastructure. 

Before Cable Labs, Gillett was at GTE in their telops headquarters organization where he 
held several assigiments in engineering, business development, maslteting, and operations.  is 
last assigiunent was as Director of their Cei~itos experiment, which deployed and assessed new 
broadband services and ii~frastructures in the City of Cerritos, California. 



Gillett's career began wit11 the Bell System where he held roles in engineering, switclling 
adiniilistration, budget, and customer support. He holds undergraduate and graduate degrees in 
Management Engineering and Management from Rensselaer Polytechnic Institute. 

Clifford S. Holtz 

Executive Vice-President - Business Markets 

Cliff Holtz oversees the sales, inarlteting and delivery of telecomnunications services to 
all of Qwest's regional, national and global business customers. 

Prior to joining Qwest in 2001, Holtz was senior vice president of Gateway, Inc.'s $5 
billion Consumer business. Before joining Gateway, he was AT&T1s president of metro markets, 
a $4.5 billion business serving small to mid-sized business customers. Holtz also held a variety 
of general management, operations, strategy, sales and marketing assignments, all with AT&T. 

Holtz holds a master of business administration fiom the University of Cllicago and a 
bachelor of science, inagna cum laude, in business adiniilistration froin the State University of 
New Yo& in Albany. 

Pamela Stegora Axberg 

Senior Vice President - Network Operations 

As senior vice president for Qwest's Network Operations, Pamela Stegora Axberg 
oversees the engineering and operations of Qwest's national voice, video, and data networks. Her 
employees deliver a broad range of high-quality telecoimnunications services to customers 
outside Qwest Cosporation's 14-state, local-sewice region. Stegora Axberg also oversees 
network reliability operations for the company's national netwosk. In her role, she leads more 
than 3,000 employees. 

A n  18-year veteran of the telecon11nunications industry, Stegora Axberg has spent her 
career together at U S WEST and Qwest holding numerous positions in network operations 
including data services, network planning, engineering, operations, and product development. 
Prior to assuming her current position in May 2002, Stegora Axberg was senior vice president 
over Qwest Cosporation's Eastern Region operations delivering telecomunications services to 
custonlers in Iowa, Minnesota, Nebraska, North Dakota and South Dakota. During that same 
time, she also was in charge of Qwest Corporation's 14-state Network Reliability Operations 
Centers (NROCs). Before that, she led Central OfficeIEngineering Operations for Qwest 
Corporation's 14 local-service states. 

During her career, Stegora Axberg has been recognized for her service achievements as a 
President's Club menlber in 1992 and 1997, and was awarded the President's Club Recognition 
Gold Medal in 1997. She co-chaired and served as the executive sponsor for the Technical 
Enlployee Career Board. She also chaired the Minnesota Plusalism Council and the Minnesota 



Chapter of U S WEST Won~en. Stegora Axberg is currently the Steering Committee Chair for 
the Network Reliability and Interoperability Council (NRIC) VI. 

Stegora Axberg earned a bachelor of science degree in mathematics fiom the College of 
St. Catherine and a master of business administration degree fiom the University of Minnesota. 

Kelly S. Carter 

Vice President - Corporate Tax and Assistant Secretary 

Kelly S. Caster has led Qwest's tax department since January 1996. In this capacity, 
Caster has overall responsibility for the global tax affairs of Qwest Corporation and all its 
affiliates (including QCC) including U.S. federal taxation, international taxation, state and local 
taxation, property taxation, tax audits and controversy, and tax research and planning. 

Before joining Qwest, Carter was a senior manager with Coopers and Lybrand LLP 
where during his nine years he consulted with clients in the communications, retail, and 
manufacturing industries. Caster also worked for IRECO Incorporated on accounting and 
systems applications. Carter received a B.S. in Accounting from Utah State University and a 
Master of Taxation fioin the University of Denver. He is a Certified Public Accountant in 
Colorado (#11475), served on the Board of Directors, Tax Executive Institute Denver Chapter 
(1 999 tl-~~ough 2002), and is a member in the Tax Executives Institute, Inc., the American 
Institute of Certified Public Acco~mtants, and the Colorado Society of Certified Public 
Accountants. 

Mark Evans 

Finance and Assistant Treasurer 

Mark Evans is currently Vice President and Assistant Treasurer. Evans is responsible for 
treasury operations, including cash management, leasing administration, stock administration and 
cash flow forecasting. 

Evans brings to the team nineteen years of experience in the telecomnunications services 
industry and the federal government. His background includes investor relations, financial 
planning & forecasting, business analysis and marketing operations. Prior to joining Qwest, 
Evans worked at MCI Telecommunications in various finance and marl<eting capacities. 

Evans holds an MBA in finance and accounting from Cornell University and a B.S. in 
political science suinma cum la~lde fioin The American University. 



R. William (Bill) Jolulston 

Vice President - Assistant Controller 

Johnston oversees all teclulical, regulatory and SEC related accounting for Qwest. He 
joined US West Inc in September of 1988 in the Technical Accounting group; in addition he has 
overseen federal regulatory issues and international business development activities. Johnston 
graduated from the University of Nebraska at Omaha with a BS in Business Administration. 

Troy Keller 

Assistant Secretary 

Kellercs responsibilities lie in the areas of corporate governance and securities law. 
Before joining Qwest in 2003, Keller was an Associate at the firm of Brobeclc, Phleger & 
Harrison LLP in Broomfield, CO. Before joining Brobeck, Phleger & Harrison, he was an 
Associate at Brown & Wood LLP in NY, NY. Keller earned l i s  Juris Doctorate fi-om New Yorlc 
University and holds a Bachelor of Arts, cum laude in English fi-om Brigham Yowlg University. 

Joan Randazzo 

Assistant Secretary 

Randazzo's responsibilities are in the area of corporate goverimlce. Before joining 
Qwest in 2003, Randazzo was a senior customer and fulfillment specialist for CT Corporation 
System. 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04 - 
Qwest Communications Corpoi-ation 
for a Certificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 
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Qwest Communication Corporation 
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1, -1ET SMITH WINDSOR, SECRE!WRY OF STXTE OF TBE STATE Or 

D E u W m ,  DO BEmBY CERTIFY TEE ATTACBED IS A TRUE AND CORRECT 

copy OF TBE CERTIFICATE OF INCORPORATION OF "EVERGREEN LEBSING 

 CORPORATION^, FILED IN THIS OFFICE ON TEE TENTS DAY OF JUNE, 

A.D. 1966, AT 10 O'CLOCK A.M. 



F i r s t :  !!he name of the corporetlnn is - 
EVTTU)RE!4 LUlSJ.NG CORPOAATION 

Second: Its principal  office in t h e  State or - 
Dclauare l a  located at  Ho. 130 Vest Tenth Street, in the 

:ity of Wllmhgton, ~cunty of Flew Castle .  The name of its 

resident went in the State of Dekrsre is The Corporattticm i 
h s t  C0mpanyj the address of zalJ realdent agent is 

lo. 100 vest Terrth Street, Vil~ington, Ik1auai.e. I 

i 
I@rd: Iho nature oC the busloess and thc o b j e c t s  i 

md purposes t o  be t rmeacted,  prmotcd r;,d carrled on &re': .i 
1. Taown, construct, buy, s e l l ,  asslm, lea&= ! 

I 
(as either lessox ar lessee) ,  repatr, equlp, supply, valntaltl! 

. .  
md deal Ln raFlroad h.el@t cars and other equipment and 

I 

rxr\Fnary of every Und a d  Cc~cziptlon, as: w e l l  as deviccs ? 
.?d a?plinnces o f  every klnd ctnd description uhfch m a y  be i 

r 
I l ~ c d  or ueW In connect l~n  ulth any equipment or W.Gh-elly.; 

i 2. To buy, sell, establish, minhin, operate or I 



~ k n ~  30 i@04 11:17 FR QWEST N D  POLICY-LFIW 1 222 6376 TO 313832357063 
k l j /  J M i  LUU4 11 3 1B 2 2 3 Y h l Y  U b t K  KlKMlb bMllH 

3- To engee ln, prasote, contribute to; or 

arrsnge Tor, t h e  c o ~ ~ I o c t  of research 01 devclopmcnt work re- 

l a t i q  to or useful  in connection with m y  bwiness of t h i s  

corporation. 

4. In iurCherancc and not in l m t a t l o n  of W 

pouar8 conferral by the lavs or the State  of D e l a ~ r a  and 

of the objecte and purposes referred to h the preceding 

paragraph8 of Ulis Article mrd: 

(a) To pcrchase or othenrise acquire, own, 

bola, develop, operate, wrtgage, sell and convey, 

or ctemlae, l c s sa ,  l e t  and hire 'busheso and 

r w l d a r t l a l  properties, ngricultorrl, tlaber, . . 
ma:. 

atnuel an6 other lm&, &&a, deposits, quarries 

ditches, rater and water rights, urd other real 

p m ~ e r t y  of every kin4 m d  description or estates 

or interests therein; 

(b) To purdrsaa, laarmfacture, or othcrwlse 

acqulre, Lnvect in, om, martgage, p l e a e ,  sell, 

assign and tramrer, or nbaruisc dlspose of, lean 

l e t ,  Nre, trede. cieal in and deal Grith, g o d s ,  

nares md hrchanbtse and personal property of 

every kind and dascrlptlon; 

( c )  To ~urchars, laarse, or otherviee atquire, 

o m ,  b l d ,  contml ,  operate and use fmclrises, 
. . 

easemenb, grants, povcrs, g a t s ,  fights, 

licewes, p r l v i l ~ e s  and lmunltics,  and othex 
I 

property or every klnd and dcacrlptlon; 

(d) To acquire, and poy for i n  cash, stack or 

bands or thla corporation c r  oKhenrlse, th'c good 

-11, ri@k, asgets and property, and to 
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undertake ax assume tha whole or my p&*, of the 

o b l l g ~ t i o n s  or l , iabi l i t les ,  of any person, firsl, 

ascociatb or corporatiop, and t o  carty on any 

business or businecser to'acqu~red md to do pny 

and all th-gs necessary or propar In c o n n a c t i a  

therewith; 

(e) To acquire by purchase, subswlptlm or 

otharwi~i ,  or to underwrite, and t~ receive, hald, 

amJ guarantee, re l l ,  asslgn, txhange, tran6fers 

mortgage, pledge or othenrlse dispose of or d e a l  

In and with any of the shares of t a e  capital.atock 

ar any votLag rhot'certlficntes In reapea or L h e  

ShrTeS of c q L ? p l  sttck, 5=2+, -.%rrwt~ , rJ.$hLz, 

bonds, debentures, notes, tnut receipts, and athe. 

recr\zLtics, oblAgntions, choses I n  actlon and 

evidences of S.ndebteancts or i n t e r e s t  issued. or 

rrcated by any corporations, joint stock companies 

syndicates, assocbtio>s, rims, trusts or 

public or private, or by the gavernr:mt a t  the  

W t e d  Sta tes  of America, 9r by any Z3rd.m 

~ovemment, or by say state, tcrrito:.y, pmvFnce, 

~unlcipsU.ty or other political sobdivlsion or by 

nrW ~o~cmmen'zl agency, and as owner thereof t o  

possc~n and  exercise all the ri&hts, powers and 

grlvl lqch o f  owership, bc lud&g the right to 

executa consents and v o t e  thsrean, and to do any 

and ell ects and things nmclrsary or aavlsable for 

the preservation, krotectl.an, lmprovsment urd  

enhyrcemeot in value thereof; 



( f )  To enter into, make ~d pcrfow cont:acts 

of e v e 0  kLnd and description d t h  any perran, if rn 

sfsodation, carparation, municipality, county, 

state, body politic ar govoment  or colony or 

dependency thereof; 

(g) To borrow or raiae smty for  my of the 

purpose3 o f  the carporatlon and, S ~ o s \  t3 inb  t o  t h e ,  

uithoct 1Mti ns Co auount, t o  draw, make, ~ C C e p t ,  

endorse, e l e a t c  and Issue prtml,~sary notes, drafts: 

b i U a  af exchange, warrantti, bomb, Qebenturea, 

e o n d l t l a ~ l  aala agreemurts, equlpmmt trusfX, 

md other negotiable or nan-ntgati~ble inutlumente 

end evidences of  indebtedness, and t o  eacwa the 

pryaenk of W tharaof and of tha lntorest thereon 

by aortg.llee upm or pledge, cai.veyance or as&-- 

rent in trust of the uhole or my p U -  07 t h c  ' 

pmperty oC rhz carpomt~op, vhether at the t l m e  

0Wud or thereafter acquired, aad to purchssa, 

hold, sell, pledge or crtherulae diapose of eueh 

bonda or other o b ~ a ~ ~  of the corporctfoa; 

(h) To lend to my penion, fiza rrr corpor8tZ01 

of i t 6  Cuds, either with or vlthout cecurity; 

(1) l o  purchase, hold, cx11 and transre? the  

h ~ r c a  or itn own capital stock; provldcd Zt lhall 

not u e  its nLnd~ o r  property .Cox t h e  purEhqqs o r  

it8 own chares o r  caplta3, stock whcn such use  woulc 

cauco my bpairnent of l t ~  capital except as othe: 

wlse ~ e r r i t t e d  by lau, and provided Pufihcr that 

sham= ol it6 am capital stock belangh& to It 

shmlZ not bc voted upon d i r c ~ t l y  or Fndlr~ctly; 
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I 

(J) To gu3rmtee the peyment of bLvLdends upon 

my capital  ctock or to cndorsc or othcrwlse 

guarantee the grinclpal or lntereet, or both, o r  

ury bonds, debentures, notes, scrip, evldcnccs 01 

lndebteduese or other o b l l ~ t i o n r  or securities af, I 
or In t h e  pedannancc of any contract ax 3blLgatlqn 

ar, or in any other manner to aid, aw other 

corporation or corporatlone, association or 

aeaodrtiors, domestic or foreign, or any firm ox ' 

(k) % acqulrc, hold, us., s e l l ,  arslgn. leasel 

gmmt Ueensen -in respect W ,  'mbrtgage or atherube 

Unpose of l e t t e r s  p s t m t  of  +he United Stat=  o r  

wpyrlghtfi, t rade  ! m 4 s  m d  Crada names, re+%- 1 
to  o r  useful ln ~connec~tion with w business Of 

th i6  corporation; 

(1) To h a ~ a  one or more officee sod t o  conduct 

i ts  buxinesc in any 01 the stateo,  dlstxlctr;, 

territories or colonles of the United Strrtcs, an% 

I n  tny wid a11 faraim countries, ~ub8ect t o  t h c  

(m) In general, to carry on ~ n y  othar ~ U S J I C E Z  

in connection with Wle foregoing, and t o  have and 

cxe~cise a l l  of t k c  povers; nm or hereafter canfer~ 

by t h e  law; of the State or Dahwaro, and t o  ,dn  an^ 

or all o f  t h e  things herein e*. t  forth ta the :am 
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d e n t  as natural persons night or could ao, 

aubJect, hocever, to the p v i s L o n 6  of t o  

W i c l *  Ihird. 

hur th :  The total nm%ek of  ehares o f  z tock  which - 
the corpo~aLlOA shall  have authority t o  Feuuc is One 'PhOuSImt 

(1,000); all o t  such shares shall ha without par value. 

RiTh: ! h e  miniaum amount of capital vlCh which - 
the carporatLon shsll ccnumence business is One bousrnd 

Dbllrn (51,000]. 

_SLLxth: T J I ~  name8 and places of  rmldence or each 

of L!e incorporators are ac follows: 

Names - Rcsldtnces 
B. J .  ~oasano viT&n, ~ e l w r e  

F. J. Obnrrr, Jr,  Uilndagton, Delauar e 

A. D. Crier 11lmlngton, Delauars 

Seventh: The corporation is to have perpetual - 
axis:cnce. 

Eighth: The private property of  the stockholdern 

shall .?at be subject to the pqymont of corpo~ate debts to m 

extent  whatever. 

Irinth: Xn PWtharance, and no5 i n  limitation, a - 
the powers -erred by l a w ,  the Doad o f  MreEtor6 I s  

exprassly authorized: 

To make, alter and repeal the by-law6 of t h e  COP- 
. . 

poration. 

To f l x  the consideratf~n for  Which fully p d d  n n d  

non-assessable sharer of t h c  camarsn stock v i t h ~ t  p a  value 

my bc lssucd fron time t o  the;  

To authorlze and cause t o  ba cXecutcd erortgwes 

and 11- upon t h e  r-1 and personal property or t h e  

corporation; 



TO s e t  apart ou t  of any Mds of the  ~ O r p ~ ~ t i o n  

lvailnble for dividends, a rczerve or resewell for W p r w e r  

n&ose, or to  abolish any ELI& reserve in b e  w m r  in uhict 

.t vas created1 

% reeolution or resolutions passed by a majority 

~f the whole Bosrd, to designate one or more c o m l t t e e s ,  eacl 

, ami t tee  t o  conslat of two  or more of the directars o f  me 

arpcratlon, which, t o  the =tent provided in o d d  xe8d.uf;ion 

r reeolutlons, or in the by-LPW of the ccuporstion, s h a l l  

ave and may exercise the pcnicrs or the Bosrd of Mrerctors l n  

ha megment of the businese sqd affairs o f  the corporalloa. 

nd may have pwer to authorize the seal of the coporation 

o be a f t h a d  to all papers uhlch'h;G ~aoui l -e  it (auch 

d t t e e  a i  comaltteec to have such name or w a s  as; may be 

tated in the by-laws of the corporation or as my be detey- 

ined r m  t h e  t o  t i m e  hy ~esolut lon adopted by the Boardl of 

irectors) ; 

Tcnth: Meetings of stocY3-iolderr and directors rnw 
e held without the State or Delaware If the by-laws aa pro- 

Lde. Tiis boakc or the corporation w be kept (sub~ect t o  

ny pmvision cantalned ln the statutes al: the  S t a t e  o f  

elwart) ol;%ide the State o f  Delaware a t  such place or 1 
I 

laces as my be rmm tlme t o  t i l r , ~  d e 6 1 ~ ~ l l t c d  by the Board 

f Directors or In the by-laws of the cor~oratlon. 
i 
! 

ne~mtn:  ~t all electi~nnr o f  Plr~cMrs 0: ' thh  corj 

,ration esfh holder 01 record or 6 t o ~ k  possessing vot lnc  
1 

.. . . 
I nrer -11 Bc mtitled to a3 a m y  votes as shall equal tha ; 
! abcr of shares of his stock m l t l p l l e d  by the  number of 
1 

L r ~ c t o f d  t o  bc elected and he may cnct all of auch voms 
I 

ir a s i n g l a  directar or may digtribute thrlrn Jnong the I 

I 

mccr to bc votecl for, or ah$ :vo or morc of then as he i 
I 

I_V nee  flt. i 
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Twelfth: Each director, officer or q h y e e  o f  the 

corgomtlon, whether or not in office, or any person ma may 

h v a  gamed A t  i t s  requect as a director, officer or cmployco 

of another corporation In vhlch It own3 lhsres or capital 

stock or or which it ls a credi.kor, or Ne personal reprtsen- 

I labf i i t i es ,  expenac3. and costs actually and necensar24 

1 tatlvc, shall be iadcnnified by thh carporation agstoet claim . 
1 

lncurred by hin or NB estate in comectiof~ vitii, or nrl&Sng 

out of, aruy cl&lm, action, or procecdhg, el*, crLrainn1 or 

adninlstrrtlve, in ublch he may become ln7olvsd, 6s a party '7 
otherwire, by rmron of U e  being, or having been, cra offlceri 

director or employee, or by r~so: o,C L-;' action a l l q p d  to I 
--< : i 

navc been taken or omitted by him In cny of such capscitlcl,  - 
I 

except In relation t o  matters at f a  vhlch he shall be adjudged 
I 

Ln any action or proceeding k~ be llnble for o c t u d  eeeligenc I 
'? 
I Zr miscanduct in the performance o f  h i s  duties  as such direc- 1 

tor, orflcer or emgloyee. 

The right of indemnlflcation hcrein ptovlded shall i 
I 

xlso a g p b  in respect nf any maun8 paid In conpromiso or f 

>Zriccr or Cqloyec, whether or not in cohncctlon with, 07 I 
wising out of, an action or proceeding an8 shall Include i 

I 
I 

mpewes and costs a c t w i l y  and necocs~rily iacurred in I 

:o~ecti2lon therevlth. ! 

Thirteenth: Pre corgoration renerves t h o  r i ~ ! t  'so i 
i 

rmand, altar, ch~nga or repeal any provialon contained I n  thij 

:crtificnte of incorparrtlon, in the m e r  now or herenSter I 
! Jrescribt.d by statute, and aJ.1 ri&ta conrerred upon stock- : 

~oldors  herein are wanted subJect .to thio reaepatlon. 

- ;I: 



~ I P P .  3 0  2.004 1 1 : 17 FR QUEST ND POL I CY-LQlA 1 222 6976 TO 9 13Ei32957069 P .  15 
, , 4 ,  , AA. A" L L I d U I - 0  YdYL.,, ,\-,\,'I." 4 1 . 1 -  I I I 

, "YL- + A  

v6, the unders i~ed ,  belng each of the urcorpor~.-tc 

herenbefore nmed for the purpose af T o m  3 corporation 

in pursuance of a e  General Corporation Law of the Statc of 

Delaware, do mPkc th i s  certificate, hereby decLarLng and 

certifying that the facts herein atated are tme, and 

accordingly have hercunt~ r c t  our bande a d  ceals this 3cb 

day of June , 1966. 
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BE IT REENEMD, that on this 5th day orJune , 
A.D. 1966, p e r s o ~ l l y  cme berorc me, A. Dena Atvc i l  

n H 4 t q  h b U c  for the State of Delaware, 9. J. Cansono, 

F, J. Obsra. Jr. andl. D. Grier 

the parties t o  the f~regoing Certirlute of IncorpOr8t50n, 

mom to me personaUy t o  bc zuch, and severallg scknwledged 

the said eertitlcate t o  be the a c t  and dned o r  t h o  slgners 

respectively and that M e  facts therein state8 &re truly set 

Corth. 

GIVEN ~ d e r  ny hand aqd.eeal or oiflce the dW UId  

rear dormaid. 

- - 

. Notary pllb1i.c 
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1, W E T  SMITE WINDSOR, SECRZTARY OF STATE OF THE STATE OF 

DELAWARZ, DO HEREBY CERTIFY THE ATTACHED IS A TRUE A N D  CORRECT 

COPY OF TEE CZRTIFICATE OF AMENDMENT OF "EVERGREEN LEASING 

CORPORA!J!ION~, CHANGING ITS N l M E  FROM "EVERGmEN LEASING 

CORPORATI ON" TO " SOUTHERN EACIFI C TELECWMUNI CATIONS COhPANY" , 

FILED IN !CHIS OFFICE ON THE TWENTIETH DAY OF MARCH, A.D.  1989, 

AT 10 w a o a  A-M. 

Hamet Smirh Wlndoor, kcrela7 of Sara 

0642301 8100 AUTHENTICATI~: f 661300 

DATE: 03-12-02 



Fl LED' 
MR( 20 

IW 
CmTIPICATE OF AMENDMENT 

OF 
TEE CRRTIFXCATE OF IllCOBWEATI~ 

OF . . 
t 

KVERGBERR LEUIAG CORPORATIOH t Z 
t 

Evergreen Leasing Corporation, a aorporation organized and t 
existing under and by virtue of the  General Cor~oratlon Law of c 

the State of Delaware, does hereby certify that the fallowiog c 
amendments to the Certificate of Incorporation of sa fd  r' 
corporation have been duly adopted in accordance with S e c t i o n  242 ? 
and Sec t ion  228 of the General Corporation Law of Delawares U 

k: ,. 
2 

The Certificate of Incorporbtion of this Corporation 18 r: P 
amended by deleting t h e  Article thereof numbered "Plrst" in its s 
entirety, and by rmbstltutl~g therefor a mew Artiole "First," I; c 
which shall read as follows: 2 

"Plret: The name of the corporatian is SOUTRERN \: 
P A C I ~ E L E C O U Y U N I C A T  IW COMPANY. tt .; 

It 
The Certificate of Incorporstlon of t b i e  Corporation i s  5 'i' 

amended by renumbering present Paragraph "4" of Article Third  as .,- IC. 

Paragraph "5 ,"  and Inserting a new Paragraph "4," which ehall \? 
'i . > 

read as follows: . . 
i .: 

"4- TO construct, acquire, own, lea-, operate and 
maintain telecommunicatlo~s faeilitiea and equipment 5 

and to engage i n  the businesa 'of providing 
telecommunications services." r 

The Certificate 01 Inmrgorntlon of the Corporation i8 
further awndecl by ndding a new Perrgrrph "6" to Article Third 
which shall read as lollcu~: 

"6. To engage in an9 lurful act or actlwitp for 
whlch corporations may be orgsnized under t h e  General 
Corporation Law of Delaware." 

IA WITBE59 T E B B W ,  Evergreen Leaeiag Corporation hereby 
caused this certificate t o  be signed a t t e e t e d  by I t s  d u l y  
authorized oiilcers tbie 16th day%of Msrch, 1089. 

ATTEST : 
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f i e  3irs  t State 

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF TEE STATE OF 

DELAWARE, DO HEREBY CERTTFY THE ATTACHED IS A TRUE A N D  CORRECT 

COPY OF TEE CERTIFICATE OF AMENDMENT OF "SOUTHERN PACIFIC 

TELECOMMUNICATIONS COMPANY", CHANGING ITS NAKE XTKM "SOUTHERN 

PACIFIC TELECOWdUNICATIONS COMPANY1' TO "QWEST COMtUUNICATIONS 

coRP0RBTZONN, PILED IN THIS OWICE ON TEE SIXTH DAY OF APRIL, 

A.D, 1995, AT 2:01 O'CLOCK P.M. 

* Ha* S r n M  Windsor. Secretary d S a t c  

AUTBl?NTTCAf I ON: 1661302 



SOUTHEFW PACIFIC ~ C O M M U N I C A ' I I O N S  COMPANY (he Torpara- 
donb), n aipcaation organid Pnd existing undcr and by virtue of the Gcneraf Corporation 
La# of the Suxe of Delaware (the Todc"), does hereby ccrtlfy: 

FlRST: The Board of Directors of chc Corporanan, by unanimous m'nen 
bas 6166 with the m5rmbcs of thc board a duly adopted naoludon propabing and 

declaring &able the followigg amendment to thc Rcstakd CcrtiEicatc d Lncorporadon 
of the Corporation: 

IRESOLVED, dm the Board of Directors of rhc Corporation baeby 
amhorks and s~prorrs that the Orjmnrian change its name €ram Soulhem 
PodEcTdc-dons Company to Qrnst Communlcet5ums Corporatbn 
by suiking an Artidc 1. of Lhc CarporPtion's Rurared Onificmt of 
IncorpcPPbioa nnd mbslituting in licu thmof the f~nauring n e w  Artide: 

1. The nnmc of the corporation is QWESI' COMMUNICATIONS 
CORPORAnON: 

SECOND: 'Iba Board of Directors of the Carporation by unanimous witten 
aMIcnt has dircaed thnl rhc foreping amendment to the Rcstatcd Ccrtifiaate of 
Incorparat3aa of the C o r p e  be prcsenled to the dockbolders of tbc Corpomion for 
zhcir mnsidet~don. 

THIRD: ' h a  stoclcholdcn 01 k Cwporarion havc given tbcir un.lnimall~ 
h e n  cansent to the aforesaid uncndmenr to the Rcstated Cenificate of Incorpontion in 
a h c e  with the pwis i r r ru  of Saaim 228 of the Codc. 
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..- . ..-... .... %. . _.,. ," ..,.._ll. .. . V..r. .. ." .. . . . - . I.. . .',V ' ,. .* 

T h e  j W s t  S t a t e  

I, HARRIET SMITH WINDSOR, SECRETARY OF STATE OF THE STATE OF 

DELAWARE, DO HEREBY CERTIFY "QWE ST COMMUNICATIONS CORPORATION" 

IS DULY INCORPORATED UNDER THE LAWS OF THE STATE OF DELAWARE AND 

IS IN GOOD STANDING AND HAS A LEGAL CORPORATE EXISTENCE SO FAR 

AS THE RECORDS OF THIS OFFICE SHOW, AS OF THE FIRST DAY OF 

APRIL, A.D. 2 0 0 4 .  

AND I DO HEREBY FURTHER CERTIFY THAT THE ANNUAL REPORTS HAVE 

BEEN FILED TO DATE. 

AND I DO HEREBY FURTHER CERTIE'Y THAT THE FRANCHISE TAXES 

HAVE BEEN PAID TO DATE. 

Harriet Smith Windsor, Secretary of State 

0642301 8300 AUTHENTICATION: 3029278 

040242750 DATE: 04-01-04 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04 - 
Qwest Communications Corporation 
for a Certificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 

EXHIBIT 4 

Qwest Communication Corporation 
April 21,2004 



04/05/2004 13: 18 6052247102 RITER LAW OFFICE PAGE 82 
I 

a. Certific I te of Good Standing 
~ o r e / i ~ n  Corporation 

I, Chris Nelson, Secret of State of thc State of South Dakotq do hereby 
certify that QWEST C CORPORATION was 
authorized to transact 
certify that said 

1 IN TESTIMONY WHEREOF. I 

APR 05 2004 13: 15 

Oood S~nndinn Parcsin Corp,doc Good 

6052247102 PAGE. 02 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04 - 
Qwest Communications Corporation 
for a Certificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 

EXHIBIT 5 

Qwest Communication Corporation 
April 21,2004 
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QWEST COMMUNICATIONS INTERNATIONAL INC filed this 10-K on 0311 112004. 
Outline Printer Friendly 

Next Page w 

Use these links to rapidly review the document 
PART IV 
TABLE OF CONTEhTTS 

UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 

H ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 

for the fiscal year ended December 31,2003 

Or 

I7 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 

for the transition period from to 

Commission File No. 001-15577 

QWEST COMMUNICATIONS INTERNATIONAL INC. 
(Exact name of registrant as specified in its charter) 

Delaware 
(State or other jurisdiction 

of incorporation or organization) 

1801 California Street, Denver, Colorado 
(Address of principal executive offices) 

84-1339282 
(I.R.S. Employer Identification No.) 

80202 
(Zip Code) 

(303) 992-1400 
(Registrant's telephone number, including area code) 

Securities registered pursuant to Section 12(b) of the Act: 
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Title of Each Class Name of Each Exchange on Which Registered 

Qwest Common Stock New York Stock Exchange 
($0.01 per share, par value) 

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

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

Indicate by check mark if disclosure of delinquent filers pursuant to ltem 405 of Regulation S-K is not contained 
herein, and will not be contained, to the best of registrant's knowledge, in definitive proxy or information statements 
incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K 0. 

Indicate by check mark whether the registrant is an accelerated filer (as defined by Rule 12b-2 of the Exchange 
Act). Yes El No 0. 

On January 3 1,2004, 1,771,801,427 shares of Qwest common stock were outstanding. The aggregate market value of 
the Qwest voting stock held by non-affiliates as of June 30,2003 was approximately $4.8 billion. 

DOCUMENTS INCORPORATED BY REFERENCE 

Information required by Part 111 (Items 10, 11, 12, 13 and 14) is incorporated by reference to portions of Qwest's 
definitive proxy statement for its 2004 Annual Meeting of Stockholders, which will be filed with the Securities and 
Exchange Commission within 120 days of December 31,2003. 

ltem - 
1. 
2. 
3. 
4. 

5. 
6. 
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7A. 
8. 
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9A. 

10. 
11. 
12. 
13. 
14. 
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Controls and Procedures 
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Executive C'onipensation 
Sccuritv Ownership of Ceflain Beneficial Owncrs and ?vl-an$gement and Related Stockholder Matters 
Certain Relationships and Related Transactions 
~.n_cip_aL4.c_cQu~hin~e5_andd%_n~eess 
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15. lZAx!ib;tinancial Statement Schedules. and Reports on Fonn 8-K 
S i y t u r e s  

Unless the context requires otherwise, references in this report to "Qwest, " "we, " r r ~ s ' r  and "our" refer to Qwest 
Comtnzrnications International Inc. and its consolidated subsidiaries. 

PART I 

ITEM 1. BUSINESS 

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

We 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. The 
Merger has been accounted for as a reverse acquisition under the purchase method of accounting with U S WEST being 
deemed the accounting acquirer and Qwest (prior to the Merger, "pre-Merger Qwest") the acquired entity. Our principal 
executive offices are located at 1801 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, including 
risks associated with our outstanding legal matters, see the risk factors described in "Special Note Regarding Forward- 
Looking Statements" in Part 11, Item 7 below. 

Recent Developments 

As we have previously disclosed, we have engaged in preliminary discussions for purposes of resolving certain of the 
investigations and securities matters to which we are subject. These matters are described in detail in Item 3-Legal 
Proceedings. We most recently engaged in these preliminary discussions after we announced our 2003 financial results on 
February 19,2004. These most recent discussions and further analysis have led us to conclude that a reserve should be 
provided. Accordingly, we have recorded a reserve in our consolidated financial statements for the estimated minimum 
liability associated with these matters. However, the ultimate outcomes of these matters are still uncertain and there is a 
significant possibility that the amount of loss we ultimately incur could be substantially more than the reserve we have 
provided. At this time, we believe that it is probable that all but $1 00 million of the recorded reserve will be recoverable out 
of a portion of the insurance proceeds, but the use and allocation of these proceeds has yet to be resolved between us and 
individual insureds. See Item 3-Legal Proceedings-Matters Resolved in the Fourth Quarter of 2003 and Note 1 0-Other 
Financial Information in Item 8 of this report. 

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

We currently operate in three segments: (I) 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 ltem 7 of this report and Note 15-Segment Information to 
our consolidated financial statements in ltem 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. We seek to distinguish ourselves from our competitors through our recent and continuing 
customer service initiatives. 

Wireline Sewices 

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 16.2 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. We rely on our completed metropolitan area network, or MAN 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 these customers with end-to-end connectivity for our broadband data services to large and multi-location 
enterprises and other telecommunications camers in key United States metropolitan markets. 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, business and wholesale. Through our traditional telephone network, we originate 
and terminate local voice services within local exchange service temtories 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; 
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enhanced voice services, such as voice mail; 

operator services, including directory assistance; 

public telephone service; 

voice customer premises equipment, or CPE; and 

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

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

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

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

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

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

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

Access services-wholesale. We provide access services primarily to interexchange carriers, or IXCs, for the use of 
our local network to connect their customers to their data and Internet protocol, or 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 or between exchanges within a LATA. Competitive communications companies often operate as both CLECs and 
IXCs. 

For the years ended December 3 1,2003,2002 and 2001, revenue from voice services (i.e. local voice services, long- 
distance voice services and access services) accounted for approximately 69%, 71% and 72%, respectively, of our total 
revenue from continuing operations. 

Data and Internet services-consumer, business and wholesale. We offer a broad range of products and professional 
services to enable our customers to transport voice, data and video 
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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. 

Some of our data and Internet services are described below. 

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

Asynchronous transfer mode, or ATM, which 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; 

Integrated services digital network, or ISDN, is a comprehensive digital network architecture allowing users 
to transmit voice, data, video and images-separately or simultaneously--over standard telephone lines or 
fiber optics; 

Dedicated lnternet 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 lnternet service providers, or ISPs, and business customers with a 
comprehensive, reliable and cost-effective dial-up network infrastructure; 

Web hosting, which provides data center services. In 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. We currently operate ten web hosting centers, or CybercentersSM; and 

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. 

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

For the years ended December 3 1,2003,2002 and 2001, revenue from data and Internet services accounted for 
approximately 27%, 25% and 24%, respectively, of our total revenue from continuing operations. 
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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 above. 

Wirelirie Services Revenue 

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

Wireless Services 

We operate our wireless services segment primarily through our indirect wholly owned subsidiary, Qwest Wireless 
LLC. In August 2003, Qwest Wireless entered into a service agreement with a subsidiary of Sprint Corporation that allows 
us to resell Sprint wireless services, including access to Sprint's nationwide personal communication service, or PCS, 
wireless network, to consumer and business customers, primarily within our local service area. We began offering these 
Sprint services under our brand name in March 2004. Under the service agreement, we retain control of all sales and 
marketing, customer service, billing and collection, pricing, promotion and product offerings relating to the Sprint services 
that we resell. The service agreement provides that Sprint will be our exclusive wireless provider and has an initial term of 
five years (with automatic renewal for successive one-year terms until either party provides notice of non-renewal). 
Through Qwest Wireless, we also continue to operate a PCS wireless network that serves select markets within our local 
service area, including Denver, Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets. Our 
wireless customers who are currently being serviced through our proprietary wireless network.wil1 be transitioned onto 
Sprint's network over time. 

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

For the years ended December 3 1,2003,2002 and 2001, revenue from wireless services accounted for approximately 
4%, 5% and 4%, respectively, of our total revenue from continuing operations. 

Other Sewices 

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 2003, we completed the sale of our directory publishing business. 

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

Customer Service Initiatives 

With increased levels of competition in the telecommunications industry resulting from statutory and regulatory 
developments and technology advancements, we believe competitive providers are no longer hindered by historical barriers 
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to entry. As a result, we are seeking to distinguish ourselves from our competitors through a number of customer service 
initiatives supporting our Qwest Spirit of ServiceTh1 brand commitment. These initiatives include expanded product 
bundling, simplified billing, improved customer support and other ongoing measures. For example, we have entered into 
strategic relationships with providers of wireless and video communications to improve our product offerings, we are 
restructuring our pricing packages and we are investing in improved billing and customer communication systems. 

It~~portance, D~~rat ion and Effect of Patents, Trademarks and Copyrights 

Either directly or through our subsidiaries, we own or have licenses to various patents, trademarks, trade names, 
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. 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, 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 
2003. 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. 

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

Our existing infrastructure and long-standing customer relationships make us the market leader in providing local 
voice services in our local service area. Although our status as an incumbent local exchange camer, 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 CLECs and CLECIIXC combinations, have accelerated their use of unbundled network 
element-platforms, or UNE-P. This service, which we are required to provide at wholesale rates as a matter of current 
federal and state laws and regulations, allows our competitors to purchase all of the elements they need to provide 
competitive local services to our customers. Bell Operating Companies, or BOCs such as Qwest Communications, are 
required to make their network elements available to the competitors, which allows CLECs and CLECIIXC combinations 
an alternative to building their own telecommunications facilities. Consequently, we believe these competitors are able to 
provide local service at a cost advantage, allowing them to gain market share. Meanwhile, the 

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

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

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

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

Data and Internet services. Business customers are the primary market for these network-related services, although 
we are increasing our DSL offerings to both consumer and business customers 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), cable 
operators, BOCs, CLECs and large integrators (International Business Machines Corporation and Electronic Data Systems 
Corporation). Large integrators 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. We also compete with cable operators who offer high-speed 
broadband facilities over cable modem, a technology directly competitive with the DSL modems that we employ. Cable 
operators who sell data or Internet services via broadband enjoy a regulatory advantage in that they are not presently 
subject, at least in the jurisdictions in which we operate, to regulation as "telecommunications" providers which imposes 
many costs and obligations, such as that to make UNE-P available to competitors or to provide competitive access and 
interconnect rights. 

Outside of our local service area, our investment in improving the reach and quality of our network has helped our 
competitive position. 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. 

Wireless Services 

The market for wireless services within our local service area remains highly competitive. We compete with AT&T 
Wireless Services, Inc., Verizon Communications Inc., T-Mobile International, Cingular Wireless LLC, Sprint and Nextel 
Communications, among others. Although we expect our competitive position to improve through offering Sprint's 
nationwide wireless service under our brand name to customers in our local service area, we continue to face heavy 
competition from national, and some regional, wireless camers. 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 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 
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As a general matter, we are subject to extensive state and federal regulation, including requirements and restrictions 
arising under the Federal Communications Act, as modified 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 rates, terms and conditions for our intrastate services, where required. 

This structure of public utility regulation generally prescribes the rates, terms and conditions of our regulated 
wholesale and retail products and services (including those sold or leased to CLECs). While there 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 
affect our ability to 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 are 
required to be made available to competitors. The court reversed the FCC, finding that the agency had not given adequate 
consideration to or properly applied the "necessary and 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. The D. C. Circuit stayed its order vacating the FCC's rules to permit the FCC 
to complete an ongoing rulemaking to determine what elements should be unbundled. 

On August 21,2003, the FCC issued the triennial review order in response to the court's decision. The triennial review 
order addressed the regulatory status of 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 were: (i) CLECs are not impaired without 
access to unbundled switching when serving medium-to-large business and government customers using DS-1 switching 
capacity and above, but state PUCs are allowed to initiate and conclude proceedings within 90 days of October 2,2003, to 
rebut this presumption of no impairment and petition the FCC for a waiver; the Colorado, Minnesota and Oregon PUCs 
initiated such proceedings but did not petition the FCC for a waiver of the no impairment finding; (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 1LECs to address the costs and 
timeliness of the hot cut process; (iv) ILECs are no longer required to provide other camers with access to the high 
frequency portion of a loop that is used by CLECs to provide competing DSL 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 
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I special access services needed by a camer for the provision of its long-distance services. 

We joined with other ILECs in requesting that the D.C. Circuit Courf'of Appeals invalidate the rules that accompanied 
and were described in the triennial review order. We argued that the FCC did not comply with the May 2002 ruling by the 
D.C. Circuit because it failed 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. Other parties 
challenged various aspects of the triennial review order. On March 2,2004, consistent with the ILEC's arguments, a three- 
judge panel of the D.C. Circuit issued a decision vacating and remanding back to the FCC significant portions of the 
triennial review order. By its terms, the court's mandate will be stayed for 60 days, If the FCC seeks further review of the 
decision by the D. C. Circuit or the U. S. Supreme Court, the decision may be stayed for a longer period of time. 

In addition to proceedings before the D.C. Circuit relating to the triennial review order, we are also participating in 
proceedings in all of our in-region states, except Wyoming, Montana, Idaho and South Dakota, that were authorized by the 
FCC's triennial review order. In these proceedings, we are attempting to demonstrate both the adequacy of our batch hot cut 
migration process as well as that CLECs would not be impaired in their attempts to compete in the mass market if switching 
were removed as a UNE. The continued viability and necessity for these state proceedings will likely be affected by the 
ruling of the D.C. Circuit on the matters pending before it. In light of the D.C. Circuit 

appeal, Arizona, Colorado, Minnesota, Nebraska, North Dakota, Oregon, Utah and Washington have temporarily suspended 
their triennial review proceedings. 

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

Access Pricing 

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

On May 31,2000, the FCC adopted the access reform and universal service plan developed by the 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; (iv) the removal of certain implicit universal service support from access charges and direct recovery from end-users; 
and (v) commitments from participating IXCs to pass through access charge reductions to end-users. We have opted into 
the five-year CALLS plan. 

Advanced Telecommunications Services 

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

lntercarrier Compensation 

On April 27,2001, the FCC released a Notice of Proposed Rulemaking that commenced a broad inquiry into, and 
initiated a fundamental re-examination of, all forms of compensation flowing between camers as a result of their networks 
being interconnected. There are two primary forms of intercamer compensation: (i) reciprocal compensation that applies to 
local traffic; and (ii) access charges that apply to long-distance traffic. The purpose of this FCC proceeding is to examine 
existing forms of intercamer compensation and explore alternatives. One form of compensation that is being examined is 
"bill and keep" under which camers freely exchange traffic and collect charges from their end-user customers in lieu of the 
present system in which carriers are obligated to compensate one another for network 

utilization. The rules emanating from this rulemaking could result in fundamental changes in the charges we collect from 
other camers and our end-users. 

On April 27, 2001, the FCC issued an Order with regard to intercamer compensation for ISP-bound traffic. The Order 
required camers serving ISP-bound traffic to reduce reciprocal compensation rates over a 36-month period beginning with 
an initial reduction to $0.001 5 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 camer may charge such rates. This reduction lowered 
costs that we paid CLECs for delivering such traffic to other caniers, 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 FCC remain in effect while the agency contemplates 
further action. Modifications in the FCC's rules or prescribed rates could increase our expenses. 

Wireless Local Number Portability 

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

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

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

Voice Over Internet Protocol 

On December I ,  2003, the FCC conducted a public forum hearing to gather information concerning advancements, 
innovations, and regulatory issues related to VoIP services. Chairman Powell of the FCC has announced an intention to 
make VoIP a higher priority on the FCC's agenda in the next year. Furthermore, on February 12,2004, the FCC issued a 
press release announcing that it would shortly institute a formal rulemaking proceeding addressing many issues related to 
VoIP. This rulemaking will likely raise issues that overlap, to a degree, with the rulemaking concerning ILEC Broadband 
Telecommunications Services and the Intercamer Compensation proceeding. There are a number of issues that have been 



- 
10KWizard - SEC filings Page 13 of 144 

presented to the FCC that concern VolP and that could affect our business. One is whether VoIP, and/or other forms of 
VoIP, should be subject to ordinary intercamer compensation requirements and other federal or state requirements such as 
those that impose a fee to support "universal service" and support the extension of telecommunications and Internet 
facilities to rural areas and to public schools and facilities in inner cities. Another issue is whether VoIP providers should 
have any exemption or immunity from either federal or state regulation and, if so, what should be the parameters of.this 
exemption or immunity. We are following these developments closely, as our network is capable of VoIP transport and 
similarly can be used to cany combinations of voice and 

other forms of data in an IP-addressed packet format. We are committed to development of VoIP for our customers, and our 
VoIP offerings are likely to grow as the technology matures and the regulatory situation is clarified. 

Employees 

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

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

Finunciul Ii~fortnution about Geographic Areas 

We provide a variety of telecommunications services on a national and international basis to global and national 
business, small business, government, consumer and wholesale customers. 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, ~m~w.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. 

We have adopted written codes of ethics that apply to our directors, officers and employees, including our principal 
executive officer and senior financial officers, in accordance with Section 406 of the Sarbanes-Oxley Act of 2002, the rules 
of the SEC promulgated thereunder and the New York Stock Exchange rules. These codes of ethics are available on our , 

website at www.qwest.con~/about/investor/governance or in print to any stockholder who requests them. In the event that 
we make any changes to, or provide any waivers from, the provisions of our codes of ethics, we intend to disclose these 
events on our website or in a report on Form 8-K within five business days of such event. 

In addition, copies of our guidelines on significant governance issues and the charters of our audit committee, 
compensation and human resources committee and nominating and governance committee are available on our website at 
www.qwest.conr/about/investor/governance or in print to any stockholder who requests them. 
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I 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: 

I December 31, 

Land and buildings 
Communications equipment 
Other network equipment 
General-purpose computers and other 
Construction in progress 

1 Total 100% 100% -- 
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 $45.1 billion and 
$44.6 billion at December 3 1,2003 and 2002, respectively, before deducting accumulated depreciation. 

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 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. 

ITEM 3. LEGAL PROCEEDINGS 

I Investigations, Securities Actions and Derivative Actions 

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

At this time, we believe that it is probable that all but $1 00 million of the recorded reserve will be recoverable out of a 
portion of the insurance proceeds, consisting of cash and letters of credit, which 



10KWizard.- SEC filings 
- 

Page 15 of 144 

were placed in a trust to cover our losses and the losses of individual insureds. However, the use and allocation of these 
proceeds has yet to be resolved between us and individual insureds. See Matters Resolved in the Fourth Quarter of 2003 
below and Note 1 M t h e r  Financial Information in Item 8 of this report. 

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

On April 3,2002, the SEC issued an order of investigation that made formal an informal investigation of Qwest 
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 our annual 
report on Form I 0-K for the year ended December 3 1,2002, or the 2002 Form 10-K. 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 Qwest's business. 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 have engaged 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. 
Were such a settlement to occur, we would expect such claims to address many of the accounting practices and transactions 
and related disclosures that are the subject of the various restatements we have made as well as additional transactions. In 
addition, any settlement with the SEC may also involve, among other things, the imposition of disgorgement and a civil 
penalty, the amounts of which could be substantially in excess of our recorded reserve, and the entry of a court order that 
would require, among other things, that we and our officers and directors comply with provisions of the federal securities 
laws as to which there have been allegations of prior violations. 

