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Mr. William Bullard, Jr. i
Executive Director

South Dakota Public Utilities Commission

State Capitol Avenue

500 East Capitol Building

Pierre, South Dakota 57501-5070

Re: Application of Qwest Communications Corporation to Provide
Resold and Facilities-based Local Services

Dear Mr. Bullard:

Enclosed for filing on behalf of Qwest Communications Corporation (“Qwest”™),
please find an original and 10 copies of Qwest’s application to provide resold and facilities-based
local services in the State of South Dakota. Also enclosed is a check in the amount of $250.00 to
cover the requisite filing fee.

Finally, enclosed is a duplicate of this filing. Please date-stamp the duplicate and
return in the envelope provided. If you have any questions regarding this filing, I can be reached
at (202) 955-9869.

-

:&17 0{ M Rspect.fnlly submitted,
Dol 102)7 (Hie. D, Czcalss

Elaine D. Critides
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1099-110

Before the
STATE OF SOUTH DAKOTA
PUBLIC UTILITIES COMMISSION

In The Matter Of The Application
Of Qwest Communications
Corporation For Certificate Of
Authority To Provide

Local Exchange
Telecommunications Services

In The State Of South Dakota

Docket No.

APPLICATION OF
QWEST COMMUNICATIONS CORPORATION

QWEST COMMUNICATIONS CORPORATION (“QWEST” or “Applicant”), by its attomneys,
respectfully requests that the South Dakota Public Service Commission (“Commission™) grant it
a Certificate of Authority to provide resold and facilities-based competitive local
telecommunications services in the State of South Dakota pursuant to Chapter 20:10:24:02 of the
Commissions Rules.' In support of its Application, QWEST provides the following information:
L Identification of the Applicant

1. Applicant is a Delaware corporation with its principal office and place of business

located at:

2 In 2 letter sent to the Commission on August 30, 1999, the subsidiaries of QWEST Communications
International Inc. (“QWEST International”™), and U S WEST, Inc. (“U S WEST”) authorized to provide
telecommunications services in South Dakota notified the Commission of the proposed merge of QWEST
International and U S WEST. The proposed merger will not efiect the transfer of any certificates or assets
used in connection with the provision of telecommunications services in the State. The respective
customers of QWEST International’s and U S WEST, Inc.’s subsidianes will continue to be served and
billed pursuant to existing tariffs and operating authonties as those may be amended from time to time in
the ordinary course of business.
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Qwest Communications Corporation
555 Seventeenth Street, Denver,
Colorado 80202.
(888) 524-0011
2. Applicant is a wholly owned subsidiary of QWEST Communications International, Inc.
(“QWEST International™), a Delaware corporation with its principal office and place of business located
at 555 Seventeenth Street, Denver, Colorado 80202. Qwest was incorporated in Delaware on April 6,
1995. The Articles of Incorporation are attached as Exhibit A. Also attached is a copy of the
Applicant’s certificate of authority to transact business in South Dakota, as Exhibit B.
. € The registered agent for Qwest in the state of South Dakota is:
CT Corporation System
319 South Coteau Street
Pierre, South Dakota 57501
(605) 224-5825
4 The Applicant will be providing services to its customers in South Dakota under
the name of Qwest Communications Corporation (“Qwest”).
3. The following individual has a 39 percent ownership interest in the Applicant:
Philip F. Anschutz
555 Seventeenth Street, Suite 700
Denver, Colorado 80202
6. QWEST International also owns Phoenix, LCI and JSLD Communications, Inc.
Each of these corporations has a principal place of business located at 555 Seventeenth Street,
Denver, Colorado, 80202.
1L Description of Telecommunications Services
7 By this Application, Applicant seeks authority to resell local exchange services

obtained from other certificated local exchange companies, such as U S WEST, and to provide

facilities-based local exchange services to the public on a statewide basis. Accordingly,
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Applicant respectfully requests that it be allowed to designate the geographic areas and local
calling areas it intends to serve by referencing and incorporating herein the local exchange
service maps of U S WEST, already on file with the Commission. Applicant intends to operate
as a “new entrant,” or competitive local exchange carrier, offering a variety of dedicated and
switched services. Specifically, Applicant seeks authority to provide a variety of dedicated and
switched local services, inciuding:

¢ “Plain Old Telephone Service™ - onginating and terminating local calls;

e Switched Access Service - originating and terminating traffic between a

customer premise and an IXC POP via shared local trunks using a local
swilch;

e Special Access Service - ornginating and terminating traffic between a
customer premise and an IXC POP via dedicated facilities;

e Data Transmission Services - e.g., digital data network services which currently
utilize frame relay technology, including flexible bandwidth connectivity and multi-
protocol support; and

¢ PBX Trunking - carrying switched traffic between Applicant’s switch and
the customer’s PBX.

8. Applicant intends to offer its local exchange services in accordance with its tariff,
which Applicant will file under separate cover. Because negotiations, pursuant to Sections 251
and 252 of the Communications Act of 1934, as amended, have not yet commenced with
incumbent local exchange carriers, the charges for interconnection and network elements and
other material provisions and terms are not known. As such, Applicant is not presently able to
file a tariff which includes rates for its local exchange and exchange access services. If the
requested authority is granted, Applicant will file a tariff that includes all rates and terms
applicable to its services, in accordance with the Commission’s procedures, before providing

service to end users.
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III.  Qualifications of the Applicant

9. As demonstrated below, Applicant is well-qualified managerially, technically, and
financially to provide the competitive local exchange services for which authority is requested in
this Application.

10. Managerial. A highly qualified team of management personnel, all of whom have
extensive backgrounds in the telecommunications industry, leads the Applicant. The names, titles and
backgrounds of the officers and directors of QWEST are attached hereto as Exhibir C.

11.  Technical. In addition to providing telecommunications services, Applicant also
constructs and installs fiber optic communications systems for other communications companies.
Applicant has completed the QWEST Macro Capacity Fiber Network, a fiber optic network that
employs a SONET ring architecture covering in excess of 16,285 dome-tic route miles and that
connects more than 125 cities.

12. Financial. Applicant, through the strength of its parent corporation QWEST
International, has access to ample capital to compete effectively in the market for local services
in South Dakota. A copy of QWEST International’s Annual Report is attached hereto as Exhibir
D.