In addition, as previously reported, the SEC has conducted an investigation concerning our eamings 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 the Merger. 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 
eamings 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. 
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Also, as previously announced in July 2002 by the General Services Administration, or GSA, the GSA is conducting a 
review of all contracts with Qwest for purposes of determining present responsibility. On September 12,2003, we were 
informed that the Inspector General of the GSA had referred to the GSA Suspension/Debarment Official the question of 
whether Qwest and its subsidiaries should be considered for debarment. We have been informed that the basis for the 
referral was the February 2003 indictment against four former Qwest employees in connection with a transaction with the 
Arizona School Facilities Board in June 2001 and a civil complaint also filed in February 2003 by the SEC against the same 
former employees and others relating to the Arizona School Facilities Board transaction and a transaction with Genuity Inc. 
in 2000. We are cooperating fully with the GSA and believe that Qwest and its subsidiaries will remain suppliers of the 
government, although we cannot predict the outcome of this referral. 

Securities Actions and Derivative Actions 

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

On August 21,2002, plaintiffs in the consolidated securities action filed their Fourth Consolidated Amended Class 
Action Complaint, or the Fourth Consolidated Complaint, which defendants moved to dismiss. On January 13,2004, the 
United States District Court for the District of Colorado granted the defendants' motions to dismiss in part and denied them 
in part. In that order, the court allowed plaintiffs to file a proposed amended complaint seeking to remedy the pleading 
defects addressed in the court's dismissal order and ordered that discovery, which previously had been stayed during the 
pendency of the motions to dismiss, proceed regarding the surviving claims. On February 6,2004, plaintiffs filed a Fifth 
Consolidated Amended Class Complaint, or the Fifth Consolidated Complaint. The Fifth Consolidated Complaint attempts 
to expand the putative class period previously alleged in the Fourth Consolidated Complaint, seeks to restore the claims 
dismissed by the court, including claims against certain individual defendants who were dismissed as defendants by the 
court's dismissal order, and to add additional individual defendants who have not been named as defendants in plaintiffs' 
previous complaints. The Fifth Consolidated Complaint also advances allegations related to a number of matters and 
transactions that were not pleaded in the earlier complaints. The Fifth Consolidated Complaint is purportedly brought on 
behalf of purchasers of publicly traded securities of Qwest between May 24, 1999 and July 28,2002, and names as 
defendants Qwest, Qwest's former Chairman and Chief Executive Officer, Joseph P. Nacchio, Qwest's former Chief 
Financial Officers, Robin R. Szeliga and Robert S. Woodruff, other of Qwest's former officers and current directors and 
Arthur Andersen LLP. The Fifth Consolidated Complaint alleges, among other things, that during the putative class period, 
Qwest and certain of the individual defendants made materially false statements regarding the results of Qwest's operations 
in violation of section 1 O(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 certain of the individual 
defendants sold some of their shares of Qwest's common stock in violation of section 20(a) of the Exchange Act. The Fifth 
Consolidated Complaint further alleges that Qwest and certain other defendants violated section 11 of the Securities Act of 
1933, as amended, or the Securities Act, by preparing and disseminating false registration statements and prospectuses for 
the registration of Qwest common stock to be issued to 

U S WEST shareholders in connection with the merger of the two companies, and for the exchange of $3 billion of Qwest's 
notes pursuant to a registration statement dated January 17,2001, $3.25 billion of Qwest's notes pursuant to a registration 
statement dated July 12,2001, and $3.75 billion of Qwest's notes pursuant to a registration statement dated October 30, 
2001. Additionally, the Fifth Consolidated Complaint alleges that certain of the individual defendants are liable as control 
persons under section 15 of the Securities Act by reason of their stock ownership, management positions and/or 
membership or representation on the Company's Board of Directors, or the Board. The Fifth Consolidated Complaint seeks 
unspecified compensatory damages and other relief. However, counsel for plaintiffs has indicated that the purported class 
will seek damages in the tens of billions of dollars. On March 8,2004, Qwest and other defendants filed motions to dismiss 
the Fifth Consolidated Complaint. 

Since March 2002, seven putative class action suits were filed 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 
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Complaint, or the Second Consolidated Complaint, described below and referred to as the "consolidated ERISA action". 
Qwest expects the seventh putative class action to be consolidated with the other cases since it asserts substantially the 
same claims. The Second Consolidated Complaint filed on May 21,2003, names as defendants, among others, Qwest, 
several former and current directors, officers and employees of Qwest, Qwest Asset Management, Qwest's Plan Design 
Committee, the Plan Investment Committee and the Plan Administrative Committee of the pre-Merger Qwest 401(k) 
Savings Plan. The consolidated ERISA action, which is brought under the Employee Retirement Income Security Act 
alleges, among other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively 
concentrating the Plan's assets invested in Qwest's stock, requiring certain participants in the Plan to hold the matching 
contributions received from Qwest 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 
Qwest's stock, continuing to offer Qwest's stock as an investment option under the Plan, failing to investigate the effect of 
the Merger on Plan assets and then failing to vote the Plan's shares against it, preventing plan participants from acquiring 
Qwest's stock during certain periods, and, as against some of the individual defendants, capitalizing on their private 
knowledge of Qwest's financial condition to reap profits in stock sales. Plaintiffs seek equitable and declaratory relief, along 
with attdrneysl fees and costs and restitution. Plaintiffs moved for class certification on January 15, 2003, and Qwest has 
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 
Qwest's stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The complaint 
alleges, among other things, that Qwest and the individual defendants issued false and misleading statements and engaged 
in improper accounting practices in order to accomplish the Merger, to make Qwest appear successfil and to inflate the 
value of Qwest's stock. The complaint asserts claims under sections 1 1, 12, 15 and 17 of the Securities 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 December 10,2002, the, California State Teachers' Retirement System, or CalSTRS, filed suit against Qwest, 
certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including Arthur 
Andersen LLP and several investment banks, in the Superior Court of the State of California in and for the County of San 
Francisco. CalSTRS alleged that the defendants engaged in fraudulent conduct that caused CalSTRS to lose in excess of 
$150 million invested in Qwest's equity and debt securities. The complaint alleges, among other things, that defendants 
engaged in a scheme to falsely inflate Qwest's revenue and decrease its expenses so that Qwest would appearmore 
successful than it actually was during the period in which CalSTRS purchased and sold Qwest securities. The complaint 
purported to state causes of action against Qwest for (i) violation of California Corporations Code section 25400 et seq. 
(securities laws); (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 sought compensatory, special 
and punitive damages, restitution, pre-judgment interest and costs. Qwest and the individual defendants filed a demurrer, 
seeking dismissal of all claims. In response, CalSTRS 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 Qwest 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 and the relief sought 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. CalSTRS reasserted its 
claim against Qwest for breach of fiduciary duty as a claim of aiding and abetting breach of fiduciary duty. Qwest filed a 
second demurrer to that claim, and on November 17,2003, the court dismissed that claim without leave to amend. 
Discovery is proceeding in the CalSTRS litigation. 

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. On October 17,2003, New Jersey 
filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and certain current 
directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by employing improper 
accounting practices, and by issuing false statements about Qwest's business, revenues and profits. As a result, New Jersey 
contends that it incurred hundreds of millions of dollars in losses. New Jersey's complaint purports to state causes of action 
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against Qwest for: (i) fraud; (ii) negligent misrepresentation; and (iii) civil conspiracy. Among other requested relief, New 
Jersey seeks from the defendants, jointly and severally, compensatory, consequential, incidental and punitive damages. On 
November 17,2003, Qwest filed a motion to dismiss. That motion 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 Qwest, certain of 
Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen LLP and 
several investment banks. On October 29,2003, SURSI filed a second amended complaint which alleges, among other 
things, that defendants engaged in fraudulent conduct that caused it to lose in excess of $12.5 million invested in Qwest's 
common stock and debt and equity securities and that defendants engaged in a scheme to falsely inflate Qwest's revenues 
and decrease its expenses by improper conduct related to transactions with the Arizona School Facilities Board, Genuity, 
Calpoint LLC, KMC Telecom Holdings, Inc., KPNQwest N.V., and Koninklijke KPN, N.V. The second amended 
complaint purports to state the following causes of action against Qwest: (i) violation of the Illinois Securities Act; 
(ii) common law fraud; (iii) common law negligent misrepresentation; and (iv) violation of section 11 of the Securities Act. 
SURSl 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. All the individual defendants moved to dismiss the 
action against them for lack of personal jurisdiction. To 

date, neither Qwest nor the individual defendants have filed a response to the second amended complaint, and the Illinois' 
court's schedule does not contemplate that answers or motions to dismiss be filed until after the challenges to jurisdiction 
have been resolved. 

On February 9,2004, the Stichting Pensioenfonds ABP, or SPA, filed suit against us, certain of our current and former 
directors, officers, and employees, as well as several other defendants, including Arthur Andersen LLP, Citigroup Inc. and 
various affiliated corporations of Citigroup Inc., in the United States District Court for the District of Colorado. SPA alleges 
that the defendants engaged in fraudulent conduct that caused SPA to lose more than $100 million related to SPA'S 
investments in Qwest's equity securities purchased between July 5,2000 and March 11,2002. The complaint alleges, 
among other things, that defendants created a false perception of Qwest's revenues and growth prospects. SPA alleges 
claims against Qwest and certain of the individual defendants for violations of sections 18 and 1 O(b) of the Exchange Act 
and SEC Rule lob-5, violations of the Colorado Securities Act and common law fraud, misrepresentation and conspiracy. 

I The complaint also contends that certain of the individual defendants are liable as "control persons" because they had the 
power to cause Qwest to engage in the unlawful conduct alleged by plaintiffs in violation of section 20(a) of the Exchange 

1 Act, and alleges other claims against defendants other than Qwest. SPA seeks, among other things, compensatory and 
punitive damages, rescission or rescissionary damages, pre-judgment interest, fees and costs. 

On October 22,2001, a purported derivative lawsuit was filed in the United States District Court for the District of 
Colorado, or the Federal Derivative Litigation. On February 6,2004, a third amended complaint was filed in the Federal 
Derivative Litigation, naming as defendants certain of Qwest's present and former directors and certain former officers and 
naming Qwest as a nominal defendant. The Federal Derivative Litigation is based upon the allegations made in the 
consolidated securities action and alleges, among other things, that the defendants breached their fiduciary duties to Qwest 
by engaging in self-dealing, insider trading, usurpation of corporate opportunities, failing to oversee implementation of 
securities laws that prohibit insider trading, failing to maintain appropriate financial controls within Qwest, and causing or 

Qwest to commit alleged securities violations, thus (1) causing Qwest to be sued for such violations and 
(2) subjecting Qwest to adverse publicity, increasing its cost of raising capital and impairing earnings. The Federal 
Derivative Litigation has been consolidated with the consolidated securities action. Plaintiff seeks, among other remedies, 
disgorgement of alleged insider trading profits. 

On August 9,2002, a purported derivative lawsuit was filed in the Court of Chancery of the State of Delaware. A 
separate alleged derivative lawsuit was filed in the Court of Chancery of the State of Delaware on or about August 28, 
2002.,On October 30,2002, these two alleged derivative lawsuits, or collectively, the Delaware Derivative Litigation, were 
consolidated. The Second Amended Complaint in the Delaware Derivative Litigation was filed on or about January 23, 
2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest as a nominal 
defendant. In the Second Amended Complaint the plaintiffs allege, among other things, that the individual defendants: 
(i) breached their fiduciary duties by allegedly engaging in illegal insider trading in Qwest's stock: (ii) failed to ensure 
compliance with federal and state disclosure, anti-fraud and insider trading laws within Qwest, resulting in exposure to it; 



1 OKWizard - SEC filings Page 19 of 144 

(iii) appropriated corporate opportunities, wasted corporate assets and self-dealt in connection with investments in initial 
public offering securities through Qwest's investment bankers; and (iv) improperly awarded severance payments to Qwest's 
former Chief Executive Officer, Mr. Nacchio and Qwest's former Chief Financial Officer, Mr. Woodruff. The plaintiffs 
seek recovery of incentive compensation allegedly wrongfully paid to certain defendants, all severance payments made to 
Messrs. Nacchio and Woodruff, disgorgement, contribution and indemnification, repayment of compensation, injunctive 
relief, and all costs including legal and accounting fees. On March 17, 2003, defendants moved to dismiss the Second 
Amended 

Complaint, or, in the alternative, to stay the action. As described below, a proposed settlement of the Delaware Derivative 
~ i t i ~ a t i o n  has been reached. 

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

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

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

Regulatory Matters 

On February 14,2002, the Minnesota Department of Commerce filed a formal complaint against us with the 
Minnesota Public Utilities Commission, or the Minnesota Commission, alleging that we, in 
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contravention of federal and state law, failed to file interconnection agreements with the Minnesota Commission relating to 
certain of our wholesale customers, and thereby allegedly discriminated against other CLECs. On November 1,2002, the 
Minnesota Commission issued a written order adopting 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 McLeodUSA and Eschelon Telecom, Inc. discounts on regulated 
wholesale services of up to 10% that were not made available to other CLECs, thereby unlawfully discriminating against 
them. The order found we also violated state law, that the harm caused by our conduct extended to both customers and 
competitors, and that the damages to CLECs would amount to several million dollars for Minnesota alone. 

On February 28,2003, the Minnesota 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 CLECs other than Eschelon and 
McLeodUSA; this discount would be applicable to purchases made by these CLECs during the period 
beginning on November 15,2000 and ending on May 15,2002; 

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

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

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

The Minnesota Commission issued its final, written decision setting forth the penalties and credits 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, or the Arizona Commission, to settle this and several other proceedings. 
The proposed settlement, which must be approved by the Arizona Commission, requires that we provide approximately 
$21 million in consideration in the form of a voluntary contribution to the Arizona State Treasury, contributions to certain 
organizations and/or infrastructure investments and refunds in the form of bill credits to CLECs. On December 1,2003, an 
administrative law judge issued a recommended decision denying the proposed settlement. The judge also recommended 
final orders requiring us to pay approximately $1 I million in penalties and to issue credits to CLECs for a 24-month period 
from October 2000 to September 2002 equal to 10% of all sales of wholesale intrastate services provided by us. We filed 
exceptions to the recommended decision with the full Arizona Commission. New Mexico has 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, 
and on February 27, 2004, the Staff of the Colorado PUC submitted its Initial Comments. The Colorado Staffs Initial 
Comments recommended that the PUC open a show cause proceeding based upon the Staffs view that Qwest and CLECs 
had willfully and intentionally violated federal and state law and Commission rules. The Staff also detailed a range of 
remedies available to the Commission, including but not limited to an 

assessment of penalties and an obligation to extend credits to CLECs. On June 26,2003, we received from the FCC a letter 
of inquiry seeking information about related matters. We submitted our initial response to this inquiry on July 31, 2003. The 
proceedings and investigations in New Mexico, Colorado and Washington and at the FCC could result in the imposition of 
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fines and other penalties against us that could be material. Iowa and South Dakota have concluded their inquiries resulting 
in no imposition of penalties or obligations to issue credits to CLECs in those states. Also, some telecommunications 
providers have filed private actions based on facts similar to those underlying these administrative proceedings. These 
private actions, together with any similar, future actions, could result in additional damages and awards that could be 
significant. 

Illuminet, Inc., a traffic aggregator, and several of its customers have filed complaints with 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 sought 
reconsideration in both states, which was denied and subsequently we perfected appeals in both states. The proceedings in 
the other states and in states where llluminet has not yet filed complaints could result in agency decisions requiring 
additional refunds. 

As a part of the approval by the FCC of the Merger, the FCC required us to engage an independent auditor to perform 
an attestation review of our compliance with our divestiture of in-region InterLATA services and our ongoing compliance 
with Section 271 of the Telecommunications Act. In 2001, the FCC began an investigation of our compliance with the 
divestiture of in-region InterLATA services and our ongoing compliance with Section 271 for the audit years 2000 and 
2001. In connection with this investigation, Qwest disclosed certain matters to the FCC that occurred 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, Qwest 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, Qwest disclosed 
matters to the FCC in connection with its 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. The FCC has also instituted an investigation into whether we may have 
impermissibly engaged in the marketing of lnterLATA services in Arizona prior to receiving FCC approval of our 
application to provide such services in that state. 

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. 

Other Matters 

In January 2001, an amended purported class action complaint was filed in Denver District Court against Qwest and 
certain current and former officers and directors on behalf of stockholders of U S WEST. The complaint alleges that Qwest 
had a duty to pay a quarterly dividend to U S WEST stockholders of record as of June 30,2000. Plaintiffs further claim that 
the defendants attempted to avoid paying the dividend by changing the record date from June 30,2000 to July 10,2000. In 
September 2002, Qwest filed a motion for summary judgment on all claims. 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. 
Plaintiffs1 claims for breach of fiduciary duty and breach of contract remain pending. The case is now in the class 
certification stage, which Qwest is challenging. 

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. Through December 2003, we 
resolved allegations and complaints of slamming and cramming with the Attorneys General for the states of Arizona, 
Colorado, Idaho, Oregon, Utah and Washington. In each of those states, we agreed to comply with certain terms governing 
our sales practices and to pay each of the states between $200,000 and $3.75 million. We may become subject to other 
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 relating to the installation of fiber optic cable in certain rights-of-way were filed in 
various courts against Qwest on behalf of landowners in Alabama, California, Colorado, Georgia, Illinois, Indiana, Kansas, 
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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 Qwest's 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 Qwest's right to install its fiber 
optic cable in railroad rights-of-way and, in Colorado, Illinois and Texas, also challenge Qwest's right to install fiber optic 
cable in utility and pipeline rights-of-way. In Alabama, the complaint challenges Qwest's 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 Qwest to install Qwest's fiber optic cable on the 
plaintiffs'property. The Indiana action purports to be on behalf of a national class of landowners adjacent to railroad rights- 
of-way over which Qwest's network passes. The Alabama, California, Colorado, Georgia, Kansas, Louisiana, Mississippi, 
Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas actions purport to be on behalf of a class of such 
landowners in those states, respectively. The Illinois action purports to be on behalf of landowners adjacent to railroad 
rights-of-way over which Qwest's 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 camer defendants, in September 2002, Qwest filed a proposed settlement of all these matters (except 
those in Louisiana) 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, Qwest cannot determine whether such settlement will be 
ultimately approved or the final cost of the settlement if it is approved. 

On October 3 1,2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal securities 
laws and breached their fiduciary duty in connection with an investment by the plaintiff in securities of KPNQwest. Qwest 
is 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 $1 0 million in its investment in KPNQwest. On 
January 27,2004, the Arizona Superior Court granted Qwest's motion to dismiss the state and federal securities law claims. 
The claim for breach of fiduciary duty remains pending. 

On October 4,2002, a putative class action was filed in the federal district court for the Southern District of New York 
against Willem Ackermans, the former Executive Vice President and Chief 

Financial Officer of KPNQwest, in which we were a major shareholder. The complaint alleges, on behalf of certain 
purchasers of KPNQwest securities, that Ackermans engaged in a fraudulent scheme and deceptive course of business in 
order to inflate KPNQwest revenue and securities. Ackermans was the only defendant named in the original complaint. On 
January 9, 2004, plaintiffs filed an amended complaint adding as defendants us, certain of our former executives who were 
also on the supervisory board of KPNQwest, and others. 

We have built our international network outside North America 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 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 write-off 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 ongoing use of the acquired optical capacity assets. At 
this time, it is too early to determine what effect the bankruptcies will have with respect to the acquired capacity or our 
ability to use this acquired optical capacity. 

The Internal Revenue Service, or the IRS, has proposed a tax adjustment for tax years 1994 through 1996. The 
principal 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 



- 
10KWizard - SEC filings Page 23 of 144 

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 outcomes of these matters are uncertain and we can give no assurance as to whether 
they will have a material effect on our financial results. 

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

Matters Resolved in the Fourth Quarter of 2003 

Since August 2001, we have been in several disputes with Touch America, Inc. relating to, among other things, 
various 6illing, reimbursement and other commercial disputes and allegations by Touch America that we violated certain 
state and federal antitrust and other laws. We recently agreed to resolve all of these matters in a settlement agreement with 
Touch America that was approved by the United States Bankruptcy Court for the District of Delaware on November 13, 
2003, and which became a final order on November 24,2003. The settlement agreement, as approved by the Bankruptcy 
Court, provides for: (a) the mutual general release of claims, except for bills for services provided after September 1, 2003; 
(b) the termination of all proceedings pending before the FCC, and all litigation between Touch America and us; (c) Touch 
America's forgiveness of a $23 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 from one to the other prior to September 1, 
2003; (e) our forgiveness of a $1 0 million loan to Touch America under a debtor in possession financing agreement; 
(f) Touch America's agreement to continue to provide or contract for the provisioning of services currently provided to us; 
(g) our agreement to purchase certain fiber assets necessary to our in-region operations 

from Touch America for a total price of $8 million; (h) our agreement to purchase certain FrameIATM assets and customers 
from Touch America; (i) our agreement to give Touch America $3 million in billing credits; and (j) Touch America's 
agreement to reject and abandon a lit fiber indefeasible rights of use, or IRU, Qwest sold to Touch Ameiica in 2000. 

As disclosed in our 2002 Form 1 0 4 ,  we were involved in discussions to resolve disputes with several of our insurance 
camers over their attempts to rescind or otherwise deny coverage under our director and officer, or D&O, liability 
insurance policies and employee benefit plan fiduciary liability insurance policies. The insurance policies that the caniers 
sought to rescind or otherwise deny coverage comprised: (i) the Qwest D&O Liability Runoff Program (for the policy 
period June 30,2000 to June 30, 2006), which otherwise provided coverage of up to $250 million for claims that at least in 
part involve conduct pre-dating the U S WEST Merger; (ii) the Qwest D&O Liability Ongoing Program (for the policy 
period June 30, 2000 to June 30,2003), which otherwise provided coverage of up to $250 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 provided coverage of up to $1 00 million for claims in connection with Employee Benefit 
Plans. The insurance carriers sought to rescind these policies and any coverage that these policies could provide for, among 
other things, the consolidated securities action, the actions by CalSTRS, New Jersey and SURSI, the Colorado (federal and 
state) and Delaware derivative actions, the consolidated ERISA action, the SEC investigation and the U.S. Attorney's 
Office investigation, which are described above. These matters involve conduct that could give rise to coverage under 
policies with collective limits of $350 million. 

We reached a settlement of these disputes with the camers on November 12,2003, which involved, among other 
things, an additional payment by us of $1 57.5 million, and in retum, the caniers paid into trust $350 million. Of the 
$350 million, $150 million in cash is available for our benefit and has been used in large part to reimburse us for defense 
costs incurred by us in connection with, among other matters, the investigations and securities and derivative actions 
described above. The remaining $200 million in cash and letters of credit is set aside to cover losses we may incur and the 
losses of current and former directors and officers and others who have released the camers in connection with the 
settlement. The $200 million is comprised of $143 million in cash and $57 million in irrevocable letters of credit. 

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

1. Election of three Class 111 directors to the Board to hold office until the third succeeding annual meeting after their 
election or until their successors are elected and qualified 

Votes For Votes Withheld 

Philip F. Anschutz 
Richard C. Notebaert 
Frank P. Popoff 

2. Approval of our amended and restated Employee Stock Purchase Plan 

Votes For Votes Against Votes Abstained Broker Non-Votes 

1,3 17,759,575 45,261,230 14,135,656 235,815,604 

3. Stockholder proposal requesting that we exclude as a factor in determining annual or short-term incentive 
compensation for executive officers any impact on our net income from pension credits 

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

1,548,480,762 47,718,100 16,773,203 N/ A 

4. Stockholder proposal requesting that we take necessary steps to eliminate the classification of terms of the Board 

Broker Non- 

Votes For Votes Against Votes Abstained Votes . 

1,562,140,860 37,25 1,094 13,580,111 N/A 

5. Stockholder proposal requesting that we seek advance stockholder approval of future employment agreements with 
our executive officers that provide cash and non-standard benefits exceeding three times the sum of a given 
executive's base salary plus target bonus 

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

1,558,396,355 38,918,821 15,656,889 N/ A 

6. Stockholder proposal requesting that we adopt a policy of nominating director candidates such that, if elected, a 
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substantial majority of the directors would be "independent" 

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

502,150,073 854,704,850 20,301,538 235,815,604 

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

Votes For Votes Against Votes Abstained Broker Non-Votes 

229,280,400 1,128,247,978 19,628,083 235,815,604 

Stockholder proposal requesting that we adopt a policy that some portion of future stock option grants to senior 
executives be performance-based 

Votes For Votes Against Votes Abstained 

22,778,244 

Broker Non- 

Votes 

235,815,604 

Stockholder proposal requesting that we establish a policy o 
future stock options issued by us 

Votes For Votes Against 

556,841,903 780,274,356 

f expensing in our financial statements the costs o 

Broker Non- 

Votes Abstained Votes 

40,040,202 235,815,604 

fall 

PART I1 

ITEM 5. MARKET FOR REGISTRANT'S CORlRlON EQUITY AND RELATED STOCKHOLDER MATTERS 

Murket for Qwest Conrmon Stock 

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

Market Price 

2003 
First quarter 

High Low -- 
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Second quarter 
Third quarter 
Fourth quarter 
2002 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

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

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

I Sales of Unregistered Securities 

During the three months ended December 31,2003, we issued approximately 2.4 million shares of our common stock 
that were not registered under the Securities Act in reliance on an exemption pursuant to Section 3(a)(9) of that Act. These 
shares of common stock were issued in a number of separately and privately negotiated direct exchange transactions 
occurring on various dates throughout the quarter for $9.8 million in face amount of debt issued by Qwest Capital 
Funding, lnc., or QCF, a wholly owned subsidiary and guaranteed by Qwest. The trading prices for our shares at the time 
the exchange transactions were consummated ranged from $3.42 per share to $3.58 per share. No underwriters or 
underwriting discounts or commissions were involved. 

ITEM 6. SELECTED FINANCIAL DATA 

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

Years Ended December 31, 

Operating revenue 
Operating expenses 
Operating (loss) income 
(Loss) income from continuing 
operations 
Net income (loss)(l) 
(Loss) earnings per share(2) 

Continuing operations: 
Basic 
Diluted 

1999 

2003 2002 ZOO1 2000 (IJnaudited) 

(Dollars in million, shares in thousands except per share amounts) 
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Net income (loss): 
Basic $ 

Diluted $ 
Weighted-average common shares 
outstanding (in thousands):(2) 

Basic 
Diluted 

Dividends per common share $ 

Balance sheet data: 
Total assets S 
Total debt(3) 
Debt to total capital ratio(4) 

Other data: 
Cash provided by operating 
activities , $ 

Cash used for investing activities 
Cash (used for) provided by 
financing activities 
Capital expenditures 

( I )  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 1999 through 2000 assume the conversion of U S WEST common stock into Qwest 
common stock. 

2003. The 2003 net income includes a charge of $1 40 million ($0.08 per basic and diluted share) for an 
impairment of assets (primarily cell sites, switches, related tools and equipment inventory and certain information 
technology systems supporting the wireless network), a net gain of $206 million ($0.1 2 per basic and diluted share) 
resulting from the adoption of SFAS No. 143, "Accounting for Asset Retirement Obligations", or SFAS No. 143, 
relating to the reversal of net 

removal costs where there was not a legal removal obligation, a net charge of $241 million ($0.14 per basic and 
diluted share) resulting from the termination of services arrangements with Calpoint and another service provider, a 
net charge of $69 million ($0.04 per basic and diluted share) for restructuring charges, a net charge of $61 million 
($0.04 per basic and diluted share) for litigation related losses, a net gain of $23 million ($0.01 per basic and diluted 
share) relating to the early retirement of debt and a net gain on sale of discontinued operations of $2.619 billion 
($1.5 1 per basic and diluted share). 

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 $1 4.927 billion ($8.87 per basic and diluted share) for additional goodwill and asset impairments, a net 
charge of $1 12 million ($0.07 per basic and diluted share) for Merger-related, restructuring and other charges, a 
charge of $1.1 90 billion ($0.71 per basic and diluted share) for the losses and impairment of investment in 
KPNQwest, a gain of $1.122 billion ($0.67 per basic and diluted share) relating to the gain on the early retirement of 
debt and income from and gain on sale of discontinued operations of $1.950 billion ($1.16 per basic and diluted 
share). 

2001. 2001 net loss includes charges aggregating $697 million ($0.42 per diluted share) for Merger-related, 
restructuring and other charges, a charge of $3.300 billion ($1.99 per basic and diluted share) for the losses and 
impairment of investment in KPNQwest, 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 $1 63 million ($0.10 per basic and diluted 
share) for investment write-downs, a charge of $154 million ($0.09 per basic and diluted share) for asset 
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impairments, a charge of $65 million ($0.04 per basic and diluted share) for the early retirement of debt and a gain 
of $31 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 $53 1 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 ($0.1 6 per basic and diluted share) for asset impairments and a net gain 
of $1 26 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. 

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. 

Amounts include outstanding commercial paper borrowings of $3.1 65 billion, $2.035 billion and $1.265 billion for 
2001,2000 and 1999, respectively, and exclude future purchase commitments, operating leases, letters of credit and 
guarantees. There were no commercial paper borrowings outstanding as of December 3 1,2003 and 2002. At 
December 31,2003, the amount of those future purchase commitments, operating leases, letters of credit and 
guarantees was approximately $7.359 billion. 

The debt to total capital ratio 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 on our 
consolidated balance sheets in Item 8 of this report. Total capital is the sum of debt and total stockholders' (deficit) 
equity. 

lTEM 7. RIANAGERIENT'S DlSCUSSlON AND ANALYSlS OF FINANCIAL CONDlTlON 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. 

Bt~siness Overview and Presentation 

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

We previously provided directory publishing services 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 
7 of the 14 states in which we offered these services (referred to as Dex East). In September 2003, we completed the sale of 
the directory publishing business in the remaining states (referred to as Dex West). As a consequence, the results of 
operations of our directory publishing business are included in income from discontinued operations in our consolidated 
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statements of operations. 

Our analysis presented below 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. Our operating revenues 
are generated from our wireline, wireless and other services segments. The presentation of "Operating Revenue" includes 
revenue results for each of our customer channels: business, consumer and wholesale for the wireline segment. An 
overview of the segment results is provided in "Segment Results" below. The segment discussion below reflects the way we 
reported our segment results to our Chief Executive Officer in 2003. 

Restatement of Prior Years' Consolidated Financial Statements 

Our 2002 Form 10-K was filed in October 2003 and contains, among other things, our restated consolidated financial 
statements for the years ended December 3 1,2001 and 2000. In our 2002 Form 1 0-K, we also attempted to address 
comments received from the SEC on our previous filings. To date, we have not received comments from the SEC regarding 
our restatement, the 2002 Form I 0-K or the adequacy of our responses to its previous comments. 

Business Trends 

Our results continue to be impacted by a number of factors influencing the telecommunications industry and our local 
service area. First, technology substitution and competition are expected to continue to cause additional access line losses. 
We expect industry-wide competitive factors to continue to impact our results and we have developed new strategies for 
offering complementary services such as satellite television and wireless. Second, our results continue to be impacted by 
regulatory responses to the competitive landscape for both our local and long-distance services. Third, the weak economy in 
our local service area has impacted demand from both our consumer and business customers. We believe demand for our 
products and services will continue to be affected because of a slow recovery in our local service area. 

Revenue Trends 

Historically, at least 95% of our revenue comes from our wireline segment, which provides voice services and data and 
Internet services. In general, we have experienced a decline in local voice-related revenue as a result of a decrease in access 
lines and our competitors' accelerated use of UNE-P to deliver voice services. Access lines are expected to continue 
decreasing primarily because of technology substitution, including wireless and cable substitution for wireline telephony, 
and cable modem substitution for dial-up Internet access lines. UNE-P rules, which require us to sell access to our wireline 
network to our competitors at wholesale rates, will continue to impact our results. The use of UNE-P is expected to 
precipitate incremental losses of retail access lines and apply downward pressure on our revenue. We recently re-entered 
the long-distance market within our local service area; and we expect the anticipated increase in lnterLATA long-distance 
revenue and increases in wireless revenue to offset some of the above mentioned revenue declines. Broadband services 
have been expanded to allow more of our customers to convert from dial-up Internet connections to our DSL services. In 
addition, lnternet related revenues continue to expand, while offsetting declines in data services have stabilized and, late in 
2003, certain data services revenue has shown signs of growth. 

We have begun to experience and expect 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 less profitable 
product offerings and pricing plans that allow us to retain and attract customers. 

Our wireless revenue has declined as a result of reduced marketing efforts, intense industry competition and the impact 
of the economic slowdown. Starting in late 2003, we expanded our consumer and small business product offerings to 
bundle wireless services with our local voice services, broadband services, video services and long-distance services. By 
offering our customers a complete telecommunications solution, we may experience a decrease in the rate of our wireline 
access line losses. We have redesigned our local services package to provide customers with choice and simplification. 
Wireless offerings are being expanded through a new arrangement with Sprint. This arrangement will enable utilization of 
Sprint's nationwide digital wireless network to offer our customers new voice and data capabilities. 
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Expense Trenak 

Our expenses continue to be impacted by shifting demand due to increased competition and the expansion of our 
product offerings. Expenses associated with our new product offerings tend to be more variable in nature. While existing 
products tend to rely upon our embedded cost structure, the mix of products we expect to sell, combined with regulatory 
and market pricing stresses, may pressure operating margins. Facility costs are third-party telecommunications expenses we 
incur to connect customers to networks or to end-user product platforms not owned by us. As revenue decreases, associated 
facilities costs are not always reduced at the same rate as those revenue declines. 

In order to improve operational efficiencies, and in response to continued declines in revenue, we have implemented 
restructuring plans in which we reduced the number of our employees and consolidated and subleased idle real estate 
properties. We have also reduced capital expenditures and expect to continue at this reduced level for the foreseeable future. 
We will continue to evaluate our staffing levels and cost structure and adjust these areas as deemed necessary. 

Results of Operations 

Overview 

Our operating revenues are generated within our segments: wireline, wireless and other services. Our wireline segment 
includes revenue from the provision of voice services and data and lnternet services. Within each of  the revenue categories 
described below, we present the customer channel from which the revenue was earned (consumer, business or wholesale). 
Certain prior year revenue amounts have been reclassified to conform to the current year presentations. Depending on the 
product or service purchased, a customer may pay an up-front fee, a monthly fee, a usage charge or a combination of these. 
The following is a description of the sources of our revenue: 

. Voice services. Voice services revenue includes local voice services, long-distance voice services and access 
services. Local voice services revenue includes revenue from basic local exchange services, switching 
services, custom calling features, enhanced voice services, operator services, public telephone services, 
collocation services and CPE. Long-distance voice services revenue includes revenue from InterLATA and 
IntraLATA long-distance services. Access services revenue includes fees charged to other long-distance 
providers to connect to our network. 

Data and Internet services. Data and Internet services revenue includes data services (such as traditional 
private lines, wholesale private lines, frame relay, ISDN, ATM and related CPE) and Internet services (such 
as DSL, DIA, VPN, lnternet dial access, web hosting, professional services and related CPE). 

Nfireless services. Our wireless services are provided primarily through our wholly owned subsidiary, Qwest 
Wireless. We offer wireless services to residential and business customers, providing them the ability to use 
the same telephone number for their wireless phone as for their home or business phone. In August 2003, 
Qwest Wireless entered into a services agreement with a subsidiary of Sprint that allows us to resell Sprint 
wireless services, including access to Sprint's nationwide PCS wireless network, to consumer and business 
customers, primarily within our local service area. We began offering these Sprint services under our brand 
name in March 2004. 

Other services. Other services revenue is predominantly derived from the sublease of some of our unused 
real estate assets, such as space in our office buildings, warehouses and other properties. 

The following table summarizes our results of operations: 
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Operating revenue 
Operating expenses, 
excluding goodwill and 
asset impairment charges 
Goodwill impairment 
charge 
Asset impairment charges 

Operating loss 
Other expense-net 

Loss before income taxes, 
discontinued operations, 
and cumulative effect of 
changes in accounting 
principles 
Income tax benefit 

Loss from continuing 
operations 
Income from and gain on 
sale of discontinued 
operations-net of tax 

Income (loss) before 
cumulative effect of 
changes in accounting 
principles 
Cumulative effect of 
changes in accounting 
principles-net of tax 

Net income (loss) 

Basic and diluted income 
(loss) per share 

Years Ended December 31, Increasel@ecrease) Percentage Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 
-7 

(Dollars in millions, except per share amounts) 

206 (22,800) 24 23,006 (22,824) nrn nm -- 

$ 0.87 $ (22.87) $ (3.37) $ 23.74 $ (19.50) nm nrn ------- 
nm-not meaningful 

Operating Revenue 
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Years Ended December31, Increasel(Decrease) Percentage Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 -- 
(Dollars in millions) 

Operating revenue 

Wireline revenue 

Business local voice 
Consumer local voice 
Wholesale local voice 

Total local voice 

Business long-distance 
Consumer long-distance 
Wholesale long-distance 

Total long-distance 

Business access 
Consumer access 
Wholesale access 

Total access 

Total voice services 

Business data and Internet 
Consumer data and Internet 
Wholesale data and Internet 

Total data and Internet 

Total wireline revenue 

Wireless revenue 

Other services revenue 

Total operating revenue 

Wirelin e Revenue 

Wireline revenue declined by $985 million, or 7%, in 2003 and by $1 .I68 billion, or 7%, in 2002. Data and Internet 
revenue, as a percentage of total wireline revenue, increased to 28% in 2003, from 26% in 2002 and 25% in 2001. Voice 
services revenue, as a percentage of total wireline revenue, declined to 72% in 2003, from 74% in 2002 and 75% in 2001. 
Changes in the components of wireline revenue are described in more detail below. 

Voice Services 
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Voice services revenue decreased $979 million, or 9%, in 2003 and decreased $1.059 billion, or  9%, in 2002. The 
voice services decreases were the result of declines in local voice, long-distance, and access service revenue, as described in 
more detail below. 

Local voice 

Local voice revenue decreased $704 million, or 9%, in 2003 and decreased $432 million, or 5%, in 2002. Local voice 
revenue declines were driven by losses of access lines as we have experienced competition from both technology 
substitutipn and other telecommunications providers reselling our services by using UNE-Ps. Access lines declined by 
797,000, or 5%, in 2003, and by 781,000, or 4%, in 2002. In 2003, we experienced consumer access line declines of 
897,000, or 8%, while business retail access lines decreased by 443,000 (which included 145,000 1ines.lost due to the 
impact of the MCI bankruptcy), or 9%. UNE-Ps, which are reflected in our wholesale channel, increased by 543,000, or 
52%. The increase in UNE-Ps pattially offset the loss of retail access lines, but because of the regulated pricing structure of 
UNE-Ps this applied downward pressure on our revenue. In 2002, we experienced consumer access line declines of 
667,000, or 6%, and business retail access line declines of 234,000, or 4%, while UNE-Ps increased by 120,000, or 13%. 
We also experienced declines in sales of enhanced features and installation and repair services in the consumer channel in 
both 2003 and 2002, and in the business channel in 2002. Wholesale local voice revenue declined in 2003 and 2002 
primarily due to reductions in demand for services such as operator assistance, pay phones, and collocation. 

Long-distance 

Long-distance revenue decreased $1 98 million, or 9%, in 2003 and decreased $420 million, or 17%, in 2002. In 2002, 
we evaluated specific long-distance services sold primarily outside of our local service area. Based upon that evaluation, we 
de-emphasized and stopped promoting certain products, including IntraLATA long-distance in the consumer and business 
markets and wholesale long-distance, which resulted in a decline in both our 2003 and 2002 revenue. However, in 2003, we 
re-entered the long-distance market within our local service area and expanded our offerings to provide complementary 
local and long-distance services. As a result, InterLATA long-distance revenue within our service area increased due to the 
addition of 2.3 million new customers, partially offsetting other 2003 long-distance revenue declines. The 2002 decline was 
also due to downward pressure on our prices by our competitors. 

Access services 

Access services revenue decreased $77 million, or 8%, in 2003 and decreased $207 million, or 17%, in 2002, primarily 
due to the access line losses described above as well as the increase in the number of customers using our local service area 
long-distance services. In 2003, we recorded a reserve, through reduction of revenue, of $34 million for anticipated 
customer credits resulting from regulatory rulings that redefined tariffs on local calls. The 2002 decline was also due to 
reduced demand caused by the bankruptcy of several large customers. 

Data and Internet Sewices 

Data and Intemet services revenue was relatively flat in 2003 and decreased $109 million, or 3%, in 2002. 

In 2003, revenue increases in our Internet products were largely offset by declines in data services. Business channel 
revenue increased primarily due to increases in Intemet dial access and VPN. Pursuant to the amendment of our agreement 
with Microsoft in July 2003, we became responsible for providing broadband services to end-user customers, while we 
previously provided related services to Microsoft on a wholesale basis. As a result, we are recognizing revenue at higher 
retail rates rather than the lower wholesale rates we charged Microsoft. We have also increased our DSL subscriber base by 
25%. We have also expanded our DSL service area to 45% of our local service area. In addition, wholesale channel revenue 
declined primarily due to decreases in private data lines resulting from the bankruptcies of large customers such as Touch 
America and MCI. 
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In 2002, we experienced revenue increases of $91 million from Internet products. Internet dial access revenue 
increased primarily from sales to large lSPs and businesses for use in their internal telecommunication networks, while 
DSL and DIA grew in response to increased demand for access to the Internet. These increases were more than offset by 
declines of $200 million in data services such as wholesale private line, precipitated in part by the weakened economy. 

Wireless Revenue 

Revenue from wireless services decreased by $100 million, or 14%, in 2003 and increased by $6 million, or 1%, in 
2002. The decrease in wireless revenue in 2003 was due to our strategic decision to de-emphasize marketing of wireless 
services on a stand-alone basis coupled with tightened credit policies and intense industry competition. Although the 
wireless industry revenue grew in total in 2002, our wireless revenue was relatively flat in 2002, due in part to our limited 
ability to offer a competitive wireless product. Our wireless offerings, yhich were expanded to allow the bundling of 
wireless and local voice services, will be further enhanced in 2004 through our aforementioned arrangement with Sprint. 

Other Services Revenue 

Other services revenue consists primarily of sublease income from our owned and leased real estate. Other services 
revenue increased $2 million, or 5%, in 2003 and increased $3 million, or 8%, in 2002. Through our restructuring and other 
efforts, we have decreased the amount of real estate we manage by 3.4 million square feet, or 8%, in 2003 and by 
4.9 million square feet, or lo%, in 2002. 

Operating Expenses 

The following table provides further detail regarding our operating expenses: 

Percentage 

Years Ended December 31, Increase/(Decrease) Change 

2003 v 2002 v 2003v 2002v 

2003 2002 2001 2002 ZOO1 2002 2001 
- - - 

(Dollars in millions) 

Operating expenses: 
Cost of sales 
Selling, general and administrative 
Depreciation 
Goodwill and other intangible 
amortization 
Goodwill impairment charge 
Asset impairment charges 
Restructuring, Merger-related and 
other charges 

Total operating expenses 

- - 

nm-not meaningful 
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Cost of Sales 

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

Years Ended December 31, Increasel(Decrease) Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 ---- -- 
(Dollars in millions) 

Facility costs $ 3,294 $ 2,962 $ 3,042 $ 332 $ (80) 11% (3)% 
Network costs 391 3 84 538 7 (154) 2% (29)% 
Employee and service-related costs 1,988 1,888 1,868 100 20 5% 1% 
Non-employee related costs 713 798 1,186 (85) (388) (1 I)% (33)% - - -- 

Total cost of sales $ 6,386 $ 6,032 $ 6,634 $ 354 $ (602) 6% (9)% 

. Cost of sales includes: facility costs, network costs, salaries and wages directly attributable to products or services, 
benefits, materials and supplies, contracted engineering services, computer systems support and the cost of CPE sold. 

Cost of sales, as a percentage of revenue, was 45% for 2003,39% for 2002 and 40% for 2001. Total cost of sales 
increased $354 million, or 6%, in 2003 and decreased $602 million, or 9%, in 2002. The increase in 2003 was caused in 
part by the deterioration in product margins as retail access line losses were partially offset by lower margin UNE-Ps sold to 
our competitors at regulated rates. Margins were also adversely impacted by the settlement of certain purchase obligations. 
More discussion of these changes is provided below. 

Facility costs increased $332 million, or 1 I%, in 2003 and decreased $80 million, or 3%, in 2002. The increase in 
2003 was primarily due to a $393 million charge resulting from the termination of our services arrangements with Calpoint 
and another service provider. Exclusive of this one time charge, facility costs decreased $61 million, or 2%, as the result of 
reduced third-party network services and declines in our out-of-region long-distance volumes. The decrease in 2002 was 
due to network optimization savings whereby we eliminated excess capacity from the network and migrated from lower- 
speed services to more cost efficient higher-speed services where applicable. Beginning in the fourth quarter of 2003, we 
satisfied certain FCC requirements that allowed us to begin providing in-region InterLATA long-distance using our 
proprietary network assets, thereby reducing our reliance on third-party facility providers. 

Network costs include third-party expenses to repair and maintain our network and supplies to provide services to 
customers. Our network costs were relatively flat in 2003 and decreased $154 million, or 29%, in 2002. In 2003 we focused 
on maintenance activities and experienced a slight increase in expense associated with our recent re-entry in to the 
InterLATA long-distance market. Additionally, the July 2003 amendment of our agreement with Microsoft required that we 
become responsible for all costs associated with providing broadband services to end-user customers. As a result, the 
revenue and costs associated with this expanded service offering increased. During 2002, we reduced our reliance on third- 
party contractors to provide network maintenance services by 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. 

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime and third-party 
customer service increased $100 million, or 5%, in 2003 and were essentially unchanged in 2002. While we have realized 
savings due to reductions in salaries and wages and professional fees resulting from our restructuring efforts, we continue to 
experience offsetting increases in costs related to our pension and post-retirement benefit plans due to the change to a net 
expense of $125 million in 2003 from a net credit of $40 million in 2002, as described more fully below. Additionally, in 
2003 we 
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experienced increased information technology costs as resources were partially shifted to system maintenance activities 
from development activities, which are generally capitalized. In 2002, we significantly reduced our employee incentive 
compensation. We did not experience a similar reduction of employee incentive compensation in 2003. 

Non-employee related costs, such as real estate, cost of sales for CPE and reciprocal compensation payments 
decreased $85 million, or l I%, in 2003 and decreased $388 million, or 33%, in 2002. The decrease in 2003 is attributable 
to lower sales of CPE equipment to customers, corresponding with lower CPE revenue, a decrease in external commissions 
and a decrease in reciprocal compensation. Reciprocal compensation costs, which are charges we must pay other carriers to 
terminate IntraLATA local calls, declined in 2003 and 2002 due to the decline in local voice services revenue, and also as a 
result of regulatory action which limited the amount of charges. The decrease in 2002 is also attributable to lower postage 
and shipping costs associated with improved management expense controls and lower cost of sales for data and Internet 
CPE, associated with lower CPE revenue. 

Selling, Cen era1 and Adnr in istrative Expenses 

The following table shows a breakdown of selling, general and administrative, or SG&A, expenses by major 
component: 

Percentage 

Years Ended December 31, Increasel(Decrease) Change 

2003v 2002 v 2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 -- 
(Dollars in millions) 

Property and other taxes $ 451 $ 540 $ 437 $ (89)$ 103 (16)% 24% 
Bad debt 304 51 1 615 (207) (104) (41)% (17)% 
Employee and service-related costs 2,464 2,743 3,276 (279) (533) (lo)% (16)% 
Non-employee related costs 1,427 1,425 1,168 2 257 - 22% ---- - 

Total SG&A $ 4,646 $ 5,219 $ 5,496 $ (573)s (277) (11)% (3% 
I l s - -  - 

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. 