IV.  Proposed Tariff

13.  Applicant has not yet reached an interconnection agreement with U S WEST, the
relevant incumbent LEC. Accordingly, the final rates for its South Dakota services are still
being developed. When the Applicant’s rates for its proposed services are developed, the
Applicant will file a taniff incorporating such rates with the Commission in accordance with the
Commission’s procedures and rules. A proposed tariff, excluding rates, has been attached hereto

as Exhibit E.
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14.  Qwest will provide services at competitive rates in the South Dakota market.
Consequently, no cost support for rates has been filed at this time.

15.  Regarding billing, Applicant will bill its customers monthly. As for service,
billing, and repair complaints, customers may contact Applica:it 24 hours a day, seven days a
week at (888) 524-0011. In addition, customers may contact Applicant by writing to QWEST
Communications Corporation, 555 Seventeenth Street, Denver, Colorado 80202.

16. In addition, customer may direct their complaints to:

Craig Jacosen

Qwest Communications Corporation
6000 Parkwood Place

Dublin, Ohio 43016

(614) 336-5323

V. Designated Contacts
17.  Communications and correspondence pertaining to this application should be

addressed to:

Teresa K. Gaugler

Attorney - Government A ffairs
QWwEST Communications Corporation
4250 N. Fairfax Drive

Arlington, VA 22203

(703) 363-3131

Brad E. Mutschelknaus

Elaine D. Cntides

KELLEY DRYE & WARREN LLP
1200 19th Street, N.W.

Suite 500

Washington, D.C. 20036

(202) 955-9600

V1.  Description of Authority Requested
18.  Applicant requests classification as a competitive basic local exchange and local
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exchange telecommunications company within the State of South Dakota. Applicant further
requests classification of services described in its proposed tariff as competitive services
consistent with the Telecommunications Act of 1996. Such request includes classification of
exchange access services as competitive services.

VII. Requested Regulatory Treatment

19.  Applicant hereby agrees to abide by all applicable statutes and all applicable
Orders, Rules, and regulations entered and adopted by the Commission. Additionally, as a
competitive provider of telecommunications services in South Dakota, Applicant respectfully
requests that it be subject to the same streamlined regulatory treatment applicable to other
competitive cariers.

VIil. Public Interest

20. A decision by the Commission to grant Applicant authonty to provide
competitive local exchange telecommunications services is in the public interest. Applicant is
well-qualified to operate as such a service provider in South Dakota. Consumers of
telecommunications services in South Dakota will receive the benefits of downward pressure on
prices, increased choice, improved quality of service and customer responsiveness, innovative
service offerings, and access to increasingly advanced telecommunications technology. The
market incentives for new and existing providers of telecommunications services will be
improved through an increase in the diversity of suppliers and competition within the local
exchange telecommunications market. Granting QWEST’s Application would enhance this
development of competition in the local exchange market and provide the consumers of South

Dakota with all of the benefits described above.
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WHEREFORE, Applicant respectfully requests that the Commission grant it a
Certificate of Public Convenience and Necessity to provide competitive local exchange
telecommunications services in the State of South Dakota.

Respectfully submitted,

Brad E. Mutschelknaus
Elaine D. Critides

Kelley Drye & Warren, LLP
1200 Nineteenth Street, N.W.
Washington, DC 20036
(202) 955-9869

Attorney for Applicant, QWEST COMMUNICATIONS
CORPORATION

Dated: December 20, 1999.
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Qwest

290 NORTH FTAIRFAR DRIVE. ARUINGTON, VIRGINIA J2200 TEL 700 263 4554, FAX 703 3461 aans

VERIFICATION
Commonwealth of Virginia
ss.
County of Fairfax
Anne Cullather . Affiant, being duly [swom/affirmed) according to law, deposes and says

that:

She is the Senior Director of Local Services Planning and Development Group (Office of Affiant) of
Qwest Communications Corporation;

That she is authorized to and does make this affidavit for said corporation;

That the facts above set forth are true and correct to the best of her knowledge, information, and
belicfandMshccxpcmaidcotporniontobcablelopmvcﬂn/kamaxan) hearing hereof.

L

ull
Senior Director Services Planning and
Development Group
Qwest Communications Corporation

Swom and subscribed before me this f zdayof_LQm l9_”

Si% of official administering oath

My commission expires § Zé/@
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EXHIBIT A

ARTICLES OF INCORPORATION
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PAGE 1
State of Delaware

Office of the Secretary of State .

I, EDWARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECT
COPY OF THE CERTIFICATE OF AMENDMENT OF "SOUTHERN PACIFIC
TELECOMMUNICATIONS COMPANY"™, CHANGING ITS NAME FROM "SOUTHERN
PACIFIC TELECOMMUNICATIONS COMPANY" TO "QWEST COMMUNICATIONS
CORPORATION"™, FILED IN THIS OFFICE ON THE SIXTH DAY OF APRIL,
A.D. 1995, AT 2:01 O'CLOCK P.M.

A CERTIFIED COPY OF THIS CERTIFICATE HAS BEEN FORWARDED TO

THE NEW CASTLE COUNTY RECORDER OF DEEDS FOR RECORDING.

Ll

ard |. Freel, Secretary of State

0642301 8100 . AUTHENTICATION: 7464880

DATE:
950076813 04-06-95




CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION .

SOUTHERN PACIFIC TELECOMMUNICATIONS COMPANY (the "Corpora-
tion"), a corporation organized and existing under and by virtue of the General Corporation
Law of the State of Delaware (the "Code”), does hereby certify:

FIRST: The Board of Directors of the Corporation, by unanimous written
consent, has filed with the minutes of the board a duly adopted resolution proposing and
declaring advisable the following amendment to the Restated Certificate of Incorporation
of the Corporation:

"RESOLVED, that the Board of Directors of the Corporation hereby
authorizes and approves that the Corporation change its name from Southern
Pacific Telecommunications Company to Qwest Communications Corporation
by striking out Article 1. of the Corporation’s Restated Certificate of
Incorporation and substituting in lieu thereof the following new Article:

The name of the corporation is QWEST COMMUNICATIONS
CORPORATION"

SECOND: The Board of Directors of the Corporation, by unanimous written
consent, has directed that the foregoing amendment to the Restated Certificate of
Incorporation of the Corporation be presented to the stockholders of the Corporation for
their consideration.

THIRD: The stockholders of the Corporation have given their unanimous :
written consent to the aforesaid ameadment to the Restated Certificate of Incorporation in
accordance with the provisions of Section 228 of the Code.

FOURTH: That said amendment was duly adopted in accordance with the
provisions of Section 242 of the Code.