Total SG&A decreased $573 million, or 1 I%, in 2003 and decreased $277 million, or 5%, in 2002. SG&A, as a 
percent of revenue, was 33% for 2003,34% for 2002 and 33% for 2001. The 2003 decreases primarily result from 
decreases in professional fees, bad debt expense, and other factors discussed in more detail below. 

Property and other taxes, such as taxes on owned or leased assets and real estate, and transactional items such as 
certain sales, use and excise taxes, decreased $89 million, or 16%, in 2003 and increased $103 million, or 24%, in 2002. 
The decrease in 2003 is primarily a result of reduced property taxes, which resulted from lower asset valuations related to 
our impairments. The increase in our 2002 expense is attributable to higher levels of capital expansion for both the 
traditional telephone network and global fiber optic broadband network that took place during the years ended 
December 31,2001 and 2000. 

Bad debt expense decreased $207 million, or 41%, in 2003 and decreased $104 million, or 17%, in 2002. Bad debt 
decreased as a percentage of revenue to 2.1% for 2003 from 3.3% for 2002 and 3.7% for 2001. The decrease in our 2003 
expense as compared to 2002 was primarily caused by large provisions associated with uncollectible receivables from MCI, 
Touch America and others which we recorded in 2002, improved collection practices and tighter credit policies in 2003. 
The 2002 decrease 
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as a percentage of revenue was due primarily to improved collections practices and tighter credit policies offset by 
bankruptcies of certain wholesale customers. 

Employee and service-related costs, such as salaries and wages, benefits, sales commissions and professional fees 
(such as telemarketing and customer service costs) decreased $279 million, or lo%, in 2003 and decreased $533 million, or 
1696, in 2002. The decrease in 2003 was due to reduced salaries and wages resulting from staffing reductions implemented 
in 2003 and 2002, reduced professional fees to third-party vendors as we re-incorporated certain previously outsourced 
customer service hnctions into our operations, and reduced sales commissions due to lower revenues and a revision to our 
sales compensation plan. These cost reductions were partially offset by increases in incentive compensation and increases 
in our pension and post-retirement benefit plan expenses due to the change to a net benefit expense o f  $84 million in 2003 
from a net credit of $57 million in 2002, as described more fully below. The decrease in 2002 was due to reduced salaries 
and wages resulting from staffing reductions implemented in 2002 and 2001, reduced professional fees, reduced incentive 
compensation and reduced sales commissions. Partially offsetting these decreases were expenses associated with the 
settlement of outstanding litigation and increases in our pension and post-retirement benefit plan expenses. 

Non-employee related costs, such as marketing and advertising, rent for administrative space and software expenses, 
were flat in 2003 and increased $257 million, or 22%, in 2002. Our 2003 expenses declined due to lower real estate 
expenses and lower maintenance costs, reflecting the reduction in Qwest managed real estate holdings which was partially a 
result of our restructuring activities. These declines were offset by a net charge of $100 million related to pending litigation. 
The 2002 increase primarily resulted from software costs related to our re-entry into the InterLATA long-distance market, 
and a shift of information technology resources to maintenance activities from development activities that were eligible for 
capitalization. The increase was partially offset by lower postage and shipping costs, reduced customer care costs and lower 
marketing and advertising expenses. 

Pension and Post-Retirement Benefits 

Our results include pension credits and post-retirement benefit expenses, which we refer to on a combined basis as a 
net pension expense or credit. We recorded a net pension expense of $209 million in 2003, a net pension credit of 
$97 million in 2002 and a net pension credit of $337 million in 2001. The net pension expense or 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. The net pension expense 
or credit is allocated primarily to cost of sales and the remaining balance to SG&A. 

The change to a net pension expense for 2003 from a net pension credit in 2002 was due primarily to a $123 million 
reduction in the expected return on plan assets, a $1 22 million reduction in recognized actuarial gains resulting in a change 
to losses and a $59 million increase in interest costs. These changes are due to lower expected and actual rates of return on 
plan assets, lower discount rates, and increased medical costs for plan participants. A reduction of $209 million in the 
expected return on plan assets as well as a reduction of $122 million in recognized actuarial gains, offset by lower service 
and interest costs of $98 million, accounted for the decrease in the net pension credit in 2002. 

We expect that our 2004 net pension expense will be higher than 2003 due to a reduction in the expected rate of return 
on plan assets, the effect of amortizing losses incurred in the volatile equity market of 2000 through 2002, a lower discount 
rate and rising healthcare rates. 

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003, or the Act, became 
law in the United States. The Act introduces a prescription drug benefit under Medicare as well as a federal subsidy to 
sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to the Medicare 
benefit. In accordance with Financial 

Accounting Standards Board, or FASB, Staff Position FAS No. 106-1, "Accounting and  isc closure Requirements Related 
to the Medicare Prescription Drug, Improvement and Modernization Act of 2OO3", we elected to defer recognition of the 
effects of the Act in any measures of the benefit obligation or cost. Specific authoritative guidance on the accounting for the 
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federal subsidy is pending and that guidance, when issued, could require us to change previously reported information. 
Currently, we do not believe we will need to amend our plan to benefit from the Act. 

For additional information on our pension and post-retirement plans see Note 1 I-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 and 
Estimates" below. 

1 .  Depreciation 

Depreciation expense decreased $529 million, or 16%, in 2003 and decreased $436 million, or 12%, in 2002. The 
decrease in 2003 was primarily the result of the asset impairment charges we recorded as of June 30,2002 and 
September 30,2003 and the resulting decreases in the depreciable basis of our fixed assets as discussed below. The 
decrease in 2002 was primarily the result of the June 30,2002 impairment charge. The impact of the June 30,2002 
impairment reduced our annual depreciation expense by approximately $900 million, beginning July 1,2002. The impact of 
the September 30,2003 impairment further reduced our annual depreciation expense by approximately $30 million, 
beginning October I, 2003. These savings were partially offset by depreciation on assets acquired during 2003 and 2002. 

Goodwill and Other Intangibles Amortization 

Amortization expense decreased $151 million, or 26%, in 2003 and decreased $1.081 billion, or 65%, in 2002. The 
decrease in 2003 was primarily the result of the asset impairment charge we recorded as of June 30,2002, which included 
an impairment charge of approximately $1.2 billion to other intangible assets with finite lives, reducing the amortizable 
basis by that amount. The decrease in 2002 was the result of the adoption of SFAS NO. 142 "Goodwill and Other Intangible 
Assets", or SFAS No. 142, which required us to cease amortization of indefinite-lived intangible assets effective January 1, 
2002, and the June 30,2002 impairment charge. The impact of the impairment reduced our annual amortization expense by 
approximately $400 million, beginning July 1,2002. The impact of the discontinuance of amortization on indefinite-lived 
intangibles reduced our annual amortization expense by approximately $1.0 billion, beginning January 1,2002. 

1 Goodwill Inrpairnrent Charges 

As discussed in greater detail under "Critical Accounting Policies and Estimates" below, on January 1,2002 we 
adopted the provisions of SFAS No. 142. Prior to the adoption of SFAS No. 142, we reviewed our goodwill and other 
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. 

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

completely impaired and we recorded an impairment charge on June 30,2002 to write-off the remaining balance. 

Asset Impairment Charges 

During 2003,2002 and 2001, we recorded asset impairment charges of $230 million, $1 0.525 billion and $251 million, 
respectively, detailed as follows: 

Years Ended December 31, 
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2003 2002 2001 - - 
(Doliars in millions) 

Property, plant and equipment and internal use software $ 230 $ 10,493 $ 134 
Real estate assets held for sale - 28 - 

Capitalized software due to restructuring and Merger activities - 4 101 
Other Merger-related - - 16 - - 

Total asset impairments $ 230 $ 10,525 $ 251 

Pursuant to the agreement with Sprint that allows us to resell Sprint wireless services, our wireless customers who are 
cunentli being serviced through our proprietary wireless network will be transitioned onto Sprint's network. Due to the 
anticipated decrease in usage of our own wireless network following the transition of our customers onto Sprint's network, 
in the third quarter of 2003 we performed an evaluation of the recoverability of the carrying value of  our long-lived wireless 
network assets. 

In accordance with SFAS No. 144, "Accounting for the Impairment or Disposal of Long-lived Assets", or SFAS 
No. 144, we compared gross undiscounted cash flow projections to the carrying value of the wireless network assets and 
determined that the carrying value of those assets was not expected to be recovered through future projected cash flows. We 

. 

then estimated the fair value using recent selling prices for comparable assets and determined that our cell sites, switches, 
related tools and equipment inventory and certain information technology systems that support the wireless network were 
determined to be impaired by an aggregate amount of $230 million. 

The fair value of the impaired assets becomes the new basis for accounting purposes. Approximately $25 million in 
accumulated depreciation was eliminated in connection with the accounting for the impairments. The impact of the 
impairments is expected to reduce our annual depreciation and amortization expense by approximately $40 million, 
beginning October 1,2003. 

Effective June 30,2002, a general deterioration of the telecommunications market, downward revisions to our 
expected future results and other factors indicated that our investments in our long-lived assets may have been impaired at 
that date. We performed an evaluation of the recoverability of the carrying value of our long-lived assets using gross 
undiscounted cash flow projections. For impairment analysis purposes, we grouped our property, plant and equipment and 
projected cash flows as follows: traditional telephone network, national fiber optic broadband network, international fiber 
optic broadband network, wireless network, web hosting and application service provider, or ASP, assets held for sale and 
out-of-region DSL. Based on the gross undiscounted cash flow projections, we determined that all of our asset groups, 
except our traditional telephone network, were impaired at June 30, 2002. For those asset groups that were impaired, we 
then estimated the fair value using a variety of techniques. For the year ended December 3 1,2002, we determined that the 
fair values were less than our carrying amounts by $10.493 billion in the aggregate. 

Approximately $1.9 billion in accumulated depreciation was eliminated in connection with the accounting for the 
impairments. The impact of the impairments reduced our annual depreciation and amortization expense by approximately 
$1.3 billion, beginning July 1,2002. 

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 certain of the web hosting 
centers and other internal use construction projects. 

We also recorded asset impairment charges of $101 million in 2001 related to internal software projects that we 
terminated. 

Restrnrct~rring and Merger-related Charges 
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During the year ended December 31;2003, as part of an ongoing effort of evaluating costs of operations, we reviewed 
employee levels in certain areas of our business. As a result, we established a reserve and recorded a charge to our 2003 
consolidated statement of  operations for $131 million to cover the related costs of this plan. The 2003 activities include 
charges of $1 07 million for severance benefits and other charges pursuant to established severance policies. As part of this 
plan we identified approximately 2,300 employees from various functional areas to be terminated. Through December 31, 
2003, approximately 1,600 of the planned reductions had been completed. The remaining 700 reductions will occur over the 
next year. Severance payments generally extend for two to 12 months. In addition, we established a reserve of $24 million 
for real estate obligations, which primarily include estimated future net payments on abandoned operating leases. As a 
result of these restructuring activities, we expect to realize annual cost savings of approximately $170 million. Also during 
2003, we reversed $I 8 million of the 2001 and 2002 restructuring plan reserves as those plans were complete and the actual 
cumulative costs associated with those plans were less than had been anticipated. 

In response to shortfalls in employee reductions as part of the 2001 restructuring plan (as discussed below), during 
2002 we identified employee reductions in several functional areas. As a result, we established a reserve and recorded a 
charge to our 2002 consolidated statement of operations of $299 million for these restructuring activities. This reserve was 
comprised of $179 million for severance costs and $120 million for real estate exit costs. The 2002 restructuring plan 
included the termination of 4,500 employees. During 2002 we recorded an additional charge of $71 million relative to the 
2001 restructuring plan, which was associated with higher than originally anticipated real estate exit costs. In addition, 
during 2002 we reversed $135 million of severance and real estate exit related accruals relative to the 2001 restructuring 
plan, as actual terminations and real estate exit costs were lower than had been planned. The 2001 plan reversal was 
comprised of $1 13 million of severance and $22 million of real estate exit costs. Also during the year ended December 31, 
2002, in relation to the Merger, we reversed $53 million of reserves that were originally recorded in 2000. The reversals 
resulted from favorable developments relative to matters underlying the related contractual settlements. 

During the fourth quarter of 2001, a plan was approved to reduce employee levels and consolidate or abandon certain 
real estate locations and projects. As a result, we established a reserve and recorded a charge to our 2001 consolidated 
statement of operations of $825 million for these restructuring activities. This reserve was comprised of $332 million for 
severance costs and $493 million for real estate exit costs. This reserve was partially offset by a reversal of $9 million of 
leased real estate-related reserves. The 2001 restructuring plan included the anticipated termination of 10,000 employees. In 
relation to the Merger as earlier described, during 2001, we charged to our consolidated statement of operations 
$I  89 million for additional contractual settlements, legal contingencies and other related costs, and $132 million for 
additional severance charges, net of Merger reversals. The additional provisions and reversals of Merger-related costs were 
due to additional Merger-related activities and modification to the previously accrued Merger-related activities. 

Total Other Expense-Net 

Other expense-net. Other expense-net includes interest expense, net of capitalized interest; investment write- 
downs; gains and losses on the sales of investments and fixed assets; gains and losses 

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. 

Percentage 

Years Ended December 31, Increasel(Decrease) Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 - -- 
(Dollars in millions) 

Interest expense $ 1,757 $ 1,789 $ 1,437 $ (32)s 352 (2)% 24% 
Losses and impairment of investment in 
KPNQwest - 1,190 3,300 (1,190) (2,110) (loo)% (64)% 
Loss on sale of investments and other 
investment write-downs 13 88 267 (75) (179) (85)% (67)% 
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(Gain) loss on early retirement of debt 
Gain on sales of fixed assets 
Other income-net 

Total other expense-net 

nm--not meaningful 
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Interest expense. Interest expense was $1.757 billion for 2003, compared to $1.789 billion for 2002 and 
$1.437 billion for 2001. This decrease was primarily due to a reduction of our total outstanding debt by $5.0 billion during 
2003 and more specifically due to the reduction of the credit facility held by Qwest Services Corporation, or the QSC 
Credit Facility, by $750 million in September 2003. As a result of the timing of these repayments, there was only a minimal 
impact on interest expense for 2003. 

Interest expense was $1.789 billion for 2002, compared to $1.437 billion for 2001. The increase in interest expense 
was attributable to the issuance of new indebtedness during 2002. In March 2002 we issued $1.5 billion of ten-year bonds at 
an 8.875% interest rate. These bonds ultimately replaced short-term debt, which consisted primarily of commercial paper 
that had a weighted-average interest rate of 2.59% at December 31,2001. In the first quarter of 2002, we borrowed 
$4.0 billion from our syndicated credit facility to fund the repayment of approximately $3.2 billion of outstanding 
commercial paper, which had a lower interest rate than the new credit facility. Our directory publishing business borrowed 
$750 million in August 2002. Finally, interest expense in 2002 was higher due to $146 million decrease in capitalized 
interest as a result of lower capital expenditures. 

Losses and impairment of investment in KPNQwest. As more fully discussed in Note 7-Investments to our 
consolidated financial statements in Item 8 of this report, we reviewed the carrying value of our investment in KPNQwest 
as of June 30,2001 and as of December 31,2001, to evaluate whether the carrying amount of our investment in KPNQwest 
was impaired. In both instances we determined that there was an other-than-temporary decline in the value of our 
investment. As a result, we recorded an asset impairment loss of $3.3 billion in our 2001 consolidated statement of 
operations. In 2002, after KPNQwest filed for bankruptcy and ceased operations, we wrote-off the remaining $1.2 billion of 
our investment. , . 

Loss (gain) on sale of investments and other investment write-downs. We review our portfolio of equity securities on 
a quarterly basis to determine whether declines 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 investments for other- 
than-temporary declines of $19 million, $7 million and $1 15 million for the years ended December 31,2003,2002 and 
2001, respectively. 

Our portfolio of equity securities includes a number of warrants to purchase securities in other entities. We cany these 
securities at fair market value and include any gains or losses recognized in our consolidated statement of operations. We 
recorded losses of $1 million, $20 million and $6 million for the years ended December 31,2003,2002 and 2001, 
respectively. 

We also have owned a number of other public and private investments. During 2002 and 2001 we recorded charges 
totaling $8 million and $63 million, respectively, related to other-than-temporary declines in value relating to our 
investments in publicly traded marketable securities. There were no charges recorded during 2003. During 2002 and 2001 
we sold various equity investments. As a result of these sales we received approximately $12 million and $2 million in cash 
and recognized a loss of $37 million and a loss of $22 million for the years ended December 31,2002 and 2001, 
respectively. We had no significant sales of investments in 2003. 

Qwest owned an interest in Qwest Digital Media, LLC as discussed in Note 7-Investments to our consolidated 
financial statements in Item 8 of this report. We accounted for this investment under the equity method of accounting. We 
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recorded charges of $14 million and $20 million in the years ended December 31,2002 and 2001, respectively, representing 
primarily our equity share of losses in this investment. 

(Gain) loss on ear[y retirement of debt. On December 22,2003, we completed a cash tender offer for the purchase of 
$3 billion aggregate face amount of outstanding debt of Qwest, Qwest Services Corporation, or QSC, and QCF for 
approximately $3 billion in cash. As a result, we recorded a loss of $15 million on the early retirement of this debt. In 
addition, during 2003, we exchanged $454 million of face amount of existing QCF and Qwest Communications * 

Corporation, or QCC, notes for $1 98 million of cash and 52.5 million shares of our common stock with an aggregate value 
of $202 million. As a result, a gain of $53 million was recorded on the early retirement of this debt. 

On December 26,2002, we completed an offer to exchange up to $12.9 billion in aggregate principal face amount of 
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC. We received valid tenders of 
approximately $5.2 billion in total principal amount of the QCF notes and issued in exchange approximately $3.3 billion in 
face value of new debt securities of QSC. The majority of these debt exchanges were accounted for as debt retirements 
resulting in the recognition of a $1.8 billion gain. The cash flows for two of the new debt securities were not considered 
"substantially" different than the exchanged debt and therefore no gain was realized upon exchange. For these two debt 
instruments, the difference between the fair value of the new debt and the carrying amount of the exchanged debt of 
approximately $70 million was recorded as a premium and is being amortized as a credit to interest expense using the 
effective interest method over the life of the new debt. 

In March 2001, we completed a tender offer to buy back certain outstanding debt. In the tender offer, we repurchased 
approximately $995 million in principal of the outstanding debt for $1 .I billion in cash. As a result, a loss of $106 million 
was recorded on the early retirement of this debt. 

Other (inconze) expense-net. Other (income) expense-net, which primarily includes interest income and early 
contract termination income, decreased $121 million in 2003 and increased $16 million in 2002. Interest income increased 
$1 9 million to $47 million in 2003 as compared to $28 million in 2002 due to increases in our cash balances resulting from 
.the Dex proceeds. Interest income was essentially flat in 2002 as compared to 2001. 

Included in other (income) expense-net for 2003 were gains totaling $82 million related to the early termination of 
services contracts and IRU arrangements with certain customers. Under these arrangements, we received cash up-front and 
we were recognizing revenue over the multi-year terms of the related agreements. In these cases where the customers 
elected to terminate the agreements prior 

to their contractual end and we had no continuing obligations, we recognized the remaining portion of the deferred revenue 
as other income as of the termination date. 

Income Tax Benefit 

Our continuing operations effective tax benefit rate was 28.3% in 2003, 12.4% in 2002 and 16.9% in 2001. Our 2003 
effective tax benefit rate was less than the expected rate of 38.9% because of an increase in beginning of year valuation 
allowance of $1 95 million. Our 2003 effective tax benefit increased primarily because 2002 included significant non- 
deductible impairments that were not included in our 2003 income tax benefit. Our 2002 effective tax benefit rate also 
decreased compared to 2001, due to the non-deductible charges we recorded related to the impairment of our goodwill, and 
the deferred tax asset valuation allowance we recorded 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, "Accounting for Income Taxes", or SFAS 
No. 109, which requires an assessment of both negative and positive evidence when measuring the need for a valuation 
allowance. Our losses in recent years represented sufficient negative evidence to require a valuation allowance beginning in 
2002 under SFAS No. 109. We intend to maintain the valuation allowance until sufficient positive evidence exists to 
support realization of the federal and state deferred tax assets in excess of deferred tax liabilities. In the future, until we 
generate taxable income, we do not expect to record any significant net tax benefit in our consolidated statement of 
operations. 
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Income from and gain on sale of Discontinued Operations-net of tax 

Income from discontinued operations increased $669 million, or 34%, in 2003 and increased $1.460 billion, or 298%, 
in 2002. Income from discontinued operations in all years predominately relates to our directory publishing business, Dex, 
and has been adjusted to reflect a change in the composition of our other discontinued operations. The increase in income 
from discontinued operations in 2003 is primarily the result of the completion of the sale of the Dex West business resulting 
in a gain on sale of $4.3 billion ($2.5 billion after tax). 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 

We report select information about operating segments, that offer similar products and services. Our three segments 
are (1) wireline, (2) wireless and (3) other services. Until September 2003, we operated a fourth segment, our directory 
publishing business which, as described in Note 6-Assets Held for Sale including Discontinued Operations to our 
consolidated financial statements in ltem 8 of this report, has been classified as discontinued operations and accordingly is 
not presented in our segment results below. Our chief operating decision maker, or CODM, regularly reviews the results of 
operations at a segment level to evaluate the performance of each segment and allocate capital resources based on segment 
income as defined below. 

The wireline segment utilizes our traditional telephone and our fiber optic broadband networks to provide voice 
services and data and Internet services to consumer and business customers. The wireless segment, which operates a PCS 
wireless network, serves consumer and business customers in a select area within our local service area. The August, 2003 
services agreement with Sprint will allow us to expand our wireless service by reselling access to Sprint's nationwide PCS 
wireless network, primarily within our local service area. The other services segment primarily contains results of sublease 
activities of unused real estate assets. 

Segment income consists of each segment's revenue and direct expenses. Segment revenue is based on the types of 
products and services offered as described in "Results of Operations" above. Segment expenses include employee and 
service-related costs, facility costs, network expenses and non-employee related costs such as customer support, collections 
and marketing. We manage indirect administrative services costs such as finance, information technology, real estate and 
legal centrally; consequently, these costs are allocated to the other services segment. Our network infrastructure is designed 
to be scalable and flexible to handle multiple products and services. As a result, we do not allocate network infrastructure 
costs, which include all engineering expense, design, repair and maintenance costs and all third-party facilities costs, to 
individual products. We evaluate depreciation, amortization, interest expense, interest income, and other income (expense) 
on a total company basis. As a result, these charges are not allocated to any segment. 

SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities", or SFAS No. 146, establishes 
standards for reporting information about restructuring activities. Effective for exit or disposal activities initiated after 
December 3 1,2002, SFAS No. 146 requires disclosure of the total amount of costs expected to be incurred in connection 
with these activities for each reportable segment. The 2003 restructuring provisions for our wireline, wireless and other 
services segments were $87 million, SO million and $44 million, respectively. We do not include restructuring costs in the 
segment results which are reviewed by our CODM. As a result, we have excluded restructuring costs from our presentation 
below. For additional information on restructuring costs by segment please see Note 9-Restructuring and Merger-related 
Charges to our consolidated financial statements in ltem 8 of this report. 

Set forth below is revenue and operating expense information for the years ended December 31,2003,2002 and 2001. 
Since all expenses have not been allocated to the segments, we have disclosed segment expenses without distinguishing 
between cost of sales and SG&A. 

Years Ended December 31, 
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Operating revenue: 
Wireline 
Wireless 
Other services 

Total operating revenue 

Operating expenses: 
Wireline 
Wireless 
Other services 

Total segment expenses 

Segment income (loss): 
Wireline 
Wireless 
Other services 

Total segment income 

(Dollars in millions) 

Wirelin e 

Wireline Revenue 

For a discussion of wireline revenue please see "Results of Operations-Operating Revenue-Wireline Revenue" 
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 2003,2002 and 2001. 

Percentage 

Years Ended December 31, Increase/(Decrease) Change 

2003 v 2002 v 2003v 2002 v 

2003 2002 2001 2002 2001 2002 2001 - -- 
(Dollars in millions) 

Facility costs $ 3,289 $ 2,955 $ 2,999 $ 334 $ (44) 11% (I)% 
Network expenses 268 252 312 16 (60) 6% (19)% 
Bad debt 252 440 531 (188) (91) (43)% (17)% 
Employee and service-related costs 2,999 3,205 3,696 (206) (491) (6)% (13)% 
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Non-employee related costs 1,032 1,278 1,458 (246) (180) (19)% (12)% -- 
Total wireline operating expenses $ 7,840 $ 8,130 $ 8,996 $ (290)$ (866) (4)% (lo)% 

--..lr------ - 
Wireline operating expenses decreased $290 million, or 4%, in 2003 and decreased $866 million, or lo%, in 2002. The 

decreases were due primarily to reduced outlays in employee and service-related costs and non-employee related costs. 
These factors and other items are discussed in more detail below. 

Facility costs increased $334 million, or 1 l%, in 2003 and decreased $44 million, or 1%, in 2002. The 2003 increase 
was primarily due to the termination of services contracts with Calpoint and another service provider. Exclusive of this one- 
time charge, facilities costs decreased in both 2003 and 2002 as we eliminated excess capacity that had been provided by 
third-pap vendors. 

Network expenses increased $16 million, or 6%, in 2003 and decreased $60 million, or 19%, in. 2002. In 2003 we 
focused on maintenance activities and experienced a slight increase in activity associated with our recent re-entry in to the 
InterLATA long-distance market'. In 2002 we reduced our reliance on third-party vendors to provide network maintenance 
services, by shifting this work to our employees. 

Bad debt expense decreased $1 88 million, or 43%, in 2003 and decreased $91 million, or 17%, in 2002. Wireline bad 
debt expense declined to 1.8% of revenue in 2003 from 3.0% of revenue in 2002 and 3.4% of revenue in 2001. The 2003 
decrease in bad debt expense was primarily due to improved collection practices and the 2002 provisions for bankrupt 
customers. 

Employee and service-related costs, such as salaries and wages, benefits, commissions and overtime, decreased 
$206 million, or 6%, in 2003 and decreased $491 million, or 13%, in 2002. Reduced headcount levels resulting from our 
recent restructuring activities have reduced salaries and wages in both 2003 and 2002. The reduced staffing requirements 
resulted from efficiently managing resources to repair and maintain our network and reduced demand for our services. 
Additionally, we re-incorporated certain previously outsourced functions into our operations, resulting in a reduction of 
professional fees. Commission expense has declined due to lower revenue and the implementation of a new commission 
plan in 2003. The 2003 reductions were partially offset by increases in the combined benefits and post-retirement plan 
expenses, discussed previously. 

Non-employee related costs, such as network real estate, cost of sales for CPE and reciprocal compensation payments, 
decreased $246 million, or 19%, in 2003 and decreased $1 80 million, or 12%, in 2002. Reciprocal compensation costs, 
which are charges we must pay other camers to terminate local calls, declined in 2003 and 2002 due to the decrease in local 
voice services revenue. In 2003 we experienced a decline in CPE revenue, thus precipitating reductions in our CPE costs. In 
addition, we experienced reductions in our per unit cost of CPE. In 2002 we reduced marketing and advertising efforts due 
to cost cutting measures, which partially offset settlement charges we recorded which related to outstanding litigation. 

Wireless 

Wireless Revenue 

For a discussion of wireless revenue please see "Results of Operations-Operating Revenue-Wireless Revenue" 
above. 

Wireless Expenses 

The following table sets forth additional expense information to provide greater detail as to the composition of 
wireless expenses for the years of 2003,2002 and 2001. 

Percentage 
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Network expenses 
Bad debt 
Employee and service-related costs 
Non-employee related costs 

Total wireless operating expenses 
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Years Ended December 31, Increasel(Decrease) Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 ------- 
(Dollars in millions) 

Wireless operating expenses decreased $1 58 million, or 3 1 %, in 2003 and decreased $244 million, or 32%, in 2002. 

Network expenses, such as handset costs, roaming fees, and third-party expenses to repair and maintain the network, 
decreased $8 million, or 6%, in 2003 and decreased $1 04 million, or 45%, in 2002. The 2003 decline was associated with 
lower purchases of handsets due to fewer new customers. The 2002 decline was associated with purchasing handsets at 
more competitive prices and lower costs associated with fewer new subscribers. Additionally, in 2002 we reduced our 
reliance on third-party contractors to provide network maintenance services. Pursuant to the agreement with Sprint, our 
wireless customers who are currently being serviced through our proprietary wireless network will be transitioned onto 
Sprint's network over time. The cost to complete the transition of our customers to Sprint's network is estimated to be 
$55 million, of which $1 0 million had been incurred as of December 31,2003. Some of these costs may be capitalized. 

Bad debt expense decreased $1 9 million, or 27%, in 2003 and decreased $13 million, or 15%, in 2002. Wireless bad 
debt as a percentage of revenue declined to 8.8% in 2003 from 10.2% in 2002 and 12.2% in 2001. The decreases in bad 
debt expense can be attributed to lower customer acquisitions and tighter credit policies. 

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime, telemarketing and 
customer service costs, decreased $1 06 million, or 5 1 %, in 2003 and decreased $1 04 million, or 34%, in 2002. The 2003 
reduction was primarily a result of reduced sales activity and 

reduced reliance on third-party vendors for customer care services. The 2002 reduction was due to reduced salaries and 
wages and reduced professional fees for customer care services. 

Non-employee related costs, such as real estate and marketing and advertising expense, decreased $25 million, or 24%, 
in 2003 and decreased $23 million, or 18%, in 2002. The 2003 decrease was primarily a result of lower postage and 
shipping costs and a decrease in the costs associated with providing wireless accessories to our customers. The 2002 
decrease resulted from lower marketing and advertising costs associated with our strategic decision to de-emphasize the 
sale of wireless services on a stand-alone basis. 

Other Services 

Other Services Revenue 

For a discussion of other services revenue please see "Results of Operations-Operating Revenue-Other Services 
Revenue" above. 

Other Services Expense 

As previously noted, other services includes unallocated corporate expenses for functions such as finance, information 
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technology, real estate, legal, marketing services and human resources, which we centrally manage. The following table 
sets forth additional expense information to provide greater detail as to the composition of other services expenses for the 
years of 2003,2002 and 2001. 

Percentage 

Years Ended December 31, Increase/@ecrease) Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 2001 ------ 
(Dollars in millions) 

Property and other taxes $ 451 $ 540 $ 437 $ (89) $ 103 (16)% 24% 
Real estate costs 409 422 436 (13) (14) (3)% (3)% 
Employee and service-related costs 1,354 1,220 1,137 134 83 11% 7% 
Non-employee related costs 629 432 373 197 59 46% 16% -- ---- 
Total other services expenses $ 2,843 $ 2,614 $ 2,383 $ 229 $ 231 9% 10% 

---I--- 

Other services operating expenses increased $229 million, or 9%, in 2003 and increased $231 million, or lo%, in 
2002. 

Property and other taxes decreased $89 million, or 16%, in 2003 and increased $1 03 million, or 24%, in 2002. The 
decrease in 2003 was primarily a result of reduced property taxes, which resulted from lower asset valuations. The increase 
in 2002 was attributable to valuations for capital expansion to local telephone and global fiber optic broadband networks 
that occurred during the years ended December 3 1,2001 and 2000. 

Real estate costs decreased $13 million, or 3%, in 2003 and decreased $14 million, or 3%, in 2002 due to reduced 
administrative space needs attributable to. lower staffing requirements and our decision to abandon certain properties which 
no longer supported our business plan. 

Employee and service-related costs, such as salaries and wages, benefits and overtime, increased $134 million, or 
11 %, in 2003 and increased $83 million, or 7%, in 2002. The increase was primarily due to the increase in the combined 
benefits and post-retirement plan expenses as discussed above and increased employee incentive compensation costs. 
Additionally, in 2002 we incurred professional fees as part of our re-entry into the InterLATA long-distance market. 

Non-employee related costs increased $197 million, or 46%, in 2003 and increased $59 million, or 16%, in 2002. The 
2003 increase was driven by losses related to litigation, increases in marketing and 

advertising costs and a shift of information technology resources to maintenance activities from development activities that 
were eligible for capitalization. The 2002 increase primarily resulted from software costs related to our re-entry into the 
InterLATA long-distance market and a shift of information technology resources to maintenance activities from 
development activities that were eligible for capitalization. 

Liquidity and Capital Resources 

Near-Term View 

Our working capital deficit, or the amount by which our current liabilities exceed our current assets, was 
$1 .I32 billion, $51 0 million and $5.522 billion as of December 31,2003,2002 and 2001, respectively. Our working capital 
deficit increased $622 million in 2003 compared to 2002 and decreased by $5.012 billion in 2002 compared to 2001. Our 
working capital deficit increased during 2003 primarily due to payments on long-term borrowings, which were partially 
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funded by proceeds from sale of the Dex West business. Our working capital position improved during 2002, primarily due 
to refinancing of current borrowings to long-term and receipt of proceeds from sale of the Dex East business. As described 
below, in early 2004 we refinanced a portion of our borrowings that were due in 2004. Consequently, even if we are unable 
to access capital markets to refinance our current portion of debt, we believe that our cash on hand together with our cash 
flows from operations would be sufficient to meet our cash needs for the remainder of 2004. However, if we become 
subject to significant judgments and/or settlements as further discussed in "Legal Proceedings" in Item 3 of this report, we 
may need to obtain additional financing or explore other methods to generate cash. Therefore, in the event of an adverse 
outcome in one or more of these matters, our ability to meet our debt service obligations and our financial condition could 
be materially and adversely affected. In addition, the 2004 QSC Credit Facility contains various limitations, including a 
restriction on using any proceeds.from the facility to pay settlements or judgments relating to investigations and securities 
actions discussed in "Legal Proceedings" in Item 3 of this report. 

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

We expect that our 2004 capital expenditures will approximate 2003 levels, with the majority being used in our 
8 wireline segment. 

We continue to pursue our strategy to improve our near-term liquidity and our capital structure in order to reduce 
financial risk. Since December 31,2003, we have taken the following measures to improve our near term financial position: 

On February 5,2004, Qwest issued a total of $1.775 billion of notes which consisted of $750 million in 
floating rate notes due in 2009 with interest at London Interbank Offered Rates, or LIBOR, plus 3.50%, 
$525 million in fixed rate notes due in 201 1 with an interest rate of 7.25%, and $500 million in fixed rate 
notes due in 2014 with an interest rate of 7.50%; 

Also in February 2004, QSC paid off in full the outstanding balance of $750 million and terminated the QSC 
Credit Facility. QSC established a new three-year revolving credit facility, or the 2004 QSC Credit Facility, 
providing for $750 million of availability. If drawn, the 2004 QSC Credit Facility bears interest, at our 
election, at adjusted LlBOR or a base rate, in each case plus an applicable margin. The margin varies based 
on the credit ratings of the debt issued under the facility, and is currently 3.0% for LIBOR based borrowings 
and 2.0% for base rate 

borrowings. The QSC Credit Facility has a variable interest rate based on the credit ratings of the facility; 
and 

On February 26,2004, we completed a cash tender offer for the purchase of $921 million aggregate principal 
face amount of QCF's 5.875% notes due in August 2004 with $939 million in cash. A loss of $21 million 
was recorded for the early retirement of debt which will be included in 2004 results. 

Long-Term View 

We have historically operated with a working capital deficit as a result of our highly leveraged position. We expect 
this trend to continue. Given the long-term payment obligations reflected below, we believe that without significant 
improvement, our cash provided by operations alone will not be sufficient to meet both our anticipated capital expenditures 
and debt obligations. However, we believe that cash provided by operations, combined with our current cash position and 
continued access to capital markets to refinance our current portion of debt, should allow us to meet our cash requirements 
for the foreseeable future. 

In addition to our periodic need to obtain financing in order to meet our debt obligations as they come due, we may 
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also need to obtain additional financing or investigate other methods to generate cash (such as further cost reductions or the 
sale of non-strategic assets) if cash provided by operations does not improve, if revenue and cash provided by operations 
continue to decline, if economic conditions do not improve or if we become subject to significant judgments andlor 
settlements as further discussed in "Legal Proceedings" in Item 3 of this report. Therefore, in the event of an adverse 
outcome in one or more of these matters, our ability to meet our debt service obligations and our financial condition~could 
be materially and adversely affected. In addition, the 2004 QSC Credit Facility contains various limitations, including a 
restriction on using any proceeds from the facility to pay settlements orjudgments relating to investigations and securities 
actions discussed in "Legal Proceedings" in Item 3 of this report. 

Payment Obligations and Contingencies 

Payment obligations 

The' following table summarizes our future contractual cash obligations as of December 3 1,2003: 

Payments Due by Period 

Future Contractual Obligations:(1)(2) 
Long-term debt 
Interest on debt (3) 
Capital lease and other obligations 
Operating leases 
Purchase commitment obligations: 

Telecommunications commitments 
IRU operating and maintenance 
obligations 
Advertising and promotion 
Services 

Total future contractual cash 
obligations 

-- - 

2004 2005 2006 2007 2008 Thereafter Total 

(Dollars in millions) 

(1) This table does not include our pension and other post-employment benefit obligations, as we cannot presently 
determine when such payments will be made. 
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(2) This table does not include accounts payable of $759 million, accrued expenses and other current liabilities of 
$2.3 billion, deferred income taxes of $121 million and other long-term liabilities of $1.8 billion all of which are 
recorded on our December 3 1,2003 consolidated balance sheet. This table does not include our open purchase 
orders as of December 31,2003 as they are primarily cancelable without penalty and, therefore, do not represent a 
contractual obligation. 

(3) Interest expense in all years will differ due to refinancing of debt. In February 2004, we have refinanced long-term 
debt. See Note 18-Subsequent Events to our consolidated financial statements in Item 8 of this report for 
additional information. Interest on our floating rate debt was calculated for all years using the rates effective as of 
December 3 1,2003. 
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Purchase Comrnitrnent Obligations. . We have telecommunications commitments with CLECs, IXCs and third-party 
vendors that require us to make payments to purchase network services, capacity and telecommunications equipment. These 
commitments generally require us to maintain minimum monthly and/or annual billings, based on usage. 

Included in the telecommunications commitments are purchase commitments that we entered into with KMC in 
connection with sales of equipment to KMC. At that time we also entered into facilities management services agreements 
with them. In connection with the KMC arrangements, we also agreed to pay the monthly service fees directly to trustees 
that serve as paying agents on debt instruments issued by special purpose entities sponsored by KMC. These unconditional 
purchase obligations require us to pay at least 75% of the monthly service fees for the entire term of the agreements, 
regardless of whether KMC provides us services. Our remaining unconditional purchase obligations under this agreement 
were $4 1 8 million as of December 3 1,2003. 

A portion of our fiber optic broadband network includes facilities that were purchased or are leased from third parties 
in the form of IRUs. These agreements are generally 20 to 25 years in length and generally include the requirement for us to 
pay operating and maintenance fees to a third party for the term of the agreement. 

We also have various long-term, non-cancelable purchase commitments for advertising and promotion services, 
including advertising and marketing at sports arenas and other venues and events. We also have service related 
commitments with various vendors for data processing, technical and software support. Future payments under certain 
services contracts will vary depending on our actual usage. In the table above we estimated payments for these service 
contracts based on the level of services we expect to use. 

Letters of Credit and Guarantees 

At December 31,2003, we had letters of credit of approximately $67 million and guarantees of approximately 
; $2 million. 

We are a defendant in a number of legal actions and the subject of a number of investigations by federal and state 
agencies. While we intend to defend against these matters vigorously, the ultimate outcomes of these cases are very . 

uncertain, and we can give no assurance as to the impacts on our financial results or financial condition as a result of these 
matters. For a description of these legal actions and the potential impact on our liquidity, please see "Legal Proceedings" in 
Item 3 of this report and the "Near-Term View" and the "Long-Term View" above. 

Historical View 

Operating activities. We generated cash from continuing operating activities of $2.175 billion, $2.388 billion and 
$3.001 billion in 2003,2002 and 2001, respectively. The $213 million decrease in cash 

provided by continuing operating activities in 2003 compared to 2002 resulted primarily from a decrease in income from 
continuing operations of $1.098 billion after adjusting for non-cash items including depreciation, amortization, cumulative 
effect of changes in accounting principles and asset impairments. The decrease in income from continuing operations was 
primarily due to the continued trend of decreasing revenues. The 7% annualized decrease in revenue over the last two years 
is attributed to increasing competition and general downturn in the economy and telecommunications industry evidenced by 
access line losses, pricing declines and reduction in access services revenue. During 2003 the reduction in cash from 
declines in revenue was partially offset by reductions in cash outlays for operating expenditures. 

The $613 million decrease in cash provided by continuing operating activities in 2002 compared to 2001 was the result 
of lower income from continuing operations of $194 million after adjusting for non-cash items such as depreciation, 
amortization, cumulative effect of changes in accounting principles and asset impairments. The decrease in income from 
continuing operations was primarily due to the continued trend of decreasing revenues. Also contributing to the decrease in 
cash provided by continuing operating activities in 2002 was the higher level of cash outlays attributed to non-recurring 
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merger and restructuring expenditures. 

Cash provided by continuing operating activities in 2001 was negatively impacted by the payment of $492 million in 
accounts payable and accrued expenses and the build-up in accounts receivable of $439 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. 

Investing activities. Cash used in continuing investing activities was $2.340 billion, $2.738 billion and $8.1 52 billion 
in 2003,2002 and 2001, respectively. Cash used in continuing investing activities in 2003 decreased $398 million 
compared to 2002 primarily as a result of a $676 million reduction in capital expenditures in 2003 partially offset by the 
purchase of marketable securities investments of $1 98 million during 2003. 

Cash used in continuing investing activities in 2002 decreased $5.414 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. 

Financing activities. Cash'(used) provided by financing activities was ($4.856) billion in 2003, ($789) million in 
2002 and $4.660 billion in 2001. During 2003, we were able to obtain new debt, refinance current debt with long-term debt 
and retire some long-term debt with cash, new long-term debt or stock. At December 31,2003 we were in compliance with 
all provisions or covenants of our borrowings. For additional information regarding the covenants of our existing deb't 
instruments, see Note 8-Borrowings to our consolidated financial statements in Item 8 of this report. 

2003 Financing activities 

On June 9,2003, Qwest Corporation, or QC, entered into a senior term loan with two tranches for a total of 
$1.75 billion principal amount of indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in 2007, 
and a $500 million fixed rate tranche, due in 201 0. 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 other senior QC indebtedness. The net proceeds were used to refinance QC's debt that was due in 2003 and to fund or 
refinance QC's investment in telecommunications assets. Concurrently with this issuance, our obligation under the QSC 
Credit Facility was paid down by $429 million to a balance of $1.57 billion. 

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 interest rate on the floating rate tranche was 6.5% at December 31, 
2003. The lenders funded the entire principal amount of the loan subject to the original issue discount for the floating rate 
tranche of 1.00% and for the fixed rate tranche of 1.652%. 

On August 12,2003 we used cash to pay the outstanding balance of $750 million of the Dex Term loan in 111. 

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

On December 22,2003, we completed a cash tender offer for the purchase of $3 billion aggregate principal face 
amount of outstanding debt of Qwest, QSC and QCF for approximately $3 billion in cash. 

In December of 2003, the QSC Credit Facility was reduced by an additional $500 million. At December 31,2003 the 
outstanding balance of the QSC Credit Facility was $750 million. The QSC Credit Facility was paid in full and terminated 
in Febmary 2004 as discussed above. 
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During 2003, we exchanged $454 million of existing QCF and QCC notes for $198 million of cash and 52.5 million 
shares of our common stock with an aggregate value of $202 million. The trading prices of our shares at the time the 
exchange transactions were consummated ranged from 93.22 to $5.1 1 per share. During 2003, we also exchanged 
9406 million of new QSC notes for $560 million face amount of QCF notes. The new QSC notes have interest rates ranging 
from 13.0% to 13.5% with maturities of 2007 and 2010 while the QCF notes had interest rates ranging fiom 6.875% to 
7.90%. 

We paid no dividends in 2003. 

2002 Financing activities 

Until February 2002, we maintained commercial paper programs to finance our short-term operating cash needs. We 
had a $4.0 billion syndicated credit facility, or the Credit Facility, available to support our commercial paper program. As a 
result of reduced demand for our commercial paper, in February 2002 we borrowed the full amount under the Credit 
Facility and used the proceeds to repay the $3.2 billion of conimercial 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 QCF and $1.0 billion designated to QC. QC used approximately $608 million of 
the proceeds from its March 2002 bond offering discussed below to reduce the total amount outstanding underthe 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 31,2003, the interest rate was 9.125%. Once we have registered the notes with the SEC, the interest rate will 
return to 8.875%, the original stated rate. The proceeds from the sale of the bonds were used to repay $608 million on the 
Credit Facility, short-term obligations and currently maturing long-term borrowings. 

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 common stock with a fair value of 
$87 million. The trading prices for our shares at the time the exchange transactions were consummated ranged from $8.29 
per share to $9.1 8 per share. 

In August 2002, we amended the Credit Facility a second time. In connection with the second amendment, we 
reconstituted the Credit Facility as a revolving credit facility with QSC as the primary borrower. The term of this 
reconstituted facility, or the QSC Credit Facility, was extended to May 2005. The QSC Credit Facility contains financial 
reporting covenants that require delivery of annual and quarterly periodic reports. We obtained extensions under the QSC 
Credit Facility for the delivery of certain annual and quarterly financial information. The waivers extended the compliance 
date to provide certain annual and quarterly financial information to March 3 1,2004. On February 5,2004, the QSC Credit 
Facility was paid off and terminated (See Note 18-Subsequent Events, Debt-related matters in ltem 8 of this report). 

In August 2002, Dex borrowed $750 million under a term loan agreement, or the Dex Term Loan, due September 2004 
to fund costs 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. On August 12,2003, this loan was paid in full. See Note &Assets Held for Sale including 
Discontinued Operations to our consolidated financial statements in ltem 8 of this report, for further discussion of the terms 
of the Dex sale. 

On November 8,2002, we completed the sale of the Dex East business. The gross proceeds from the sale of the Dex 
East business were approximately $2.75 billion and were received in cash. We used approximately $1.4 billion of the cash 
proceeds we received fiom the sale of the Dex East business to reduce our obligations under the QSC Credit Facility to 
$2.0 billion. 
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On December 26,2002, we completed an exchange of approximately $5.2 billion in total face amount of QCF notes 
for approximately $3.3 billion of new debt securities of QSC. The new QSC notes consist of 13.0% notes due 2007, 13.5% 
notes due 2010 and 14.0% notes due 2014 that were issued on December 26,2002. 

I We paid no dividends in 2002. 

. 2001 Financing activities 

In January 2001, we repurchased 22.22 million shares of our common stock from BellSouth for $1.0 billion in cash. 
As part of this transaction, we entered into an agreement with BellSouth under which BellSouth agreed to purchase services 
valued at $250 million from us over a five-year period, or the 2001 Agreement. The 2001 Agreement provided that 
BellSouth could pay for the services with our common stock based upon share values specified in the 2001 Agreement. 

~ u A n ~  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 $1 6 million accounts receivable outstanding at December 31,2001. In addition, 
in accordance with the 2001 Agreement, we used $12 million of the $1 8 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 additional information concerning transactions with BellSouth, see Note 15-Stockholders' 
Equity to the consolidated financial statements in Item 8 of this report. 
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In February 2001, QCF issued a total of $3.25 billion in notes which consisted of $2.25 billion in notes due 201 1 with 
an interest rate of 7.25% and $1 .O 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 using $1.1 billion of cash. 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.O%, 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 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. 