President

IN WITNESS WHEREOF, Southern Paciﬁc Telecommunications Company has
caused this certificate to be signed by __ 29

, and attested to
~ Secretary

A K ﬂzit:l.d I
, this 6t day of April 1995,
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Name: A. K. Whitelaw IIT

Title:

Assistant Secretary

Qun.t

2.




CERTIFICATE OF AMENDMENT
OF
RESTATED CERTIFICATE OF INCORPORATION

SOUTHERN PACIFIC TELECOMMUNICATIONS COMPANY (the "Corpora-
tion"), a corporation organized and existing under and by virtue of the General Corporation
Law of the State of Delaware (the “Code”), does hereby certify:

FIRST: The Board of Directors of the Corporation, by unanimous written
consent, has filed with the minutes of the board a duly adopted resolution proposing and
declaring advisable the following amendment to the Restated Certificate of Incorporation
of the Corporation:

"RESOLVED, that the Board of Direciors of the Corporation bereby
authorizes and approves that the Corporation change its name from Southern
Pacific Telecommunications Company to Qwest Communications Corporation
by striking out Article 1. of the Corporaton’s Restated Certificate of
Incorporation and substituting in lieu thereof the following new Article:

1.  The name of the corporation is QWEST COMMUNICATIONS
CORPORATION.*

SECOND: The Board of Dirsctors of the Corporatior. by unazimous writtea
consent, has directed that the forsgoing amendment to the Restated Cerificate of

Incorporation of the Corporation be presented to the stockholders of the Corporation for
their consideraton

~ THIRD: The stockholders of the Corporaton bave given their uaacimous
written consent to the aforesaid ameadmeant to the Restated Certificate of Incorporation in
accordance with the provisions of Section 228 of the Code.

FOURTH: That said ameadment was duly adopted in accordance with the
provisions of Section 242 of the Code.




»

IN WITNESS WHEREOF, mmrwmamm
cn;seddmcuuﬁammbcdmdb, Douglas H. Hanson

_Em__.mdnmudmby _A. K. Whitelaw ITI ,ium
this 6th day of April, 1995.

Southern Telecommunications Company

.....'.;,:.. ," B"

5 Name: E. Banson

o f Title:

Name:__A. K. Whitelas ITT
Title:  Assistant Secvetary




STATE OF
SECRETARY OF STATE

e e : ; OIVISION OF CORPORATIONS
- FILED 01: 1S PR 0S/16/19%«
; 944086577 ~ §42301 ¥

RESTATED CERTITICATE OF INCORPORATION
or

SQUDTMERN PACIPTC TELRCOMMMMITCATIONS COMPANY

Southern Pacific Telecommunications Company, a
corpuration ocrganized and existing under the laws of the Stats
Qf Dalavars (the “Corporation”®), heresby cartilies as follows:

A. Ths name of the Coépenucn is Southarn Pacific

Telecommunications Company. The Carporation was originally
incorporated under the name Evergreen Laeasing Corporation, and

its original Ces=iZicate c¢? Incorporation wvas Ziled vith the

SecTetary of Stats of Delavare on June 10,
Corporaticn changed i{ts name to Southern Pacilic
Telecoumunications Company pursuant to a cartificats of
anencment Zlled on Macch 20, 1989.

1966. Thae

B. T™his Rastated Cartificate c? Incarporation was
duly adopted in accordance vith the provisicns of Section 245

of the Ganaral Corporaticn Lav of Dalavare.
e

C. 1This Restatad Cartificats of Incorparation only
restates and intesgratas and does not further asend the
provisions of the Corporation’s Certificates of Incorperation
as previcusly asended and supplesented. There is no
discrepancy betwveen the provisions cf the Corporation’s

"0eQ PROLN WIANEQ OME 00zs #9883  3c:et  Pe/sl/SO
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Restacad Cerzificate ¢f Incorperation as previocusly amanded
and supplezenzed and the provisions of this Restatsd
Carzificats of Incorporation.

D. The text of the Cartificate of Incorperaticn as

haretofore amended or supplemented {s hareby rsstated to rsad
in ita entirsty as follows:

Ieicle 1. The name cZ the Corperaticn s SOUTHERN
PACIFIC TE2COMMUNICATIONS COMPANY.
addrass c? (T3 registarsd aoflics in
1209 Crange Street, in the Ci%y c2f
of Nev Castle. The namas of i
adéress is The Corporation Trust

Azicle 3. The
The Statas of Delavare is
Wilaington 1980, Caunty
ragistered agant at such
Campany.

Arsicia 3. The nature of the business of the
Cozperation and the cbjects or pusposes to be transacted,
promotacd or carried on by it ars as Zoll : To engage in any
laviul act or activity for wvhich carporations zay be organlized
under the General Corporation lLaw of the Stats of Delawvare.

Arsizis 4. (a) The tatal nuaber of shaves =2 all
classes of stock that the Corpcration is authorized to issue
is 2,200,000 shares, conslsting of 2,000,000 shares cZ Com=on
Stack with a par value 0f 50.0. per share and 200,000 shates
of Praferred Stock with a par value =f $0.0. par share. The
PreZerTed Stock may be issued in cne or 30re series, and the
Board of Directors of the Corpcration is expressly authorized
(L) o fix the designasjons, povers, preferances, rights,
qualifications, limitacions, and restrictions vith raspect to
any saries of Praferved Stock and (1.} =2 specily the number
of shases 2f any series of PrefecTed Stock.

(b) Except as authcrized by a resolution of
the Board of Directors of the Cosporation and expressly
provided in wvriting by separate contracT betveen tha Issuer
and a stockhclder or propocsed stockiclder of the Corporation,
no sctockholder of the Corporation shall have any presesptive or
similar right to subscribe for any additional shares of stock,
or for cther securities of any class, or for rights, wvarrants

002 5 cc:orT Pe/Bl/S0




or options to purchase stock or for sc~ip, or for securities
of any kind convert=ibls inTts gtock or carTying stock purchase
wasTants or privileges.

(c) BEach stackiolder of record entitled to
Vots shall have one vota 2or each share of stock standing in

his name on the boaks of =he corporation, excapt that in the
he shall have

be el . Cumilative - shall
electlion of directars oo 2or any otler purpose

- . "™a boars of dizectars {5 expTessly
authaorized To zake, altar, cor repesal tie bylawvs of the
Cozperation. 2

AL z.oc:.:asu:d.-:-c:::suxmuhy
written bailot unuu the bylawvs of The Corporation shall
Posvidae.