Credit ratings 

Our credit ratings were lowered by Moody's Investor Services, Standard and Poor's and Fitch Ratings on multiple 
occasions during 2002. The table below summarizes our ratings for the years ended December 31,2003 and 2002. 

December 31,2003 December 31,2002 

Moody's S&P Fitch Moody's S&P Fitch ------ 
Corporate rating NA B- NA NA B- NA 
Qwest Corporation Ba3 B- B Ba3 B- B 
Qwest Services Corporation NR CCC+ NR NR CCC+ NR 
Qwest Communications Corporation Caal CCC+ CCC+ Caal CCC+ CCC+ 
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Qwest Capital Funding, Inc. Caa2 CCC+ CCC+ C a d  CCC+ CCC+ 
Qwest Communications International Inc. Caal CCC+ CCC+ Caal CCC+ CCC+ 

NA = Not applicable 

NR = Not rated 

On January 30,2004, Moody's assigned a senior implied rating of B2 to Qwest and a B3 rating to the new Qwest 
senior notes guaranteed by QSC issued in February 2004. They also assigned a B2 rating to the 2004 QSC Credit Facility 
and a Caal rating to the senior subordinate notes of QSC. At the same time, Moody's confirmed ratings of other entities and 
lowered the rating on Qwest's outstanding unguaranteed senior secured notes to Caa2. In addition, on March 3,2004, S&P 
assigned a B- to the 2004 QSC Credit Facility. All other ratings are still in effect and represent ratings of long-term debt 
and loans of 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 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. 

Critical Accoutlting Policies and Estimates 

We have identified the policies and estimates below as critical to our business operations and the understanding of our 
results of operations. 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 and estimates 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. 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 
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estimates. 

Estimates and Other Reserves 

Our consolidated financial statements are prepared in accordance with GAAP. These accounting principles require us 
to make certain estimates, judgments and assumptions. We believe that the estimates, judgments and assumptions made 
when accounting for items and matters such as long-term contracts, customer retention patterns, allowance for bad debts, 
depreciation, amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment 
assessments, employee benefits, taxes, reserves and other provisions and contingencies are reasonable, based on 
information available at the time they are made. These estimates, judgments and assumptions can affect the reported 
amounts of assets and liabilities as of the date of the consolidated financial statements, as well as the reported amounts of 
revenue and expenses during the periods presented. We also assess potential losses in relation to pending litigation. If a loss 
is considered probable and the amount can be reasonably estimated, we recognize an expense for the estimated loss, See 
Item 3-Legal Proceedings in this report. To the extent there are material differences between these estimates and actual 
results, our consolidated financial statements are affected. 

Restructuring 

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 materially based upon actual experience. The 
number of employees and the related estimate of severance costs for employees combined with the estimate of future losses 
on sublease income and disposal activity generally has the most significant impact. Due to the estimates and judgments 
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. 

Revenue Recognition and Related Reserves 

Revenue from services is recognized when the services are provided. Up-front fees received, primarily activation fees 
and installation charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected 
customer relationship period, generally one to ten years. Payments received in advance are deferred until the service is 
provided. Customer arrangements that include both equipment and services are evaluated to determine whether the 
elements are separable based on objective evidence. If the elements are 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. We 
believe that the accounting estimates related to customer relationship periods and to the assessment of whether a separate 
earnings process are "critical accounting estimates" because: (1) it requires management to make assumptions about how 
long we will retain customers; ( 2 )  the assessment of whether a separate earnings process exists can be subjective; (3) the 
impact of changes in actual retention periods versus these estimates on the revenue amounts reported in our consolidated 
statements of operations could be material; and (4) the assessment of whether a separate earnings process exists may result 
in revenues being reported in different periods than significant portions of the related costs. As the telecommunications 
market experiences greater competition and customers shift from traditional land based telephony services to mobile 
services, our estimated customer relationship periods will likely decrease and when customers terminate their relationship 
with us, we may recognize revenue that had previously been deferred under the expectation that services would be provided 
to that customer over a longer period. 

GAAP requires us to record reserves against our receivable balances based on estimates of future collections and to not 
record revenue for services provided or equipment sold if collectibility of the revenue is not reasonably assured. We believe 
that the accounting estimates related to the establishment of reserves for uncollectible amounts in the results of operations is 
a "critical accounting estimate" because: (I) 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 tending of write-offs, industry 
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norms, regulatory decisions and recognition of current market indicators about general economic conditions that might 
impact the collectibility of accounts. 

Software Capitalization 

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 

American Institute of Certified Public Accountants Statement of Position NO. 98-1, "Accounting for the Costs of Computer 
Software Developed or Obtained for Internal Use", we capitalize certain costs associated with internally developed s o h a r e  
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 judgement 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 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: the 
discount rate and the expected rate of return on plan assets. 

Annually, we set our discount rate primarily based upon the yields on high-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. 

The expected rate of return on plan assets is the long-term rate of return we expect to earn on the trust assets. The rate 
of return is determined by the investment composition of the plan assets and the long-term risk and return forecast for each 
asset category. The forecasts for each asset class are generated using historical information as well as an analysis of current 
and expected market conditions. The expected risk and return characteristics for each asset class are reviewed annually and 
revised, as necessary, to reflect changes in the financial markets. 

We have a noncontributory defined benefit pension plan, or the Pension Plan, for substantially all management and 
occupational (union) employees. To compute the expected return on Pension Plan assets, we apply our expected rate of 
return to the market-related value of the Pension 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. This method has the effect 
of reducing the annual market volatility that may be experienced from year to year. As a result, our expected return 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 pension and post-retirement benefit costs could have a 
material impact on various components that comprise these expenses. Factors to be considered include the strength or 
weakness of the investment markets, changes in the composition of 
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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 in the consolidated statement of operations as well as 
the value of the asset or liability on our consolidated balance sheet. If our assumed expected rate of return of 9.0% for 2003 
was 100 basis points lower, the impact would have been to increase the net pension expense by $1 10 million. In response to 
current and expected market conditions, effective January 1,2004, we lowered our assumed expected long-term rate on 
plan assets to 8.5%. If our assumed discount rate of 6.75% for 2003 was 100 basis points lower, the impact would have 
been to increase the net expense by $56 million. 

I Goodwill and Other Intangible Assets 

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

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 estimated the fair value of each significant reporting unit based on discounted forecasts of future cash flows. 
Significant judgments and assumptions were 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 I ,  2002), we 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. 

Impairments of Long-lived Assets 

Pursuant to the 2003 services agreement with Sprint that allows us to resell Sprint wireless services, our wireless 
customers who are currently being serviced through our proprietary wireless network will be transitioned onto Sprint's 
network. Due to the anticipated decrease in usage of our own wireless network following the transition of our customers 
onto Sprint's network, in the third quarter of 2003 we performed an evaluation of the recoverability of the carrying value of 
our long-lived wireless network assets. 
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We compared gross undiscounted cash flow projections to the carrying value of the long-lived wireless network assets 
and determined that certain asset groups were not expected to be recovered through future projected cash flows. For those 
asset groups that were not recoverable, we then estimated the fair value using estimates of market prices for similar assets. 
Cell sites, switches, related tools and equipment inventory and certain information technology systems that support the 
wireless network were determined to be impaired by $230 million. 

Estimating the fair value of the asset groups involved significant judgment and a variety of assumptions. Comparable 
market data was obtained by reviewing recent sales of similar asset types. However, the market for cell sites and switches is 
not highly developed or liquid. As such, our estimates of the fair value of such assets are highly subjective and the amounts 
we might receive from an orderly liquidation of such assets could differ by $25 million or more from our estimates of the 
fair value of these assets used to record the impairment. 

Effective June 30,2002, the general deterioration of the telecommunications market, the downward revisions to our 
expected future results of operations and other factors indicated that our investments in long-lived assets may have been 
impaired at that date. We performed an evaluation of the recoverability of the carrying value of our long-lived assets using 
gross undiscounted cash flow projections. For impairment analysis purposes, we grouped our property, plant and equipment 
and projected cash flows as follows: traditional telephone network, national fiber optic broadband network, international 
fiber optic broadband network, wireless network, web hosting and ASP, assets held for sale, and out-of-region DSL. Based 
on this assessment of recoverability, we concluded that our traditional telephone network was not impaired. However, this 
analysis revealed that the 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 l l l y  described below. 

Following is a summary of impairment charges recognized by asset group for the year ended December 3 1,2002 net 
of $120 million for certain web hosting centers that have been reclassified to income from and gain on sale of discontinued 
operations to our consolidated statements of operations in Item 8 of this report. 

Asset Group 

Impairment 

Charge Fair Value Methodology 

National fiber optic broadband 
network 
International fiber optic broadband 
network 
Wireless network 

Web hosting and ASP assets 
Assets held for sale 
Out-of-region DSL 

Total impairment charges 

(Dollars in 
millions) 

Discounted cash flows 

Comparable market data 
Comparable market data and 
discounted cash flows 
Comparable market data 
Comparable market data 
Discounted cash flows 

The national fiber optic broadband network provides long-distance voice services, data and Internet services, and 
wholesale services to business, consumer and wholesale customers outside of our local service area. The international fiber 
optic broadband network provides the same services to the same types of customers only outside of the United States. The 
wireless network provides PCS in select markets 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 
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assumptions. For calculating fair value based on discounted cash flows, we forecasted future operating results and future 
cash flows, which included long-term forecasts of revenue growth, gross margins and capital expenditures. We also used a 
discount rate based on an estimate of the weighted-average cost of capital for the specific asset groups as of June 30,2002. 
Comparable market data was obtained by reviewing recent sales of similar asset types in third-party market transactions. 
Relative to the above excluding the wireless network, a hypothetical increase or decrease in the estimated future cash flows 
of 10% would have changed the impairment charge by approximately $1 05 million. Also excluding wireless, a hypothetical 
increase or decrease in the discount rate used of 100 basis points would have changed the impairment charge by 
approximately $40 million. In respect to the wireless assets, a hypothetical 10% increase or decrease in the current cost 
factors would have changed the impairment charge by $1 7.1 million. Also relative to the wireless assets, a hypothetical 
100 basis point change in the discount factors related to physical deterioration, functional obsolescence and economic 
obsolescence would have changed the impairment charge by $1 0.4 million. 

Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption 

FASB Interpretation, or FIN, No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including 
Indirect Guarantees of Indebtedness of Others", was 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 3 1,2002, and require 
that we record a liability for the fair value of such guarantees on our consolidated balance sheet. The adoption of this 
interpretation did not have a material effect on our consolidated financial statements. 

On January 1,2003, we adopted SFAS No. 143 which addresses financial accounting and reporting for obligations 
associated with the retirement of tangible long-lived assets and the associated asset retirement costs, generally referred to as 
asset retirement obligations. SFAS No. 143 requires entities to record the fair value of a legal liability for an asset 
retirement. If a reasonable estimate of fair value can be made, the fair value of the liability shall be recognized in the period 
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 (an asset retirement obligation of $43 million 
net of an incremental adjustment to the historical cost of the underlying assets of $15 million) in 2003. 

Prior to the adoption of SFAS NO. 143, we included 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. W-hen 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 before taxes upon adoption of SFAS No. 143. The net income impact of the adoption is $206 million 
($365 million less the $28 million charge disclosed above, net of income taxes of $131 million) in 2003. Beginning 
January 1,2003, the net costs of removal related to these assets are charged to our consolidated statement of operations in 
the period in which the costs are incurred. 

In January 2003 and December 2003, the FASB issued and then revised FIN No. 46, "Consolidation of Variable 
Interest Entities", or 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 March 15,2004 for variable interest 
entities, or the first quarter 2004 for us. FIN No. 46 requires existing unconsolidated variable interest entities to be 
consolidated by their primary beneficiaries 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 
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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 believe that it is unlikely that the adoption of FIN No. 46 will 
require consolidation of any significant unconsolidated entities. 

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. 

As of December 3 1,2003 and 2002, approximately $2.0 billion and $2.2 billion, respectively, of floating-rate debt was 
exposed to changes in interest rates. This exposure is linked to LIBOR. A hypothetical increase of 100 basis points in 
LlBOR and commercial paper rates would increase annual pre-tax interest expense by $20 million. As of December 31, 
2003 and 2002, we also had approximately $1.8 billion and $1.2 billion of long-term fixed rate debt obligations maturing in 
the following 12 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 
$13.5 billion and $1 9.0 billion of long-term fixed rate debt at December 31,2003 and 2002, respectively. A 100 basis point 
increase in interest rates would result in a decrease in the fair value of these instruments of $900 million and $700 million at 
December 31, 2003 and 2002, respectively. A 100 basis point decrease in interest rates would result in an increase in the 
fair value of these instruments of $1.0 billion and $800 million at December 3 1,2003 and 2002, respectively. 

As of December 3 1,2003, we had $1.756 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. 

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 revenue, decreased expenses and avoided expenses and 
expenditures; and 

statements of our expectations, beliefs, future plans and strategies, anticipated developments and other 
matters that are not historical facts. 

These statements may be made expressly in this document or may be incorporated by reference to other 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. 
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RISK FACTORS 

Risks Affecting Our Business 

We face pressrrre on profit rrrurgins as a resrrlt of i~rcreusing cornzpetition, i~zcludi~zg product srrbstitution, which corrld 
udversely uffect orrr operating resrrlts andfirzancialperformance. 

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), and resellers. Regulatory developments have generally increased competitive pressures on our business, such as 
the recent decision allowing for number portability from wireline to wireless phones. 

Due to these and other factors, we believe competitive telecommunications providers are no longer hindered by 
historical bamers to entry. As a result, we are seeking to distinguish ourselves from our competitors through a number of 
customer service initiatives. These initiatives include expanded product bundling, simplified billing, improved customer 
support and other ongoing measures. However, these initiatives are new and untested. We may not have sufficient resources 
to distinguish our service levels from those of our competitors, and we may not be successful in integrating our product 
offerings, especially products for which we act as a reseller, such as Sprint's wireless services and the video services of our 
satellite provider partners. Even if we are successful, these initiatives may not be sufficient to offset our continuing loss of 
access lines. 

We have also begun to experience and expect further increased competitive pressure from telecommunications 
providers either emerging from bankruptcy protection or reorganizing their capital structure to more effectively compete 
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. 

Corztinrred dorvntrrrn in the ecorzonzy in orrr local sersice urea corrld udversely uffect orrr operating resrrlts. 

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 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 downtum 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 temis 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. 

Rrrpid chariges irz techrzolog~r rind nlurkets colrld reqrrire srrbstu~ztial espcndihrre offinancial and other resources in 
excess of co~zteniplutcd levels, and uny i~zubility to resporrd to those changes corrld 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 services, video services and VolP 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 



10KWizard - SEC filings Page 62 of 144 

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 Our Legal and Regrilatoty Matters 

A ~ i y  adserse outconte of insestigutio~is crrrrently being condrrcred by the SEC and the U.S. Attorney's Omce or the 
assessnierit being ~indertakerr by the CSA corild have a niateriol adverse intpact or1 [is, on the tradingprice for our debt 
and eqrrity secrrrities, and on orrr ubility 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 accounting practices and transactions and related 
disclosures that are the subject of the various adjustments and restatements described in our 2002 Form 10-K. 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 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 have engaged in discussions with the 
SEC staff in an effort to resolve the issues raised in the SEC's investigation of us. While our most recent discussions and 
further analysis have led us to conclude that a reserve should be provided for this matter and our securities actions (see Item 
3-Legal Proceedings in this report), 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. Were such a settlement to occur, we 
would expect such claims to address many of the accounting practices and transactions and related disclosures that are the 
subject of the various restatements we have made as well as additional transactions. In addition, any settlement with the 
SEC may also involve, among other things, the imposition of disgorgement and a civil penalty, the amounts of which could 
be materially in excess of our recorded reserve, and the entry of a court order that would require, among other things, that 
we and our officers and directors comply with provisions of the federal securities laws as to which there have been 
allegations of prior violations. 

In addition, 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 the Merger. 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. On 
September 12, 2003, we were informed that the Inspector General of the GSA had referred to the GSA 
SuspensiodDebarment Official the question of whether we 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. 



10KWizard SEC filings 
- 

Page 63 of 144 

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 a material and significant adverse impact upon us. 

Fiirtlier resiew by the SEC coiild result in additional udji~st~rtertts to oirr anniial and quarterly reports. 

We have engaged in discussions with the staff of the SEC's Division of Corporation Finance regarding our periodic 
filings. They have reviewed and commented upon our 2001 Form 10-K and March 2002 Form 10-Q. As appropriate, we 
have attempted to address the Staffs comments in our current filings and have provided responses to those other comments 
that we could address. It is also possible that these comments may lead to further investigations from the SEC's Division of 
Enforcement. We may receive additional comments from the staff of the Division of Corporation Finance and may be 
required to make further adjustments or additional disclosures. 

While we have attempted to address all the matters 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. 

Major lnrrai~its kase been broiiglrt aguillst 11s involving oirr acco~inti~ig practices and otlier matters. Tlie olitconies of 
tliese Iarr~sirits and otlier Iurr~s~iits uffecting 11s ntciy have a material adverse effect on oiir br~sirress, firiaricial 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 tens of billions of 
dollars. For a description of these legal actions, please see "Legal Proceedings" in ltem 3 of this report. 

The consolidated securities action, the consolidated ERISA action, the CalSTRS, New Jersey, SURSI and SPA actions 
described in "Legal Proceedings" in ltem 3 of this report 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. The size, 
scope and nature of the recent restatements of our consolidated financial statements for fiscal 2001 and 2000 affect the risks 
presented by these matters, and we can give no assurance as to the impacts on our financial results or financial condition 
that may ultimately result from these matters. As we have previously disclosed, we have engaged in preliminary discussions 
for purposes of resolving certain of these matters. Our most recent preliminary discussions and further analysis have led us 
to conclude that a reserve should be provided. Accordingly, we have recorded a reserve in our consolidated financial 
statements for the estimated minimum liability associated with these matters. However, the ultimate outcomes of these 
matters are still uncertain and there is a significant possibility that the amount of loss we ultimately incur could be 
substantially more than the reserve we have provided. 

The securities actions are in a preliminary phase and we continue to defend against these matters vigorously. None of 
the plaintiffs or the defendants in the securities actions has advanced evidence concerning possible recoverable damages 
and we have not yet conducted discovery on these and other relevant issues. We are currently unable to provide any 
estimate as to the timing of the resolution of any of these matters. Any settlement of or judgment in one or more of these 
matters in excess of our recorded reserves could be significant, and we can give no assurance that we will have the 
resources available to pay any such judgment. In the event of an adverse outcome in one or more of these 

matters, our ability to meet our debt service obligations and our financial condition could be materially and adversely 
affected. 

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

Increased scrutinj~ offi~irinciul disclosure, particiilurlJ, in the teleco~riniii~iicatioris indiistry in which we operate, could 
reduce investor conjidence wid uffect our b~lsiness opportrinities. 
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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. In addition, as discussed earlier, the SEC and the U.S. Attorney's 
Office are currently conducting investigations including, without limitation, inquiries into several specifically identified 
accounting practices and transactions and related disclosures and our earnings release for the fourth quarter and fill year 
2000. 

A criminal trial of former Qwest executives is taking place in the first quarter of 2004. Additional civil and criminal 
trials could take place in the future. Evidence that is introduced at such trials may result in further scrutiny by governmental 
authorities and others. 

The existence of this heightened scrutiny and these pending investigations could adversely affect investor confidence 
and cause the trading price for our securities to decline. 

Our 2002 Form 10-K was filed in October of 2003 and contains our restated consolidated financial statements for the 
years ended December 31,2001 and 2000. These restatements involved, among other matters, revenue recognition issues 
related to optical capacity asset transactions, equipment sales, directory publishing and purchase accounting and resulted in, 
among other things, an aggregate reduction in revenue of approximately $2.5 billion. We cannot assure you that the 
information in our 2002 Form 10-K or in this annual report will not be subject to change upon receipt of any such 
comments from the SEC, and any such changes could be material. In addition, we cannot assure you that we will not have 
to further restate earnings for prior periods as a result of any formal actions or the SEC's review of our filings. Any such 
restatement could further impact our ability to access the capital markets and the trading price of our securities. 

We operate iri a highly regirlated irirlrrstry, and are tlierefore esposed to restrictioris on orrr nianrrer of doing business 
and a vrrriety of clai~ris relating to srrcli regulation. 

Our operations are subject to extensive federal regulation, including the Communications Act of 1934, as amended, 
and FCC regulations thereunder. We are also subject to the applicable laws and regulations of various states, including 
regulation by PUCs and other state agencies. Federal laws and FCC regulations generally apply to interstate 
telecommunications (including international telecommunications that originate or terminate in the United States), while 
state regulatory authorities generally 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 rates, terms and conditions for our intrastate services 
in most of these jurisdictions. Our businesses are subject to numerous, and often quite detailed, requirements under federal, 
state and local laws, rules and regulations. Accordingly, we cannot ensure that we are always in compliance with all these 
requirements at any single point in time. 

Regulation of the telecommunications industry is changing rapidly, and the regulatory environment varies substantially 
from state to state. A11 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, the restrictive t e r m  of orrr debt i~istrrrnients aud the srrbsturitiul litigation pending against us pose 
risks to orrr viability and nluy make rrs rrjore vulner-able to adverse ecorior~~ic and cortipetitive coiiditions, as well as other 
adverse developwents. 
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We are highly leveraged. As of December 31,2003, our consolidated debt was approximately $17.5 billion. As shown 
above in "Liquidity and Capital Resources-Payment Obligations and Contingencies" in ltem 7 of this report, a 
considerable 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, we cannot anticipate what our future condition will be. We 
may have unexpected costs and liabilities and we may have limited access to financing. 

In addition to our periodic need to obtain financing in order to meet our debt obligations as they come due, we may 
also need to obtain additional financing or investigate other methods to generate cash (such as further cost reductions or the 
sale of non-strategic assets) if cash provided by operations does not improve, if revenue and cash provided by operations 
continue to decline, if economic conditions do not improve or if we become subject to significant judgments andor 
settlements as further discussed in "Legal Proceedings" in Item 3 of this report and in "Liquidity and Capital Resources" 
above. In addition, the 2004 QSC Credit Facility contains various limitations, including a restriction on using any proceeds 
from the facility to pay settlements or judgments relating to investigations and securities actions discussed in "Legal 
Proceedings" in ltem 3 of this report. 

If we fail to repay indebtedness in respect to any our indebtedness when due, or fail to comply with the financial 
maintenance covenants contained in the 2004 QSC Credit Facility, if and when drawn, the applicable creditors or their 
representatives could declare the entire amount owed under such indebtedness immediately due and payable. Any such 
event could adversely affect our ability to conduct business or access the capital markets and could adversely impact our 
credit ratings. 

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; 

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

1 Our high debt levels could adversely impact our credit ratings. 

We nrrry be rr~rrrble to sig~irjicr~ntly redrrce the srrbstrrntirrl cupitul reqrrirenre~lts or operating expenses necessary to 
coriti~irre to operute orrr brrsiriess, ~ ~ h i c h  riiaj~ in trrrri uffect our operatitrg 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 non- 
discretionary capital outlays may lessen our ability to compete with other providers who face less significant spending 
requirements. 

If rve are rr~ruble to renegotiate a signrjicrrntportiorr of our firtrrrepurchuse coniniitnie~its, we rtray srrfler related losses. 

As of December 31,2003, our aggregate future purchase commitments totaled approximately $4.4 billion. We entered 
into these commitments, which obligate us to purchase network services and capacity, hardware or advertising from other 
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vendors, with the expectation that we would use these commitments 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. 

Decli~res in the ~~ulrre ofpensio~r plan assets corrld reqrrire us to proside signrjicarrt anrorrnts of f h d i n g  for our pension 
plan. 

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 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 weprrrsrre and are hsoli~cd in ar~y  brrsiness conrbi~iations, ourji~lcrrrcial condition could be affected 

On a regular and ongoing basis, we review and evaluate other businesses and opportunities for business combinations 
that would be strategically beneficial. As a result, we may be involved in negotiations or discussions that, 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. 

Should we make an error in judgment when identifying an acquisition candidate, or should we fail to successfully 
integrate acquired operations, we will likely fail to realize the benefits we intended to 

derive from the acquisition and may suffer other adverse consequences. Acquisitions involve a number of other risks, 
including: 

incurrence of substantial transaction costs; 

diversion of management's attention from operating our existing business; 

charges to earnings in the event of any write-down or write-off of goodwill recorded in connection with 
acquisitions; 

depletion of our cash resources or incurrence of additional indebtedness to fund acquisitions; and 

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

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

Other Risks Relating to Qwest 

If cnriditiorrs or uss~rnrptiorrs rlrfer from the judgnretrts, irssrrnrptions or estinrates used in our critical accouriting 
policies, tlre uccrrrucy of orrrjinullciul statetirents utrd reluted discloslires corild be affected 

The preparation of financial statements and related disclosures in conformity with GAAP 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 described in this Form 10-K, describe the significant 
accounting policies and methods used in the preparation of our condensed consolidated financial statements. These 
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accounting policies are considered "critical" because they require judgments, assumptions and estimates that materially 
impact our 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 urrtliorities niaj? deter~nine we owe udditio~iul tuves reluti~ig to sarious ~~iatters, which could adversely affect our 
f i r 1  an cia1 results. 

As a significant taxpayer, we are subject to frequent and regular audits from 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 I997 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. 

Because prior to 1999 Qwest was a member of an affiliated group filing a consolidated U.S. federal income tax return, 
we could be severally 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. 

If we fiil to e-vterrd or re~rcgotiate orrr collcctiiv bnrgui~iilig contracts witlr our labor uriiorls us they expire from time to 
time, or ij' our rr~iioiii;ed ~iiiplojwes were to e~igrrge irr a strike or other work stoppuge, oirr brrsi~iess and operating results 
corrld be niaterially 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. In August 2003 we reached 
agreements with the CWA and the IBEW on new two-year labor contracts. Each of these agreements was ratified by union 
members and expires on August 13,2005. 

The trading price of our securities could be volatile. 
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In recent years, the capital markets have experienced extreme price and volume fluctuations. The overall market and 
the trading price of our securities may fluctuate greatly. The trading price of our securities may be significantly affected by 
various factors, including: 

quarterly fluctuations 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 

73 

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 3 1,2003, and 2002, and the related consolidated statements of operations, 
stockholders' (deficit) equity and cash flows for each of the years in the three-year period ended December 31,2003. These 
consolidated financial statements are the responsibility of the Company's management. Our responsibility 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 31,2003, and 2002, and the 
results of their operations and their cash flows for each of the years in the three-year period ended December 31,2003, 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 1,2003, the Company 
adopted Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement Obligations. Also, as 
discussed in note 2, effective January 1,2002, the Company adopted Statement of Financial Accounting Standards No. 142, 
Goodwill and Other Intangible Assets, and Statement of Financial Accounting Standards No. 144, Accountingfor the 
Impairment or Disposal ofLong-Lived Assets, and effective January 1,2001, the Company adopted Statement of Financial 
Accounting Standards No. 133, Accozrnting for Derivative Instruments and Hedging Activities. 

IS/ KPMG LLP 
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QWEST CORlRlUNlCATlONS INTERNATIONAL INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Years Ended December31, 

Operating revenue 
Operating expenses: 

Cost of sales (exclusive of depreciation and amortization) 

Selling, general and administrative 

Depreciation 

Goodwill and other intangible assets amortization 

Goodwill impairment charge 

Asset impairment charges 

Restructuring and other charges 

Merger-related (credits) charges 

Total operating expenses 

Operating loss 

Other expense (income): 

Interest expense-net 

Losses and impairment of investment in KPNQwest 

Loss on sale of investments and other investment write-downs-net 

(Gain) loss on early retirement of debt 

Gain on sales of fixed assets 

Other income-net 

Total other expense 

Loss before income taxes, discontinued operations and cumulative effect of changes in 
accounting principles 
Income tax benefit 

Loss from continuing operations 
Income from and @in on sale of discontinued operations, net of taxes of $1,658, 
$1,235 and $31 1, respectively 

Income (loss) before cumulative effect of changes in accounting principles 
Cumulative effect of changes in accounting principles, net of taxes of $131, $0 and 
$15, respectively I 

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

Net income (loss) 

Basic and diluted income (loss) per share: 
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Loss from continuing operations 6 (0.76) 

Discontinued operations, net of taxes 1.51 

Income (loss) before cumulative effect of changes in accounting principles 0.75 

Cumulative effect of changes in accounting principles, net of taxes 0.12 

, Basic and diluted income (loss) pe; share S 0.87 

Basic and diluted weighted-average shares outstanding 1,738,766 

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

QWEST CORIRIUNICATIONS INTERNATIONAL INC. 

CONSOLIDATED BALANCE SHEETS 

December 31, 

(Dollars in millions, 
shares in thousands) 

ASSETS 
Current assets: 

Cash and cash equivalents 

Accounts receivable-net 

Inventories 

Deferred income taxes 

Prepaid and other assets 

Assets held for sale 

Total current assets 
Property, plant and equipment-net 
Intangible assets-net 
Deferred income taxes 
Other assets 

Total assets 

LIABILITIES AND STOCKHOLDERS' DEFICIT 
Current liabilities: 

Current borrowings 

Accounts payable 

Accrued expenses and other current liabilities 

Deferred revenue and advance billings 

Liabilities associated with discontinued operations 

Total current liabilities 
Long-term borrowings (net of unamortized debt discount of53 and $129, respectively-See Note 8) 
Post-retirement and other post-employment benefit obligations 
Deferred income taxes 
Deferred revenue 
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Other long-term liabilities 

Total liabilities 
Commitments and contingencies (Note 17) 
Stockholders' deficit: 

Preferred stock-$1.00 par value, 200 million shares authorized, none issued or outstanding 
Common stock-$0.01 par value, 5 billion shares authorized; 1,770,223 and 1,713,592 issued, 
respectively 

Additional paid-in capital 42,925 43,225 
Treasury stock-327 and 14.477 shares, respectively (including 327 and 387 shares, respectively, held 
in Rabbi trust-Note 13) (15) (618) 

Accumulated deficit (43,927) (45,439) 

Accumulated other comprehensive loss 

Total Stockholders' deficit 

Total liabilities and stockholders' deficit 

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

Q\IIEST COMRIUNlCATlONS INTERNATIONAL INC. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

OPERATING ACTIVITIES 
Net income (loss) 
Adjustments to net income (loss): 

Income from and gain on sale of discontinued operations-net 
of tax 
Depreciation and amortization 
Loss on sale of investments and other investment write- 
downs-net 
Provision for bad debts 
Cumulative effect of changes in accounting principles-net of 
taxes 
Goodwill impairment charge 
Asset impairment charges 
Tax benefit from stock options 
Deferred income taxes 
Gain on sales of fixed assets 
(Gain) loss on early retirement of debt-net 
Other non-cash charges-net 

Changes in operating assets and liabilities: 
Accounts receivable 

Years Ended December 31, 

(Dollnrs in millions) 

$ 1,512 $ (38,468) $ 
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Inventories 
Prepaid and other current assets 
Accounts payable and accrued expenses 
Current deferred revenue and advanced billings 
Other non-current assets and liabilities 

Cash provided by operating activities 

INVESTING ACTIVITIES . 

Expenditures for property, plant and equipment 
Proceeds from sale of property and equipment 
Proceeds from sale of rural exchanges 
Purchase of investment securities 
Payments on derivative contracts 
Other 

Cash used for investing activities 

FINANCING ACTIVITIES 
Proceeds from long-term borrowings 
Repayments of long-term borrowings, including current maturities 
Net (payments of) proceeds from short-term debt 
Proceeds from issuance of common stock 
Repurchase of common stock 
Dividends paid on common stock 
Debt issuance costs 

Cash (used for) provided by financing activities 

CASH AND CASH EQUIVALENTS 
Decrease in cash 
Net cash generated by discontinued operations 
Proceeds from sale of directory publishing business 
Beginning balance 

Ending balance 

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

QWEST COMMUNICATIONS INTERNATIONAL INC. 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' (DEFICIT) EQUITY 

Common 
Stock and Accumulated 

Shares of Additional Treasury Other 
Common Paid-in Stock, at Accumulated Comprehensive Comprehensive 

Stock Capital cost Deficit Loss Total Loss 
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(Shares in 
thousands) (Dollars in millions) 

Balance, December 31,2000 

Net loss 
Other comprehensive loss-net of 
taxes 

Total comprehensive loss 

Dividends declared on common 
stock 

Common stock issuances: 

S t o d  options exercised 

Employee stock purchase plan 

Other 

Tax benefit from stock options 

Stock-based compensation expense 

Repurchase of stock-BellSouth 

Rabbi Trust treasury share issuance 

Share repurchase commitment 

Balance, December 31,2001 

Net loss 
Other comprehensive income-net 
of taxes 

Total comprehensive loss 

Common stock issuances: 

Stock options exercised 

Employee stock purchase plan 

401(k) plan match 

Other 

Stock-based compensation expense 

Repurchase of stock-BellSouth 

Extinguishment of debt 

Rabbi Trust treasury share issuance 
Cancellation of share repurchase 
commitment 

Other - 
Balance, December 31,2002 1,699,115 43,242 (6 18) (45,439) 

- - - (15) (2,830) 
Net income 1,512 - 1,512 $ 1,512 

Other comprehensive loss-net of 
taxes - - - - (2) (2 (2)  

Total comprehensive income - - - 

Common stock issuances: 

401(k) plan match 18,260 

Other (21) 

Stock-based compensation expense - 

Extinguishment of debt 52,482 

Rabbi Trust treasury share issuance 60 

Other - 
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Balance, December 31,2003 1,769,896 S 42.943 S (15) $ (43,927) 16 (17) 3 (1,016) - 11111 

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

QMIEST COMMUNICATIONS INTERNATIONAL INC. 

NOTES TO CONSOLIDATED FlNANClAL STATEMENTS 

For the Years Ended December 31,2003,2002 and 2001 

Unless the context requires otherwise, references in this report to "Qwest, 'I "we, "US, the "Company" and "our" refer to 
Qwest Communications International Inc. and its consolidated subsidiaries. 

Note 1 : Business and Background 

Description of business 

We provide local telecommunications and related services, IntraLATA and InterLATA long-distance services and 
wireless, data and video services within our local service area, which consists of the 14-state region of Arizona, Colorado, 
Idaho, Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, washington and 
Wyoming. We also provide InterLATA long-distance services and reliable, scalable and secure broadband data, voice and 
video communications services outside our local service area as well as globally. We also provided, until September 2003, 
directory publishing services in our local service area. In November 2002, we completed the first half of the sale of our 
directory publishing business; and in September 2003, we completed the sale of the remaining portion. 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 (our 
pre-Merger parent) was deemed the accounting acquirer and its historical financial statements, including those of its wholly 
owned subsidiaries, have been canied forward as the predecessor of the combined company. The Merger has been 
accounted for as a reverse acquisition under the purchase method of accounting with U S WEST being deemed the 
accounting acquirer and Qwest (prior to the Merger, "pre-Merger Qwest") the acquired entity. 

Note 2: Summary of Significant Accounting Policies 

Basis ofpresentation. The accompanying consolidated financial statements include the accounts of Qwest 
Communications International Inc. and its subsidiaries over which we exercise control. A11 intercompany amounts and 
transactions have been eliminated. Investments where we exercise significant influence, but do not control the investee, are 
accounted for under the equity method of accounting. 

Use of estinzates. Our consolidated financial statements are prepared in accordance with accounting principles 
generally accepted in the United States of America ("GAAP"). These accounting principles require us to make certain 
estimates, judgments and assumptions. We believe that the estimates, judgments and assumptions made when accounting 
for items and matters such as long-term contracts, customer retention patterns, allowance for bad debts, depreciation, 
amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment assessments, 
employee benefits, taxes, reserves and other provisions and contingencies are reasonable, based on information available at 
the time they are made. These estimates, judgments and assumptions can affect the reported amounts of assets and liabilities 
as of the date of the consolidated financial statements, as well as the reported amounts of revenue and expenses during the 
periods presented. We also assess potential losses in relation to pending litigation and if a loss is considered probable and 
the amount can be reasonably estimated, we recognize an expense for the estimated loss. Actual results could differ from 
these estimates. See Note 17-Commitments and Contingencies. 
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Reclassifications. Certain prior year balances have been reclassified to conform to the current year presentation. 

Revenue recognition. Revenue for services is recognized when the related services are provided. Payments received 
in advance are deferred until the service is provided. Up-front fees received, primarily activation fees and installation 
charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected customer 
relationship period, which ranges from one to ten years. Expected customer relationship periods are estimated using 
historical data of actual customer retention patterns. Termination fees or other fees on existing contracts that are negotiated 
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 caniers. 
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 revenue on contemporaneous exchanges of our optical 
capacity assets for other optical capacity assets. See our accounting policy for contemporaneous transactions in our 
property, plant and equipment policy below. 

Revenue related to equipment sales is 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. 

Directorypublishing accounting. Directory publishing revenue and costs are recognized ratably over the life of each 
directory, which is generally one year, commencing in the month of delivery. Such revenue 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 $335 million, 
$344 million and $378 million for the years ended December 3 1,2003,2002 and 2001, respectively, and is included in 
selling, general and administrative on our consolidated statements of operations. 

Legal costs. In our normal course of business, we incur costs to hire and retain external legal counsel to advise us on 
regulatory and litigation matters. We expense these costs as such services are received. 

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 canyforwards using enacted tax rates expected to apply in the year in 
which the differences are expected to affect taxable income. The effect on deferred income tax assets and liabilities of a 
change in tax rate is recognized in operations in the period that includes the 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 
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certain states. We amortize these credits over the estimated service lives of the related assets as an increase to our income 
tax benefit in our consolidated statement of operations. 

Cash and cash eqziivalents. 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. 

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

Inventories. Inventories, primarily wireless handsets and customer premises equipment ("CPE"), are carried at the 
lower of cost or market on a first-in, first-out basis. Market is determined based upon estimated replacement cost. 

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

Property, plant and equbment. Property, plant and equipment is carried at cost and, effective January 1,2003, with 
our adoption of Statement of Financial Accounting Standards ("SFAS") No. 143, "Accounting for Asset Retirement 
Obligations", ("SFAS No. 143"), is adjusted for legal retirement obligations. Property, plant and equipment 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 in the year acquired on the basis of equal life groups of similar 
assets for purposes of depreciation and tracking. Generally, under the straight-line group method, when an asset is sold or 
retired, the cost is deducted from property, plant and equipment and charged to accumulated depreciation without 
~ecognition of a gain or loss. A gain or 

loss is recognized in our consolidated statements of operations only if a disposal is abnormal; unusual; when a sale involves 
land; assets associated with the sale of customer contracts; or assets constructed or acquired for sale. Leasehold 
improvements are amortized over the shorter of the useful 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. Employee-related costs directly related to construction of internal use assets are also 
capitalized during the construction phase. Property, plant and equipment supplies used internally are carried at average cost, 
except for significant individual items for which cost is based on specific identification. 

We have periodically entered into agreements to acquire optical capacity assets from other telecommunications service 
camers. These acquisitions of optical capacity assets expanded our fiber optic broadband network both domestically and 
internationally and enables us to provide broadband communications services to our customers. Several of these other 
camers have also acquired optical capacity from us, principally in the United States of America. 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, plant and equipment. 
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Impairn~ent of long-lived assets. We review long-lived assets, other than goodwill and other 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 canying 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 
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, "Goodwill and Other Intangible Assets", ("SFAS No. 142") and SFAS 
No. 144, "Accounting for Impairment or Disposal of Long-Lived Assets", ("SFAS No. 144"), on January I ,  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', ("S FAS No. 12 1 "). Under SFAS No. 12 1, 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. 

Software capitalization. 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 American 
Institute of Certified Public Accountants Statement of Position 98-1, "Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use", we capitalize certain costs associated with internally developed software such as 
costs of employees 

devoting time to the projects and external direct costs for materials and services. Costs associated with internally developed 
software to be used internally are expensed until the point at which the project has reached the development stage. 
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. Capitalized 
software development costs are included in intangible assets in our consolidated balance sheets. 

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

lntangible 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 an intangible asset, we classify the 
intangible asset as indefinite lived and such intangible assets are not amortized. Prior to the adoption of SFAS No. 142, 
intangible assets were amortized on a straight-line basis over their estimated useful lives. 

ltnpairnlent 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 camed at historical cost if their estimated fair value is greater than their canying 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. 

Investments. Investments where we exercise significant influence, but do not control the investee are accounted for 
under the equity method of accounting. Under the equity method, investments are recorded at initial cost and are adjusted 
for contributions, distributions and our share of the 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 camed at cost or, if the 
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security is publicly traded, at fair-market value. For publicly traded securities, unrealized gains or losses, net of taxes, are 
included in other comprehensive income (loss) until realized upon sale or other disposition of the securities. Realized gains 
and losses on securities and other-than-temporary declines in value are determined on the specific identification method and 
are reclassified from other comprehensive income (loss) and included in the determination of net income (loss). 

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-tern 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 statement of operations to reduce the carrying 
value of the security to its estimated fair value. 

Marketable debt securities are classified as held-to-maturity as we have intent and ability to hold the securities to 
maturity. Held-to-maturity securities are camed at amortized cost, adjusted for amortization of premiums and accretion of 
discounts to maturity. 

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 
administrative and network locations and/or reduce our number of employees. At the time a restructuring plan is approved, 
we record a charge to our consolidated statement of operations for our estimated costs associated with the plan. Charges 
associated with these exit or restructuring plans incorporate various estimates, including severance costs, sublease income 
and costs, disposal costs, length of time on market for abandoned rented facilities and contractual termination costs. We 
also record a charge when we pernlanently cease use of a leased location. Estimates of charges associated with abandoned 
operating leases, some of which entail long-term lease obligations, are based on existing market conditions and net amounts 
that we estimate we will pay in the future. In accordance with SFAS No. 146, "Accounting for Costs Associated with Exit 
or Disposal Activities", ("SFAS No. 146") charges associated with abandoned operating leases recorded in 2003 were 
measured using the present value of the estimated net amounts we will pay and charges recorded in 2002 and 2001 were 
measured on an undiscounted basis. We utilize real estate brokers to assist in assessing market conditions and net amounts 
that we expect to pay. 

Fair value ofjinancial instrz~ments. Our financial instruments consist of cash and cash equivalents, accounts 
receivable, investments, accounts payable and borrowings. The carrying values of cash and cash equivalents, accounts 
receivable, marketable debt securities, accounts payable and short-term borrowings approximate their fair values because of 
their short-term nature. Our equity investments are also recorded at their estimated fair market value. Our borrowings had a 
fair value of approximately $1 8.8 billion and $1 8.5 billion at December 31,2003 and 2002, 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-based compensation. Our stock option plans are accounted for using the intrinsic-value method allowed under 
Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees", ("APB No. 25") under which 
no compensation expense is recognized for our options granted to employees when the exercise price of those options 
equals or exceeds the value of the underlying security on the measurement date. Any excess of the stock price on the 
mkasurement date over the exercise price is recorded as deferred compensation and amortized over the service period 
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during which the stock option award vests using the accelerated method 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: 

Years Ended December 31, 

(Dollars in millions, except per share 
amounts) 

Net income (loss): 
As reported $ 1,512 $ (38,468) $ (5,603) 
Add: Stock-based employee compensation expense included in 
net income (loss), net of related tax effects 6 71 21 
Deduct: Total stock-based employee compensation expense 
determined under the fair-value-based method for all awards, net 
of related tax effects (1 04) (201) (203) 

Pro forma $ 1,414 $ (38,598) $ (5,785) 

Earnings (loss) per share: 
As reported-basic and diluted 
Pro forma-basic and diluted 

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 12-Stock incentive Plans for further information. 

Recently Adopted Accorrritirig Pro~iorrncenicrits and Clrmrrlative Effects of Adoption 

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 adopted the disclosure 
requirements of FIN No. 45 as of December 3 1,2002. The accounting guidelines are applicable to certain guarantees, 
excluding affiliate guarantees, issued or modified after December 31,2002, and required that we record aliability for the 
fair value of such guarantees on our consolidated balance sheet. The adoption of this interpretation had no material effect on 
our consolidated financial statements. 

On January 1,2003, we adopted SFAS No. 143. This statement addresses financial accounting and reporting for 
obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs, generally 
referred to as asset retirement obligations. SFAS No. 143 requires entities to record the fair value of a legal liability for an 
asset retirement obligation. 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 
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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 (an asset retirement 
obligation of $43 million, net of an incremental adjustment to the historical cost of the underlying assets of $15 million) in 
2003. 

Prior to the adoption of SFAS No. 143, we included 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 before taxes upon adoption of SFAS No.143. The net income impact of the 
adoption is $206 million ($365 million less the $28 million charge disclosed above, net of income taxes of $131 million) in 
2003. Beginning January I, 2003, the net costs of removal related to these assets are charged to our consolidated statement 
of operations in the period in which the costs are incurred. 

In January and December 2003, the FASB issued and then revised 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 March 15,2004 for variable interest entities or 
the first quarter of 2004 for us. FIN No. 46 requires existing unconsolidated variable interest entities to be consolidated by 
their primary beneficiaries if the entities do not effectively disperse risks among the parties involved. A primary beneficiary 
;absorbs the majority of the entity's losses or receives a majority of the entity's 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 believe that it is unlikely that the adoption of FIN No. 46 will require consolidation of any significant 
unconsolidated entities. 

-- 

Note 3: Accounts Receivable 

The following table presents details of our accounts receivable balances: 

December 31, 

Trade receivables 
Earned and unbilled receivables 
Purchased receivables 
Other receivables 

Total accounts receivables 
Less: Allowance for bad debts 

Accounts receivable, net 

2003 2002 -- 
@ollars in millions) 
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We are exposed to concentrations of credit risk from customers within our local service area and from other 
telecommunications service providers. We generally do not require collateral to secure our receivable balances. We have 
agreements with other telecommunications service providers whereby we agree to bill and collect on  their behalf for 
services rendered by those providers to our customers within our local service area. We purchase accounts receivable from 
other telecommunications service providers on a non-recourse basis and include these amounts in our accounts receivable 
balance. We have not experienced any significant losses related to these purchased receivables. 

Note 4: Property, Plant and Equipment 

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

December 31, 

Depreciable 

Lives 2003 2002 - 
(Dollars in millions) 

Land 
Buildings 
Communications equipment 
Other network equipment 
General purpose computers and other 
Construction in progress 

N/ A $ 113 
30-38 years 3,559 
2-25 years 18,913 
8-57 years 19,324 
3-1 1 years 2,942 
N/A 243 

Total property, plant and equipment 
Less: accumulated depreciation 

Property, plant and equipment-net 

A summary of asset impairments recognized is as follows: 

Years Ended December 31, 

2003 2002 2001 - - 
(Dollars in millions) 

Property, plant and equipment and internal use software projects $ 230 $ 10,493 $ 134 
Real estate assets held for sale - 28 - 
Capitalized software due to restructuring and Merger activities (Note 5- 
Goodwill and Intangible Assets) - 4 101 
Other Merger-related - - 16 - - 

Total asset impairments $ 230 $ 10,525 $ 251 --- 
2003 Activities 

In August 2003, Qwest Wireless LLC ("Qwest Wireless") entered into a services agreement with a subsidiary of Sprint 
Corporation ("Sprint") that allows us to resell Sprint wireless services, including access to Sprint's nationwide personal 
communications service ("PCS") wireless network, to consumer and business customers, primarily within our local service 
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area. We began offering these Sprint services under our brand name in March 2004. Under the services agreement, we 
retain control of all sales and marketing, customer sentice, 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). Through Qwest Wireless, we continue to operate a PCS wireless network that serves select 
markets within our local service area, including Denver, Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other 
smaller markets. Our wireless customers who are currently being serviced through our proprietary wireless network will be 
transitioned onto Sprint's network over time. Due to the anticipated decrease in usage of our own wireless network 
following the transition of our customers onto Sprint's network, in the third quarter of 2003 we performed an evaluation of 
the recoverability of the carrying value of our long-lived wireless network assets. 