AZSiSle 7. Whenever a compromnise or arsangement s

propesad batween this Carpcraticn and its cTeditors o any
Class of ttem and/or between INis CSTporatiom and its
stscknoldess or any class of thaem, any court of equitable
Jurisciction witain +he Stats of Delavare 3ay, on the
applicasicn in a summa~sy vay c2 this Corporacion or of any
CTecitor or sTtockholdar Therecs, T o2 e applliiaction of any
racalivar or racalvars appointigd for tnis CITparztion under tThae
P=svisions of Saction 291 of Title 8 of The Dalaware Code o
an T=e applicaticn of toustees i dissoluitlion or of any
Tecsiver aor receivers approintad for tThis Carpaoration under tThe
P=svisicnas of Section 179 of Title 8 of the Delavare Code
cdar a 3eeting of tha coeditsss or class of crecitors, and/er
c? the stockholders or class of stockhgldars of this
Corparaticn, as the case 3y be, T2 De suzmsoned in such manner
as the said cours directs. If a majority in nuaber
representing three—? in value of The creditars or class
of creditars, and/or the stockholders or class of
stockholders of thig Sorporation, as tihe case may be, agrse to
any csapromise or ar-angement and to any reorganization ef
T3 Sorporation as a consequancs Of such compromise or
arrangasent, tie sald comproaise or arTangamant and the said
recganization shall, L2 sancticned by the coust == which Tha
saic application has bean made, bDe binding on all e
creditors or class of coediters, and/or on all the
stockholders or class of stockholders, of thls Corporaticn, as

the case say De, and alsc on this Sarperationm.

1

reo TuGd oux 0030 NS cc:at  PEs9l/R0




' IN WITNESS WHEREC?, the Corporaticn
Rescated Cartificate of Incorporation I3 be signed and ac=ested

to by the undersiguned ca April 14, 1994.

SCUTHERY PACIYFIC
TELZCOMMONTCATIONS COMPANY

edClnke .
Hame: Stepoan 3. PoITas

?:.‘.;: gxscutive Vice President
[Seal]

ActestC:

c: Assistant Se=—ecary

4]
r

-g=
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EXHIBIT B

Certification to Transact Business
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OFFICE OF THE SECRETARY OF STATE

"

B

Certificate of Good Standing
Foreign Corporation

A

I, JOYCE HAZELTINE, Secretary of State of the State of South Dakota, do
hereby certify that QWEST COMMUNICATIONS CORPORATION
(DE) was authorized to transact business in this state on September 6, 1994
I, further certify that said corporation has complied with the South Dakota law

VS

(u
. 1\

governing foreign corporations transacting business in this state, and so far as the N
records of this office show, said corporation is in good standing in this State at the B
date hereof and duly authorized to transact business in the State of South Dakota. X £
This certificate is not to be construed as an endorsement, recommendation or /7 %
<’ notice of approval of the corporation’s financial condition or business activities N
and practices. Such information is not available from this office. <

S -
< IN TESTIMONY WHEREOF, | B
&"}; have hereunto set my hand and ‘n.t‘
m affixed the Great Seal of the State of - {.»‘;
. South Dakota, at Pierre, the Capital, P
this December 10, 1999. >

((/\ N

ANE

/4 \[:ﬁ

Joyce Hazeltine
Secretary of State

P,
(\

Y3

N
(N

AT
N

vl

e

Good Standing Foregn € om dix Good S
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MANAGEMENT OF QWEST

Directors and Executive Officers

The directors and executive officers of Qwest, their ages and positions with Qwest, and brief biographies
are set forth below:

Name Age Position
PRIlip P. AnSchUtS coccccecvrcnccaccsoncsces 58 Director and Chairman
JOOER P INSCEMIO . o s o ninsossavessonsanase 48 Director, President and Chief Executive Officer
RODErt S WOOMUMY «.covnncosccssassansosss 49 Dirrctor, Executive Vice President—Finance and Chief
Financial Officer and Treasurer
SO L FININES s .o ooviicioisciicannsnonsas 70 Director
COOROR Yo AW .. cvcesrsnvocainsaasenne 57 Director
Richand T Llebbaber....cococeessissssinave 63 Director
TOURRIS Lo TFOMOR <. vovoticsivocissinnasecs 56 Director
o T T A U S G L 4] Director
W. Thomas Stephens .........ccoevveevecnnne 55 Director
RO R WIS 5o s via ol sansossnnassaanns 55 Director
DOBER A GOIRY oo oo cs sinpinnissanssnsns 46 Secretary
Cther Management
In addition, senior management of QCC includes the individuals set forth below:
] Ase Jodtioa
IRy M OOy . e v i iossiinsnone 39 Senior Vice President—Carrier Markets
Stephen M. Jacobsen ...covvvennnnenaraonns 39 Senior Vice President—Consumer Markets
B OO . ool s eennrocsoanomsessans 52 Executive Vice President r nd Chief Information Officer
RONAdO U OntiE: .o viciciivecoossnssions 51 Managing Director and Senior Vice President—
Intemnational
O N Rl G PR M AT R e i 52 Executive Vice President—Network Engineering and
~ Operations
NS SUIl oo cineccoanccvasssisansnss 38 Executive Vice President—Product Development
AR TN .o ie it ensivssusiiianaess 51 Senior Vice President—Network Construction
A DMWY cocccocicicacivinnsssassines 57 Senior Vice President—New Business Development
IEC B WRISBRRE . oL s e voiiosrcaisnsssrne 40 Senior Vice President—Corporate Development
T R W R e R S e 44 President—DBusiness Markets

Philip F. Anschurz has been a Director and the Chairman of the Qwest Board since February 1997. He was
a Director and Chairman of the Board of QCC from November 1993 until Sepiember 1997. He has been a
Director and Chairman of the Board of Anschutz Company, Qwest's majority stockholder, for more than five
years, and a Director and Chairman of the Board of The Anschutz Corporation, a wholly owned subsidiary of
Anschutz Company, for more than five years. Since the merger of Southemn Pacific Rail Corporation (**SPRC™)
and Union Pacific Corporation (“'UP"") in September 1996, Mr. Anschutz has served as Vice-Chairman of UP.
Prior to the merger, Mr. Anschutz was a Director of SPRC from June 1988 to September 1996, Chairman of
SPRC from October 1988 to September 1996, and President and Chief Executive Officer of SPRC from October
1988 10 July 1993. He also has been a Director of Forest Oil Corporation since 1995. Mr. Anschutz serves as a
member of the Compensation Commitiee of the Qwest Board (the **Compensation Committee"").