In accordance with SFAS No. 144, we compared gross undiscounted cash flow projections to the carrying value of the 
wireless network assets and determined that the carrying value of those assets were not expected to be recovered through 
future projected cash flows. We then estimated the fair value using recent selling prices for comparable assets and 
determined that our cell sites, switches, related tools and equipment inventory and certain capitalized software that support 
the wireless network were impaired by an aggregate amount of $230 million. 

In accordance with SFAS No. 144, the fair value of the impaired assets becomes the new basis for accounting 
purposes. As such, approximately $25 million in accumulated depreciation was eliminated in connection with the 
accounting for the impairments. The impact of the impairments is expected to reduce our annual depreciation and 
amortization expense by approximately $40 million, beginning October 1,2003. 

2002 Activities 

Effective June 30,2002, a general deterioration of the telecommunications market, downward revisions to our 
expected future results of operations and other factors indicated that our investments 

in long-lived assets may have been impaired at that date. We performed an evaluation of the recoverability of the carrying 
value of our long-lived assets using gross undiscounted cash flow projections. For impairment analysis purposes, we 
grouped our property, plant and equipment, capitalized software and customer lists and then projected cash flows as 
follows: traditional telephone network, national fiber optic broadband network, international fiber optic broadband network, 
wireless network, web hosting and application service provider ("ASP"), assets held for sale and out-of-region digital 
subscriber line ("DSL"). Based on the gross undiscounted cash flow projections, we determined that all of our asset groups, 

. except our traditional telephone network, were impaired at June 30,2002. For those asset groups that were 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 $10.613 billion in the 
aggregate of which $1 20 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 for the year ending December 31,2002. . 

Impairment 

Asset Group Charge Fair Value Methodology 

(Dollars in 
millions) 

National fiber optic broadband network 
International fiber optic broadband 
network 
Wireless network 

Web hosting and ASP assets 
Assets held for sale 
Out-of-region DSL 

Total impairment charges 

$ 8,505 Discounted cash flows 
685 Comparable market data 

825 Comparable market data and discounted 
cash flows 

88 Comparable market data 
348 Comparable market data 
42 Discounted cash flows 

$ 10,493 
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Calculating the estimated fair value of the asset groups as listed above involved significant judgment and a variety of 
assumptions. For calculating fair value based on discounted cash flows, we forecasted future operating results and future 
cash flows, which included long-term forecasts of revenue growth, gross margins and capital expenditures. We also used a 
discount rate based on an estimate of the weighted-average cost of capital for the specific asset groups. Comparable market 
data was obtained by reviewing recent sales of similar asset types in third-party market transactions. 

A brief description of the underlying business purpose of each of the asset groups that were impaired as a result of our 
analysis as of June 30, 2002 is as follows: 

Our national fiber optic broadband network provides long-distance voice services, data and Internet services 
, and wholesale services to business, residential and wholesale customers outside of our local service area; 

* Our 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 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; 

I Assets held for sale primarily consist of excess network supplies; and 

Our out-of-region DSL assets provide DSL service to customers outside our local service area. 

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

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

2001 Activities 

As part of our restructuring activities in 2001, we analyzed the feasibility of our web hosting centers and other internal 
use construction projects. As a result of this analysis, we decided to abandon certain web hosting centers and terminate 
certain projects that were no longer feasible. We recorded an asset impairment charge of $134 million related to the 
abandonment of web hosting centers and termination of certain internal use construction projects. 

Subsequent to the Merger, we re-evaluated 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 of $1 6 million, writing off the full carrying value of certain internal use construction projects and 
equipment. 

I 
Asset Retirenlent Obligations 

As discussed in Note 2-Summary of Significant Accounting Policies, we adopted SFAS No. 143 on January 1,2003. 

Our asset retirement obligations primarily relate to the costs of removing circuit equipment and wireless towers from 



1 OKWizard - SEC filings Page 84 of 144 

leased properties when the leases expire. The following table reconciles the change in asset retirement obligations during 
the year: 

Change in Asset 
Retirement 

Obligations 

(Dollars in millions) 

Liability recognized upon adoption on January 1,2003 $ 43 
Liability incurred - 

Liability settled - 

Accretion expense 6 

Balance as of December 3 1,2003 $ 49 

If the provisions of SFAS No. 143 had been adopted for the prior years presented, net loss would have increased by 
approximately $50 million and $45 million for the years ended December 31,2002 and 2001, respectively, and loss per 
share would have increased by $0.03 and $0.03, respectively. The asset retirement obligation would have been 
approximately $37 million and $3 1 million at December 3 1,2001 and December 3 1,2000, respectively. 

Note 5: Goodwill and Intangible Assets 

The components of intangible assets are as follows: 

December 31, 

2003 2002 

Amortizable Carrying Accumulated Carrying Accumulated 

Lives Cost Amortization Cost Amortization 

(Dollars in millions) 

Intangibles with indefinite lives: 
Wireless spectrum licenses and other $ 152 $ - $  1 4 6 %  - 

Intangibles with finite lives: 
Capitalized software 1.5-5 years 2,351 (961) 2,032 (577) 
Customer lists and other 5 years 3 5 (28) 3 3 (22) 

Total intangibles with finite lives 2,386 (989) 2,065 (599) 

Total intangible assets $ 2,538 $ (989) $ 2,211 $ - - (599) 

We recorded amortization expense of $428 million in 2003 for intangibles assets with finite lives. Based on the current 
amount of intangible assets subject to amortization, the estimated amortization for each of the succeeding 5 years is as 
follows: 
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Total 

(Dollars in 
millions) 

Adoption of SFAS No. 142 

Effective January 1, 2002, we adopted SFAS No. 142, which requires companies to cease amortizing goodwill and 
intangible assets which have indefinite useful lives. SFAS No. 142 also requires that goodwill and indefinite-lived 
intangible assets be reviewed for impairment upon adoption and annually thereafter, or more often 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. 

We 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 they remained appropriate. 

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 revenue, voice 
grade equivalents (the amount of capacity required to carry one telephone call) and relative number of employees. Goodwill 
was allocated to reporting units based on the relative fair value of each reporting 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 15-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. 

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 
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Global 
National 
Consumer 
Wholesale 

millions) 

$ 5,151 
2,147 
4,856 

10,646 

Total 

Due to changes in market conditions, downward revisions to our projections of future operating results and other 
factors, we preformed an impairment analysis as of June 30,2002 and determined that goodwill was impaired. We recorded 
an impairment charge to write-off the remaining goodwill balance of $8.483 billion on June 30, 2002. We performed the 
annual impairment test for 2003 and no further impairment was indicated. 

The following table adjusts loss from continuing operations, net loss and the related per share amounts in 2001 to 
exclude amortization, net of any related tax effects, of goodwill and indefinite lived intangible assets. 

Reported loss from continuing operations 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Year Ended 

December 31,2001 

(Dollars in millions, except 
per share amounts) 

Total amortization associated with intangible assets with indefinite lives 

Adjusted loss from continuing operations 

Reported net loss 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted net loss 

Basic and diluted loss per share: 
Reported loss per share from continuing operations 

Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
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Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted loss per share from continuing operations 

Reported net loss per share 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted net loss per share 

Itltatlgible Asset Inlpairment 

In June 2002, as discussed in Note +Property, Plant and Equipment, we recorded an asset impairment charge to 
property, plant and equipment of $1 0.493 billion which includes impairment to capitalized software development costs of 
$41 I million and customer lists of $812 million. Also, in September 2003, as discussed in Note &Property, Plant and 
Equipment, we recorded an asset impairment charge to property, plant and equipment for $230 million which includes 
impairment to capitalized software development costs of $15 million. 

We recorded asset impainnent charges of $4 million and $1 01 million in 2002 and 2001, respectively, related to 
internal software projects that we terminated. 

In 2002, realization of a $396 million tax benefit ($647 million on a pre-tax basis) became probable as a result of the 
completion of the first phase of the sale of our directory publishing business. The tax benefit existed at the time of the 
Merger, but was not recognized 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. log"), we recorded the tax benefit, on a pre-tax basis, as a $555 million reduction to our trade name intangible asset 
and as a $92 million reduction to our customer lists intangible asset. The tax benefits were applied to these two non-current 
intangible assets because these assets were created in connection with the original purchase price allocation. 

Note 6: 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, 2003 related to our discontinued operations. These results primarily relate to our directory publishing 
business. 

Years Ended December 31, 

(Dollars in millions) 
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Revenue 
Costs and expenses: 

Cost of sales 
Selling, general and administrative 
Depreciation and amortization 

Income from operations 
Gain on sale of directory publishing business 
Other expense 

Income before income taxes 
Income tax provision 

Income from and gain on sale of discontinued 
operations 

The following table presents the assets and liabilities associated with our discontinued operations,.primarily our 
directory publishing business, as of December 3 1,2003 and 2002: 

December 31, 

Current assets held for sale 
Property, plant and equipment, net 
Other assets 

2003 2002 - - 
(Dollars in millions) 

Total assets held for sale 

Current portion of liabilities associated with discontinued 
operations 
Other long-term liabilities 

Total liabilities associated with discontinued operations 

Discottti~lrred Directory P~~blishitig B~isiness 

During the second quarter of 2002, we began actively pursuing the sale of our directory publishing business ("Dex"). 
On November 8,2002, we completed the first stage of the sale of our directory publishing business to a new entity formed 
by the private equity firms of The Carlyle Group and Welsh, Carson, Anderson & Stowe (the "Dex Sale"). The sales price 
for the first stage of the Dex Sale, which involved the sale of Dex operations in the states of Colorado, Iowa, Minnesota, 
Nebraska, New Mexico, North Dakota and South Dakota ("Dex East") was $2.75 billion and was paid in cash. We 
recognized a gain of $1.6 billion (net of $1.0 billion in taxes) from the Dex East sale. 

The sale of Dex in the remaining states of Arizona, Idaho, Montana, Oregon, Utah, Washington and Wyoming ("Dex 
West") was completed in September 2003. We received approximately $4.3 billion in gross cash proceeds and recognized a 
gain of $2.5 billion (net of $1.6 billion in taxes) from the Dex West sale. 
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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 
canying amount of the supplies to their net estimated fair value. Fair value was based upon market values of similar 
equipment. The impairment charge of $348 million is included in asset impairment charges in our 2002 consolidated 
statement of operations. 

Other Assets Held for Sale 

Prior to and during 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party 
telecommunications services providers, including approximately 570,000 access lines in nine states to Citizens 
Commuriications Company ("Citizens"). Because these access lines were "held for sale", U S WEST discontinued 
recognizing depreciation expense on the related assets and canied them at the 

lower of their cost or fair value, less estimated cost to sell. These access lines are part of our wireline segment. 

On July 20,2001, we terminated the agreement with Citizens under which the majority of the remaining access lines 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) canying 
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 canying 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 cash proceeds and 
a gain of $51 million. 

Note 7: Investments 

The following table summarizes the canying value of our investments as of December 31,2003 and 2002: 

December 31, 

Short-term publicly traded marketable debt securities 
Non-current investments: 

Publicly traded marketable debt securities 
Publicly traded marketable equity securities 
Investments in private companies 

Total investments 

2003 ZOO2 - - 
(Dollars in millions) 

Equity Method In vestments 
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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 2002 and 2001 

changes in our investments that were accounted for using the equity method of accounting. At December 31,2003, we did 
not have any significant equity method investments. 

Qwest Digital 

KPNQwest Media Total 

(Dollars in millions) 

Balance as of December 31,2000 
Equity share of loss 
Purchase price allocation adjustment 
Impairment charges 
Capital contributions 
Forgiveness of promissory note 
Amortization of excess basis 
Currency translation 

Balance as of December 31,2001 1,150 11 1,161 
Equity share of loss (131) (14) (145) 
Impairment charges (1,059) (2) (1,061) 
Capital contributions - 5 5 
Currency translation 40 - 40 

Balance as of December 31,2002 $ - $ - $ - 
P11 

Investment in KPNQwest. In April 1999, pre-Merger Qwest and KPN Telecom B.V. ("KPN") formed a joint 
venture, KPNQwest N.V. ("KPNQwest"), to create a pan-European Internet Protocol-based fiber optic broadband network, 
linked to our North American network, 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 1 1% 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 stock 
purchase was at our request and with the approval of the disinterested members of our Board of Directors (the "Board"). 
After giving effect to this transaction, we held approximately 47.5% of KPNQwest's outstanding shares. Because we have 
never had the ability to designate a majority of the members of the supervisory board or to vote a majority of the voting 
securities, we have accounted for our investment in KPNQwest using the equity method of accounting. 

In connection with the allocation of the Merger purchase price, we assigned a preliminary value of $7.935 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 
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our preliminary estimate of fair value. As a result, we recorded a $3.1 80 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 I0  years. Beginning January I ,  2002, in accordance with the adoption of SFAS No. 142, we 
ceased amortization of goodwill and other intangible assets with indefinite lives. In addition, as of December 31, 2002, all 
goodwill has been fully impaired. See discussion at Note 5-Goodwill and Intangible Assets. 

Beginning in June 2001, we performed periodic evaluations of 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 conclusions 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 of the European telecommunications sector that began during the second quarter 
of 2001, including a number of bankruptcies, making the near-tern prospects of a recovery of KPNQwest's stock less 
certain beginning on June 30,2001. As a result of those evaluations, we recorded an impairment loss of $3.048 billion in 
June 2001 to write down the carrying amount of our investment in KPNQwest. 

After a similar evaluation in December 2001, we again concluded that a further other-than-temporary decline in value 
had occurred and recorded an additional impairment of $1 56 million, reducing the estimated fair value of our KPNQwest 
investment to $1.150 billion as of December 3 1,2001. 

In 2002, 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. Consequently, we did not 
expect to recover any of our investment in KPNQwest and in the second'quarter of 2002, we wrote-off our remaining 
investment in KPNQwest to our consolidated statement of operations. 

Investment in Qwest Digital Media, LLC. In October 1999, pre-Merger Qwest and Anschutz Digital Media, Inc. 
("ADMI"), a subsidiary of Anschutz Company, formed ajoint venture called Qwest Digital Media, LLC ("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. 

Also in October 1999, pre-Merger Qwest entered into a long-term Master Services Agreement with QDM underwhich 
QDM agreed to purchase approximately $1 19 million of telecommunication services through October 2008 and we agreed 
to extend credit to QDM for the purpose of making payments to 

us for the telecommunications services provided. Each October, QDM was required to pay an amount equal to the 
difference between certain specified annual 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 
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us the amount owed, including interest on,amounts past due. Concurrent with termination of the Master Services 
Agreement, QDM repaid us the E3.8 million advance under the Master Services Agreement with interest. 

Marketable Securities 

We have investments in publicly traded equity securities and private company equity securities, which are classified as 
"available-for-sale" under SFAS No. 1 15, "Accounting for Certain Investments in Debt and Equity Securities" ("SFAS 
No. 1 15"). In accordance with SFAS No. 1 1  5, 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. 

We also had investments in publicly traded debt securities made during 2003 which are classified as "held-to- 
maturity." In accordance with SFAS No. 115, held-to-maturity securities are stated at amortized cost, adjusted for 
amortization of premiums and accretion of discounts to maturity. 

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 information related to our investments in marketable equity securities for the years 
ended December 31,2003,2002 and 2001. 

Publicly Private 

Traded Company Total - 
(Dollars in millions) 

Balance as of December 31,2000 
Additions 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2001 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2002 
Additions 
Unrealized mark-to-market gains 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2003 
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I~~vestlnents in Publicly Traded Securities 

As of December 3 1,2003, our portfolio of publicly traded marketable securities consisted principally of U.S. 
Government Agency debt securities which had an amortized cost and a fair market value of approximately $1 98 million. In 
accordance with SFAS No. 11 5, we accrete the discount of these bonds and recognize interest income in our consolidated 
statement of operations. Bonds of 91 74 million are classified as short-term and are included in prepaids and other current 
assets and $24 million is included as non-current in other assets on our consolidated balance sheet as of December 31,2003. 

As of December 3 1,7002 our portfolio of publicly traded marketable securities consisted principally of the warrants 
we held to purchase various public company equity securities. In accordance with SFAS No. 133 and SFAS No. 115, we 
mark the warrants to market and any changes in the fair value of these warrants are charged to the consolidated statement of 
operations. We recorded losses of $1 million, 920 million and $6 million, for the years ended December 31,2003,2002 and 
2001, respectively, related to changes in the fair value of these warrants. We had no other significant derivative financial 
instruments as of December 3 1,2003 or 2002. 

We recorded charges related to other-than-temporary declines in value relating to our investments in publicly traded 
marketable securities during 2002 and 7001 totaling $8 million and 963 million, respectively. There were no charges 
recorded during 2003. During 2002 and 2001, we sold various 

holdings in our public and non-public investments for approximately $1 2 million and $2 million, respectively. We recorded 
a loss of $37 million in 2002 and a loss of $22 million in 2001 associated with these sales. We had no significant sales of 
investments in 2003. 

Note 8: Borrowings 

Current Borrowings 

As of December 3 1,2003 and 2002, our current borrowings consisted of: 

December 31, 

2003 2002 -- 
(Dollars in millions) 

Short-term notes 
Current portion of credit facility 
Current portion of long-term borrowings 
Current portion of capital lease obligations and other 

Total current borrowings 

In August 2002, Dex 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 $21 3 million and Tranche A bore interest at either (i) an adjusted London interbank 
offered rates ("LIBOR") plus 11 SO% per annum, as calculated in accordance with the term loan agreement; or (ii) the base 
rate under the agreement plus 8.75% per annum. Tranche B borrowings were $537 million and bore a fixed interest rate of 
14.0%. On August 12,2003, the $750 million Dex Term Loan was paid in fill. See Note 18-Subsequent Events-Debt- 
related matters, for a description of transactions affecting our current borrowings that occurred subsequent to December 31, 
2003. 

Long-term Borrowings 
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At December 31,2003, $133 million,of our long-term borrowings, including the current portion, were held at Qwest 
and the remainder was held in four of our wholly owned subsidiaries: Qwest Corporation ("QC"), Qwest Services 
Corporation ("QSC"), Qwest Communications Corporation ("QCC") and Qwest Capital Funding ("QCF"). See Note 18- 
Subsequent Events-Debt-related matters, for a description of transactions affecting our long-term borrowings that 
occurred subsequent to December 3 1,2003. 

As of December 3 1,2003 and 2002, long-term borrowings consisted of the following (for all notes with unamortized 
discount or premium, the face amount of the notes and the unamortized discount or premium are presented separately): 

December 31, 

Qwest Corporation: 
Notes with various rates ranging from 5.50% to 9.125% 
including LlBOR + 4.75% and maturities from 2004 to 
2043 
Unamortized discount and other 
Capital lease obligations and other 
Less: current portion 

Qwest Services Corporation: 
Notes with various rates ranging from 13.00% to 14.00% 
and maturities from 2007 to 2014 
Unamortized premium 
Credit facility due 2005 with rate of LIBOR +3.50% 
Less: current portion 

Qwest Communications Corporation: 
7.25% Senior Notes due in 2007 
Unamortized discount and other 
Capital lease obligations and other 
Less: current portion 

Qwest Capital Funding: 
Notes with various rates ranging from 5.875% to 7.90% 
and maturities from 2004 to 203 1 
Unamortized discount 
Less: current portion 

Qwest Communications International Inc.: 
7.50% Senior Notes due in 2008 
7.25% Senior Notes due in 2008 
Unamortized discount and other 
Senior Notes with various rates ranging from 8.29% to 
10.875% and maturities from 2007 to 2008 
Note payable to ADMI (Note 16-Related Party 
Transactions) 
Less: current portion 

Other: 
Capital lease obligations 
Less: current portion 

Total-net long-term borrowings 

2003 2002 

(Dollars in millions) 



10KWizard - SEC filings Page 95 of 144 

-- 

Our long-term borrowings had the following interest rates and maturities at December 3 1, 2003: 

Maturities 

Interest Rates 2004 2005 2006 2007 2008 Thereafter Total ---- 
(Dollnrs in millions) 

Up to 5% 
Above 5% to 6% 
Above 6% to 7% 
Above 7% to 8% 
Above 8% to 9% 
Above 9% to 10% 
Above 10% 

Total 

Capital leases and other 98 
Unamortized discount and other (3 
Less current borrowings (1,865 

Total long-term debt $ 15,635 - 
QC Notes 

At December 31,2003 and 2002, QC had notes with aggregate principal amounts outstanding of $7.887 billion and 
$7.31 6 billion, excluding unamortized discounts of $1 57 million and $142 million, respectively, of unsecured notes at 
interest rates ranging from 5.50% to 9.125% including floating rate debt at LIBOR + 4.75% and with maturities from 2004 
to 2043. The indentures governing these QC notes contain certain covenants including, but not 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 31,2003. Included in the 
amounts listed above are the following issuances: 

On June 9,2003, QC completed a 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 201 0. The term loan is unsecured and ranks equally with all of QC's current indebtedness. The floating rate 
tranche cannot be prepaid 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 those associated with 
QC's other long-term debt. The net proceeds were used to refinance approximately $1.1 billion of QC's debt due in 2003 
and fund or refinance our investment in telecommunications assets. Also, in connection with this QC issuance, we reduced 
the QSC Credit Facility (as described below) by approximately $429 million to a balance of $1.57 billion. 

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 interest rate on the floating rate tranche was 6.50% at December 31, 
2003. The lenders funded the entire principal amount of the loan subject to the original issue discount for the floating rate 
tranche of 1.00% and for the fixed rate tranche of 1.652%. 
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In March 2002, QC issued 61.5 billion in bonds with a ten-year maturity and an 8.875% interest rate. At December 31, 
2003, the interest rate was 9.125%. Once we have registered the notes with the Securities and Exchange Commission, 
("SEC"), the interest rate will return to 8.875%, the original stated rate. 

QSC Notes 

At December 31,2003 and 2002, QSC had notes with aggregate principal amounts outstanding of $3.377 billion and 
$3.298 billion, consisting of 13.0% Notes due in 2007 ("2007 Notes"), 13.5% Notes due in 2010 ("2010 Notes") and 14.0% 
Notes due in 2014 ("2014 Notes") pursuant to an indenture issued on December 26,2002. The total unamortized premium 
for these notes was $1 74 million and $70 million at December 31,2003 and 2002, respectively. Since December 26,2003, 
we have been incurring additional interest of 0.25% per annum on these notes. Once we register the notes with the SEC, the 
interest rates will return to the original stated rates. We will be required to pay an additional 0.25% per annum of interest 
starting March 25,2004, for a total of 0.50% of additional interest, until the notes are registered. The 2007 Notes, 2010 
Notes and 2014 Notes are callable on December 15 of 2005,2006 and 2007 at 1 O6.5%, 106.75% and 107%, respectively. 
The QSC notes are subordinated in right of payment to all senior debt of QSC, including the 2004 QSC Credit Facility, and 
the QSC guarantee of the 2009,201 1 and 2014 Qwest notes. The QSC notes are secured by a lien on  the stock of QC, 
which lien is junior to the liens on such collateral securing QSC's senior debt, including the 2004 QSC Credit Facility and 
QSC's guarantee of the 2009,201 1 and 201 4 Qwest notes (See Note 18-Subsequent Events, Debt-related matters, for a 
discussion of new debt issued in 2004). The QSC notes are guaranteed by QCF and Qwest on a senior basis and the 
guarantee by Qwest is secured by liens on the stock of QSC and QCF. 

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 o f  the covenants as of 
December 3 1,2003. 

On December 22,2003, we completed a cash tender offer (the "December 2003 Tender Offer") for the purchase of 
approximately $3 billion aggregate face amount of outstanding debt of Qwest, QSC and QCF for approximately $3 billion 
in cash. As a result, we recorded a loss of $15 million on the early retirement of this debt. In connection with the 
December 2003 Tender Offer, QSC purchased $327 million face amount of its debt for $386 million in cash resulting in a 
loss of $42 million. QSC also offered to purchase its notes for par under the asset sale repurchase requirement as required 
by the indentures governing the QSC notes. The details relating to Qwest's and QCF's portion of the December 2003 Tender 
Offer are discussed below in their respective sections. 

During 2003, we also exchanged $406 million of new QSC notes for $560 million face amount of QCF notes. These 
debt-for-debt exchanges were accounted for in accordance with the guidance in Emerging Issues Task Force Issue No. 96- 
19, "Debtors Accounting for a Modification or Exchange of Debt Instruments", ("EITF Issue No. 96-19"). On the date of 
the exchanges, the present value of the cash flows under the terms of the revised debt instruments were compared to the 
present value of the 

remaining cash flows under the original debt instruments. The cash flows were not considered "substantially" different to 
that of the exchanged debt; therefore, no gain was recognized on the exchanges and the difference of $144 million between 
the face amount of the new debt and the carrying amount of the exchanged debt is being amortized as a credit to interest 
expense using the effective interest rate method over the life of the new debt. The new QSC notes have interest rates 
ranging from 13.0% to 13.5% with maturities of 2007 and 201 0, while the QCF notes had interest rates ranging from 
6.875% to 7.90%. 
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QSC Credit Facility 

Until February 2002, we maintained commercial paper programs to finance the short-term operating cash needs of our 
business. We had a $4.0 billion syndicated credit facility available to support our commercial paper programs. As a result of 
reduced demand for our commercial paper, 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 31,2003 and 2002, we had $750 million and $2.0 billion, respectively, outstanding under the credit 
facility, which had been reconstituted as a revolving credit facility in August 2002, with QSC as the primary borrower 
("QSC Credit Facility"). The QSC Credit Facility was secured by a senior lien on the stock of QC. The QSC Credit Facility 
was paid down by $429 million concurrently with QC's $1.75 billion term loan completed in June 2003. Proceeds from the 
completed sale of the Dex West business during September 2003 were used to reduce the QSC Credit Facility by another 
$321 million. In December 2003, the QSC Credit facility was reduced by an additional $500 million. At December 31, 
2003, the QSC Credit Facility bore interest of 4.65%. We obtained extensions under the QSC Credit Facility for the 
delivery of certain annual and quarterly financial information. The waivers extended the compliance date to provide certain 
annual and quarterly financial information to March 3 I, 2004. On February 5,2004, the QSC Credit Facility was paid off 
and terminated (See Note 18-Subsequent Events, Debt related matters, for a discussion of the payoff of the QSC Credit 
Facility). 

QCC Notes 

At December 31,2003 and 2002, QCC had notes with aggregate principal amounts outstanding of $314 million and 
$350 million, respectively, excluding unamortized discount of $7 million, in each year, of unsecured 7.25% Senior Notes, 
due 2007. During 2003, $36 million of these notes were exchanged for $33 million of cash resulting in a gain of $3 million. 

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 3 1,2003. 

QCF Notes 

At December 31,2003 and 2002, QCF had notes with aggregate principal amounts outstanding of $4.952 billion and 
$7.665 billion, excluding unamortized discounts of $1 1 million and $20 million, respectively, of unsecured notes at rates 
ranging from 5.875% to 7.9% and with maturities from 2004 to 203 1. The QCF notes are guaranteed by Qwest on a senior 
unsecured basis. The indentures governing these QCF notes contain certain covenants including, but not limited to: (i) a 
prohibition on certain liens on the assets of QCF and (ii) a limitation on mergers or sales of all, or substantially all, ofthe 
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 3 1,2003. 

In connection with the December 2003 Tender Offer, QCF purchased $1.735 billion face amount of its debt for 
$1.637 billion in cash resulting in a gain of $79 million. 

During 2003, we also exchanged $41 8 million face amount of existing QCF notes for $165 million of cash and 
52.5 million shares of our common stock with an aggregate value of $202 million. The trading prices for our shares at the 
time the exchange transactions were consummated ranged from $3.22 per share to $5.1 I per share. As a result, a gain of 
$50 million was recorded on this debt extinguishment. We also exchanged $406 million of new QSC notes for $560 million 
face amount of QCF notes. See the QSC section above for a discussion of this debt for debt exchange. 

On December 26,2002, we completed an offer to exchange up to $12.9 billion in aggregate face amount of 
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC and Qwest. (Because of the amount 
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tendered no Qwest notes were required to,be issued.) We received valid tender offers of approximately $5.2 billion in total 
principal amount of the QCF notes and issued in exchange $3.3 billion in face amount 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. 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 2002. The 
cash flows for two of the new debt securities were not considered "substantially" different to that of  the exchanged debt and 
therefore no gain was realized upon exchange. For these two debt instruments, the difference between the fair value of the 
new debt and the carrying amount of the exchanged debt of approximately $70 million 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 $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 common stock with a fair value of $87 million. 
The trading prices for our shares at the time the exchange transactions were consummated ranged from $8.29 per share to 
$9.1 8 per share. As a result, a gain of $9 million was recorded on this extinguishment of debt. 

Qwest 2008 Notes 

At December 31,2003 and 2002, we had notes with aggregate principal amounts outstanding of  $70 million and 
$1.05 billion, respectively, of senior notes due in 2008, excluding unamortized discount 

of $2 million and $30 million, respectively. At December 31,2002, 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. These 
notes are also guaranteed on a senior basis by QCF and QSC and the QSC guarantee is secured by a junior lien on the stock 
of QC. In connection with the December 2003 Tender Offer, we purchased 8981 million face amount of our 2008 notes for. 
$1.006 billion in cash resulting in a loss of $52 million and amended the indentures governing the notes that remain 
outstanding to eliminate restrictive covenants and certain default provisions. At the same time, Qwest also offered to 
purchase these notes for par under the asset sale repurchase requirement as required by the indentures governing these notes 
and accepted $32 million that was tendered under this offer, which is included in the purchase and loss amounts above. 

Other Qwest Notes 

At December 31,2003 and 2002 we had notes with aggregate principal amounts of other notes outstanding of 
$33 million, consisting of 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 some of these notes. In this tender offer, we 
purchased $995 million in principal of the outstanding notes in exchange for $1.1 billion in cash, resulting in a loss of 
$ 1  06 million. In connection with this tender offer, the remaining outstanding indentures governing the notes were amended 
to eliminate restrictive covenants and certain default provisions. 

Interest 

The following table presents the amount of gross interest expense, capitalized interest and cash paid for interest during 
2003,2002 and 2001 : 

Years Ended December 31, 

Gross interest expense . 

2003 2002 2001 --- 
(Dollars in millions) 
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Capitalized interest 

Net interest expense 

Cash interest paid 

Note 9: Restructuring and Merger-related Charges 

The restructuring reserve balances discussed below are included in our consolidated balance sheets in the category of 
accrued expenses and other current liabilities for the current portion and other long-term liabilities for the long-term 
portion. As of December 31,2003 and 2002, the amounts included as current liabilities are $147 million and $127 million 
and the long-term portions are $377 million and $420 million, respectively. 

2003 Activities 

During the year ended December 3 1,2003, as part of an ongoing effort of evaluating costs of operations, we reviewed 
employee levels in certain areas of our business. As a result, we established a 

reserve and recorded a charge to our 2003 consolidated statement of operations for $1 3 1 million to cover the costs 
associated with these actions, as more filly described below. 

An analysis of activity associated with the 2003 restructuring reserve, as well as prior period restructuring and Merger 
reserves, is as follows: 

Year Ended December 31,2003 
January 1, December 31, 

2003 2003 

Balance Provisions Utilization Reversals Balance 

(Dollars in millions) 

2003 restructuring plan 
2002 restructuring plan 
2001 restructuring plan 
Merger-related 

Total 

The 2003 restructuring reserve included charges of $1 07 million for severance benefits pursuant to established 
severance policies and $24 million for real estate exit obligations, which primarily include estimated future net payments on 
abandoned operating leases. We identified approximately 2,300 employees from various functional areas to be terminated 
as part of this restructuring. Through December 31,2003, approximately 1,600 of the planned reductions had been 
completed. The remaining 700 reductions are expected to occur over the next year, with severance payments generally 
extending from two to 12 months. The real estate exit costs include the net present value of rental payments due over the 
remaining term of the leases, net of estimated sublease rentals and estimated costs to terminate the leases. Through 
December 31,2003 we had utilized $12 million of the 2003 restructuring reserves for severance payments and $2 million 
for real estate exit costs. 

SFAS No. 146 establishes standards for reporting information about restructuring activities. Effective for exit or 
disposal activities initiated after December 31,2002, SFAS No. 146 requires disclosure of the total amount of costs 
expected to be incurred in connection with these activities for each reportable segment. The 2003 restructuring provisions 
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for our wireline, wireless and other segments are $87 million, $0 million and $44 million, respectively. 

During the year ended December 31,2003, we utilized $43 million of the 2002 restructuring plan (as described below) 
reserves for employee severance payments and $1 9 million for real estate exit-related payments. We had identified 4,500 
employees to be terminated as part of the 2002 restructuring plan and as of December 31,2003, these employee reductions 
were complete. As the 2002 plan was complete and actual costs were less than originally estimated, we reversed $6 million 
of the restructuring reserve during the year ended December 3 I, 2003. This reversal included $4 million of severance 
reserves and $2 million of real estate exit reserves. The remaining restructuring reserve for the 2002 restructuring plan 
includes $7 million for severance payments, which we expect to utilize during 2004, and $89 million for real estate exit 
costs. The real estate exit costs are to be utilized over the next several years. 

During the year ended December 31,2003, we utilized $38 million of the 2001 restructuring plan reserves. This 
utilization includes $4 million for severance-related costs and $34 million for real estate exit costs. As the employee 
severance-related activities related to the 2001 restructuring plan were complete and as actual costs were less than 
originally estimated, the remaining severance-related reserve of $1 1 'million as well as $1 million of over-accrued real estate 
exit-related reserves were 

reversed during the year ended December 31,2003. The remaining restructuring reserve for 2001 of $31 1 million 
represents remaining real estate exit obligations, which will be utilized over the next several years. 

During the year ended December 31, 2003, we utilized the remaining Merger-related reserve established during 2000. 

2002 Activities 

During the year ended December 31,2002, in response to shortfalls in employee reductions as part of the 2001 
restructuring plan (as discussed below) and due to continued declines in our revenue and general economic conditions, we 
identified enlployee reductions in various functional areas and permanently exited a number of operating and administrative 
facilities. In connection with that restructuring, we established a restructuring reserve and recorded a charge of $299 million 
to our 2002 consolidated statement of operations to cover the costs associated with these actions, as more fully described 
below. 

Year Ended December 31,2002 
January 1, December 31, 

2002 2002 

Balsnce Provisions Utilization Reversals Balance 
-- 

(Dollars in millions) 

2002 restructuring plan 
2001 restructuring plan 
Merger-related 

Total 

The 2002 restructuring reserve included $179 million related to severance and $120 million for real estate exit costs. 
During the year ended December 31,2002, $123 million of the reserve was utilized for severance benefits and $12 million 
was utilized for real estate exit costs. Relative to our 2001 plan, $1 72 million of the reserve was utilized for severance 
payments and $193 million was utilized for real estate exit costs. Also, during the year ended December 31,2002, we 
accrued an additional $71 million for additional 2001 restructuring plan real estate exit costs and reversed $135 million of 
the 2001 restructuring plan reserves. The 2001 restructuring plan reversal was comprised of $1 13 million of severance costs 
and $22 million of over accrued real estate exit costs. The 2001 plan included 10,000 anticipated terminations and as of 
December 3 I, 2002, we had terminated 7,000 employees. 
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During the year ended December 3 I, 2002, we utilized $36 million of Merger-related reserves established during 
2000, primarily for contractual and legal settlements and reversed $53 million of the Merger-related reserves as the 
employee reductions and contractual settlements were complete. The remaining Merger-related reserve represents 
contractual obligations paid in 2003. 

2001 Activities 

During the year ended December 31,2001, we established a reserve and charged to our consolidated statement of 
operations $825 million for restructuring activities in conjunction with our 2001 restructuring plan. This reserve was 
comprised of $332 million for severance-related costs and $493 million for real estate exit costs. This reserve was partially 
offset by a reversal of $9 million of other restructure-related real estate exit costs. During the year ended December 3 1, 
2001, in relation to the Merger as earlier described, we charged to our consolidated statement of operations $321 million, 

which is comprised of $1 15 million for additional contractual settlement, legal contingency and other related costs, 
$1 32 million for additional severance charges and $74 million for other Merger-related costs, net of reserve reversals. The 
additional provisions and reversals of Merger-related costs were due to additional Merger-related activities and 
modifications to previously accrued Merger-related activities. 

The following table outlines our cumulative utilization of the 2003,2002 and 2001 restructuring and Merger-related 
plans through December 3 1,2003. 

December 31,2003-- 

Cumulative Utilization 

2003 restructuring plan 
2002 restructuring plan 
2001 restructuring plan 
Merger-related 

Total cumulative utilization 

Real Estate 
Severance and Exit and 

Related Related Total 
, . - 

(Dollars in millions) 

1 
Note 10: Other Financial Information 

Accrued Espetises utid Other Current Liabilities 

Accrued expenses and other current liabilities consist of the following: 

December 31, 

Accrued interest 
Employee compensation 
Accrued property and other taxes 

2003 2002 -- 
(Dollars in millions) 
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Accrued facilities costs 358 199 
Current portion of state regulatory and legal liabilities 196 182 
Restructuring and Merger-related reserves 147 127 
Other 345 492 -- 

Total accrued expenses and other current liabilities $ 2,266 $ 2,191 -- 
Other Long-Tern~ Liabilities 

Other long-term liabilities include a deferred credit associated with our November 12,2003 settlement of the disputes 
with certain of our insurance camers related to, among other things, the investigations and securities and derivative actions 
described in Note 17-Commitments and Contingencies. The settlement involved, among other things, an additional 
payment by us of $1 57.5 million, and in return, the insurance carriers paid $350 million into trust. Of the $350 million, 
$1 50 million in cash is available for our benefit and has been used in large part to reimburse defense costs incurred by us in 
connection with these matters. Another $143 million in cash and $57 million in irrevocable letters of credit, totaling 
$200 million, is set aside to cover losses we may incur and the 

losses of current and former directors and officers and others who have released the insurance camers in connection with 
the settlement. The use and allocation of these proceeds has yet to be resolved between us and individual insureds. We 
consolidated the trust assets and related deferred credit into our consolidated balance sheet as of December 31,2003. We 
have also recorded a reserve in our consolidated financial statements for the estimated minimum liability associated with 
certain of these matters. We have classified the assets, deferred credit and loss reserve as non-current. 

Other long-term liabilities also includes $221 million related to the termination of our Calpoint LLC ("Calpoint") 
services agreement. We entered into a services agreement with Calpoint in 2001. In connection with this arrangement, we 
also agreed to pay monthly services fees directly to the trustee that serves as a paying agent on debt instruments issued by 
special purpose entities sponsored by Calpoint. This unconditional purchase obligation required us to pay at least 75% of 
the monthly service fees for the entire term of the agreement, regardless of whether Calpoint provided us service. In 
September 2003, we terminated our services arrangement with Calpoint. We paid to terminate the services agreement, but 
will continue to make payments to a trustee related to the unconditional purchase obligation. As a result of this transaction, 
in September 2003, we recorded a liability of $346 million for the net present value of the remaining obligation which will 
be paid through 2006. Our total remaining liability related to the Calpoint transaction is $322 million as of December 31, 
2003. 

Note 11: Employee Benefits 

Perrsion, Post-retirenrent and Other Post-enrploynrent Ben ef ts  

We have a noncontributory defined benefit pension plan (the "Pension Plan") for substantially all management and 
occupational (union) employees. In addition to this qualified Pension Plan we also operate a non-qualified pension plan for 
certain highly compensated employees and executives (the "Non-Qualified Pension Plan"). We maintain post-retirement 
healthcare and life insurance plans that provide medical, dental, vision and life insurance benefits for certain retirees. We 
also provide post-employment benefits for certain other former employees. As of December 3 I ,  2003 and 2002, shares of 
our common stock and ownership of our debt accounted for less than 0.5% of the assets held in the pension plans and post- 
retirement benefit plans. 

Management employees who retain the retiree medical and life benefits and retire after September 6,2000 will begin 
payillg 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. 

We modified the Pension Plan benefits, effective January 1,2001, for all former U S WEST management employees 
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who did not have 20 years of service by December 3 1,2000 or who would not be service pension eligible by December 31, 
2003. For employees who did not meet these criteria (the "unprotected group"), no additional years of service will be 
credited under the defined lump sum formula for years worked after December 31,2000. These employees' pension benefits 
will only be adjusted for changes in the employees' future compensation levels. Future benefits for the unprotected group 
are based on 3% of pay while actively employed plus a return as defined in the Pension Plan. The minimum retum.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. 

~ffkctive August 1 I, 2000, the Pension Plan was amended to provide additional pension benefits to certain plan 
participants who were involuntarily separated from us between August 11,2000 and June 30,2001. The Pension Plan was 
subsequently amended to provide termination benefits through June 30,2003. The amount of the benefit is based on pay 
and years of service. For 2003,2002 and 2001, the amounts of additional termination benefits paid were $73 million, 
9226 million and $1 54 million, respectively. In addition, special termination benefits of $0 million, $3 million and 
$6 million were paid from the Non-Qualified Pension Plan to certain executives during 2003,2002 and 2001, 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 2003 or 2002 and as of December 31,2003 and 2002, the 
fair value of the assets in the qualified pension trust exceeded the accumulated benefit obligation of the qualified Pension 
Plan. During 2003, we made contributions of S8 million to the post-retirement healthcare plan; however, we did not 
contribute to the post-retirement healthcare or life insurance plans in 2002. We expect to contribute approximately 
$13 million to the post-retirement healthcare plan during 2004. 

The components of the net pension credit, non-qualified pension benefit cost and post-retirement benefit cost are as 
follows: 

Pension Cost (Credit) Yenrs Non-Qualified Pension Cost Post-retirement Benefit Cost 

Ended December 31, Years Ended December 31, Years Ended December 31, 

Service Cost 
Interest Cost 
Expected return on plan assets 
Amortization of transilion asset 
Amortization of prior service cost 
Plan settlement 
Special termination benefits 
Recognized net actuarial (gain) loss 

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

2003 2002 2001 2003 2002 2001 2003 2002 ZOO1 
P l l l l l C P - - . - - -  

(Dollars in millions) 

The net pension cost (credit) is allocated between cost of sales and selling, general and administrative expense in the 
consolidated statements of operations. 

The measurement dates used to determine pension and other postretirement benefit measurements for the plans are 
December 3 1,2003,2002 and 2001. The actuarial assumptions used to compute the 
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net pension cost (credit), non-qualified pension benefit cost and post-retirement benefit cost are based upon information 
available as of the beginning of the year, as presented in the following table. 

Non-Qualified Pension Post-retirement Benefit 

Pension Cost (Credit) Cost  Cost 

Beginning of the year: 
Discount rate 6.75% 7.25% 7.75% 6.75% 7.25% 7.75% 6.75% 7.25% 7.75% 
Rate of compensation increase 4.65% 4.65% 4.65% 4.65% 4.65% 4.65% NIA NIA NIA 
Expected long-term rate of return on plan assets 9.00% 9.40% 9.40% NIA NIA NIA 9.00% 9.40% 9.40% 
Initial healthcare cost trend rate NIA NIA NIA NIA NIA NIA 10.00% 8.25% 8.25% 
Ultimate healthcare cost trend rate NIA NIA NIA NIA NIA NIA 5.00% 5.00% 5.00% 
Year ultimate trend rate is reached NIA NIA NIA NIA NIA NIA 2013 2007 2007 

NIA-not applicable 

Following is an analysis of the change in the projected benefit obligation for the pension, non-qualified pension plans 
and post-retirement benefit plan obligation for the years ended December 31,2003 and 2002: 

Non-Qunlified Pension Post-retirement Benefit 
Pension Plan Years Ended Plan Years Ended Plan Years Ended 

December 31, December 31, December 3'1, 

2003 2002 2003 2002 2003 2002 ---- 
(Dollars in millions) 

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

Benefit obligation accrued at end of year 

Accumulated benefit obligation 

The actuarial assumptions used to compute the funded (unfunded) status for the plans are based upon information 
available as of the end of the respective year and are as follows: 

Non-Qualified Post-retirement 
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End of the year: 
Discount rate 
Rate of compensation increase 
Initial healthcare cost trend rate 
Ultimate healthcare cost trend rate 
Year ultimate trend rate is reached 

Pension Plan Pension Plan Benefit Plan 

6.25% 6.75% 6.25% 6.75% 6.25% 6.75% 
4.65% 4.65% 4.65% 4.65% NIA NIA 
N/A NIA NIA NIA 10.00% 10.00% 
NIA N/A N/A NIA 5.00% 5.00% 
NIA NIA N/A NIA 2014 2013 

N/A-not applicable 

Following is an analysis of the change in the fair value of plan assets for the pension, non-qualified pension and post- 
retirement benefit plans for the years ended December 31,2003 and 2002: 

Non-Qualified Pension Post-retirement Benefit 
Pension Plan Years Ended Plan Yenrs Ended Plan Years Ended 

December 31, December 31, December 31, 

2003 2002 2003 2002 2003 2002 - L - 
(Dollars in millions) 

Fair value of plan assets at beginning of year $ 8,427 $ 11,121 $ - 
Actual gain (loss) on plan assets 1,702 (1,001) - 

Net employer contributions - - 12 
Business divestitures (1 04) (80) - 
Benefits paid (1,015) (1,613) (1 2) - - 

Fair value of plan assets at year end $ 9,010 $ 8,427 $ - - - 
The following table presents the funded status of the pension, non-qualified pension and post-retirement benefit plans 

as of December 3 1,2003 and 2002: 

Non-Qunlified Pension 
Pension Plan Yenrs Ended Plan Years Ended Post-retirement Benefit Plan 

December 31, December 31, Yenrs Ended December 31, 

2003 2002 2003 2002 2003 2002 
I - -  

(Dollars in millions) 

Funded (unfunded) status 
Unrecognized net actuarial loss 
Unamortized prior service cost (benefit) 
Unrecognized transition (asset) obligation 

Prepaid benefit (accrued cost) 
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The weighted-average asset allocations for the benefit plans at December 3 1,2003 and 2002, by asset category are as 
follows: 

Non-Qualified Post-Retirement 
Pension Plan Pension Plan Benefit Plan 
Years Ended Years Ended Years Ended 

December 31, December 31, December 31, 

Equity Securities 
Debt Securities 
Real Estate 
Other 

Total 

59% N/A 
29% NIA 

6% NIA 
6% NIA 

N/ A 
NI A 
NIA 
NIA - 
N/A 

NIA-not applicable 

The investment objective for the benefit plans is to provide an attractive risk-adjusted return that will ensure the 
payment of benefits and protect against the risk of substantial investment losses. The asset mix, or the percent of the trust 
held in each asset class, is the primary determinant of the total fund return. The asset mix takes into account benefit 
obligations, risklreturn requirements and the outlook for the financial markets. AS of year-end, the actual asset mix is within 
the 50%-70% policy allocation range for equities and 30%-50% for non-equities (debt, real estate and other). 

In computing the pension and post-retirement 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: 
( I )  discount rate and (2) expected rate of return on plan assets. 

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income investments available 
at the measurement date and expected to be available during the period to maturity of the pension benefits. In making this 
determination we consider, among other things, the 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 trust assets. The rate of 
return is determined by the investment composition of the plan assets and the long-term risk and retum forecast for each 
asset category. The forecasts for each asset class are generated using historical information as well as an analysis of current 
and expected market conditions. The expected risk and retum characteristics for each asset class are reviewed annually and 
revised, as necessary, to reflect changes in the financial markets. 

To compute the expected return on Pension 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. 