.er.wmm.mmauwnomawhm 1997,
haviag been appointed to the same positions at QCC in January 1997. Prior to joining Qwest he was Executive
Vice President of AT&T"s Consumer and Small Business Division since Jancary 1996. In that capacity he was

127




responsible for AT&T s core consumer long distance business, and AT&T's DirecTV, AT&T Alascom and
Language Line businesses. He was also responsible for marketing and sales targeted at all consumer and small
businesses in the United States. In 1994 and 1595 Mr. Nacchio was President of AT&T's Consumer
Communications Services long distance, a winner of the Malcolm Baldrige National Quality Award for
Excellence. From November 1991 until August 1994, Mr. Nacchio was President of AT&T's Business
Communications Services unit focused on the long distance communications needs of business customers. Since
joining AT&T in June 1970 he held assignments in network operations, engineering, marketing and sales. Mr.
Nacchio earned an M.S. degree in management from the Massachusetts Institute of Technology in the Sloan
Fellows Program. He also received an M.B.A. degree and a B.S. degree in clectrical engineering, both from New
York University.

Robert S. Woodruff became a Director and Executive Vice President—Finance and Chicf Financial Officer
of Qwest in February 1997. He served as interim Chief Operating Officer of Qwest and QCC from November
1996 through April 1997. He has served as a Director of QCC since Deceriber 1996. He became Executive Vice
President—Finance, Chief Financial Officer and Treasurer of QCC in August 1994, He serves as a Director of
FSI Acquisition Corp., Government Communications Inc., Qwest Transmission Inc., Qwest Properties, Inc., and
U.S. TcleSource, Inc., all of which are wholly owned subsidiaries of QCC. He is also Sole Administrator of
QCC’s Mexican subsidiaries, Opticom, S.A. de C.V., Servicios Derecho de Via, S.A. de C.V., and S.P. Servicios
Mexico, S.A. de C.V. Prior to joining Qwest he had been a partner in the accounting firm of Coopers & Lybrand
since 1984, where his responsibilities included providing services to communications companies. Mr. Woodruff
received 3 B.B.A. degree in accounting, with honers, from the University of Wisconsin.

Jordan L. Haines was appointed a Director of Qwest in June 1997. He was Chairman of the Board of Fourth
Financial Corporaticn, a Kansas-based bank holding company, and its subsidiary, Bank IV Wichita, N.A_, from
1983 until his retirement in 1991. He has been a member of the Board of Directors of KN Energy, Inc. since
1983 and a Director of Forest Oil Corporation since 1996. Mr. Haines serves as 3 member of the Audit
Committee of the Qwest Board (the **Audit Committee'") and the Compensation Committee.

Cannon Y. Harvey has been a Director of Qwest since February 1997, and was Director of QCC from
December 1996 until September 1997. He has been President and Chief Operating Officer of both Anschutz
Company and The Anschutz Corporation since December 1996. From February 1995 until September 1996 he
served as Executive Vice President—Finance and Law of SPRC; from September 1993 1o February 1995 he
served as Senior Vice President and General Counsel of SPRC: from May 1993 1o September 1993 he served as
Vice President—Finance and Law and General Counsel of SPRC. Prier 10 joining SPRC, Mr. Harvey was a
Partner in the law firm of Holme Roberts & Owen LLP for more than five years. Mr. Harvey serves on the Audit
Committee.

Richard T. Liebhaber has been a Director of Qwest since February 1997. He has been a Managing Director
of Veronis, Suhler & Associates, Inc., the New York media merchant banking firm, since June 1, 1995. Mr.
Liebhaber has been 2 member of the board of directors of Objective Communications, Inc. since August 1994,
the board of directors of Alcatel Network Systems, Inc. since June 1995, the board of directors of Geotek
Communications, Iac. since April 1995, the Board of Directors of Internet Communications Corporation since
May 1997, and the Board of Directors of Scholz Master Builders since December 1985. From December 1985
w0 his retirement in May 1995, Mr. Liebhaber served as Executive Vice President of MCI Communications
Corporation and 2s a member of its Management Committee. Mr. Liebhaber was a member of the Board of
Directors of MCI Commaunicasions Corporation from July 1992 until his retirement in May 1995.

Douglas L. Polson has been a Director of Qwest since February 1997, and was Director of QCC for more
than five years until 1997. He has been 2 Director and Vice President—Finance of both Anschutz Company and
mn@unmﬁmfmmmﬁveyeas.HewasaDirecmOISPRCfmlune 1988 to September
1996; Vice Chairman of SPRC from June 1988 1o September 1996; and a Vice President of SPRC from Ociober
1988 to September 1996.
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Craig D. Slater has been a Director of Qwest since Fedruary 1997 and a Directer of QCC since November
1996. He has been President of Anschutz Investment Company since August 1997 and Vice President—
Acquisitions and Investments of both Anschutz Company and The Anschutz Corporation since August 1995.
M .. Slater served as Corporate Secretary of Anschutz Company and The Anschutz Corporation from September
1591 1o Ociober 1996 and held various other positions with those campanies from 1988 to 1995. He has been 2
Director of Forest Oil Corperation since 1995 and Intemnet Communications Corporation since 1996, ’

W. Thomas Siephens was appointed a Director of Qwest in June 1997. He is President, Chiel Exccutive
Officer and a Director of MacMillan Bloedel Limited, Canada’s largest forest products company. He served from
1986 until his retirement in 1996 as President and Chief Executive Officer of Manville Corporation. an
international manufacturing and resources company. He also served as a member of the Manville Corporation
Board of Directors from 1986 1o 1996, and served as Chairman of the Board from 1990 to 1996. Mr. Stephens is
a Director of The Putnam Funds and New Century Energics. He serves as a member of the Audit Committee

and the Compensation Committee.

Roy A. Wilkens was appointed a Director of Qwest in March 1998. Mr. Wilkens was President of Williams
Pipeline Company when he founded WilTel Network Services as an cperating unit of The Williams Companies,
Inc. in 1985, He was Founder/CEO of WilTel Network Services from 1985 to 1997. In 1995, WilTel Network
Services was acquired by LDDS Communications, which now operates under the name WorldCom. In 1997,
Mr. Wilkens retired from WorldCom as Vice Chairman. In 1992, Mr. Wilkens was appointed by President
George Bush 1o the Naticnal Security Telecommunications Advisory Council. He has also served as Chairman
of both the Competitive Telccommunications Asseciation (**CompTel™') and the National Telecommunications
Network. Mr. Wilkens is 2 member of the Board of Directors of Paging Network Inc., UniDial Inc. and Invensys
Corporation Inc.