A change of one percent in the assumed initial healthcare cost trend rate would have had the following effects in 2003: 

One Percent Change 

Increase Decrease 
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(Dollars in millions) 

Effect on the aggregate of the service and interest cost 
components of net periodic post-retirement benefit cost 
(statement of operations) $ 27 $ (23) 
Effect on accumulated post-retirement benefit obligation 
(balance sheet) $ 459 $ (389) 

On January 5,2001, we announced an agreement with our major unions, the Communications Workers of America 
("CWA") and the International Brotherhood of Electrical Workers ("IBEW"), to extend the existing union contracts for 
another two years, through August 2003. The 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 did not have a material impact on our pension and 
post-retirement benefit computations. 

Medicure Prescription Drug, Improvenlent and Modernization Act of 2003 

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 ("the Act") became 
law in the United States. The Act introduces a prescription drug benefit under Medicare as well as a federal subsidy to 
sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to the Medicare 
benefit. In accordance with FASB Staff Position No. 106-1. "Accounting and Disclosure Requirements Related to the 
Medicare Prescription Drug, Improvement and Modernization Act of 2OO3", we elected to defer recognition of the effects 
of the Act in any measures of the benefit obligation or cost. Specific authoritative guidance on the accounting for the 
federal subsidy is pending and that guidance, when issued, could require us to change previously reported information. 
Currently, we do not believe we will need to amend our plan to benefit from the Act. The measurement date used to 
determine pension and other postretirement benefit measures for the pension plan and the postretirement benefit plan is 
December 31. 

Other Benefil 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 ("IRS"). Currently, we match a percentage 
of employee contributions in our common stock. As a result of our failure to file in a timely manner various of our quarterly 
reports on Form 10-Q and our failure to file our Annual Report on Form 10-K, beginning in August 2002, we temporarily 
suspended the investment of employee contributions in our common stock. During the fourth quarter of 2003, we filed with 
the SEC our 2003 quarterly reports on Form 10-Q and our annual report on Form 10-K for the year ended December 31, 
2002, (the "2002 Form 10-K"). We then 

restored the discretionary investment of employee contributions in our common stock beginning in February 2004. As of 
December 31,2003, the assets of the plan included approximately 88 million shares of our common stock as a result of the 
combination of our employer match and participant directed contributions. We made cash contributions in connection with 
our 401 (k) plan of $8 million and 983 million for 2002 and 2001, respectively. In addition, we made contributions of our 
common stock of $76 million and $77 million in 2003 and 2002, respectively. 

Deferred Compensation Plans 

We sponsor several deferred compensation plans for a group that includes certain 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. 

http://ccbn.tenkwizard.com/fi1ing.php?repoe&ipage=2662294&docl &pg=&TK=Q& ... 4/2/2004 
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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 31,2003 and 2002 was 
$24 million and $36 million, respectively. The value of the deferred compensation plans' assets were $33 million and 
$41 million at December 31,2003 and 2002, 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. Under this plan, directors 
may, at their discretion, elect to defer all or any portion of the directors' fees for the upcoming year for services they 
perform as directors of the Company. In the plan for the members of the current Board, 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: ( I )  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). A change in our 
stock price of one dollar would not result in a significant expense impact to our consolidated financial statements. 

... 

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 31,2003, for the plan was $6 million and the expense 
associated with this plan was not significant during 2003. However, depending on the extent of appreciation in the value of 
our common stock, expenses incurred under this plan could become significant in subsequent years. 

Note 12: 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, p~e-Merger Qwest adopted the Equity Incentive Plan. This plan was most recently amended and 
restated on October 4,2000 and permits the grant of non-qualified stock options, incentive stock options, stock appreciation 
rights, restricted stock, stock units and other stock grants. The maximum number of shares of our common stock that may 
be issued under the Equity lncentive Plan at any time pursuant to awards is equal to 10% of the aggregate number of our 
common shares issued and outstanding reduced by the aggregate number of options and other awards then outstanding 
under the Equity Incentive Plan or otherwise. Issued and outstanding shares are determined as of the close of trading on the 
New York Stock Exchange on the preceding trading day. Since the Merger, all option grants have been issued from this 
plan. As of December 3 I, 2003, the maximum number of shares of our common stock available for issuance under the 
Equity Incentive Plan was 177 million, with 126 million shares underlying outstanding options and 51 million shares 
available for issuance pursuant to new awards. 

As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and our failure to file our 
2002 Form 10-K, beginning in August 2002, we temporarily suspended the ability of option holders to exercise their vested 
options. During the fourth quarter of 2003, we filed with the SEC our 2003 quarterly reports on Form 10-Q and our 2002 
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Form 10-K. We then restored the ability of option holders to exercise vested options beginning in January 2004. 

The Compensation and Human Resources Committee of our Board, or its delegate, approves the exercise price for 
each option. Stock options generally have an exercise price that is at least equal to the fair market value of the common 
stock on the date the stock option is granted, subject to certain restrictions. Stock option awards generally vest in eqllal 
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 that we granted to our employees from 
June I999 to September 2002 typically provide for accelerated vesting if the optionee is temiinated 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 2003,2002 and 2001 have ten-year terms. 

On October 31,2001, we announced a voluntary stock option exchange offer. Under the terms of the offer and subject 
to certain restrictions, our employees could exchange all or a portion of their stock options that had an exercise price of $35 
or more. The offer was available,only to our full-time, non-union employees (excluding I5 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 ,200i  on a share-for-share basis. On June 3,2002,9,655 employees received 26 million stock 

options in the exchange. The exercise price on the new options is $5.1 0, 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 $6 million, $1 8 million and $34 million in the years ended December 31, 
2003,2002 and 2001, respectively. 

Summarized below is the activity of our stock option plans for the three years ended December 31,2003: 

Weighted 
Number of Average 

Shares Exercise Price 

(in 
thousands) 

Outstanding January 1,2001 
Granted 
Exercised 
Tendered for cancellation 
Canceled or expired 

Outstanding December 3 1,2001 
Granted 
Exercised 
Canceled or expired 

Outstanding December 3 1,2002 
Granted 
Exercised 
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Canceled or expired 

Outstanding December 3 1,2003 

Options to purchase 54.0 million, 49.3 million and 45.4 million shares of Qwest common stock at weighted-average 
exercise prices of $25.38, $28.62 and $28.40 were exercisable at December 3 1,2003,2002 and 2001, respectively. 

The outstanding options at December 3 1,2003 have the following characteristics (shares in thousands): 

Outstanding Options Exercisable Options 

Range of Exercise Price 

Number 

Outstanding 

Weighted 
Average 

Remaining Life 

(Years) 

Weighted 
Average 
Exercise 

Price 

Number 

Exercisable 

Weighted 
Average 
Exercise 

Price 

Total 

As required by SFAS No. 123 and SFAS No. 148, "Accounting for Stock-based Compensation-Transition and 
Disclosure-an Amendment of FASB Statement No. 123", we have disclosed 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 2003, 2002 and 2001 : 

Years Ended December 31, 

Risk-free interest rate 
Expected dividend yield 
Expected option life (years) 
Expected stock price volatility 
Weighted-average grant date fair value 

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 
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In 2003, we did not grant any shares of restricted stock under the Equity Incentive Plan. In 2002 and 2001, we granted 
400,000 and 650,000 shares of restricted stock under the Equity Incentive Plan with weighted-average grant date fair values 
of $6.85 and $16.81 per share, respectively. Restricted stock awards granted in 2002 and 2001 generally vest ratably over 
four years. Compensation expense of $2 million, $13 million and $6 million was recognized for restricted stock grants in 
2003, 2002 and 2001, respectively. 

Growth Sliare 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. 

Due to the change in control as a result of the Merger, all Growth Shares were vested at June 30,2000. In the first 
quarter of 2001, we issued 356,723 shares of our common stock in settlement of all remaining vested Growth Shares. 

Enlployee Stock P~rrchase Plan 

We have an Employee Stock Purchase Plan ("ESPP") that we are authorized to issue shares of our common stock to 
eligible employees. As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and our 
failure to file our 2002 Form 10-K, we temporarily suspended the ESPP in August 2002. In December 2003, an amended 
and restated ESPP was approved by the shareholders. Under the amended plan, we are authorized to issue 27 million shares 
of our common stock to eligible employees. Enrollment in the amended ESPP plan began in January 2004, with the first 
distribution of stock scheduled to occur during the first week of March 2004. Under the terms of the ESPP, eligible 
employees may authorize payroll deductions of up to 15% of their base compensation, as defined, to purchase our common 
stock at a price of 85% of the fair market value of our common stock on the last trading day of the month in which our 
common stock is purchased. No shares were purchased under this plan in the year ended December 3 1,2003 due to the 
suspension; however, 3,680,443 and 1,761,470 shares were purchased under this plan at weighted-average purchase prices 
of $4.12 and $2 I .24 per share, respectively, during the years ended December 3 1,2002 and 2001, respectively. In 
accordance with APB No. 25, we do not recognize compensation expense for the difference between the employees' - .  
purchase price and the fair market value of the stock. 

Note 13: Stockholders' Equity 

Coni~riorl Stock ($0.01 par value) 

We are authorized to issue up to 5.0 billion shares of common stock, par value $0.01 per share. As of December 31, 
2003 and 2002, there were 1.770 billion and I .714 billion shares issued and 1.770 billion and 1.699 billion shares 
outstanding, respectively. 

Preferred Stock ($I.OOpar value) 

Under our charter, our Board has the authority, without stockholder approval, to ( I )  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 hut unissued and unreserved shares of capital stock 
may be to render more difficult or discourage an attempt by a potential acquirer to obtain control of us by means of a 
merger, tender offer, proxy contest or 
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otherwise and thereby protect the continuity of our management. The issuance of such shares of capital stock may have the 
effect of delaying, defemng or preventing a change in control of us without any further action by our stockholders. We 
have no present intention to adopt a stockholder rights plan, but could do so without stockholder approval at any future 
time. 

As of December 3 I, 2003, 2002 and 2001, there were 200 million shares of preferred stock authorized but no shares 
issued or outstanding. 

Treasury Stock 

BellSouth Repurchase 

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 commitment. 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 we provide services 
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 consolidated 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 $1 8 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 $1 5 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 $1 6 million accounts receivable outstanding at December 31,2001. In addition, 
in accordance with the 2001 Agreement, we used $12 million of the $1 8 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. We reduced our revenue by $17 million in 2003 and 2002 related to the amortization of the 
deferred sales discount. 

Debt for Equity Exchange 
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During the first quarter of 2002, we issued 9.88 million shares of our common stock in exchange for certain 
outstanding debt. During 2003, the remaining treasury shares related to the BellSouth repurchase were issued in connection 
with certain debt-for-stock exchanges. The weighted-average cost of treasury shares issued was $42.53 per share. 

During 2003, we issued 52.5 million shares of our common stock with an aggregate value of $202 million in exchange 
for certain outstanding debt. 

Deferred Compensation-Rabbi Trust 

Rabbi trusts established in 2000 for two of our deferred compensation plans held 327,000 and 387,000 shares of our 
common stock with a cost of $1 5 million and $1 8 million at December 3 1,2003 and 2002, respectively. Our shares held by 
the Rabbi trusts are accounted for as treasury stock, which are considered outstanding for legal purposes. 

Other ~dni~rehet is ive  (Loss) Income 

Other comprehensive (loss) income in the consolidated statement of stockholders' (deficit) equity includes the 
following components: 

Years Ended December 31, 
. - 

2003 2002 2001 --- 
(Dollars in millions) 

Unrealized gains on available-for-sale marketable 
securities, net of reclassification adjustments $ 3 $  3 6 $  33 
Foreign currency translation (losses) gains (4) 40 
Income tax (provision) benefit related to items of other 

(33) 

comprehensive income (1 (3 0) - --- 
Other comprehensive (loss) income $ (2) $ 46 $ . - 

- laaa-  

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 

and recognized in income or loss from operations in our consolidated statements of operations during the periods cited 
below: 

I Years Ended December 31, 

2003 2002 2001 --- 
(Dollars in millions) 

Reversal of unrealized net gains on investments sold 
during the period $ 3 $  3 9 $  19 
Other-than-temporary gains charged to income or loss - - 44 
Reversal of foreign currency translation gain - 40 - 
Income tax expense related to items reclassified into 
income or loss (1 (31) (24) 
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Total reclassification adjustments 

Earn illgs Per Share 

The weighted-average number of shares used in computing basic and diluted income (loss) per share for the years 
ended December 31,2003,2002 and 2001 was 1.739 billion, 1.682 billion and 1.661 billion, respectively. For the years 
ended December 3 1,2003,2002 and 2001, the effect of approximately 126 million, 11 2 million and 105 million, 
respectively of outstanding stock options were excluded from the calculation of diluted income (loss) per share because the 
effect was anti-dilutive. 

Dividends 

We did not declare any dividends during 2003 and 2002. We declared and paid dividends of $0.05 per share of 
common stock during 2001. 

Note 14: Income Taxes 

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

Years ~ n d e d  December 31, 

Current tax (benefit) provision: 
Federal 
State and local 

Deferred tax (benefit) provision: 
Federal 
State and local 
Change in valuation allowance 

Income tax benefit 

2003 2002 ZOO1 - 
(Dollars in millions) 

I The effective tax rate for our continuing operations differs from the statutory tax rate as follows: 

Years Ended December 31, 

2003 2002 2001 --- 
(in percent) 
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Federal statutory income tax rate 35.0% 35.0% 35.0% 
State income taxes-net of federal effect 3.8 2.1 1.6 
Non-deductible KPNQwest investment write down and 
losses - (1.5) (16.7) 
Non-deductible goodwill impairment and amortization - (14.8) (3.8) 
Other 0.1 (0.1) 0.8 
Change in valuation allowance, state and federal (10.6) (8.3) - --- 

Effective income tax rate 

The components of the deferred tax assets and liabilities are as follows: 

December 31, 

Net operating loss canyforwards 
Post-retirement benefits and pensions 
State deferred taxes-net of federal effect 
Property, plant and equipment 
Other 

Valuation allowance on deferred tax assets 

Net deferred tax assets 

Property, plant and equipment 
State deferred taxes-net of federal effect 
Other 

Total deferred tax liabilities 

Net deferred tax assets 

(Dollars in millions) 

We received $67 million, $272 million and $574 million in net income tax refunds in 2003,2002 and 2001, 
respectively. 

As of December 3 1,2003, we had a net operating loss carryforward of $4.6 billion that will expire between 2004 and 
2023. Unused net operating losses generated by pre-Merger Qwest are subject to special rules in the Internal Revenue Code 
("IRC"). IRC Section 382 limits the amount of income that may be offset each year by unused net operating losses arising 
prior to a merger. The annual limitations are based upon the value of the acquired company at the time of the Merger 
multiplied by the federal long-term tax-exempt interest rate in effect at that date. Any unused limitation may be canied 
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 
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was $320 million. In 2002, the remaining,book investment in KPNQwest was written off resulting in a $124 million 
recognized deferred tax asset. We also own a foreign subsidiary with a deductible temporary basis difference for which a 
$19 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. In 2003, we charged an additional $1 95 million to maintain the 
valuation allowance at a level sufficient to reduce our 2003 deferred tax assets to an amount we believe is recoverable. 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. 

We had unamortized investment tax credits of $97 million and $1 04 million as of December 3 1,2003 and 2002, 
respectively, included in other long-term liabilities on our consolidated balance sheets and as discussed in Note 2- 
Summary of Significant Accounting Policies. These investment tax credits are amortized over the lives of the related assets. 
At the end of 2003 we also have $62 million ($38 million net of federal income tax) of state investment tax credit 
canyfonvards that will expire between 2010 and 2016, if not utilized. 

'Note 15: Segment Information 

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

Segment income consists of each segment's revenue and direct expenses. Segment revenue is based on the types of 
products and services offered as described below. Segment expenses include employee and service-related costs,facility 
costs, network expenses and non-employee related costs such as customer support, collections and marketing. We manage 
indirect administrative services costs such as finance, information technology, real estate and legal centrally; consequently, 
these costs are allocated to the other services segments. Our network infrastructure is designed to be scalable and flexible to 
handle multiple products and services. As a result, we do not allocate network infrastructure costs, which include all 
engineering expense, design, repair and maintenance costs and all third-party facilities costs, to individual products. We 
manage depreciation, amortization, interest expense, interest income and other income (expense) on a total company basis. 
As a result, these charges are not allocated to any segment. 

SFAS No. 146 establishes standards for reporting information about restructuring activities. Effective for exit or 
disposal activities initiated after December 31,2002, SFAS No. 146 requires disclosure of the total amount of costs 
expected to be incurred in connection with these activities for each reportable segment. We do not include restructuring 
costs in the segment results which are reviewed by our CODM. As a result, we have excluded restructuring costs from our 
presentation below. 

For additional information on restructuring costs by segment, see Note 9-Restructuring and Merger-related Charges. 

Our wireline segment includes revenue from the provision of voice services and data and Internet services. Voice 
services consist of local voice services (such as basic local exchange services), long-distance voice services (such as 
IntraLATA long-distance services and InterLATA long-distance services) and other voice services (such as operator 
services, public telephone service, enhanced voice services, CPE and collocation services). Voice services revenue is also 
generated on a wholesale basis from network transport and billing services, wholesale long-distance service revenue 
(included in long-distance services revenue) and wholesale access revenue (included in local voice services revenue). Data 
and Internet services include data services (such as traditional private lines, wholesale private lines, frame relay, 
asynchronous transfer mode and related CPE) and Internet services (such as DSL, dedicated Internet access ("DIA"), virtual 
private network ("VPN"), Internet dial access, web hosting, professional services and related CPE). Revenue from optical 
capacity transactions are also included in revenue from data services. Depending on the product or service purchased, a 
customer may pay an up-front fee, a monthly fee, a usage charge or a combination of these fees and charges. 
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Our wireless services are provided through our wholly owned subsidiary, Qwest Wireless. In August 2003, Qwest 
Wireless entered into a services agreement with a subsidiary of Sprint that allows us to resell Sprint wireless services, 
including access to Sprint's nationwide PCS wireless network, to consumer and business customers, primarily within our 
local service area. We began offering these Sprint services under our brand name in March 2004. Through Qwest Wireless, 
we continue to operate a PCS wireless network that serves select markets within our local service area, including Denver, 
Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets. Our wireless customers who are 
currently being serviced through our proprietary wireless network will be transitioned onto Sprint's network over time. 

Our other services segment consists of revenue and expenses from other operating segments and functional 
departments that do not meet quantitative threshold requirements. Other services revenue 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, real estate, legal, marketing services and human resources, which we centrally manage. 

Other than as already described herein, the accounting principles used are the same as those used in our consolidated 
financial statements. The revenue shown below for each segment is derived from transactions with external customers. 
Internally, we do not separately track the total assets of our wireline or other segments. As such, total asset information for 
the three segments shown below is not presented. 

Segment information for the three years ended December 31,2003 is summarized as follows: 

Years Ended December 31, 

Operating revenues: 
Wireline 
Wireless 
Other services 

Total operating revenue 

Operating expenses: 
Wireline 
Wireless 
Other services 

Total segment expenses 

Segment income (loss): 
Wireline 
Wireless 
Other services 

Total segment income 

Capital expenditures: 
Wireline 
Wireless 

2003 2002 2001 - 
(Dollars in millions) 
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Other services 

Total capital expenditures 
Non-cash investing activities 

Total cash capital expenditures 

The following table reconciles segment operating income to net loss for each of the years ended December 31,2003, 
2002 and 2001: 

Years Ended December 31, 

Segment income 
Depreciation 
Goodwill and other intangible assets amortization 
Goodwill impairment charge 
Asset impairment charges 
Restructuring and other charges 
Merger-related (charges) credits 
Total other expense--net 
Income tax benefit 
Income and gain from sale of discontinued operations 
Cumulative effect of accounting change 

Net income (loss) 

2003 2002 2001 - 
(Dollars in millions) 

Set forth below is revenue information for the years ended December 31,2003,2002 and 2001 for revenue derived 
from external customers for our products and services. 

Years Ended December 31, 

Operating revenues: 
Wireline voice services 
Wireline data and Internet services 
Wireless services 
Other services 

Total operating revenues 

(Dollars in millions) 
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We provide a variety of telecommunications services on a national and international basis to global and national 
businesses, small businesses, governmental agencies and residential customers. It 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 16: Related Party Transactions 

As discussed in Note 7-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 ADMl owned the remaining 25% 
economib interest and 50% voting interest. During 2002 and 2001, in connection with the operation and 

subsequent shutdown of QDM's business, ADMI and we made several loans to QDM generally in accordance with our 
respective economic interests in QDM. Neither ADMI or us made any loans to QDM during 2003. As of December 3 1, 
2003, the aggregate principal balance and accrued interest outstanding on loans to QDM from ADMI and us was 
$4.4 million and $12.3 million, respectively. All outstanding balances on loans we made to QDM have been written off as 
of December 3 1,2002. 

Also in October 1999, pre-Merger Qwest entered into a long-term Master Services Agreement with QDM under which 
QDM agreed to purchase approximately $1 19 million of telecommunication services through October 2008 and we agreed 
to extend credit to QDM for the purpose of making payments to us for the telecommunications services provided. Each 
October, QDM was required to pay an amount equal to the difference between certain specified annual 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. QDM made purchases of $700,000 and $3.3 million during 2002 and 2001, respectively. 

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of Precision Systems, Inc., 
a telecommunications solutions provider, from ADMI 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 2003,2002 and 2001, respectively, we paid $4.0 million, $0 and $2.0 million in interest and $3.4 million, $0 and 
$340,000 in principal, on the note. At December 31,2003, the outstanding accrued interest on the note was approximately 
$350,000 and the outstanding principal balance on the note was $30.3 million. 

As discussed in Note 7-Investments, pre-Merger Qwest and KPN formed a joint venture, KPNQwest, in April 1999. 
In November 2001, we purchased approximately I4 million additional shares and Anschutz Company purchased 
approximately six million shares of KPNQwest common stock from KPN for $4.58 per share. Anschutz Company's stock 
purchase was at our request and with the approval of the disinterested members of our Board. After giving effect to this 
transaction, we held approximately 47.5% of KPNQwest's outstanding shares. 

During 2002 and 2001, we entered 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, Internet protocol 
transit and DIA. We made purchases of these assets and services from KPNQwest totaling $1 69 million and $218 million in 
2002 and 2001, respectively. We recognized revenue on products and services sold to KPNQwest in the amount of 
$12 million and $1 8 million in 2002 and 2001, respectively. Pricing for these services was based on what we believed to be 
the fair market value at the time the transactions were consummated. Some of KPNQwest's sales to us were in accordance 
with the distribution agreement with KPNQwest, whereby we were, in certain circumstances, the exclusive distributor of  
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certain of KPNQwestls services in North America. As of December 3 1,2001, 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 

130 

from KPNQwest. In connection with KPNQwestls bankruptcy, as discussed in Note 7-Investments, the purchase 
commitment terminated during June 2002. 

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. ("GTS") for convertible notes 
of KPNQwest with a face amount of 21 1 million Euros ($1 86 million based on a conversion rate at March 18,2002), 
among other consideration, under an agreement entered into in October 2001. As disclosed to our Board, a subsidiary of 
Anschutz Company had become a creditor of GTS in 2001. We understand that 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 KPNQwestls 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. 

Note 17: Commitments and Contingencies 

Cotnmittnents 

Future Contractual Obligations 

The following table summarizes our future commitments, excluding repayments of debt, as of December 3 1,2003: 

Payments Due by Period 

Capital leases and other 
Operating leases 
Purchase commitment obligations: 

Telecommunications commitments 
IRU operating and maintenance 
obligations 
Advertising and promotion 
Services 

Total commitments 

2004 2005 2006 2007 2008 Thereafter Total - --_I - 
(Dollars in millions) 

Capital Leases 

We lease certain office facilities and equipment under various capital lease arrangements. Assets acquired through 
capital leases during 2003,2002 and 2001 were $36 million, $36 million and $1.21 5 billion, respectively. Assets recorded 
under capitalized lease agreements included in property, plant and equipment consisted of $1 83 million, $391 million and 
$2.01 1 billion of cost less accumulated amortization of $80 million, $191 million and $362 million at December 31,2003, 
2002 and 2001, respectively. 
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The future minimum payments under capital leases as of December 31,2003 are reconciled to our balance shed as 
follows: 

Capital Lease 

Obligations 

Total minimum payments 
Less: amount representing interest 

(Dollars in millions) 

Present value of minimum payments 
Less: current portion 

Long-term portion 

Operating Leases 

Certain office facilities, real estate and equipment are subject to operating leases. We also have easement (or right-of- 
way) agreements with railroads and public transportation authorities that are accounted for as operating leases. Rent 
expense under these operating leases was $479 million, $504 million and $696 million during 2003,2002 and 2001, 
respectively, net of sublease rentals of $33 million, $25 million and $21 million respectively. Minimum operating lease 
payments have not been reduced by minimum sublease rentals of $173 million due in the future under non-cancelable 
subleases. In 2003,2002 and 2001, contingent rentals representing the difference between the fixed and variable rental 
payments were not material. 

Purchase Commitment Obligations 

We have purchase commitments with competitive local exchange camers ("CLECs"), interexchange camers ("IXCs") 
and third-party vendors that require us to make payments to purchase network services, capacity and telecommunications 
equipment. These commitments require us to maintain minimum monthly and/or annual billings, in certain cases based on 
usage. 

Also included in the telecommunications commitments are purchase commitments that we entered into with KMC 
Telecom Holdings, lnc. ("KMC") in connection with sales of equipment at the time we entered into facilities management 
service agreements with them. In connection with the KMC arrangements, we also agreed to pay the monthly service fees 
directly to a trustee that serves as paying agent on debt instruments issued by special purpose entities sponsored by KMC. 
These unconditional purchase obligations require us to pay at least 75% of the monthly service fees for the entire term of 
the agreements, regardless of whether KMC provides us services. Our remaining unconditional purchase obligations under 
these agreements were $41 8 million as of December 31,2003. 

A portion of our fiber optic broadband network includes facilities that were purchased or are leased from third parties 
in the form of IRUs. These agreements are generally 20 to 25 years in length and generally include the requirement for us to 
pay operating and maintenance fees to a third party for the tern of the agreement. 

We have various long-term, non-cancelable purchase commitments for advertising and promotion services, including 
advertising and marketing at sports arenas, and other venues and events. We have service-related commitments with various 
vendors for data processing, technical and software support. 
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We have engaged in discussions with the SEC staff in an effort to resolve the issues raised in the SEC's investigation 
of us, and we continue to evaluate any possible range of loss. Such discussions are preliminary and we cannot predict the 
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. Were such 
a settlement to occur, we would expect such claims to address many of the accounting practices and transactions and related 
disclosures that are the subject of the various restatements we have made as well as additional transactions. In addition, any 
settlement with the SEC may also involve, among other things, the imposition of disgorgement and a civil penalty, the 
amounts of which could be substantially in excess of our recorded reserve, and the entry of a court order that would require, 
among other things, that we and our officers and directors comply with provisions of the federal securities laws as to which 
there have been allegations of prior violations. 

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,2001. The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from the Merger. On 
November 21, 2001, the SEC staff informed us of 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 b'een 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 Qwest for purposes of determining present responsibility. On September 12,2003, we were 
informed that the Inspector General of the GSA had referred to the GSA SuspensionIDebarment Official the question of 
whether Qwest and its subsidiaries should be considered for debarment. We have been informed that the basis for the 
referral was the February 2003 indictment against four former Qwest employees in connection with a transaction with the 
Arizona School Facilities Board in June 2001 and a civil complaint also filed in February 2003 by the SEC against the same 
former employees and others relating to the Arizona School Facilities Board transaction and a transaction with Genuity Inc. 
("Genuity") in 2000. We are cooperating fully with the GSA and believe that Qwest and its subsidiaries will remain 
suppliers of the government, although we cannot predict the outcome of this referral. 

Securities Actions and Derivative Actions 

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

On August 21,2002, plaintiffs in the consolidated securities action filed their Fourth Consolidated Amended Class 
Action Complaint ("Fourth Consolidated Complaint"), which defendants moved to dismiss. On January 13,2004, the 
United States District Court for the District of Colorado granted the defendants' motions to dismiss in part and denied them 
in part. In that order, the court allowed plaintiffs to file a proposed amended complaint seeking to remedy the pleading 
defects addressed in the court's dismissal order and ordered that discovery, which previously had been stayed during the 
pendency of the motions to dismiss, proceed regarding the surviving claims. On February 6,2004, plaintiffs filed a Fifth 
Consolidated Amended Class Coniplaint ("Fifth Consolidated Complaint"). The Fifth Consolidated Complaint attempts to 
expand the putative class period previously alleged in the Fourth Consolidated Complaint, seeks to restore the claims 
dismissed by the court, including claims against certain individual defendants who were dismissed as defendants by the 
court's dismissal order, and to add additional individual defendants who have not been named as defendants in plaintiffs' 
previous complaints. The Fifih Consolidated Complaint also advances allegations related to a number of matters and 
transactions that were not pleaded in the earlier complaints. The Fifth Consolidated Complaint is purportedly brought on 
behalf of purchasers of publicly traded securities of Qwest between May 24, 1999 and July 28,2002, and names as 
defendants Qwest, Qwest's former Chairman and Chief Executive Officer, Joseph P. Nacchio, Qwest's former Chief 
Financial Officers, Robin R. Szeliga and Robert S. Woodruff, other of Qwest's former officers and current directors and 
Arthur Andersen LLP. The Fifth Consolidated Complaint alleges, among other things, that during the putative class period, 
Qwest and certain of the individual defendants made materially false statements regarding the results of Qwest's operations 
in violation of section lo@) of the Securities Exchange Act of 1934 (the "Exchange Act"), that certain of the individual 
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defendants are liable as control persons under section 20(a) of the Exchange Act and that certain of the individual 
defendants sold some of their shares of Qwest's common stock in violation of section 20(a) of the Exchange Act. The Fifth 
Consolidated Complaint further alleges that Qwest and certain other defendants violated section 11 of the Securities Act of 
1933, as amended, (the "Securities Act") by preparing and disseminating false registration statements and prospectuses for 
the registration of Qwest common stock to be issued to U S WEST shareholders in connection with the merger of the two 
companies, and for the exchange of $3 billion of Qwest's notes pursuant to a registration statement dated January 17,2001, 
$3.25 billion of Qwest's notes pursuant to a registration statement dated July 12, 2001, and $3.75 billion of Qwest's notes 
pursuant to a registration statement dated October 30, 2001. Additionally, the Fifth Consolidated Complaint alleges that 
certain of the individual defendants are liable as control persons under section I5 of the Securities Act by reason of their 
stock ownership, management positions and/or membership or representation on the Company's Board. The Fifth 
Consolidated Complaint seeks unspecified compensatory damages and other relief. However, counsel for plaintiffs has 
indicated that the purported class will seek damages in the tens of billions of dollars. 

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 ("Second Consolidated Complaint") described 
below and referred to as the "consolidated ERISA action". Qwest expects the seventh putative class action to be 
consolidated with the other cases since it asserts substantially the same claims. The Second Consolidated complaint filed on 
May 21,2003, names as defendants, among others, Qwest, several former and current directors, officers and employees of 
Qwest, Qwest Asset Management, Qwest's Plan Design Committee, the Plan Investment Committee and the Plan 
Administrative Committee of the pre-Merger Qwest 401(k) Savings Plan. The consolidated ERISA action, which'is brought 
under the Employee Retirement Income Security Act alleges, among other things, that the defendants breached fiduciary 
duties to the Plan members by allegedly excessively concentrating the Plan's assets invested in Qwest's stock, requiring 
certain participants in the Plan to hold the matching contributions received from Qwest 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 Qwest's stock, continuing to offer Qwest's stock as an investment option 
under the Plan, failing to investigate the effect of the Merger on Plan assets and then failing to vote the Plan's shares against 
it, preventing plan participants from acquiring Qwest's stock during certain periods and, as against some of the individual 
defendants, capitalizing on their private knowledge of Qwest's financial condition to reap profits 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 Qwest has 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 
Qwest's stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The complaint 
alleges, among other things, that Qwest and the individual defendants issued false and misleading statements and engaged 
in improper accounting practices in order to accomplish the Merger, to make Qwest appear successful and to inflate the 
value of Qwest's stock. The complaint asserts claims under sections 1 I ,  12, 15 and 17 of the Securities Act. The complaint 
seeks unspecified monetary damages, disgorgenient 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 December 10,2002, the California State Teachers' Retirement System ("CalSTRS"), filed suit against Qwest, 
certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including Arthur 
Andersen LLP and several investment banks, 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 
$1 50 million invested in Qwest's equity and debt securities. The complaint alleges, among other things, that defendants 
engaged in a scheme to falsely inflate Qwest's revenue and decrease its expenses so that Qwest would appear more 
successful than it actually was during the period in which CalSTRS purchased and sold Qwest securities. The complaint 
purported to state causes of action against Qwest for (i) violation of California Corporations Code section 25400 et seq. 
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(securities laws); (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 sought compensatory, special 
and 

punitive damages, restitution, pre-judgment interest and costs. Qwest and the individual defendants filed a demurrer, 
seeking dismissal of all claims. In response, CalSTRS 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 Qwest 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 and the relief sought 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. CalSTRS reasserted its 
claim against Qwest for breach of fiduciary duty as a claim of aiding and abetting breach of fiduciary duty. Qwest filed a 
second demurrer to that claim and on November 17,2003, the court dismissed that claim without leave to amend. 
Discovery is proceeding in the CalSTRS litigation. 

On November 27,2002, the State of New Jersey (Treasury Department, Division of Investment) ("New Jersey"), filed 
a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer County. On October 17,2003, New Jersey 
filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and certain current 
directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by employing improper 
accounting practices and by issuing false statements about Qwest's business, revenues and profits. As a result, New Jersey 
contends that it incurred hundreds of millions of dollars in losses. New Jersey's complaint purports to state causes of action 
against Qwest for: (i) fraud; (ii) negligent misrepresentation; and (iii) civil conspiracy. Among other requested relief, New 
Jersey seeks from the defendants, jointly and severally, compensatory, consequential, incidental and punitive damages. On 
November 17,2003, Qwest filed a motion to dismiss. That motion is pending before the court. 

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. SURSl filed suit against Qwest, certain of 
Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen LLP and 
several investment banks. On October 29,2003, SURSl filed a second amended complaint which alleges, among other 
things, that defendants engaged in fraudulent conduct that caused it to lose in excess of $1 2.5 million invested in Qwest's 
common stock and debt and equity securities and that defendants engaged in a scheme to falsely inflate Qwest's revenues 
and decrease its expenses by improper conduct related to transactions with the Arizona School Facilities Board, Genuity, 
Calpoint, KMC, KPNQwest and Koninklijke KPN, N.V. The second amended complaint purports to state the following 
causes of action against Qwest: (i) violation of the Illinois Securities Act; (ii) common law fraud; (iii) common law 
negligent misrepresentation; and (iv) violation of section 1 I of the Securities Act. SURSl 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. All the individual defendants have moved to dismiss the action against them for lack 
of personal jurisdiction. To date, neither Qwest nor the individual defendants have filed a response to the second amended 
complaint, and the Illinois' court's schedule does not contemplate that answers or motions to dismiss be filed until after the 
challenges to jurisdiction have been resolved. 

On October 22,2001, a purported derivative lawsuit was filed in the United States District Court for the District of 
Colorado (the "Federal Derivative Litigation"). On February 6, 2004, a third amended complaint was filed in the Federal 
Derivative Litigation, naming as defendants certain of Qwest's present and former directors and certain former officers and 
naming Qwest as a nominal 

defendant. The Federal Derivative Litigation is based upon the allegations made in the consolidated securities action and 
alleges, among other things, that the defendants breached their fiduciary duties to Qwest by engaging in self-dealing, insider 
trading, usurpation of corporate opportunities, failing to oversee implementation of securities laws that prohibit insider 
trading, failing to maintain appropriate financial controls within Qwest, and causing or permitting Qwest to commit alleged 
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securities violations, thus (1) causing Qwest to be sued for such violations and (2) subjecting Qwest to adverse publicity, 
increasing its cost of raising capital and impairing earnings. The Federal Derivative Litigation has been consolidated with 
the consolidated securities action. Plaintiff seeks, among other remedies, disgorgement of alleged insider trading profits. 

On August 9,2002, a purported derivative lawsuit was filed in the Court of Chancery of the State of Delaware. A 
separate alleged derivative lawsuit was filed in the Court of Chancery of the State of Delaware on or about August 28, 
2002. On October 30, 2002, these two alleged derivative lawsuits were consolidated (collectively the "Delaware Derivative 
Litigation"). The Second Amended Complaint in the Delaware Derivative Litigation was filed on or about January 23, 
2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest as a nominal 
defendant. In the Second Amended Complaint, the plaintiffs allege, among other things, that the individual defendants 
(i) breached their fiduciary duties by allegedly engaging in illegal insider trading in Qwest's stock; (ii) failed to ensure 
compliance with federal and state disclosure, anti-fraud and insider trading laws within Qwest, resulting in exposure to it; 
(iii) appropriated corporate opportunities, wasted corporate assets and self-dealt in connection with investments in initial 
public offering securities through Qwest's investment bankers; and (iv) improperly awarded severance payments to Qwest's 
former Chief Executive Officer, Mr. Nacchio and Qwest's former Chief Financial Officer, Mr. Woodmff. The plaintiffs 
seek recovery of incentive compensation allegedly wrongfully paid to certain defendants, all severance payments made to 
Messrs. Nacchio and Woodruff, disgorgement, contribution and indemnification, repayment of compensation, injunctive 
relief, and all costs including legal and accounting fees. On March 17,2003, defendants moved to dismiss the Second 
Amended Complaint, or, in the alternative, to stay the action. As described below, a proposed settlement of the Delaware 
Derivative Litigation has been reached. 

, ., 

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

Beginning in May 2003, the parties to the Colorado Derivative Litigation and the Delaware Derivative Litigation 
participated in a series of mediation sessions with former United States District Judge Layn R. Phillips. On November 14, 
2003, as a result of this process, the parties agreed in principle upon a settlement of the claims asserted in the Colorado 
Derivative Litigation and the Delaware Derivative Litigation, subject to approval and execution of formal settlement 
documents, approval by the Denver District Court and dismissal with prejudice of the Colorado Derivative Litigation, the 
Delaware Derivative Litigation and the Federal Derivative Litigation. From 
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November 14,2003 until February 17,2004, the parties engaged in con~plex negotiations to resolve the remaining issues 
concerning the potential settlement. On February 17,2004, the parties reached a formal Stipulation of Settlement, which 
was filed with the Denver District Court. The stipulation of settlement provides, among other things, that if approved by the 
Denver District Court and upon dismissal with prejudice of the Delaware Derivative Litigation and the Federal Derivative 
Litigation, $25 million of the $200 million from the insurance settlement with certain of our insurance carriers (See 
Note 1 &Other Financial Information) will be designated for the exclusive use of Qwest to pay losses and Qwest will 
implement a number of corporate governance changes. The Stipulation of Settlement also provides that the Denver District 
Court may enter awards of attorney's fees and costs to derivative plaintiffs' counsel from the $25 million in amounts not to 
exceed $7.5 million and $125,000, respectively. On February 17,2004, the Denver District Court entered a Preliminary 
Approval Order and scheduled a hearing to take place on June 15,2004, to consider final approval of the proposed 
settlement and derivative plaintiffs' counsels' request for an award of fees and costs. Pursuant to the Preliminary Approval 
Order, Qwest mailed, on February 27,2004, notice of the proposed settlement and hearing to stockholders of its Common 
stock as of February 17,2004. 

On or about February 23,2004, plaintiff in the Federal Derivative Litigation filed a motion in the United States 
District Court for the District of Colorado to enjoin further proceedings relating to the proposed settlement of the Colorado 
Derivative Litigation, or alternatively, to enjoin the enforcement of a provision in the Preliminary Approval Order of the 
Denver District Court which plaintiffs claims would prevent the Federal Derivative Litigation from being prosecuted 
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pending a final determination o f  whether the settlement of  the Colorado Derivative Litigation shall be approved. 

Regulatory Matters 

On February 14,2002: the Minnesota Department of  Commerce filed a formal complaint against us  with the 
Minnesota Public Utilities Commission ("Minnesota Commission") alleging that we, in contravention of federal and state 
law, failed to file interconnection agreements with the Minnesota Commission relating to certain o f  our wholesale 
customers and thereby allegedly discriminated against other CLECs. On November 1, 2002, the Minnesota Commission 
issued a written order adopting 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 w e  agreed 
to provide and did provide to McLeod USA Inc. ("McLeod") and Eschelon Telecom, Inc. ("Escheion") 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 w e  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 CLECs other than Eschelon and 
McLeod; this discount would be applicable to purchases made by these CLECs during the period beginning 
on November 15,2000 and ending on May 15,2002; 

grant all CLECs other than Eschelon and McLeod monthly credits of $13 to $16 per unbundled network 
element-platform line (subject to certain offsets) purchased during the months of  ~ o v e m b e r  2000 through 
February 2001 ; 

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

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

The Minnesota Commission issued its final, written decision setting forth the penalties and credits described above on 
May 21,2003. On June 19,2003, we appealed the h4innesota 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 tile required agreements in those states. On July 25,2003, we entered into a settlement with 
the staff of the Arizona Corporation Commission ("Arizona Comn~ission") t o  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. On December 1,2003,  an 
administrative law judge issued a recommended decision denying the proposed settlement. The judge also recommended 
final orders requiring us to pay approximately $1 1 million in penalties and to issue credits to CLECs for a 24-month period 
from October 2000 to September 2002 equal to 10% of all sales of wholesale intrastate services sold by us. We filed 
exceptions to the recommended decisions with the full Arizona Commission. New Mexico has 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, 
and on February 27,2004, the Staff of  the Colorado Public Utility Commissions ("PUC") submitted its Initial Comments. 
The Colorado Staffs Initial Comments recommended that the PUC open a show cause proceeding based upon the Staffs 
view that Qwest and CLECs had willfully and intentionally violated federal and state law and Commission rules. The  Staff 
also detailed a range of remedies available to the Commission, including but not limited to an assessment of  penalties and 
an obligation to extend credits to  CLECs. On June 26, 2003, we received from the Federal Communications Commission 
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("FCC1') a letter of inquiry seeking information about related matters. We submitted our initial response to this inquiry on 
July 3 1,2003. The proceedings and investigations in New Mexico, Colorado and Washington and at the FCC could result 
in the inlposition of fines and other penalties against us that could be material. Iowa and South Dakota have concluded their 
inquiries resulting in no imposition of penalties or obligations to issue credits to CLECs in those states. Also, some 
telecomn~unications providers have filed private actions based on facts similar to those underlying these administrative 
proceedings. These private actions, together with any similar, future actions, could result in additional damages and awards 
that could be significant. 

llluminet, Inc. ("llluminet"), a traffic aggregator and several of its customers have filed complaints with 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 sought reconsideration 

in both states, which was denied and subsequently we perfected appeals in both states. The proceedings in the other states 
and in states where llluminet has not yet filed complaints could result in agency decisions requiring additional refunds. 

As a part of the approval by the FCC of the Merger, the FCC required us to engage an independent auditor to perfom 
an attestation review of our con~pliance with our divestiture of in-region lnterLATA services and our ongoing compliance 
with Section 271 of the Telecon~munications Act ("Section 271"). In 2001, the FCC began an investigation of our 
compliance with the divestiture of in-region InterLATA services and our ongoing con~pliance with Section 271 for the audit 
years 2000 and 2001. In connection with this investigation, Qwest 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, Qwest 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, Qwest 
disclosed matters to the FCC in connection with its 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. The FCC has also instituted an investigation into whether we may 
have impermissibly engaged in the marketing of InterLATA services in Arizona prior to receiving FCC approval of our 
application to provide such services in that state. 

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. 

I Other Matters 

In January 2001, an amended purported class action complaint was filed in Denver District Court against Qwest and 
certain current and fom-ier officers and directors on behalf of stockholders of U S WEST. The complaint alleges that Qwest 
had a duty to pay a quarterly dividend to U S WEST stockholders of record as of June 30,2000. Plaintiffs further claim that 
the defendants attempted to avoid paying the dividend by changing the record date from June 30, 2000 to July 10,2000. In 
September 2002, Qwest filed a motion for summary judgment on all claims. 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. 
Plaintiffs' claims for breach of fiduciary duty and breach of contract remain pending. The case is now in the class 
certification stage, which Qwest is challenging. 

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. Through December 2003, we 
resolved allegations and complaints of slamming and cramming with the Attorneys General for the states of Arizona, 
Colorado, Idaho, Oregon, Utah and Washington. In each of those states, we agreed to comply with certain terms governing 
our sales practices and to pay each of the states between $200,000 and $3.75 million. We may become subject to other 
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. 
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Several purported class actions relating to the installation of fiber optic cable in certain rights-of-way were filed in 
various courts against Qwest 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 ~ouisiana proceeding and, subsequently~summary judgment was granted in Qwest's 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 Qwest's right to install its fiber 
optic cable in railroad rights-of-way and, in Colorado, Illinois and Texas, also challenge Qwest's right to install fiber optic 
cable in utility and pipeline rights-of-way. In Alabama, the complaint challenges Qwest's 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 Qwest to install Qwest's fiber optic cable on the 
plaintiffs' property. The Indiana action purports to be on behalf of a national class of landowners adjacent to railroad rights- 
of-way over which Qwest's network passes. The Alabama, California, Colorado, Georgia, Kansas, Louisiana, Mississippi, 
Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas actions purport to be on behalf of a class of such 
landowners in those states, respectively. The Illinois action purports to be on behalf of landowners adjacent to railroad 
rights-of-way over which Qwest's 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, Qwest filed a proposed settlement of all these matters (except 
those in Louisiana) 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, Qwest cannot determine whether such settlement will be 
ultimately approved or the final cost of the settlement if it is approved. 

On October 3 1,2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal securities 
laws and breached their fiduciary duty in connection with an investment by the plaintiff in securities of KPNQwest. Qwest 
is 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 $1 0 niillion in its investment in KPNQwest. On 
January 27, 2004, the Arizona Superior Court granted Qwest's motion to dismiss the state and federal securities law claims. 
The claim for breach of fiduciary duty remains pending. 

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 telecon~munications 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 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 write-off 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 
ongoing use of the acquired optical capacity assets. At this time, it is too early to determine what effect the bankruptcies 
will have with respect to the acquired capacity or our ability to use this acquired optical capacity. 

The 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 
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substantially offset as a result of avai1able.net operating losses and tax sharing arrangements. However, the ultimate 
outcomes of these matters are uncertain and we can give no assurance as to whether they will have a material effect on our 
financial results. 

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

Intellectzra[ 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 substintial 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 nomlally investigate such offers and allegations and 
respond appropriately, including defending our self vigorously Ghen 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 31,2003. 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. 

Rights of Way 

We have transferred optical capacity assets on our network primarily to other telecommunications service carriers in 
the form of I R U  transactions involving specific channels on our "lit" network or specific dark fiber strands. These lRUs 
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 of 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. 

Note 18: Subsequent Events 

Debt-related Matters 

On February 5,2004, Qwest issued a total of $1.775 billion of senior notes which consisted of $750 million in floating 
rate notes due in 2009 with interest at LlBOR plus 3.50%, $325 million fixed rate notes due in 201 1 with an interest rate of 
7.25%, and $500 million fixed rate notes due in 2014 with an interest rate of 7.50%. These notes are guaranteed by QCF 
and QSC. The guarantee by QCF is on a senior unsecured basis and the guarantee by QSC is on a senior subordinated 
secured basis. The QSC guarantee is secured by a lien on the stock of QC. This collateral also secures other obligations of 
QSC, but the lien securing the QSC guarantee is (I)  junior to the lien securing senior debt secured by the collateral, 
including the 2004 QSC Credit Facility, and (2) senior to the lien securing the 2007,201 0 and 2014 QSC notes and certain 
other obligations. Upon the release of the liens securing the 2007,201 0 and 201 4 QSC notes and certain other obligations, 
subject to certain conditions, this collateral will be released and the subordinated provisions will terminate such that the 
2009,201 1 and 2014 Qwest notes will be guaranteed on a senior unsecured basis by QSC. The covenant and default terms 
of these notes include but are not limited to: (i) limitations on incurrence of indebtedness; (ii) limitations on restricted 
payments; (iii) limitations on dividends and loans and other payment restrictions; (iv) limitations on asset sales or transfers; 
(v) limitations on transactions with affiliates; (vi) limitations on liens; (vii) limitations on mergers and consolidations and 
(viii) limitations on business activities. If the notes receive investment grade ratings, most of the covenants with respect to 
the notes will be subject to suspension or termination. Under the indenture governing the notes, we must repurchase the 
notes upon certain changes of control. This indenture also contains provisions for cross acceleration relating to any of our 
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other debt obligations and the debt obligations of our restricted subsidiaries in the aggregate in excess of $1 00 million. 

The net proceeds from the notes were used for general corporate purposes, including repayment of indebtedness. 
Concurrent with the issuance of the notes, QSC paid off in full the outstanding balance of 5750 million and terminated the 
QSC Credit Facility and QSC also established a new three-year 5750 million revolving credit facility, (the "2004 QSC 
Credit Facility"). If drawn, the 2004 QSC Credit Facility would, at our election, bear interest at a rate of adjusted LIBOR or 
a base rate, in each case plus an applicable margin. Such margin varies based upon the credit ratings of the facility and is 
currently 3% for LIBOR based borrowings and 2% for base rate borrowings. The 2004 QSC Credit Facility is guaranteed 
by Qwest Communications International Inc. 

The 2004 QSC Credit Facility contains financial covenants that (i) require Qwest and its consolidated subsidiaries to 
maintain a debt-to-Consolidated EBITDA ratio (Consolidated EBITDA as defined in the 2004 QSC Credit Facility is a 
measure of EBITDA that starts with our net income (loss) and adjusts for taxes, interest and non-cash and certain non- 
recumng~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 .O. These financial covenants will be suspended while the 2004 QSC 
Credit Facility remains undrawn. The 2004 QSC Credit Facility contains certain other covenants including, but not limited 
to: (i) limitations on incurrence of indebtedness; (ii) lin~itations on restricted payments; (iii) limitations on using any 
proceeds to pay settlements or judgments relating to investigations and securities actions discussed in "Contingencies" in 
Note 17; (iv) limitations on dividends and other payment restrictions; (v) limitations on mergers, consolidations and asset 
sales; (vi) limitations on investments; and (vii) limitations on liens. We must pay down the 2004 QSC Credit 

Facility upon certain changes of control. The 2004 QSC Credit Facility also contains provisions for cross acceleration and 
cross payment default relating to any other of our debt obligations and the debt obligations of our subsidiaries in the 
aggregate in excess of $1 00 million. We have not borrowed against the 2004 QSC Credit Facility. The 2004 QSC Credit 
Facility is secured by a senior lien on the stock of QC. 

On February 26,2004, we completed a cash tender offer for the purchase of up to $963 million of aggregate principal 
amount of QCF's 5.875% notes due in August 2004. We received and accepted tenders of approximately $921 million in 
total principal amount of the QCF notes for $939 million in cash. 

Legal Matters 

On February 9,2004, Stichting Pensioenfonds ABP ("SPA"), filed suit against us, certain of our current and former 
directors, officers, and en~ployees, as well as several other defendants, including Arthur Andersen LLP, Citigroup Inc. and 
various affiliated corporations of Citigroup Inc., in the United States District Court for the District of Colorado. SPA alleges 
that the defendants engaged in fraudulent conduct that caused SPA to lose more than $1 00 million related to SPA'S 
investments in Qwest's equity securities purchased between July 5,2000 and March 11,2002. The complaint alleges, 
among other things, that defendants created a false perception of Qwest's revenues and growth prospects. SPA alleges 
claims against Qwest and certain of the individual defendants for violations of sections 18 and 1O(b) of the Exchange Act, 
and SEC Rule 1 Ob-5, violations of the Colorado Securities Act and common law fraud, misrepresentation and conspiracy. 
The complaint also contends that certain of the individual defendants are liable as "control persons" because they had the 
power to cause Qwest to engage in the unlawful conduct alleged by plaintiffs in violation of section 20(a) of the Exchange 
Act and alleges other claims against defendants other than Qwest. SPA seeks among other things, compensatory and 
punitive damages, rescission or rescissionary damages, prejudgment interest, fees and costs. 

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

Legal Matters (Unaudited) 



10KWizard - SEC filings Page 132 of 144 

On March 8,2004, Qwest and other defendants filed motions to dismiss the Fifth Consolidated Complaint described in 
Note 17-Commitments and Contingencies-Securities Actions and Derivative Actions. 

On March 8, 2004, the individual defendants in the Federal Derivative Litigation filed a motion to stay all proceedings 
in that action pending a determination by the Denver District Court whether to approve the proposed settlement of the 
derivative claims asserted in the Colorado Derivative Litigation, which would resolve the derivative claims asserted in the 
Federal Derivative Litigation. See Note 17-Commitments and Contingencies-Securities Actions and Derivative Actions 
for additional information regarding the Federal Derivative Litigation. 

-- 

Note 19: Quarterly Financial Data (Unaudited) 

Quarterly Financial Data 

2003 
Operating revenue 
Operating income (loss) 
Loss from continuing operations* 
Net income (loss) 
Basic and diluted earnings (loss) per share: 

Loss from continuing operations* 
Net income (loss) 

2002 
Operating revenue 
Operating (loss) income 
(Loss) income from continuing operations* 
Net (loss) income 
Basic and diluted earnings (loss) per share: 

(Loss) income from continuing operations* 
Net (loss) income 

First Second Third Fourth 

Quarter Quarter Quarter Quarter Total 

(Dollars in n~illions, except per share amounts) 

* Income (loss) from continuing operations is before results from discontinued operations and cumulative effect of 
changes in accounting principle. 

First Quarter 2003 

Included in net income (loss) is after-tax gain of $13 million on the early retirement of debt; an after-tax income of 
$66 million primarily related to the operation of our directory publishing business that was recorded as income from 
discontinued operations and an after-tax gain of $206 million resulting from the adoption of SFAS No. 143, relating to the 
reversal of net removal costs where there was not a legal removal obligation. 

Second Quarter 2003 

Included in net income (loss) is after-tax income of $61 million primarily related to the operation of our directory 
publishing business that was recorded as income from discontinued operations. 
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Third Quarter 2003 

Included in net income (loss) is an after-tax charge of $140 million for impairment of assets (primarily cell sites, 
switches, related tools and equipment inventory and certain information technology systems supporting the wireless 
network); after-tax income of $2.517 billion primarily related to the operation and gain associated with the sale of the 
remaining part of our directory publishing business that was recorded as income from discontinued operations; an after-tax 
charge of 0241 million resulting 

from the lennination of services arrangements with Calpoint and another service provider and includes an after-tax charge 
of $23 million for restructuring charges. 

Fourth Quarter 2003 

Included in net income (loss) is an after-tax charge of $29 million for restructuring charges and an after-tax charge of 
$61 million for litigation related losses. 

First Quarter 2002 

Included in net income (loss) is an after-tax charge of $614 million for losses and impairment of investment in 
KPNQwest; after-tax income of $1 25 million related to the operation of our directory publishing business which was 
recorded as income from discontinued operations; and an after-tax charge of $22.8 billion relating to the reduction in the 
carrying value of goodwill recorded as a cun~ulative effect of adopting SFAS No. 142 effective January 1,2002. 

Second Quarter 2002 

Included in net income (loss) is an after-tax charge of $8.483 billion for impairment under SFAS No. 142 of the entire 
remaining balance of goodwill; an after-tax charge of $6.429 billion for the impairment of assets (primarily property, plant 
and equipment) under SFAS No. 144; an after-tax charge of $576 million for losses and impairment of the 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. 

Third Quarter 2002 

Included in net income (loss) is an after-tax charge of $83 million for restructuring charges and after-tax inconie of 
$1 15 million related to the operation of our directory publishing business that was recorded as income from discontinued 
operations. 

Fourth Quarter 2002 

Included in net income (loss) is an after-tax gain of $1 .I 17 billion on the early retirement of debt and after-tax income 
and gain of $1.682 billion related to the operation and partial sale of our directory publishing services business that was 
recorded as income and gain from discontinued operations. 

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 



10KWizard - SEC filings Page 134 of 144 

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 29,7002 our Board of Directors decided, effective immediately, not to re- 
engage Arthur Andersen LLP ("Andersen") as our independent auditor. 

Effective May 29,1002, our Board of Directors engaged KPhlG LLP ("KPMG") 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 (I)  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)(l)(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 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. By their nature, our or any system of disclosure 
controls and procedures can provide only reasonable assurance regarding management's control objectives. 

Under the supervision and with the participation of our management, including our Chief Executive Officer and Chief 
Financial Officer, we evaluated the design and operation of the Company's disclosure controls and procedures (as defined 
in Rules 13a-15(e) and l5d-15(e) of the Securities Exchange Act of 1934, or the "Exchange Act") as of December 31,2003. 
On the basis of this review, our management, including our Chief Executive Officer and Chief Financial Officer, concluded 
that the Company's disclosure controls and procedures are designed, and are effective, to give reasonable assurance that the 
information required to be disclosed by the Company in reports that it files under the Exchange Act is recorded, processed, 
summarized and reported within the time periods specified in the rules and forms of the SEC. There have been no 
significant changes in the Company's internal controls or in other factors that could significantly affect internal controls 
subsequent to the date we performed our evaluation. 

PART I11 
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ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 

The information required by ltem 10 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31, 
2003 under the headings "Proposal No. 1-Election of Class I Directors", "Executive Officers and Management", "Audit 
Comn~ittee" and "Section 16(a) Beneficial Ownership Reporting Compliance" and to Item 1 of this annual report under the 
heading "Website Access". 

ITEM 11. EXECUTIVE COMPENSATION 

The information required by ltem 1 1 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31, 
2003 under the headings "Director Conlpensation," "Executive Compensation," "Stock Option Grants," "Option Exercises 
and Holdings," "Pension Plans," "Employment Contracts and Termination of Employment and Change-In-Control 
Arrangements" and "Compensation Committee Interlocks and Insider Participation." 

ITEM 12. SECURITY OWNERSHIP O F  CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS 

The information required by ltem 12 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31, 
2003 under the heading "Beneficial Ownership of Shares of Common Stock". 

Equity Compensation Plan Information 

We currently maintain four compensation plans under which shares of our common stock are authorized for 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 3 1,2003 about 
outstanding options and shares reserved for future issuance under these plans: 

Number of securities 
remaining available for 
future issuance under 

Number of securities to Weighted-average equity compensation 
be issued upon exercise exercise price of plans 
of outstanding options, outstanding options, (excluding securities 

Plan Category warrants and rights(1) warrants and rights(1) reflected in column (a)) 

(a) (b) (4 

Equity compensation plans 
approved by security holders 125,724,478 $ 
Equity compensation plans not 
approved by security holders - 

Total 125,724,478 
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(1) Includes 37,913,219 shares issuable upon the exercise of outstanding options we assumed in connection with 
acquisitions, including the U S WEST merger. The weighted-average exercise price of these options is $29.19. We 
do not intend to grant any new options under the plans pursuant to which these options were originally granted. 

(2) Includes 50,650,603 shares available for future issuance under our Equity Incentive Plan and 20,489,855 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 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 pemiitted 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 

The information required by Item I3 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31, 
2003 under the headings "Certain Transactions and Legal Proceedings" and "Compensation Committee Interlocks and 
Insider Participation." 

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 

The information required by Item 14 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of December 31, 
2003 under the heading "Independent Auditor." 
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PART IV 

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 

(a) Documents filed as part of this report: 

S.1.) I!!dep.~!~.d~.nt~.Auditors'~.rS.~~.o.rt 
Financial Statements covered by the Report of Independent Public 
Accountants: 

_C_onso1i&dted Stilte~nents of Opcratios for the years endt.dDecember 3 1 .  
2003, 2002 a.nd 2001 
Consolidated Balance Sheets as of December 31.2003 and 7007 - -- -- 

Consolidated Statements of Cash Flows for the years ended D e c e m b ~ ~ 3 ~ 1 ~ ~  -. 

2003.2002 and 200 1 
C.o!~s.o!idat.e.d .State.m~~t.~...of..S~.oclih.o!dersL(BeficiQ.F:~.~'Ey5'fort1~.c.~.e~.r~ 
ended December 31.2003.20_02 and 2001 
Notes to the Co!lsol0ic1.dted Financial Statements for the years ended 
Dcgmbx~?L24-03-B42a-&24-@1- 

(b) Reports on Form 8-K: 

We filed the following reports on Form 8-K during the fourth quarter of 2003: 

On November 19, 2003, we filed a report on Form 8-K announcing our financial results for the third 
quarter of 2003. Included as exhibits to the Form 8-K were the following financial statements: 
condensed consolidated statements of operations for the three and nine months ended September 30, 
2003 and 2002-as reported; condensed consolidated balance sheets as of September 30,2003 and 
December 31, 2002; condensed consolidated statements of cash flows for the nine months ended 
September 30,2003 and 2002; and certain selected consolidated financial data. 

On November 19,2003, we filed a report on Form 8-K announcing that we and our wholly owned 
subsidiaries, Qwest Capital Funding, Inc. ("QCF") and Qwest Services Corporation ("QSC"), 
commenced a cash tender offer for up to $2.25 billion aggregate principal amount of our outstanding 
debt securities. 

On December 8,2003, we filed a report on Form 8-K stating that we and our wholly owned 
subsidiaries, QCF and QSC, had increased the size of our offers to purchase specified series of 
outstanding debt securities for cash from $2.25 billion to $3.0 billion aggregate principal amount of 
notes and that we had received an amendment on the QSC credit facility in order to facilitate the 
offer. 

On December 19,2003, we filed a report on Form 8-K announcing that we signed an agreement to 
purchase certain assets and associated revenue streams from Allegiance Telecom, Inc. 

On December 23,2003, we filed a report on Form 8-K announcing that we and our wholly owned 
subsidiaries, QCF and QSC, successfully completed the purchase of $3 billion of our outstanding 
debt securities under our cash tender offers, which commenced on November 19,2003. 

(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. 
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Exhibit 

Number Description 

Agreement and Plan of Merger, dated as of July 18, 1999 between U S WEST, 
Inc. and Qwest (incorporated by reference to Qwest's Form S-41A filed on 
August 13, 1999, File No. 333-81 149). 
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. 333-81 149). 
Amended and Restated Bylaws of Qwest, adopted as of July 1,2002. 
Indenture, dated as of October 15, 1997, with Bankers Trust Company 
(including form of Qwest's 9.47% Senior Discount Notes due 2007 and 9.47% 
Series B 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). 
Indenture, dated as of August 28, 1997, with Bankers Trust Company 
(including form of Qwest's 1 0~18% Series B Senior Discount Notes due 2007 as 
an exhibit thereto). 
Indenture, dated as of January 29, 1998, with Bankers Trust Company 
(including form of Qwest's 8.29% Senior Discount Notes due 2008 and 8.29% 
Series B Senior Discount Notes due 2008 as an exhibit thereto). 
Indenture, dated as of November 4, 1998, with Bankers Trust Company 
(including form of Qwest's 7.50% 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). 
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). 
Indenture, dated as of June 23, 1997, between LC1 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, File No. 001-12683). 
Indenture, dated as of June 29, 1998, by and among U S WEST Capital 
Funding, Inc., U S WEST, Inc., and The First National Bank of Chicago (now 
known as Bank One Trust Company, N. A.), as Trustee (incorporated by 
reference to U S WEST'S Current Report on Form 8-K, dated November 18, 
1998, File No. 1 -1 4087). 
First Supplemental Indenture, dated as of June 30,2000, by and among U S 
WEST Capital Funding, lnc., U S WEST, Inc., Qwest Communications 
International Inc., and Bank One Trust Company, as Trustee (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June 
30,2000). 
First Supplemental Indenture, dated as of February 16, 2001, to the Indenture, 
dated as of January 29, 1998, with Bankers Trust Company (including form of 
Qwest's 8.29% Senior Discount Notes due 2008 and 8.29% Series B Senior 
Discount Notes due 2008 as an exhibit thereto) (incorporated by reference to 
Qwest's Quarterly Report on Form 10-Q for the quarter ended March 3 1,2001). 
First Supplemental Indenture, dated as of February 16,2001, to the Indenture, 
dated as of October 15, 1997, with Bankers Trust Company (including form of 
Qwest's 9.47% Senior Discount Notes due 2007 and 9.47% Series B Senior 
Discount Notes due 2007 as an exhibit thereto) (incorporated by reference to 
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Qwest's Quarterly Report on Form 10-Q for the quarter ended March 31,2001). 

First Supplemental Indenture, dated as of February 16, 2001, to the Indenture, 
dated as of August 28, 1997, with Bankers Trust Company (including form of 
Qwest's Io7/8% 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 3 1,2001). 
Indenture, dated as of December 26, 2002, between Qwest, Qwest Services 
Corporation, Qwest Capital Funding, Inc. and Bank One Trust Company, N.A., 
as Trustee (incorporated by reference to Qwest's Current Report on Form 8-K 
filed on January 10,2003, File No. 1-15577). 
First Supplemental Indenture, dated as of December 26,2002, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Deutsche 
Bank Trust Company Americas (formerly known as Bankers Trust Company), 
supplementing the Indenture, dated as of November 4, 1998, with Bankers Trust 
Company. 
First Supplemental Indenture, dated as of December 26,2002, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Deutsche 
Bank Trust Company Americas (formerly known as Bankers Trust Company), 
supplementing the Indenture, dated as of November 27, 1998, with Bankers 
Trust Company. 
Second Supplemental Indenture, dated as of December 4,2003, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Bank One 
Trust Company, N.A. (as successor in interest to Bankers Trust Company), 
supplementing the Indenture, dated as of November 4, 1998, with Bankers Trust 
Company. 
Second Supplemental Indenture, dated as of December 4,2003, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Bank One 
Trust Company, N.A. (as successor in interest to Bankers Trust Company), 
supplementing the Indenture, dated as of November 27, 1998, with Bankers 
Trust Company. 
Indenture, dated as of February 5,2004, among Qwest, Qwest Services 
Corporation, Qwest Capital Funding, Inc. and J.P. Morgan Trust Company. 
Equity Incentive Plan, as amended (incorporated by reference to Qwest's 2000 
Proxy Statement for the Annual Meeting of Stockholders).* 
Employee Stock Purchase Plan (incorporated by reference to Qwest's 2003 
Proxy Statement for the Annual Meeting of Stockholders).* 
Nonqualified Employee Stock Purchase Plan.* 
Deferred Compensation Plan (incorporated by reference to Qwest's Annual 
Report on Form 10-K for the year ended December 3 1, 1998, File No. 000- 
22609).* 
Equity Conlpensation Plan for Non-Employee Directors.* 
Deferred Compensation Plan for Nonemployee Directors (incorporated by 
reference to Qwest's Annual Report on Form 10-K for the year ended December 
3 1,2000).* 
Qwest Savings & Investment Plan, as amended and restated (incorporated by 
reference to Qwest's Form S-8 filed on January 15,2004, File No. 333-1 1923).* 
Registration Rights Agreement, dated as of April 18, 1999, with Anschutz 
Company and Anschutz Family Investment Company LLC (incorporated by 
reference to Qwest's Current Report on Form 8-K/A, filed April 28, 1999, File 
NO. 000-22609). 
Common Stock Purchase Agreement, dated as of April 19, 1999, with 
BellSouth Enterprises, Inc. (incorporated by reference to Qwest's Current 
Report on Form %KIA, filed April 28, 1999, File No. 000-22609). 
Securities Purchase Agreement, dated January 16,2001, with BellSouth 
Corporation (incorporated by reference to Qwest's Annual Report on Form 10- 
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K for the year ended December 3 1,2000). 

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-WA, dated June 26,1998, File No. 1-14087). 
Tax Sharing Agreement between MediaOne Group and U S WEST, dated 
June 5, 1998 (incorporated by reference to U S WEST's Current Report on 
Form 8-WA, dated June 26, 1998, File No. 1-14087). 
Purchase Agreement, dated July 3,2000, among Qwest, Qwest Capital Funding, 
Inc. and Salomon Smith Bamey Inc. (incorporated by reference to Qwest's 
Quarterly Report on Form 10-Q for the quarter ended June 30,2000). 
Purchase Agreement, dated August 16,2000, among Qwest, Qwest Capital 
Funding, Inc., Salomon Smith Bamey Inc. and Lehman Brothers Inc., as 
Representatives of the several initial purchasers listed therein (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended 
September 30,2000). 
Purchase Agreement, dated February 7, 2001, among Qwest, Qwest Capital 
Funding, Inc., Banc of America 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 
3 1,2000). 
Purchase Agreement, dated July 25,2001, among Qwest, Qwest Capital 
Funding, Inc., Lehman Brothers Inc. and Memll Lynch & Co., Inc., as 
Representatives of the several initial purchasers listed therein (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June 
30,2001). 
Registration Rights Agreement, dated July 30,2001, among Qwest, Qwest 
Capital Funding, Inc., Lehman Brothers Inc. and Merrill Lynch & Co., Inc., as 
Representatives of the several initial purchasers listed therein (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended June 
30,2001). 
Registration Rights Agreement, dated as of December 26,2002, among Qwest, 
Qwest Services Corporation, Qwest Capital Funding, Inc. and Bank One Trust 
Company, N.A., as Trustee (incorporated by reference to Qwest's Current 
Report on Form 8-K, dated January 10,2003, File No. 1-15577). 
Purchase Agreement, dated as of August 19,2002, between Qwest, Qwest 
Service Corporation, Qwest Dex, Inc. and Dex Holdings LLC (incorporated by 
reference to Qwest's Current Report on Form 8-K, dated August 22,2002, File 
No. 1-15577). 
Purchase Agreement, dated as of August 19,2002, between Qwest, Qwest 
Service Corporation, Qwest Dex, Inc. and Dex Holdings LLC (incorporated by 
reference to Qwest's Current Report on Form 8-K, dated August 22,2002, File 
NO. 1-1 5577). 
Second Amended and Restated Credit Agreement, dated as of August 30, 2002, 
by and among Qwest, Qwest Services Corporation, Qwest Dex Holdings, Inc., 
Qwest Dex, Inc., the Banks listed therein and Bank of America, N.A., as Agent 
(incorporated by reference to Qwest's Current Report on Form 8-K, dated 
September 5,2002, File No. 1-15577). 
Term Loan Agreement, dated as of August 30,2002, by and among Qwest 
Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the Lenders 
listed therein and Bank of 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). 
Security and Pledge Agreement, dated as of August 30,2002, by and among 
Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, lnc. 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). 



10KWizard - SEC filings Page 141 of 144 

Amendment No. 1, dated as of November 6,2002, to Second Amended and 
Restated Credit Agreement dated as of August 30,2002, by and among Qwest, 
Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the 
Banks listed therein and Bank of America, N.A., as Agent (incorporated by 
reference to Qwest's Current Report on Form 8-K, dated November 26,2002, 
File No. 1-15577). 
Term Loan Agreement, dated as of June 9,2003, by and among Qwest 
Corporation, the Lenders listed therein, and Memll Lynch & Co., Memll 
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). 
Amendment No. 2 to Credit Agreement and Amendment No. 1 to Security and 
Pledge Agreement, dated as of December 5,2003, by and among Qwest, Qwest 
Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the Banks 
listed therein and Bank of America, N.A., as Agent (incorporated by reference 
to Qwest's Current Report on Form 8-K, dated December 8,2003, File No. 1- 
15577). 
Purchase Agreement, dated January 30,2004, by and among Qwest, Qwest 
Services Corporation, Qwest Capital Funding, Inc. and the Initial Purchasers 
listed therein. 
Registration Rights Agreement, dated February 5, 2004, among Qwest, Qwest 
Services Corporation, Qwest Capital Funding, Inc. and the Initial Purchasers 
listed therein. 
Credit Agreement, dated as of February 5,2004, among Qwest, Qwest Services 
Corporation, the Lenders listed therein and Bank of America, N.A., as 
Administrative Agent. 
Employment Agreement, dated May 14,2003, by and between Richard C. 
Notebaert and Qwest Services Corporation.* 
Aircraft Time Sharing Agreement, dated November 11,2003, by and between 
Qwest Business Resources, Inc. and Richard C. Notebaert (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended 
September 30,2003). 
Employment Agreement, dated May 14, 2003, by and between Oren G. Shaffer 
and Qwest Services Corporation." 
Retention Agreement, dated May 8,2002, by and between Qwest and Richard 
N. Baer.* 
Severance Agreement, dated July 21,2003, by and between Qwest and Richard 
N. Baer.* 
Severance Agreement, dated July 21,2003, by and between Qwest and Clifford 
S. Holtz* 
Letter Agreement, dated April 19,2001, by and between Qwest and Annette M. 
Jacobs.* 
Severance Agreement and General Release, dated September 17,2003, by and 
between Qwest and Annette M. Jacobs.* 
Letter Agreement, dated August 20,2003, by and between Qwest and Paula 
Kruger.* 
Severance Agreement, dated September 8, 2003, by and between Qwest and 
Paula Kruger.* 
Calculation of Ratio of Earnings to Fixed Charges. 
Letter from Arthur Andersen LLP to the Securities and Exchange Commission 
dated June 1 1,2002 (incorporated by reference to Qwest's Current Report on 
Form %WAY filed June 1 1,2002, File No. 1-15577). 
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21 Subsidiaries of Qwest. 
23 Consent of KPMG LLP. 
24 Power of Attorney. 

31.1 Chief Executive Officer Certification pursuant to Section 302 of the Sarbanes- 
Oxley Act of 2002. 

31.2 Chief Financial Officer Certification pursuant to Section 302 of the Sarbanes- 
Oxley Act of 2002. 

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 to Qwest's Annual Report on Form 10-K for the year ended December 31, 1997, File 
NO. 000-22609. 

*** Incorporated by reference to Qwest's Annual Report on Form 10-K for the year ended December 3 1, 2002, File 
No. 001-15577. 

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 March 1 I ,  2004. 

QWEST COMMUNICATIONS INTERNATIONAL INC., 
A DELAWARE CORPORATION 

By: IS/ OREN G. SHAFFER 

Oren G. Shaffer 
Vice Cliair~nan and ChiefFinancial Oflcer 

(Principal Financial and Accounting Offlcer) 

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 I I th day of March 2004. 

Signature Titles 

IS/ RICHARD C. NOTEBAERT 

Richard C. Notebaert 

Director, Chairman and Chief Executive Officer 
(Principal Executive Officer) 

Is/ OREN G. SHAFFER Vice Chairman and Chief Financial Officer 
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Oren G. Shaffer 

Philip F. Anschutz 

Linda G. Alvarado 

Craig R. Barrett 

Thomas J. Donohue 

Jordan L. Haines 

(Principal Financial and Accounting Officer) 

Director 

Director 

Director 

Director 

Director 

Cannon Y. Harvey 

Peter S. Hellman 

Vinod Khosla 

Frank P. Popoff 

* 

Craig D. Slater 

* 

W. Thomas Stephens 

*By: 1st RICHARD C. NOTEBAERT 

Richard C. Notebaert 
As Attorney-In-Fact 

Director 

Director 

Director 

Director 

Director 

Director 
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Independent Auditors' Report 

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

Under date of March 2,2004, we reported on the consolidated balance sheets of Qwest Communications 
International Inc. and subsidiaries as of December 31,2003 and 2002, and the related consolidated statements of operations, 
stockholders' (deficit) equity, and cash flows for each of the years in the three-year period ended December 31,2003, as 
contained in the December 3 I ,  2003, annual report on 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 11-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. 

IS/ KPMG LLP 

I Denver, Colorado 
! March 2,2004 

QWEST COMRIUNICATIONS INTERNATIONAL INC. 

SCHEDULE 11-VALUATION AND QUALIFYING ACCOUNTS 

(DOLLARS IN RIILLIONS) 

Balance at Balance at 
beginning Charged to end of 

of period expense Deductions period 

Allowance for doubtful accounts: 
2003 $ 360 $ 304 $ 384 $ 280 
2002 402 51 1 553 360 
2001 305 615 518 402 
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Competitive Local Exchange Telecommunications FOR CERTIFICATE OF 
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Qwest Communication Coiporation 
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NOTICE 
THE INFORMATION CONTAINED IN THIS DOCUMENT IS SUBJECT TO CHANGE. 
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1. Description 

Exchange Access Facilities provide the physical connection, between the 
customer's premises and the Company's domestic network. The facilities include 
any entrance cable or drop wire to the point where provision is made for the 
termination of the Company's outside distribution network facilities at a suitable 
location at a customer-designated service address. The Company installs the 
facilities to the Company's point of demarcation. 

Each facility includes Company maintained equipment at the. Company's 
termination point at the customer's service address. The point of termination may 
also be called the demarcation point. The facility does not include any extended 
wiring, inside wiring, or equipment past the demarcation point that is not 
maintained by the Company. 

2. Terms 

Exchange Access Facilities 

Exchange Access Facilities are only provisions in conjunction with Qwest 
Colnnlunications Corporation complex telecoln~nunications services. 

3. Rates and Charges 

Rates for Exchange Access Facilities will be developed on an Individual Case 
Basis (ICB). 

NOTICE 
THE TNFORMATION CONTAINED IN THIS DOCUMENT IS SUBJECT TO CHANGE. 

502004-012 
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Adjustn~ents for Municipality Payments .................................................... 
............................................................................... Application for Service 

.................................................................... Cancellations and Deferments 
................................................................................................ Charges Due 

............................................................................. Customer Responsibility 

............................................................................ Defacement of Premises 
Definitions .................................................................................................. 

Establishing and Furnishing Service .......................................................... 

Interruptions ............................................................................................... 

........................................................................... Liability of the Company 
Limitation on Use ....................................................................................... 
Limitations .................................................................................................. 

............................................................................. Limited Communication 

.................................................................... Obligation to Furnish Service 

................................................................................... Payment for Service 
......................................................................................... Payment of Bills 

NOTICE 
THE INFORMATION CONTAINED IN THIS DOCUMENT IS SUBJECT TO CHANGE . 

SD2004-012 
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Exchange Access Service Catalog SECTION 2 

Index Page 2 
State of South Dakota Release 1 
Issued: { Effective: ') 

....................................................................................................... Refusal 
Returned Payment Charge ......................................................................... 

Service Liabilities ...................................................................................... 
Special Arrangements ................................................................................ 
Special Services ......................................................................................... 
Special Taxes, Fees, Charges ..................................................................... 

Tennination of Service .............................................................................. 
Tra~~smiss io~~ of Messages ......................................................................... 

Use of Service ............................................................................................. 

Work on Customer's Premises .................................................................... 

NOTICE 
THE INFORMATION CONTAINED IN THIS DOCUMENT IS SUBJECT TO CFTANGE. 

SD2004-012 
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Accessories 

Devices which are mechanically attached to, or used with, the facilities furnished 
by the Company and which are independent of, and not electrically, acoustically, 
or inductively connected to, the communications path of the telecommunications 
system. 

Authorized User 

A person, firm, corporation or other entity that either is authorized by the 
customer to use exchange services or is placed in a position by the customer, 
either through acts or omissions, to use exchange services. 

Central Office Connecting Facility 

A facility furnished to an Other Common Carrier by the Company (in accordance 
with the Company's Facilities for Other Com~non Carriers Catalogs and/or 
Tariffs) between the terlninal location of the Other Common Carrier and a point 
of connection on the Company premises. 

Communications Systems 

Channels and other facilities which are capable, when not connected to exchange 
and/or long distance message telecommunications service, of colnlnunications 
between customer-provided terminal equipment. 

Company 

Refers to Qwest Conlmunications Corporation, which is the issuer of this 
Catalog. 

CPE is customer provided premises equipment, software and other materials used 
in connection with the facilities. 

Customer 

Any person, firm, partnership, corporation, municipality, cooperative 
organization, or governmental agency to whom the Company agrees to furnish 
communications service under the provisions and regulations of this Catalog. 

NOTICE 
THE INFORMATION CONTAINED IN THIS DOCUMENT IS SUBJECT TO CHANGE. 

SD2004-012 
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2.1 DEFINITIONS (Cont'd) 

Data Access Arrangement 

A protective connecting arrangement for use with the network control signaling 
unit or, in lieu of the connecting arrangement, an arrangement to identify a 
central office line and protective facilities and procedures to determine 
compliance with criteria set forth elsewhere. 

Exchange Access Line 

All of the Company's Central Office equipment and outside plant facilities that 
are needed to connect the service to the Company provided Network Interface or 
equivalent. 

Individual Case Basis 

A service arrangement in which the regulations, rates and charges are developed 
based on the specific circulnstances of the customer's situation. 

Interface 

That point on the premises of the customer at which provision is made for 
connection of other than Company-provided facilities to facilities provided by the 
Company. 

LATA -(Local Access Transport Area) 

A geographical area within which a local exchange company provides 
colnlnunications services. 

NOTICE 
THE INFORMATION CONTAINED IN THIS DOCUMENT 1S SUBJECT TO CHANGE. 

SD2004-012 
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2.1 DEFINITIONS (Cont'd) 

Network Interface 

The Network Interface consists of a miniature modular standard jack for the 
connection of customer premises inside wire. The Network Interface is provided 
as part of the Exchange Access Line. 

Nonrecurring Charges 

The one-time initial charges for services or facilities, including b ~ ~ t  not limited to 
charges for construction, installation, or special fees, for which the customer 
becomes liable at the time the Service Order is executed. 

Recurring Charges 

The monthly charges to the customer for services, facilities and equipment, 
which continue for the agreed upon duration of the service. 

Service Address 

The service address is the building where the customer receives the Exchange 
Access Facilities. 

Service Comn~encement Date 

The first day following the date on which the Company notifies the customer that 
the requested service or facility is available for use, unless extended by the 
customer's refusal to accept service which does not conform to standards set 
forth in the Service Order or this Catalog, in which case the Service 
Commencement Date is the date of the customer's acceptance of service. The 
parties may lnutually agree on a substitute Service Colnrnencement Date. 

Standard Network Interface 

The point of connection with the Telecolnrnunication Network which is located 
at the customer's premises at a place deemed necessary by the Company in order 
to insure transmission quality and which is readily accessible to the customer. 
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The Company reserves the right to refuse an application for service made by a 
present or former customer who is indebted to the Company for telephone service 
previously furnished, until the indebtedness is satisfied. The Company may refuse 
to f~trnish or may deny telephone service to any person or business whereas on 
their premises exists any telephone facility which shows any evidence of 
tampering, manipulating, or operation, or use of any device whatsoever, for the 
purpose of obtaining telephone service without payment of the charges applicable 
to the service rendered. 

Cancellations and Deferments 

When the Company advises a customer that ordered services are available on the 
requested due date, and the customer is unable or unwilling to accept service at 
that time, the facilities will be held available for the customer for a 30 business day 
grace period. If after 30 business days the customer still has not accepted service, 
the customer will be contacted and regular monthly billing for the ordered service 
shall begin if the customer requests that facilities continue to be held for their 
future use. Otherwise the facilities will be released for other service order activity, 
and cancellation charges (non-recurring charges that would have applied had the 
service been installed) shall be applied. These cancellation and deferment 
provisions apply to requests for 5 or more analog or digital exchange access lines. 

Use of Service 

Limitation on Use 

Service is furnished to customers for use only by the or by employees or 
representatives when engaged in business. 

When the general service to the public is impaired by a customer's use of  
exchange service, the Company shall have the right to require the customer to 
contract for and properly maintain as many additional access lines as are needed 
to adequately serve the customer's requirements, or to discontinue the service of 
the customer in auestion. 
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1. Facilities and lines f~~rnished by the Company on the premises of a customer, 
a~~thorized user or agent of the Company are the property of the Company and are 
provided upon the condition that such facilities and lines must be installed, 
relocated, rearranged and maintained by the Company, and that the Company's 
employees and agents may enter said premises at any reasonable hour to test and 
inspect such facilities and lines in connection with such purposes, or upon 
termination or cancellation of the service, to remove such facilities and lines. 

2. The Company's obligation to furnish service or to continue to furnish service is 
dependent on its ability to obtain, retain and maintain suitable rights and facilities, 
and to provide for the installation of those facilities required incident to the 
furnishing and maintenance of that service. 

2.2.4 LIMITED COMMUNICATION 

The Company reserves the right to limit use of conllnunication services when 
emergency conditions cause a shortage of facilities. 

A. Work On Customer's Premises 

It is contemplated that all work on customers' premises can be performed during 
regular worlting hours. If a customer requests that work be performed during 
hours which results in overtime or premium rates of pay, a charge may apply in 
addition to other rates and charges which may be applicable, equal to the amount 
of overtime or preinium time payments. 

It is also contemplated that all installation, removals, service connections, moves 
and changes requested by a customer be performed without the Company incurring 
unusual costs. If a customer requests that work be performed in a special manner 
or at a special time which results in unusual costs, a charge equal to the amount of 
unusual costs may apply in addition to other applicable rates and charges. 
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2.2 ESTABLISHING AND FURNISHING SERVICE 
2.2.11 SPECIAL SERVICES (Cont'd) 

B. Special Arrangements 

The rates and charges quoted in this Catalog contemplate the use of standard 
arrangements, that is, the arrangement normally used by the Company to provide 
the type of service involved. 

For special service arrangements to be provided by this Company, and not 
specifically covered in this Catalog, charges equivalent to the cost of furnishing 
such arrangements. 
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2.2 ESTABLISHING AND FURNISHING SERVICE (Cont'd) 

A. Initial Service Periods 

1. The initial service period for service and facilities is one month, except as 
otherwise specified hereinafter. 

2. Initial service periods for service or facilities of any class will be greater than 
those specified herein whenever that is required in order for the Company to 
protect itself from malting a hazardous investn~ent beca~~se the customer's 
location or the character of the service required is such that upon termination of 
the customer's contract the facilities which have been constructed or installed to 
render the service are not likely to be useful for furnishing service to any other 
customer. 

3. Service for which the initial service period is one month may be terminated prior 
to the expiration of such period only by payment of charges for the entire initial 
period. The charges for any supplemental item of service or facilities furnished 
in connection with such service shall, however, be terminated in accordance with 
the regulations applicable to that item of service or facilities. 
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The custolner is responsible for payment of all charges for facilities and 
services furnished the custoiner, including charges for services originated, or 
charges accepted, at such facilities. 

A. Charges Due 

Charges for exchange service and facilities are due in advance. Payment is due 
upon receipt of bill. All bills are payable by any means mutually acceptable to the 
customer and the Company. Failure to receive a bill does not exempt the 
custoiner f~-om prompt payment of their account. The customer is held responsible 
for all charges for exchange service and facilities furnished at the customer's 
request. 

The Company shall utilize credit policies and reasonable and equitable methods in 
its debt collection practices as specified in the Administrative Rules of the So~lt11 
Dakota Public Utilities Cornmission. 

B. Returned Payment Charge 

A returned payment charge may apply to the customer's account for each occasion 
that a check, bank draft, or an electronic funds transfer item is returned to the 
Company for the reason for insufficient funds or no account. 

= Returned Payment Charge $10.00 
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A. Limitations 

1 .  The Company's liability, if any, for its willful misconduct is not limited by this 
Catalog. With respect to any other claim or suit, by a customer or by any others, 
for damages associated with the installation, provision, preemption, termination, 
maintenance, repair, or restoration of service, the Company's liability, if any, shall 
not exceed an amount equal to the proportionate part of the monthly recurring 
charge for the service for the period during which the service was affected. This 
liability shall be in addition to any amounts that may otherwise be due the 
customer under this Catalog as an allowance for interruptions. 

2. The services furnished by the Company, in addition to the limitations set forth 
preceding, also are subject to the following limitation: The Company shall not be 
liable for damage arising out of mistakes, omissions, interruptions, delays, errors 
or defects in transmission or other injury, including but not limited to injuries to 
persons or property from voltages or currents transmitted over the service of the 
Company caused by Customer-provided equipment (except where a contributing 
cause is the malfunctioning of a Company-provided connecting arrangement, in 
which event the liability of the Company shall not exceed an amount equal to a 
proportional amount of the Company billing for the period of service during 
which such mistake, omission, interruption, delay, error, defect in transmission or 
injury occurs). 

3. The customer indemnifies and saves the Company harmless against claims for 
libel, slander, infringement of copyright arising from the use of material 
transmitted over its facilities, or infringement of patents arising fiom combining 
with or using in connection with, facilities of the Company, apparatus or systenw 
of the customer; and against all other claims arising out of any act or omission of 
the customer in connection with facilities provided by the Company. 

4. Calling Privileges 

Company Catalogs govern and fix the outgoing service of customers and in no 
lnanner guarantees to them the same incoming service. All incoming service of a 
customer depends upon and is limited by the right of a calling customer to such 
service. 
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2.4 LIABILITY OF THE COMPANY 
2.4.1 SERVICE LIABILITIES (Cont'd) 

B. Transnlission of Messages 

The function of the Company is to furnish means of corninunication. Acceptance, 
by employees, of written or verbal colnlnunications from the public, for 
transmission or delivery, is forbidden. 

C. Defacement of Premises 

No liability shall attach to the Company be reason of any defacement or damage to 
the customer's premises resulting from placing the Company's apparatus and 
associated wiring on such premises, or by the removal thereof when such 
defacement or damage is not the result of negligence on the part of the Company 
or its employees. 
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1. Adjustments for Municipality Payments 

In the event that a municipality collects or receives any payment or payments 
from the Company for or by reason of the use of the streets, alleys, and public 
places of the municipality or for by reason of the operation of the Company's 
business or any portion or phase thereof in the municipality, whether such 
payments be called a tax, assessment, license fee, percentage of earnings or 
revenues, lump sum payments, or otherwise, or whether such payments were 
made under the provisions of any law, ordinance, resolution, franchise, pennit, or 
otherwise, bills for the Company's services in such municipality will be increased 
during the period or periods in which any s ~ ~ c h  payment or payments are collected 
or received by an aggregate amount approximating the amounts of such payment 
or payments, and bills to the Company's customers rendered under the several 
rate schedules in effect in such municipality will be increased by the applicable 
proportionate part of any such payment or payments. 
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Qwes t  
Spirit of Service 

March 31, 2004 

Mr. Bryan Money 
Director, Service delivery 
Qwest Corporation 
250 Bell Plaza, # 515 
Salt Lake City, UT 84111-2095 

Dear Mr. Money: 

Charles Lahey 
Senior Manager 
Industry Affairs 

Qwest Communications 
4250 North Fairfax Drive 
5" Floor 
Arlington, Virginia 22203 
Phone (703) 363-4452 
Fax (703) 363-5000 
email charles.lahey@qwest.com 

Qwest Communications Corporation hereby notifies Qwest Corporation of its 
decision to opt-into Qwest's SGAT for the states of Washington, Oregon, Idaho, 
Montana, Wyoming, North Dakota, South Dakota, Colorado, Minnesota, Iowa, 
Nebraska, Utah, Arizona, and New Mexico. 

I have attached a copy of the New Customer Information and Account Assignment 
notification form as requested by QC. 

I would appreciate if you would contact me at the telephone number or e-mail 
address listed below so that we can discuss implementation of this agreement as 
well as any other administrative matters related to establishing our contractual 
relationship. 

Sincerely, 

Charles Lahey 
Senior Manager, Industry Affairs 
+ I  703 363 4452 
charles.lahey@qwest.com 



South Dakota Public Utilities Commission 
WEEKLY FILINGS 

For the Period of April 22, 2004 through April 2.8, 2004 

If you need a complete copy of a filing faxed, overnight expressed, or mailed to you, please contact 
Delaine Kolbo within five business days of this report. Phone: 605-773-3201 

TELECOMMUNICATIONS 

TC04-083 In the  Matter of the  Application of Qwest  Communications Corporation for a 
Certificate of Authority t o  Provide Local Exchange Services in South Dakota. 

On April 22, 2004, Qwest Communications Corporation (QCC) filed an application for a Certificate of 
Authority to provide competitive local exchange services in South Dakota. QCC plans to provide a broad 
range of interlATA and intralATA telecommunications services for voice and data applications to 
business and residences throughout South Dakota. QCC will provide competitive local exchange 
telecommunications service, in conjunction with interexchange telecommunications services and 
operator services, within South Dakota by means of resale, the leasing of facilities, and/or the 
construction of its own facilities on a statewide basis. 

Staff Analyst: Michele Farris 
Staff Attorney: Karen E. Cremer 
Date Filed: 04/22/04 
Intervention Deadline: 05/14/04 

TC04-084 In the Matter o f  the Petition of Tri-County Telcom, Inc. for Suspension or  
Modification o f  47  U.S.C. Section 251(b)(2) of the Communications Act of 1934 a s  
Amended. 

On April 23, 2004, Tri-County Telcom, Inc. (Tri-County) filed a petition seeking suspension or 
modification of Section 251 (b)(2) of the Telecommunications Act of I996 regarding intermodal (wireline 
to wireless) number portability. Tri-County also is seeking an immediate suspension of Section 251 (b)(2) 
pending the Commission's consideration of the suspension request until six (6) months following the 
Commission's final decision. According to Tri-County, it has received requests for LNP from Cellco 
Partnership d/b/a Verizon Wireless and Western Wireless. Tri-County states that it is a small telephone 
company that serves less than two percent of the nation's subscriber lines installed in the aggregate 
nationwide, therefore under Section 251 (f)(2) Tri-County may petition the Commission for suspension or 
modification of its obligation to implement LNP within six months of a request to deploy LNP. Tri-County 
requests the Commission to (1) issue an interim order that suspends any obligation that may exist for 
Tri-County to provide LNP until six months after entry of a final order herein; (2) issue a final order that 
grants a permanent suspension for Tri-County's obligation to implement LNP until conditions are met as 
described herein; and (3) grant Tri-County such other and further relief that may be proper. 

Staff Analyst: Harlan Best 
Staff Attorney: Rolayne Ailts Wiest 
Date Filed: 04/23/04 
Intervention Deadline: 05/07/04 

TC04-085 In the Matter of the Petition of Cheyenne River Sioux Tribe Telephone Authority for 
Suspension o r  Modification of 47 U.S.C. Section 251(b)(2) of the Communications 
Act of 1934 a s  Amended. 



On April 23, 2004, Cheyenne River Sioux Tribe Telephone Authority (CRST) filed a petition seeking 
suspension or modification of Section 251 (b)(2) of the Telecommunications Act of 1996 regarding 
intermodal (wireline to wireless) number portability. CRST also is seeking an immediate suspension of 
Section 251 (b)(2) pending the Commission's consideration of the suspension request until six (6) 
months following the Commission's decision. According to CRST, it has received requests for LNP from 
Verizon Wireless and Western Wireless. CRST states that it is a small telephone company that serves 
less than two percent of the nation's subscriber lines installed in the aggregate nationwide, therefore 
under Section 251 (f)(2) CRST may petition the Commission for suspension or modification of its 
obligation to implement LNP within six months of a request to deploy LNP. CRST requests the 
Commission to (1) issue an interim order that suspends any obligation that may exist for CRST to 
provide LNP until six months after entry of a final order herein; (2) issue a final order that grants a 
permanent suspension for CRST's obligation to implement LNP until conditions are met as described 
herein; and (3) grant CRST such other and further relief that may be proper. 