Joseph T. Garrity has been Secretary of Qwest since February 1997, Secretary of QCC since November
1996, and has been a Director of QCC since September 1997. He is also Senior Director—Legal, Regulatory
and Legislative Affairs of QCC since November 1996 and was Director—Regulatory and Legislative Affairs of
QCC from March 1995 to November 1996. Prior to joining Qwest, from 1992 to Marci 1995, Mr. Garrity was
Senior Attorney with MCI Telecommunications Corporation; and from 1991 10 1992 he was President of Garrity,
Inc. and Joseph T. Garrity, P.C., where he was an atorney and consultant in the areas of domestic and
international telecommunications. From 1988 1o 1991 he was Counsel and Assistant Secrstary to Jones
International, Ltd., Jones Intcrcable, Inc. and Jones Spacelink, Ltd. and from 1989 to 1991 was President, Jones
Programming Scrvices, Inc. He has B.S. and M.S. degrees from Northwestern University and 2 J.D. degree from

DePaul University College of Law.

Gregory M. Casey became Senior Vice President —Carrier Markets of QCC in June 1997. In this capacity,
ke is respansible for all of Qwest’s carrier marketing and sales programs. Prior 10 joining QCC, Mr. Casey was,
since 1996, Vice President of Carrier Relations and Regulatory Affairs at LCI, with respoasibility for managing
relationships with RBOCs and LECs and negotiating interconnection arrangements and wholesale pricing for
resale of local service. From 1991 to 1996, he was employed by ONCOR Communications Inc., where he served
as Senior Vice President of Regulatory Affairs and Telephone Company Relations. Prior 1o joining ONCOR, he
was Senior Vice President and General Counsel for Telesphere International Inc. Mr. Casey holds a B.A. degree
in political science from the University of Connecticut and a J.D. degree from DePaul University College of
Law.

Stephen M. Jacobsen became Senior Vice President—Consumer Markets of QCC in March 1997. In this
capacity, he is responsible for all of QCC’s consumer marketing and sales programs. Prior to joining QCC, Mr.
Jacobsen was Regional Vice President—Consumer and Small Business for AT&T in Southern California and
Nevada since 1996, with responsibility for all marketing functions for consumer and small business customers in
those geographic areas. During his nearly sixteen-year career at AT&T, Mr. Jacobsen held key managerial
positions in the network services division, including responsibility for AT&T"s network operations center in the
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western ;egion as well as pesitions in sales, marketing and product management. Mr. Jacobsen holds an M.S.
degree in management from the Massachusets Institute of Technology in the Sloan Fellows Program and a
B.S.B.A. degree from the University of Arizona.

Brij Khandelwal became Executive Vice President and Chief Infermation Officer of QCC in October 1997.
Prior to joining Qwest he was Vice President and Chief Infermation Officer at Lucent Technologies Network
Systems from November 1995 to October 1997. At Lucent from August 1994 to October 1997, he was
responsible for global delivery of enterprise information systems and services aligned with corporate strategic
and tactical goals. He is experienced in a wide range of information technologies, systems and processes affecting
the business enterprise, including sales, marketing, financial, operations, and R&D. From August 1990 through
August 1994 he was Dircctor, Sysiems Development at GE Acrospace/Martin Marietta, where he was
responsible for architecture and delivery of enterprise information systems. Mr. Khandelwal holds a B.S. from
the University of Roorkee (Roorkee, India), an M.S. from the University of Ncbraska, and a Ph.D. from the
University of Wisconsin.

Reynaldo U. Orriz became Managing Director and Senior Vice President—International of QCC in
December 1997. Before joining Qwest full time, Mr. Ortiz was a consultant to QCC. In this capacity, he
negotiated with the government of Mexico and arranged a transaction with Bestel S.A. de C.V. 10 extend the
Qwest network into 14 major citics in Mexico. Previously, Mr. Ortiz served as Presiden” and CCO of US West
International, Inc., where he developed and implemented a successful strategy for US West's entry into the cable
television-telephony and wireless communications markets in Asia, Europe and Latin America. He also
developed international distribution sales and marketing agreements and product sourcing for International
Business Machines, Inc. Mr. Ortiz received an honorary doctorate degree in law from New Mexico State
University for his international achievements. He also holds an M.S. in management from Stanford University.

Larry A. Seese became Executive Vice President—Network Engineering and Operations of QCC in October
1997. Frem 1968 to October 1997, he was employed by AT&T, most recently as Vice President of Network
Operations. During Mr. Seese's 29 year tenure at AT&T, he was responsible for managing the operations,
reliability and cost perfermance of AT&T's voice and data networks and worked on the development of
advanced switching systems and the development of lightwave systems. He has experience in all aspects of
network planning, development, certification and deployment. Mr. Seese holds a B.S. from the University of
Kentucky and an M.S. from Columbia University, both in electrical engineering. He also received an M.S. from
the Sloan School of Management at Massachusetts Institute of Technology.

Nayel S. Shofei became Executive Vice President—Product Development of QCC in August 1997. From
August 1996 10 August 1997 he was Senior Vice President and General Manager of Arrowsmith Corporation’s
Telecommunicaticns Division. From July 1994 10 August 1996, he was Vice President and General Manager for
AlliedSignal. From April 1992 to July 1994, he was Vice President, Development and General Manager for
Computervision Corporation, and was Principal Architect, Research and Development for Computervision from
August 1986 to February 1991. Mr. Shafei serves as a computer/communications consultant for the United
Nations Development Program and is a member of the IEEE Computer Society, Association of Computer
Machinery, Society of Cable Engineers and Product Data Exchange Standards. He holds an undergraduate degree
from Cairo University and an M.S. and 2 Ph.D. in computer science from the school of engineering a
Massachusetts Institute of Technology.

August B. Turturro became Senior Vice Presideni—Network Construction for QCC in September 1997 and
President and Chief Operating Officer of Qwest Network Construction Services. From January 1996 1o
September 1997, Mr. Turtumro was President and Chief Operating Officer of Inliner American, a specialty
trenchless utility contractor. From January 1992 1o January 1996 he was President and Chief Executive Officer
of Fishbach Corporation and its Natkin Group, which is the second largest specialty contractor in the United
States. Mr. Turturro has over 27 years of construction experience as a professional engineer and holds contractor
licenses in several states. He holds a B.S. degree in Mechanical Engineering from West Virginia University.