Staff Analyst: Harlan Best 
Staff Attorney: Rolayne Ailts Wiest 
Date Filed: 04/23/04 
Intervention Deadline: 05/07/04 

You may receive this listing and other PUC publications via our website or via internet e-mail. 
You may subscribe or unsubscribe to the PUC mailing lists at http:llwww.state.sd.us/puc 



Melissa K. Thompson 
Senior Attorney 
1801 California Street 
Suite 4900 
Denver, CO 80202 
303-672-2734 
303-295-7069 (fax) 
melissa.thompson@qwest.com 

May 5,2004 

Qwest - 
Spirit of Service'" 

Pamela Bonrud, Executive Director 
Public Utilities Commission of the State of South Dakota 
500 East Capitol Avenue 
Pierre, South Dakota 57501 

RE: Amended Exhibit 6 to Application and Request for a Certificate of Authority by Qwest 
Communications Corporation 

Dear Ms. B o m d :  

On April 21,2004, Qwest Communications Corporation ("QCC") submitted an 
Application and Request for a Certificate of Authority to you for filing. QCC attached catalog 
pages to its Application as Exhibit 6. Subsequent to the date of the filing, QCC revised and 
updated its catalog pages. 

As a result of the revisions to the catalog pages, QCC respectfully asks you to replace the 
original Exhibit 6 of the Application with the enclosed catalog pages. I apologize for any 
inconvenience that this may cause you. Please contact me if you have any questions or concerns. 

Thank you for your help. 

Sincerely, 

Melissa K. Thompson 

Encl. 
cc: Colleen Sevold 



In the Matter of the Application of TC 04 - 
Qwest Communications Corporation 
for a Cei-tificate of Authority to Provide APPLICATION AND REQUEST 
Competitive Local Exchange Telecomunications FOR CERTIFICATE OF 
Services in South Dakota AUTHORITY 

REVISED 

EXHIBIT 6 

Qwest Communications Corporation 
Revised May 5,2004 
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1. APPLICATION AND REFERENCE 

Tlis Catalog applies to the fi~rlisling of Exchange Services defined herein by 
Qwest Conmunications Cosporation (hereinafter refelred to as the "Company") 
for customers within the exchange service area of the State of South Dakota. 
Services, features and fimctions will be provided where facilities, including but 
not limited to, billing and teclmical capability and the ability of the Company to 
purchase service elements fi-om appropriate Catalogs and Tariffs for resale are 
available. 

The provision of Excl~ange Service is subject to existing regulations, terms and 
conditions specified in tlis Catalog and may be revised, added to or 
supplemented by superseding issues. 

Qwest Commuiications Corporation reserves the right to offer its customers a 
variety of competitive services as deemed appropriate by the Company. 
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1.2 TABLE OF CONTENTS (Cont'd) 
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A. Section 1 provides the following for all of the sections in this Catalog. 

Subject Index - an alphabetical listing to find the desired section. 

Table of Contents - a numerical listing to find the desired section and page. 

B. Each individual section in the Catalog provides a Subject Index for the material 
located witl~in that section. 

C. Obsolete Service Offerings 

Obsolete service offerings are identified in the Catalog by adding 100 to the 
cun-ent section number. 

The Catalog uses nine levels of indentations lulown as Tariff Information 
Management (TIM) Codes, as outlined below: 

Section Heading 
Sub Heading 
Sub Heading 
Sub HeadingICatalog Text 
Sub HeadingICatalog Text 
Sub HeadingICatalog Text 
Sub HeadingICatalog Text 
Sub HeadingICatalog Text 
Footnotes 

1. APPLICATION AND REFERENCE 
1.4 CATALOG FORMAT 
1.4.1 LOCATION OF MATERIAL 

A. Text 
1. Text 
a. Text 
(1) Text 
(a) Text 
[l] Text 
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1.4 CATALOG FORMAT (Cont'd) 

Within rate tables, four types of entries are allowed: 

Rate Amount 

The rate amount indicates the dollar value associated with the service. 

A dash "-" 

The dash indicates that there is no rate for the service or that a rate amount 
is not applicable under the specific colu~nn header. 

A footnote designator "El]" 

The footnote designator indicates that fiu-ther information is contained in .a 
footnote. 

The acronym "ICBM indicates that the product/service is rated on an 
individual case basis. 
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(c)  To signify changed regulation, term or condition 

(D) To signify discontinued material 

(1) To signify rate increase 

(M) To signify material moved from or to another part of the 
Catalog with no change, unless there is another change symbol 
present 

(N) To signify new material 

(R) To signify rate reduction 

(T) To signify a change in text but no change in rate, regulation, 
term or condition 
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....................................................................................................... Refusal 
......................................................................... Returned Payment Charge 

Service Liabilities ...................................................................................... 
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Special Services ......................................................................................... 
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Use of Service ............................................................................................. 
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Accessories 

Devices which are mechanically attached to, or used with, the facilities fixnished 
by the Company and wlich ase independent of, and not electrically, acoustically, 
or inductively connected to, the comm~uications path of the telecommunications 
system. 

Authorized User 

A person, firm, corporation or other entity that either is authorized by the 
customer to use exchange services or is placed in a position by the customer, 
either tluough acts or omissions, to use exchange services. 

Central Office Coiulecting Facility 

A facility furnished to an Other Common Carrier by the Company (in accordance 
with the Company's Facilities for Other Coinmoil Carriers Catalogs andlor 
Tariffs) between the terminal location of the Other Conmon Cassier and a point 
of connection on the Company premises. 

Communicatioils Systems 

Channels and other facilities wlich ase capable, when not connected to exchange 
and/or long distance message telecommunications service, of communications 
between customer-provided terminal equipment. 

Company 

Refers to Qwest Coininunications Corporation, wlich is the issuer of this 
Catalog. 

CPE is customer provided premises equipment, software and other materials used 
in connection with the facilities. 

Customer 

Any person, firm, partnership, corporation, muiicipality, cooperative 
organization, or governmental agency to whom the Company agrees to fw-nish 
communications service under the provisions and regulations of this Catalog. 

NOTICE 
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2.1 DEFINITIONS (Cont'd) 

Data Access A~~angement 

A protective connecting arrangement for use with the network control signaling 
unit or, in lieu of the connecting arrangement, an arrangement to identify a 
central office line and protective facilities and procedures to determine 
compliance with criteria set forth elsewhere. 

Exchange Access Line 

All of the Comnpany's Central Office equipment and outside plant facilities that 
are needed to connect the service to the Company provided Network Interface or 
equivalent. 

Individual Case Basis 

A service arrangement in which the regulations, rates and charges are developed 
based on the specific circumstances of the customer's situation. 

That point on the premises of the customer at which provision is made for 
connection of other than Company-provided facilities to facilities provided by the 
Company. 

LATA -(Local Access Transport Area) 

A geographical area within which a local exchange company provides 
co1n1nunications services. 

NOTICE 
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2.1 DEFINITIONS (Cont'd) 

Network Interface 

The Network Interface consists of a miniature modular standard jack for the 
connection of customer premises inside wire. The Network Interface is provided 
as part of the Exchange Access Line. 

Noiu-ecuning Charges 

The one-time initial charges for services or facilities, including but not limited to 
charges for construction, installation, or .special fees, for which the customer 
becomes liable at the time the Service Order is executed. 

Recui-ring Charges 

The montl~ly cl~arges to the customer for services, facilities and equipment, 
which continue for the agreed upon duration of the service. 

Service Address 

The service address is the building where the customer receives the Exchange 
Access Facilities. 

Service Coinmencement Date 

The first day following the date on which the Company notifies the customer that 
the requested service or facility is available for use, unless extended by the 
customer's refilsal to accept service which does not conform to standards set 
forth in the Service Order or this Catalog, in which case the Service 
Coinmeilceinent Date is the date of the customer's acceptance of service. The 
parties may mutually agree 011 a s~~bstitutq Service Coinmencement Date. 

Standard Network Interface 

The point of coimection with the Telecoinm~mication Network which is located 
at the customer's premises at a place deemed necessary by the Company in order 
to insure transmission quality and whicl~ is readily accessible to the customer. 

NOTICE 
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Refusal 

The Company reserves the right to refilse an application for service made by a 
present or former customer who is indebted to the Company for telephone service 
previously fi~rnished, until the indebtedness is satisfied. The Company may refuse 
to fi~rnish or may deny telephone service to any person or business whereas on 
their premises exists any telephone facility which shows any evidence of 
tampering, manipulating, or operation, or use of any device whatsoever, for the 
puspose of obtaining telephone service without payment of the charges applicable 
to the service rendered. 

Cancellations and Deferments 

When the Company advises a customer that ordered services are available on the 
requested due date, and the customer is unable or unwilling to accept service at 
that time, the facilities will be held available for the customer for a 30 business day 
grace period. If after 30 business days the customer still has not accepted service, 
the customer will be contacted and regular monthly billing for the ordered service 
shall begin if the customer requests that facilities continue to be held for their 
filt~lre use. Otherwise the facilities will be released for other service order activity, 
and cancellation charges (11011-recurring charges that would have applied had the 
sesvice been installed) shall be applied. These cancellation and defesment 
provisions apply to requests for 5 or more analog or digital exchange access lines. 

Use of Service 

1. Limitation on Use 

Service is fi11'11ished to customers for use only by the or by employees or 
representatives when engaged in business. 

When the general service to the public is impaired by a customer's use of  
exchange service, the Company shall have the right to require the customer to 
contract for and properly maintain as many additional access lines as are needed 
to adequately serve the customer's requirements, or to discontiilue the service of 
the customer in question. 

NOTICE 



Qwest Communications Corporation 
Exchange Service Catalog No. 2 SECTION 2 

Page 5 
State of South Dakota Release 1 
Issued: { Effective: } 

2.2 ESTABLISHING AND FURNISHING SERVICE (Cont'd) 

1. Facilities and lines furnished by the Company on the premises of a customer, 
authorized user or agent of the Company are the property of the Company and are 
provided upon the condition that such facilities and lines must be installed, 
relocated, rearranged and maintained by the Company, and that the Company's 
employees and agents may enter said premises at any reasonable hour to test and 
inspect such facilities and lines in connection with such purposes, or upon 
termination or cancellation of the sesvice, to remove such facilities and lines. 

2. The Company's obligation to furnish seivice or to continue to fiisnish service is 
dependent on its ability to obtain, retain and maintain suitable rights and facilities, 
and to provide for the installation of those facilities required incident to the 
furnishing and maintenance of that service. 

The Company reserves the right to limit use of conu.nunication services when 
emergency conditions cause a shoi-tage of facilities. 

A. Work On Customer's Premises 

It is contemplated that all work on customers' premises can be performed during 
regular working hours. If a customer requests that work be performed during 
hours which results in overtime or premium rates of pay, a charge may apply in 
addition to other rates and charges which may be applicable, equal to the amount 
of overtime or premi~un time payments. 

It is also contemplated that all installation, removals, service coimections, moves 
and changes requested by a customer be performed without the Company incussing 
unusual costs. If a customer requests that work be performed in a special manner 
or at a special time which results in unusual costs, a charge equal to the amount of 
unusual costs may apply in addition to other applicable rates and charges. 

NOTICE 
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2.2 ESTABLISHING AND FURNISHING SERVICE 
2.2.11 SPECIAL SERVICES (Cont'd) 

B . Special Arrangements 

The rates and charges quoted in this Catalog contemplate the use of standard 
arrangements, that is, the arrangement normally used by the Company to provide 
the type of service involved. 

For special service arrangements to be provided by this Company, and not 
specifically covered in this Catalog, charges equivalent to the cost of hrnisl~ing 
such su-rangements . 
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2.2 ESTABLISHING AND FURNISHING SERVICE (Cont'd) 

A. Initial Service Periods 

1. The initial service period for service and facilities is one month, except as 
otherwise specified hereinafter. 

. Initial service periods for service or facilities of any class will be greater than 
those specified herein whenever that is required in order for the Company to 
protect itself from inalcing a hazardous investment because the customer's 
location or the character of the service required is such that upon termination of 
the customer's contract the facilities which have been constructed or installed to 
render the service are not likely to be useful for furnishing service to any other 
customer. 

3. Service for wlich the initial service period is one month may be terminated prior 
to the expiration of such period only by payment of charges for the entire initial 
period. The charges for any supplemental item of service or facilities furnished 
in connection with such service shall, however, be terminated in accordance with 
the regulations applicable to that item of service or facilities. 
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The customer is responsible for payment of all charges for facilities and 
services fimished the customer, including charges for services originated, or 
charges accepted, at such facilities. 

A. Charges Due 

Charges for exchange service and facilities are due in advance. Payment is due 
upon receipt of bill. All bills are payable by any means mutually acceptable to the 
customer and the Company. Failure to receive a bill does not exempt the 
customer from prompt payment of their account. The customer is held responsible 
for all charges for exchange service and facilities furnished at the customer's 
request. 

The Company shall utilize credit policies and reasonable and equitable methods in 
its debt collection practices as specified in the Administrative Rules of the South 
Dakota Public Utilities Commission. 

B. Returned Payment Charge 

A retuned payment charge may apply to the customer's account for each occasion 
that a check, bank draft, or an electronic fimds transfer item is returned to the 
Company for the reason for insufficient funds or no account. 

Returned Payment Charge 

NOTICE 
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A. Limitations 

The Company's liability, if any, for its willful inisconduct is not limited by this 
Catalog. With respect to any other claim or suit, by a customer or by any others, 
for damages associated with the installation, provision, preemption, termination, 
maintenance, repair, or restoration of service, the Company's liability, if any, shall 
not exceed an amount equal to the proportionate part of the monthly recurring 
charge for the service for the period during which the service was affected. T h s  
liability shall be in addition to any amounts that may othenvise be due the 
customer under this Catalog as an allowance for interruptions. 

2. The services fiu-llished by the Company, in addition to the limitations set forth 
preceding, also are subject to the following limitation: The Company shall not be 
liable for damage arising out of mistakes, omissions, interruptions, delays, errors 
or defects in trsu~smission or other injury, including but not limited to injuries to 
persons or property fiom voltages or currents transmitted over the service of the 
Company caused by Customer-provided equipment (except where a contributing 
cause is the malfhctioning of a Company-provided connecting arrangement, in 
which event the liability of the Company shall not exceed an amount equal to a 
proportional amount of the Company billing for the period of service during 
which such mistake, omission, intesruption, delay, error, defect in transmission or 
injury occurs). 

3. The customer indemnifies and saves the Company harmless against claims for 
libel, slander, iilti.ingement of copyrigl~t arising fiom the use of material 
transmitted over its facilities, or inficingement of patents arising fiom combining 
with or using in connection with, facilities of the Company, apparatus or systems 
of the customer; and against all other claims arising out of any act or omission of 
the customer in connection with facilities provided by the Company. 

4. Calling Privileges 

Company Catalogs govern and fix the outgoing service of customers and in no 
manner guarantees to them the same incoming service. All incoming service of a 
customer depends upon and is limited by the right of a calling customer to such 
service. 
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2.4 LIABILITY OF THE COMPANY 
2.4.1 SERVICE LIABILITIES (Cont'd) 

B. Transmission of Messages 

The fi~nction of the Company is to furllsh means of communication. Acceptance, 
by employees, of written or verbal communications from the public, for 
transmission or delivery, is forbidden. 

C. Defacement of Premises 

No liability shall attach to the Company be reason of any defacement or damage to 
the customer's premises resulting from placing the Company's apparatus and 
associated wiring on such premises, or by the removal thereof when such 
defacement or damage is not the result of negligence on the part of the Company 
or its employees. 
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1. Adjustments for Municipality Payments 

In the event that a municipality collects or receives any payment or payments 
from the Company for or by reason of the use of the streets, alleys, and public 
places of the municipality or for by reason of the operation of the Company's 
business or any portion or phase thereof in the municipality, whether such 
payments be called a tax, assessment, license fee, percentage of earnings or 
revenues, lump sum payments, or otl~erwise, or whether such payments were 
made under the provisions of any law, ordinance, resolution, franchise, permit, or 
otherwise, bills for the Company's services in such municipality will be increased 
d~uing the period or periods in wlIic11 any such payment or payments are collected 
or received by an aggregate amount approximating the amounts of such payment 
or payments, and bills to the Company's customers rendered under the several 
rate schedules in effect in such mnunicipality will be increased by the applicable 
proportionate part of any such payment or payments. 
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1. Description 

Exchange Access Facilities provide the physical coimection, between the 
customer's premises and the Company's domestic network. The facilities include 
any entrance cable or drop wire to the point where provision is made for the 
termination of the Coinpany's outside distribution network facilities at a suitable 
location at a customer-designated service address. The Company illstalls the 
facilities to the Company's point of demarcation. 

Each facility includes Company maintained equipment at the Company's 
termination point at the customer's service address. The point of termination may 
also be called the deinarcation point. The facility does not include any extended 
wiring, inside wiring, or equipment past the demarcation point that is not 
maintained by the Company. 

2. Terms 

Exchange Access Facilities 

Exchange Access Facilities are only provisioned in conjunction wit11 Qwest 
Coinnl~u~ications Corporation complex telecoinmunications services. 

3. Rates and Charges 

Rates for Exchange Access Facilities will be developed on an Individual Case 
Basis (ICB). 
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South Dakota Telecommunications Association 
PO Box 57 4 320 East Capitol Avenue . Pierre, SD 57501 
605/224-7629 pl Fax 605/224-1637 rn sdtaonline.com 

Rural roots, global connections 

May 14,2004 

Ms. Pamela Bonrud, Executive Director 
South Dakota Public Utilities Commission 
500 East Capitol Ave. 
State Capitol Building 
Pierre, SD 57501 

RE: Docket TC04-083, Application of Qwest Communications Corporation for 
Certificate of Authority 

Dear Ms. Bonrud: 

Attached for filing with the Commission in the above referenced docket are the original and ten 
(1 0) copies of a Petition to Intervene of the South Dakota Telecommunications Association. 

You will also find attached to the Petition a certificate of service verifying service of this 
document, by mail, on counsel for Qwest Communications Corporation ("QCC"). 

Thank you for your assistance in filing and distributing these documents. 

Sincerely, 

Richard D. Coit 
Executive Director and General Counsel 
SDTA 



BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF SOUTH DAKOTA 
IN THE MATTER OF THE APPLICATION ) 
QWEST COMMUNICATIONS CORP. FOR A ) DOCKET TC04-083 
CERTIFICATE OF AUTHORITY TO ) 
PROVIDE COMPETITIVE LOCAL ) 
EXCHANGE TELECOMMUNICATIONS 1 
SERVICES IN SOUTH DAKOTA 1 

SDTA Petition to Intervene 

The South Dakota Telecommunications Association ("SDTA") hereby petitions the 

Commission for intervention in the above captioned proceeding pursuant to SDCL 1-26-1 7.1 and 

ARSD $ 5  20:10:01 :l5.O2, 20:10:01:15.03 and 20:10:01:15.05. In support hereof, SDTA states 

as follows: 

1. SDTA is an incorporated organization representing the interests of numerous 

cooperative, independent and municipal telephone companies operating throughout the State of 

South Dakota. 

2. On or about April 22, 2004, Qwest Communications Corporation ("QCC") filed an 

Application for a Certificate of Authority with the Commission seeking authorization to "provide 

competitive local exchange telecommunications services in South Dakota." 

4. The Application filed does not indicate specifically where in South Dakota QCC 

intends to provide its competitive local exchange services, but does request authority to provide 

such services on a "statewide basis." 

5. In regards to the Application, it is clear that the provisions of 5 49-3 1-70 and ARSD 5 
20:10:32:04 are applicable. These provisions require that notice of the application be provided 

to other, already certified, local exchange carriers. No indication is given by the application as to 

whether QCC has provided this required notice. 

6. All of the SDTA member companies operate as "rural telephone companies" for 

purposes of the Federal Telecommunications Act of 1996 and also the state laws enacted in 1998 

addressing local exchange competition (SDCL $ 5  39-3 1-69? et. seq.). 

7. Because the Application filed by QCC seeks a statewide certificate of authority for 

local exchange services, clearly all of the SDTA member local exchange carriers ("LECs") have 

an interest in and stand to be impacted by this proceeding. SDTA seeks intervention in this 



proceeding based on the individual interests of each of its member LECs and based on their 

common interest to ensure that the rural safeguard provisions contained in the state statutes and 

within the Commission's administrative rules are properly applied. 

8. With respect to the Application for a Certificate of Authority filed by QCC, SDTA 

believes that the application, insofar as it relates to certification for local exchange service, is 

deficient for failing to provide all of the information required by the Commission's 

administrative rules. Much of the information specifically required under ARSD 8 20:10:32:03 

has not been supplied and at this time QCC has failed to submit information that is adequate for 

this Commission to make any fair determination under the standards that are applicable to 

applications for local service authority. In addition, QCC has failed to provide information 

necessary to determine whether QCC would in rural service areas comply with the additional 

service obligations imposed on competitive carriers by ARSD 20: 10:32: 15. Accordingly, 

pursuant to ARSD 8 20:10:32:06, SDTA urges the Commission to find the QCC Application 

incomplete and to reject the filing. 

9. Based on all of the foregoing, SDTA alleges that it is an interested party in this matter 

and would seek intervening party status. 

Dated this 14th day of May 2004. 

Respectfully submitted: 

Executive Director and General Counsel 



CERTIFICATE OF SERVICE 

I hereby certify that an original and ten (1 0) copies of the foregoing document were hand- 
delivered to the South Dakota PUC on May 14,2004, directed to the attention of 

Pam B o m d  
Executive Director 
South Dakota Public Utilities Commission 
500 East Capitol Avenue 
Pierre, SD 57501 

A copy was sent by U.S.P.S. First Class Mail to: 

Melissa K. Thompson 
Senior Attorney 
Qwest Services Corporation 
1 801 California Street, Suite 4900 
Denver, CO 80202 

Colleen Sevold 
Manager-Regulatory 
Qwest Policy and Law 
125 S. Dakota Ave. 
Sioux Falls, SD 57 194 

Dated this 14th day of May, 2004. 

. I 

Richard D.'Coit,  ene ex Counsel 
South Dakota Telecommunications Association 
PO Box 57 - 320 East Capitol Avenue 
Pierre, SD 57501 -0057 



Melissa K. Thompson 
Senior Attorney 
1801 California Street 
Suite 4900 
Denver, CO 80202 
303-672-2734 
303-295-7069 (fax) 
melissa.thompson@qwest.com 

Qwes 
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May 20,2004 LL. * u~i-;i ['$axQFji, P&L\ 
IpTjPq E h ik-L ~ ( J ~ ~ ~ ~ ~ ~ $ ~ ~ J ~ ~  

Pamela Bonmd, Executive Director 
Public Utilities Commission of the State of South Dakota 
500 East Capitol Avenue 
Pierre, South Dakota 57501 

RE: Certificate of Service for Application and Request for a Certificate of Authority by Qwest 
Communications Corporation 

Dear Ms. Bonrud: 

On April 21,2004, Qwest Communications Corporation ("QCC") submitted an 
Application and Request for a Certificate of Authority to you for filing. Please find enclosed a 
Certificate of Service for filing with the Application. 

Please contact me if you have any questions or concerns. 

Thank you. 

Sincerely, 

Melissa K. ~ h o m ~ s o n  

Encl. 
cc: Colleen Sevold 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

In the Matter of the Application of TC 04-083 
Qwest Communications Corporation 
for a Certificate of Authority to Provide CERTIFICATE OF SERVICE 
Competitive Local Exchange Telecommunications 
Services in South Dakota 

I hereby certify that on this 20' day of May, 2004, a copy of QWEST 
COMMUNICATION CORPORATION'S APPLICATION AND REQUEST FOR 
CERTIFICATE OF AUTHORITY was forwarded via United States Postal Service, postage 
prepaid, to the following: 

@link Networks, Inc. 
Mary Jo Grant, Regulatory Compliance 
Administrator 
20825 Swenson Drive, Suite 150 
Waukesha WI 53 186 

1-800-Reconex, Inc. d/b/a USTel 
Todd M. Meislahn, President 
2500 Industrial Avenue 
P 0 Box 40 
Hubbard OR 97032 

360Networks (USA) Inc. 
David Love, Senior Vice President 
12202 Airport Way, Suite 300 
Broomfield CO 80021 

Adelphia Business Solutions Operations, 
Inc. 
Terry Romine, Director of Legal and 
Regulatory Affairs 
One North Main Street 
Coudersport PA 169 15 

Advanced TelCom, Inc. 
Clifford G. Rudolph, CEO 
110 Stony Point Road, Second Floor 
Santa Rosa CA 95401 

Alliance Communications Cooperative, Inc. 
Don Snyders, General Manager 
P. 0 .  Box 349 
Garretson, SD 57030 

Alticomm, Inc. 
James Cornblatt, Director of Regulatory 
Affairs 
115 Shawmut Road 
Canton MA 02021 

Amour Independent Telephone Company 
Richard Freemark, Local Manager 
P. 0 .  Box 460 
Hartford, SD 57033-0460 

Arrival Communications, Inc. 
Mike Mulkey, Sr. Vice President - Policy 
and Carrier Management 
5100 California Ave., Suite 104 
Bakersfield CA 93309 

AT&T Communications of the Midwest, 
Inc. 
Mary Jane Rasher 
10005 Gwendelyn Lane 
Highlands Ranch CO 80129-6214 



Atlas Communications, Ltd. 
John Fudesco, President 
P 0 Box 607 
Consrorocken PA 19428-0607 

. Avera Communication, L.L.C. 
Ronald A. Sandifer, VP/CIO 
3900 W. Avera Drive 
Sioux Falls SD 57108 

Beresford Municipal Telephone Co. 
Wayne Akland, General Manager 
101 North 3rd Street 
Beresford, SD 57004 

Black Hills FiberCom, L.L.C. 
Linden R. Evans 
P. 0 .  Box 21 15 
Rapid City SD 57709 

Bridgewater-Canistota Independent 
Telephone 
Richard Freemark, Local Manager 
P 0 Box 460 
Hartford, SD 57033-0460 

BT Communications Sales LLC 
Linda Cicco, Regulatory Compliance 
Manager 
11440 Commerce Park Drive 
Reston VA 20191 

CCCSD, Inc. dlbla Connect! 
Carole Hamon, Supervisor - Regulatory 
Affairs 
124 W. Capitol Ave, Suite 250 
Little Rock AK 72201 

Cheyenne River Sioux Tribe Telephone 
Authority 
J.D. Williams, General Manager 
P. 0 .  Box 810 
Eagle Butte, SD 57625 

CI2, Inc. 
Willa Andrella Baylis, President & CEO, 
CFO 
200 Galleria Parkway, Suite 1200 
Atlanta GA 30339 

Citizens Telecommunications Company of 
Minnesota, Inc. 
John Lass, Vice President and General 
Manager 
2378 Wilshire Blvd 
Mound City MN 55354 

City of Broolungs Utilities, Telephone 
Division 
d/b/a Swiftel Communications 
Craig Osvog, General Manager 
P. 0. Box 588 
Brookings, SD 57006 

City of Faith Telephone Company 
Shane Ayres, Finance Officer 
P. 0 .  Box 368 
Faith, SD 57626 

Comm South Companies, Inc. 
Felicia Mays 
P 0 Box 570159 
Dallas TX 75357 

Computer Network Technology 
Corporation 
Gregory Barnum 
6000 Nathan Lane 
Minneapolis MN 55442 

COMTECH 21, LLC 
Matt Sosnowski 
One Barnes Park South 
Wallingford CT 06492 

Consolidated Telcom 
L. Dan Wilhelmson 
P. 0 .  Box 1077 
Dickinson, ND 58601 



Contact Communications, Inc. 
Steven Mossbrook, President 
937 West Main 
Riverton WY 82501 

Covista, Inc. 
Tony Barrett, VP of Operations 
72 1 Broad Street, 2nd Floor 
Chattanooga TN 37402 

Dakota Telecommunications Systems, Inc. 
William Heaston, Esq. 
5 100 S McLeod Lane 
Sioux Falls SD 57108 

Dickey Rural Communications, Inc. 
Darren Moser 
P. 0 .  Box 69 
Ellendale, ND 58436 

Dickey Rural Tel. Coop. 
Darren Moser 
P. 0 .  Box 69 
Ellendale, ND 58436 

DIECA Communications, Inc. 
d/b/a Covad Communications Company 
Megan Doberneck 
7901 Lowry Blvd. 
Denver CO 80230 

Dogstar Telephone Co. 
Victoria Gordon, President 
4795 Miller Creek Road 
Missoula MT 59803 

DSLnet Communications, LLC 
Alan Bolduc, Vice President 
545 Long Wharf Drive, Fifth Floor 
New Haven CT 065 11 

Easton Telecom Services Inc. 
Robert Mocas, President 
3046 Brecksville Road 
Richfield OH 44286 

eMeritus Communications, Inc. 
Becky Gipson, Director, Regulatory Affairs 
1600 Viceroy Drive 
Dallas TX 75235 

Essex Communications, Inc. 
d/b/a eLEC Communications 
Maria A. Abbagnaro 
543 Main Street 
New Rochelle NY 10801 
Excel Telecommunications, Inc. 
Becky Gipson, Director of Regulatory 
Affairs 
1600 Viceroy Drive 
Dallas TX 75235 

F.D.S.D. Rapid City, Inc. 
Darrel K. Wangen, President 
-8410 Kings Road 
Rapid City SD 57702-7757 

Fairpoint Communications Solutions Corp. 
Michael Kent 
Sr. Manager of Regulatory Affairs 
908 West Frontview 
P.O. Box 199 
Dodge City KS 67801 

Farmers Mutual Tel. Co. 
Robert J. Hoffman 
P. 0 .  Box 368 
Bellingham, MN 56212 

FiberComm, L.C. 
James McKenna, Vice President 
1104 6th Street 
Sioux City IA 51101-1908 

Fort Randall Telephone Company 
Bruce Hanson, General Manager 
909 Willmar Avenue SW 
Willmar, MN 56201 



France Telecom Corporate Solutions L.L.C. 
Jean-Sebastien Fallisse, Treasurer 
2300 Corporate Park Drive, Mailstop 
SP0606 
Herndon VA 20 17 1 

GLD, Group Long Distance, Inc. 
Sam Hitner, Secretary 
9500 Toledo Way 
Irvine CA 9261 8-1806 

Global TeleLink Services, Inc. d/b/a 
South Dakota GTS 
Tom McLean 
1455 Old Alabama Road, Suite 100 
Roswell GA 30076 

Golden West Telecommunications Coop 
George Strandell, Interim Manager 
P. 0. Box 411 
Wall, SD 57790 

Granite Telecommunications, LLC 
Robert T. Hale, Jr., President 
234 Copeland Street 
Quincy MA 02169 

Great Plains Communications 
Dixie Lambert 
1635 Front Street 
Blair, NE 68008 

Heartland Telecommunications Company 
of Iowa d/b/a Hickory Tech Corporation 
David Christensen 
221 East Hickory Street 
Mankato, MN 56002 

HickoryTech Long Distance 
Bill VanderSluis, Director of Regulatory 
Affairs 
221 East Hickory Street 
Mankato MN 56001 

Houlton Enterprises, Inc. d/b/a Guaranteed 
Phone Service 
Richard Homer, Vice President 
2201 W Broadway, Suite #1 
Council Bluffs IA 5 1501 

ICG Telecom Group, Inc. 
Scott E. Beer, Director - Industry & 
Corporate Affairs 
161 Inverness Drive West 
Englewood CO 801 12 

IDT America, Corp. 
Carl Wolf Billek, Associate General 
Counsel 
520 Broad Street 
Newark NJ 07 102-3 11 1 

iLOKA.Inc. d/b/a Microtech-tel 
Satish V. Kumar, President 
4643 South Ulster Street, Suite 1200 
Denver CO 80237-2868 

Integra Telecom of South Dakota, Inc. 
Karen J. Johnson, Corporate Regulatory 
Attorney 
19545 NW Von Neumann Drive, Suite 200 
Beaverton OR 97006 

Interstate Telecommunications Coop 
Jery Heiberger, General Manager 
P. 0. Box 920 
Clear Lake, SD 57226 

Ionex Communications North, Inc. 
Russell C. Merbeth, General Counsel 
15305 North Dallas Parkway, Suite 1500 
Addison TX 75001 

IPVoice Communications, Inc. 
Julie Bahavar, Controller 
P 0 Box 20370 
Mesa AZ 85277-0370 



James Valley Cooperative Telephone Co. 
Doug Eidahl, General Manager 
P. 0 .  Box 260 
Groton, SD 57445-0260 

JATO Operating Two Corp. 
Andrew R. Newell, Esq. 
Staff Attorney -- Carrier Relations 
999 18th Street, Suite 2600 
Denver CO 80202-2489 

Jefferson Telephone Company d/b/a Long 
Lines 
Tom Connors, Manager 
P. 0 .  Box 128 
Jefferson, SD 57038-0128 

Kadoka Telephone Company 
Pat Morse, PresidentlGeneral Manager 
P. 0 .  Box 220 
Kadoka, SD 57543 

Kennebec Telephone Company 
Rod Bowar, General Manager 
P. 0. Box 158 
Kennebec, SD 57544 

KMC Data, LLC 
Randy Meacham, Manager of State 
Regulatory Affairs 
1755 North Brown Road 
Lawrenceville GA 30043 

KMC Telecom V, Inc. 
Randy Meacham, Manager of State 
Regulatory Affairs 
1755 North Brown Road 
Lawrenceville GA 30043 

Lance J.M. Steinhart, Esq. 
For Reliant Communications, Inc. 
1720 Windward Concourse, Suite 250 
Alpharetta GA 30005 

LDM Systems, Inc. 
Stephen Steiner, Treasurer 
254 S. Main Street 
New City NY 10956 

Level 3 Communications, LLC 
William P. Hunt III, Regulatory Counsel 
1025 Eldorado Blvd 
Broomfield CO 80021-8869 

Long Distance Direct Holdings, Inc. 
Steven Lampert, President 
1 Blue Hill Plaza, Suite 1430 
Pearl River NY 10965 

Long Lines Metro f/Ma CommChoice, LLC 
Jill Thornton 
P 0 Box 67 
Sergeant Bluff IA 5 1054-0067 

Maxcess, Inc. 
Jim Marchant, President 
P. 0 .  Box 951419 - 
Lake Mary FL 32795-1419 

McCook Cooperative Telephone Co. 
Bryan Roth, General Manager 
P. 0 .  Box 630 
Salem, SD 57058 

MCI WorldCom Communications, Inc. 
Leigh Ann Cox, Mgr Regulatory Analysis 
500 Clinton Center Drive 
Clinton MS 39056-5630 

MCIrnetro Access Transmission Services, 
LLC 
Randee Klindworth, Tariff Administrator 
8521 Leesburg Pike 
Vienna VA 221 82 

McLeodUSA Telecommunications 
Services, Inc. 
Bill Courter 
P OBox 3177 
Cedar Rapids IA 52406-3 177 



Metromedia Fiber Network Services, Inc. 
Stephen A. Garofalo, Chairman & CEO 
360 Hamilton Avenue 
White Plains NY 10601 

Midco Communications d/b/a Midcontinent 
Communications, Inc. 
Tim Simmons, Vice President 
410 S Phillips Avenue 
Sioux Falls SD 57104-6824 

Midcontinent Communications 
W. Tom Simmons 
5001 West 41st Street 
Sioux Falls SD 57104-1424 

Midstate Communications, Inc. 
Mark Benton, General Manager 
P. 0 .  Box 48 
Kimball, SD 57355 

Midstate Telecom, Inc. 
Mark D. Benton 
120 East 1st Street 
Kimball SD 57355 

Mt. Rushmore Telephone Company 
Bruce Hanson, General Manager 
P. 0 .  Box 800 
Clara City, MN 56222 

NebCom, Inc. 
Emory Graffis 
110 East Elk Street 
Jackson, NE 68743 

New Access Communications LLC 
Steven C. Clay, President 
120 South 6th Street, Suite 950 
Minneapolis MN 55402 

New Edge Network, Inc. d/b/a New Edge 
Networks 
Stacey Waddell 
3000 Columbia House Blvd, Suite 106 
Vancouver WA 98661 

NewPath Holdings, Inc. 
Mick Herke, Executive Vice President 
4364 114th Street 
Des Moines IA 50322-5408 

Northern Valley Communications, LLC 
Doug Eidahl, CEO 
PO Box 320 
Groton SD 57445 

NOS Communications, Inc. 
Glenn Stockton, Chief Counsel, Tariff and 
Regulatory Affairs 
4380 Boulder Highway 
Las Vegas NV 89121 

NOW Communications of South Dakota, 
Inc . 
Larry W. Seab, President/CEO/Director 
2000 Newpoint Place, NW, Suite 900 
Lawrenceville GA 30043-5578 

NTERA, Inc. 
Engin Yesil, President 
1020 N.W. 163rd Drive 
Miami FL 33169 

OrditCom, Inc. flkla VP Telecom 
Brad VanLeur, President 
1701 N. Louise Ave. 
Sioux Falls SD 57 107 

PAM Oil, Inc. d/b/a PAM Communications 
Scott Scofield, CEO 
P. 0 .  Box 5200 
Sioux Falls SD 571 17-5200 



Pathnet, Inc. 
Richard A. Jalkut, President & CEO 
P 0 Box 1306 
Centreville VA 20122-8306 

PrairieWave Community Telephone, Inc. 
Brent Norgaard 
5 100 S. Broadband Lane 
Sioux Falls, SD 57108 

PrairieWave Telecommunications, Inc. 
William Heaston, Esq. 
5 100 S Broadband Lane 
Sioux Falls SD 57108 

Premiere Network Services, Inc. 
Leo A. Wrobel, President and CEO 
15 10 N. Hampton Road, Suite 120 
DeSoto TX 75 115 

Quantumshift Communications 
Jenna Brown 
88 Rowland Way, Suite 145 
Novato CA 94945 

Quintelco, Inc. 
Claudia Newman-Hirsch, Executive VP 
1 Blue Hill Plaza, Suite 1430 
Pearl River NY 10965 

RC Communications, Inc. 
Pamela Harrington, General Manager 
P. 0 .  Box 196 
New Effington, SD 57255 

Red River Telecom, Inc. 
Jeffrey J. Olson 
P. 0 .  Box 136 
Abercrombie, ND 58001 -0136 

Reliant Communications, Inc. 
f/Wa HJN Telecom, Inc. 
3235 Satellite Boulevard, 
Building 400, Suite 300 
Duluth GA 30096 

Roberts Co. Telephone Coop. Assn. 
Pamela Harrington, General Manager 
P. 0 .  Box 196 
New Effington, SD 57255 

RT Communications, Inc. 
Mr. Gordon A. Dye 
P. 0 .  Box 506 
Worland, WY 82401 

Santel Communications Cooperative 
Gene Kroell, General Manager 
P. 0 .  Box 67 
Woonsocket, SD 57385 

ServiSense.Com, Inc. 
Christopher McKeown, PresidentICEO 
180 Wells Avenue, Suite 450 
Newton MA 02459-3302 

Sioux Falls Cable Television 
Rod Carlson 
3507 South Duluth Avenue 
Sioux Falls SD 57105-6452 

Sioux Valley Telephone Company 
Dennis Law, General Manager 
P. 0 .  Box 98 
Dell Rapids, SD 57022 

Splitrock Properties, Inc. 
Don Snyders, General Manager 
P. 0 .  Box 349 
Garretson, SD 57030 

Sprint Communications Company L.P 
Julie Thomas Bowles 
8 140 Ward Parkway 
Kansas City MO 641 14 

Sprint Payphone Services, Inc. 
Donald Low 
6391 Sprint Parkway 
Overland Park KS 6625 1-6100 



Stockholm-Strandburg Telephone Co. 
Marjorie Nowick 
P. 0 .  Box 20 
Stockholm, SD 57264 

Talk America Inc. 
Daniel Borislow, CEO 
6805 Route 202 
New Hope PA 18938 

TeleCents Communications, Inc. 
Jeffrey P. Lauzon, President 
8615 Richardson Road, Suite 200 
Walled Lake MI 48390 

Telera Communications, Inc. 
Jerry Davis 
910 East Hamilton Ave., Suite 200 
Campbell CA 95008 

Telergy Network Services, Inc. 
Brian P. Kelly, President 
One Telergy Parkway 
East Syracuse NY 13057 

Telicor Inc. 
Kerri Bumgardner, VP Customer Network 
Operations 
100 West Harrison, Suite S200 
Seattle WA 98119-4191 

Three River Telco 
William P. Rosicky 
P. 0 .  Box 66 
Lynch, NE 68757 

Tri-County Telcom, Inc. 
John Pudwill, Jr., General Manager 
P. 0 .  Box 304 
Emery, SD 57332 

Union Telephone Company 
Richard Freemark, Local Manager 
P 0 Box 460 
Hartford, SD 57033-0460 

Valley Tel. Co. 
Mary Jo Biegler, Controller 
P 0 Box 277, 100 Main Street 
Underwood, MN 56586 

Valley Telecommunications Coop. 
Steve Oleson, General Manager 
P. 0. Box 7 
Herried, SD 57632 

VarTec Telecom, Inc. 
Kevin Allen, Manager, Regulatory Affairs 
1600 Viceroy Drive 
Dallas TX 75235 

Venture Communications Cooperative 
Randy Houdek, General Manager 
P. 0 .  Box 157 
Highmore, SD 57345 

Vitcom Corporation 
11 Broadway, Room 960 
New York NY 10004-3 1 10 

Vivian Tel. Co. d/b/a Golden West Comm. 
George Strandell, Interim Manager 
P. 0. Box 41 1 
Wall, SD 57790 

West River Cooperative Telephone Co. 
Jerry Reisenauer, General Manager 
P. 0 .  Box 39 
Bison, SD 57620-0039 

West River Telecommunications Coop. 
Albert (Mick) Grosz, General Manager 
P. 0 .  Box 467 
Hazen, ND 58545 

Western CLEC Corporation 
d/b/a Business Services by Cellular One 
Gene DeJordy, Esq. 
Director-Regulatory Affairs 
2001 N W  Sammarnish Road 
Issaquah WA 98027 



Western Telephone Company 
Alden Brown, General Manager 
P. 0 .  Box 128 
Faulkton, SD 57438 

Western Wireless Corporation 
Christopher Johnson 
Manager, Regulatory Affairs 
2001 NW Sarnrnamish Road, Suite 100 
Issaquah WA 98027 

Williams & Company Communications, Inc. 
Harlan E. Crouch, President 
P.O. Box 9400 
Sioux City IA 5 1 102-9400 

XO Network Services, Inc. d/b/a XO LDS 
Rex M. Knowles, Vice-president 
1 1 1 East Broadway 
Salt Lake City UT 841 11 

Z-Tel Communications, Inc. 
Timothy Seat, Vice President 
Regulatory Affairs 
60 1 South Harbour Island Boulevard, 
Suite 220 
Tampa FL 33602 

cynthi"aD. Howerton 
Legal Assistant 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING 
QWEST COMMUNICATIONS CORPORATION ) INTERVENTION 
FOR A CERTIFICATE OF AUTHORITY TO ) 
PROVIDE LOCAL EXCHANGE SERVICES IN ) TC04-083 
SOUTHDAKOTA 1 

On April 22, 2004, the Public Utilities Commission (Commission) received an 
Application for a Certificate of Authority from Qwest Communications Corporation to 
provide local exchange services in South Dakota. 

On April 29, 2004, the Commission electronically transmitted notice of the filing and 
the intervention deadline of May 14, 2004, to interested individuals and entities. The 
South Dakota Telecommunications Association (SDTA) filed a Petition to lntervene on 
May, 14, 2004. 

The Commission has jurisdiction in this matter pursuant to SDCL Chapters 1-26 and 
49-31 and ARSD 20:10:01: 15.05. 

At a regularly scheduled meeting of May 24, 2004, the Commission found that the 
Petition to Intervene was timely filed and demonstrated good cause to grant intervention. 
It is therefore 

ORDERED, that the Petition to lntervene of SDTA is hereby granted. 

A Dated at Pierre, South Dakota, this 2 day of June, 2004. 

II CERTIFICATE OF SERVICE 

The undersigned hereby certifies that this 
document has been served today upon all parties of 
record in this docket, as listed on the docket service 
list, by facsimile or by first class mail, in properly 
addressed envelopes, with charges prepaid thereon. 

Date: .&/3/0 I J 

II (OFFICIAL SEAL) 

BY ORDER OF THE COMMISSION 

/*gk 
ROBERT K. SAHR,  haym man 

ON, Commissioner 
..,---I 



BEFORE THE PUBLIC UTILITIES COMMISSION 
OF THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF THE APPLICATION OF ) ORDER GRANTING 
QWEST COMMUNICATIONS CORPORATION ) CERTIFICATE OF 
FOR A CERTIFICATE OF AUTHORIN TO ) AUTHORIN 
PROVIDE LOCAL EXCHANGE SERVICES IN ) 
SOUTHDAKOTA 1 TC04-083 

On April 22, 2004, the Public Utilities Commission (Commission) received an 
application for a certificate of authority from Qwest Communications Corporation (QCC). 

QCC proposes to offer competitive local exchange services in South Dakota 
through resale, the leasing of facilities and/or the construction of its own facilities. A 
proposed tariff was filed by QCC. 

On April 29, 2004, the Commission electronically transmitted notice of the filing and 
the intervention deadline of May 14, 2004, to interested individuals and entities. On May 
14, 2004, the Commission received a petition to intervene from the South Dakota 
Telecommunications Association (SDTA). On May 24, 2004, the Commission granted 
intervention to SDTA. At its regularly scheduled August 31, 2004, meeting, the 
Commission considered QCC's request for a certificate of authority. Commission Staff 
recommended granting a certificate of authority, subject to a continuous $25,000 surety 
bond, and subject to rural safeguards. Commission Staff further recommended a waiver 
of ARSD 20:10:32:03(11). 

The Commission finds that it has jurisdiction over this matter pursuant to SDCL 
Chapter 49-31, specifically 49-31 -69 and ARSD 20:10:32:03. The Commission finds that 
QCC has met the legal requirements established for the granting of a certificate of 
authority. QCC has, in accordance with SDCL 49-31-71, demonstrated sufficient technical, 
financial and managerial capabilities to offer telecommunications services in South 
Dakota. Further, the Commission finds that there is good cause to waive subparagraph 
(1 1 ) of ARSD 20: 1 O:32:O3. 

The Commission approves QCC's application for a certificate of authority, subject 
to a continuous $25,000 surety bond, and subject to rural safeguards. The certificate of 
authority for QCC shall authorize it to offer local exchange services in South Dakota, 
except in those areas served by a rural telephone company. In the future, should QCC 
choose to provide local exchange services statewide, with respect to rural telephone 
companies, QCC will have to come before the Commission in another proceeding before 
being able to provide local service in that rural service area pursuant to 47 U.S.C. § 253(f) 
which allows the Commission to require a company that seeks to provide service in a rural 
service area to meet the requirements in 47 U.S.C. § 214(e)(l) for designation as an 
eligible telecommunications carrier. In addition, the granting of statewide certification will 
not affect the exemptions, suspensions, and modifications for rural telephone companies 
found in 47 U.S.C. § 251(f). It is therefore 



ORDERED, that QCC's application for a certificate of authority to provide local 
exchange services is granted, subject to a continuous $25,000 surety bond; and it is 

FURTHER ORDERED, that QCC shall file informational copies of tariff changes 
with the Commission as the changes occur; and it is 

FURTHER ORDERED, that the Commission shall authorize QCC to offer its local 
exchange services in South Dakota, except in those areas served by a rural telephone 
company; and it is 

FURTHER ORDERED, that the Commission waives subparagraph (1 1) of ARSD 
20: 1 0:32:03. 

do 
Dated at Pierre, South Dakota, this 7 day of September, 2004. 

II CERTIFICATE OF SERVICE 

The undersigned hereby certifies that this 
document has been served today upon all parties 
of record in this docket, as listed on the docket 
service list, by facsimile or by first class mail, in 
properly addressed envelopes, with charges 

(OFFICIAL SEAL) 

BY ORDER OF THE COMMISSION: 

. 
ROBERT K. SAHR, Chairman 