130




v

A. Dean Wandry became Senior Vice President—Cable & Access Services for QCC in November 1994 and
Senicr Vice President—New Business Development for QCC in December 1995, In 1981 Mr. Wandry formed
Citation Cable Systems Limited, which merged into Fanch Communications, Inc. in 1986. Following the merger,
he served as Vice President-Operations until he joined QCC. He joined Bayly Corp., a multinational apparel
manufacturer, in 1967 and served as President of the Sales and Marketing Division from 1977 to 1981. He holds
a B.S. degree in economics from the Universsity of Celorado.

Marc B. Weisberz became Senior Vice President—Corporate Development of QCC in Scpiember 1997.
Prior to joining QCC, he was the founder and owner of Weisberg & Company, where he provided investment
banking and advisory services 10 clients in several industries, including telecommunications, multimedia and
emerging technologies. Mr. Weisberg holds a B.A. from Michigan State University.

Lewis O. Wilks became President—DBusiness Markets of QCC in October 1997. Mr. Wilks, who previously
was President of GTE Communications, has extensive senior-level management experience in delivering
communications services to the corporatc sector. While Mr. Wilks served as President of GTE Communications,
he oversaw national sales, service and marketing activities for the competitive local exchange markets. The
business unit, under his leadership, was responsible for all consumer, business and strategic accounts as well as
long distance, media ventures and Intemet product distribution. Before joining GTE, Mr. Wilks was 2 senior
executive with MCl Corporation. and held a variety of management positions with Wang Laboratories.
Mr. Wilks holds a B.S. degree in public relations and data processing from Central Missouri State University.

Board of Directors Meetings and Committees

The Qwest Board held 14 meetings during 1997, including both regularly scheduled and special meetings
and actions by unanimous written conseat.

Audit Comminee. The Qwest Board established an Audit Committee in May 1997 to: (i) make
recommendations concerning the engagement of independent public accountants: (ii) review with Qwest
management and the independent public accountanis the plans for, and scope of, the audit procedures w be
vtilized and results of audits; (iii) approve the professional services provided by the independent public
accountants; (iv) review the adequacy and effectiveness of Qwest’s internal accounting controls; and (v) perform
any other cuties and functions required by any organization under which Qwest’s securities may be listed.
Cannon Y. Harvey, Jordan L. Haines and W. Thomas Stephens are the members of the Audit Commiuee. The
Audit Committee did not meet during 1957.

Compensarion Commirree. In December 1996, the Board of Qwest’s predecessor company created a
Compensation Committee and appointed Philip F. Anschutz and Cannon Y. Harvey to serve on the committee.
In July 1997, Mr. Harvey resigned from the committee. Since July 1997, Philip F. Anschutz, Jordan L. Haines
and W. Thomas Stephens have served on the committee. The Compensation Committee determines the salaries,
cash boauses and fringe benefits of the executive officers, reviews the salary administration and benefit policies
of Qwest and administers the Growth Share Plan and the Equity Incentive Plan. Effective as of November 1997,
Mr. Anschulz elected not to participate in the grant of options and other awards under the Equity Incentive Plan.
During 1997, the Compensation Commitiee held one formal meeting in conjunction with a meeting of the Board,
took action by unanimous written consent four times and had informal meetings preceding the actions taken b
unanimous writien consent.

Each Dircctor anended more than 75% of the aggregate number of the Qwest Board and/or applicable
commitice meetings in 1997.
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WHEN YOU THINK ABOUT THE POSSIBILITIES TO SEE, HEAR AND USE INFORMATION IN AMAZING NEW WAYS, THE
FUTURE IS ALREADY HERE. OUR CUSTOMERS WANT EVERYTHING THE FUTURE PROMISES. AND WE'RE MEETING THEIR
DEMANDS WITH BANDWIDTH THAT ALLOWS THEM TO DO THINGS THEY NEVER THOUGHT POSSIBLE, AND AT SPEEDS
THEY NEVER IMAGINED. THE PRODUCTS AND SERVICES WE'RE BUILDING FOR THAT BANDWIDTH ARE SHAPED BY A
SIMPLE VISION: NO MATTER WHAT THE CUSTOMER'S APPLICATION FOR DATA, VOICE OR IMAGE COMMUNICATIONS,
WE WANT TO MAKE IT AS EASY AS A PHONE CALL. THE FUTURE MEETS HERE. AT QWEST.
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DEAR FELLOW SHAREOWNER

In 1997, we focused on building the world’s most advanced communications network. In 1998, we created a company that
can deliver what that network promises. In 1999, we intend to change the industry.

We are guided by the belief that the future of communications belongs to those who can do three things: Supply the band-
width 10 handle a massive surge in traffic that will continue 10 strain the networks built for an age of voice communication;
offer internet Protocol-based solutions enabled by bandwidth and a full range of traditional telecom services; and accomplish
it from a low-cost position in the market.

That is the company we are building. Our progress — and our potential — are clear in our results. In the last year, our revenues
have jumped from $700 million to a pro forma $3 billion. We have invested heavily in our future, and we have still met our
aggressive growth targets. Market capialization has soared from $2 billion to more than $20 billion.

Our external profile continues to grow. In recent months, we have been ranked among the top U.S. firms for growth or tech-
nology by leading business publications including Business Week, Time Digital, Forbes ASAF, Financial Times, and Upside.

FIRST, THE NETWORK

The first step in creating Qwest was to build a network custom-made to the demands of the 21st century. In 1997 we intro-
duced our Macro Capacity™ Fiber network. | am pleased 10 report that we are on schedule for completion of the 18,500-mile,
150-city system in mid-1939. With 315 additional miles announced early in 1999, the network will now reach 18,815 miles by
the end of this year. Our network also extends 1,400 miles into Mexico, and undersea cables in the Atlantic Ocean take us
into Europe — where we are part of & joint venture building a network within Europe. We are also part of a consortium build-
ing undersea fiber links to Japan and the Asia Pacific region.




The Qwest network s defined in impressive technical terms: 10 gigabits, OC-192 speed; “self-healing™ SONET ring archi-
tecture; 2.4 gigabit (OC-48) internet Protocol architecture. The terms mean this: We are about to complete a network that will
move more nformation faster, more securely and more relably than any other network on earth.

Our network is the first budt to the exact specifications of the new era of the Intemet. It allows us 10 give customers the two
things they want most in network technology — reliability and the scalabiity that enables techr.ology 10 evolve with their needs.
The Qwest network is a core advantage that competitors with deeply embedded legacy systems will find very difficult — and
very expensive — 10 match.

QWEST AT THE CONVERGENCE
Building the world’s most advanced network s just a first step. If you want to understand Qwest in 1999, don't just look at
what we have put in the ground. Look at all that we are doing with it.

That is where you will see one of the most exciting stones in communcations — from what we can do for our customers to
the value we create for our shareholders 10 the opportunity we can offer our employees. Our network is the enabler and the
customer magnet. Our apphcations are the future

We are postioning Qwest at the convergence of voce, data and image communications. Whether it is the most advanced apph-
cations in Internet access and imaging. Web hosting and e-commerce or getting e-mail, faxes and voice-mail through a single
Intermnet gateway — our goal is 10 make 1t all as easy as a phone call

The most powerful technologies and advanced applications alone are not enough. We are blending technology with new capa-
biliies driven by customer demand.

A year 390, we had 200,000 customers. Today, we have more than 3 million. We are serving our growing customer base with
a full range of voice, data and image products — with 50 new or enhanced products added in 1998 alone, and more 10 come
n 1999. We have created first-to-market speed, which keeps us on the leading edge of demand. We have also built a world
class sales force 10 be where our customers are, and 10 back what we offer with the highest levels of customer service.

PIECE BY PIECE

The confidence investors and industry partners have shown in Qwest has allowed us 0 put together the critical pieces of our
company through strategic acquisitions, aliances and investments. In the last year, we camed out four acquesitions, a key joint
venture, and several major alkances.

The business components we have added create a company that can now embrace the full potential of an amazing market.

in three 10 five years, applications enabled by bandwidth and network management is expected 1o be a $100 billion market.
Intemet Protocol-based transport services has a $20 bilion potential. Traditional local and long distance telecommunications
is about $120 bilion. While the U S. is leading the world in market opportunity, the European internet Protocol-based services
market is expected 1o be as large as the U.S. market, and the Japan and Asia-Pacific opportunity larger still. In addition, devel-
oping countries in all regions of the world will he plugging into the global information grid.

In the past year, we have concentrated on assembiing the capabilities through mergers and alliances to address the commu-




The Microsoft aliance creates a relationship that will produce advanced applications for business — e-commerce, Web host-
ing, and software that will be marketed and distributed onkine. We will have access to more than 88,000 sales distribution
points that provide Microsoft products. The revenue potential is estimated at $3 billion over the next five years. In March of
1999, we mtroduced the allance’s first product: O Commerce™-Retail, a turnkey solution for the retail industry to create Web-
based store-fronts

The Netscape aliance makes Qwest the provider of advanced communications services 10 the Netscape Netcenter portal to
the internet. The alliance enables customers 10 access their communications needs — Internet access, paging, e-mail, fax,
voice mad — all from a single Web site.

The lcon CMT acquisition makes us an immediate player in providing end-to-end Internet solutions to businesses. Now doing
business as Qwest Internet Solutions, the unit is deploying Qwest CyberCenters™ across the country to provide Web host-
ing and IP-based Internet solutions.

The EUnet acguisition gives us a leading European Internet service provider operating in 14 countries and makes us a major
player in Europe’s exploding data market.

The KPNOwest joint venture alhes us with KPN, the Dutch telecommunications company, in building a high-capacity IP-based net-
work that will reach 40 European cities and connect 10 the Qwest network. The high-capacity, fiber optic, IP-based network
currently covers more than 2,100 miles, and will span 9,100 miles when completed in 2001 We are contributing EUnet to the
joint venture with KPN 1o provide a full range of broadband and IP-based multimedia services that will interconnect with Qwest'’s
U.S. network.

The LCI international, Inc. acquisition adds national scale in voice and data services; a network of sales offices across the coun-
try; and one of the best customer service, provisioning and billing platforms in the industry.

The Covad Communications investment in early 1939 gives us local connectivity and a solid position in Digital Subscriber Line (DSL)
technology. The DSL service will increase the speed of internet connections for business and consumer customers in 22 mar-
kets by the end of 1999

GROWTH ACROSS MARKETS
The company we are creating in 1999 is growing across Qwest business, consumer and wholesale markets.

In business markets, we had good success in 1998 in our core strategy of reaching large customers who have a growing need
for bandwidth. We added thousands of business customers in 1998. As we grow market share in traditional voice and data,
we are also creating a base of relationships on which 10 add IP services — e-commerce, Internet access, Web hosting, remote
access, and other services that define the new Web-centric era of communications.

One indication of our progress and growing profile is the kst of marquee accounts we have attracted — names such as Ford,
IBM, Boeing and Microsoft. Early in 1999, we were selected 1o provide more than $1 billion in advanced communications to
the U.S. Treasury Department.

In consumer and home-based business, strong revenue and eamings were driven by the popularity of a complete suite of
telecommunications products offered in simple terms at competitive prices.




In 1899, we are energzing consumer services with the power of the Internet. We have already launched Web-based paging,
conference calling and online faxing.

Our wholesale customers are telecommunications and Intemet service providers such as Cable and Wireless Inc., Verio Inc.,
CAIS Internet, Electric Lightwave, and Star Telecommunications. We are driving increased revenue and eamings in this mar-
ket through a shift from resold switched traffic 10 broadband private ine, which makes available a full range of high-quality
broadband and managed data services.

As we entered 1999, we aiso turned 10 providing the critical broadband connectivity that will bring the power of our network
and ap)ications into the homes and businesses of our customers. The Covad investment was a pivotal step, and we followed
wath plans 10 busid our own local networks in key cities across the country. As this report is being published, we have set an
mnitial target of 19 mayor metropolitan areas for 1999. Our local connectivity strategy will continue to evolve during the year.

THE NEXT STEPS
Our prionities in 1999 are clear:

Wi will complete our network construction, expand our leadership in IP/multimedia convergence and grow share in traditional
telecom services. We will aiso cement KPNQwest's leadership position in Europe and seek business opportunities in Japan
and the Asia Pacific region. We will forge more partnerships and alliances, and continue the expansion of our high-speed con-
nectons in local markets.

Our agenda s full and challenging. But we have all the critical success factors in place 1o complete it. We have a seasoned
and deep management team. We have cutting-edge lechnology and abundant capacity. We have a sohd and growing cus-
tomer base. We have the organzation and market presence 1o move quickly with market opportunity. And we have shown
the world that we are a company that can execute against our vision

Our thanks 10 you and our other shareowners for supporting our vision, and 10 the more than 8,000 Owest empioyees who
are making 11 a reality.
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CUSTOMERS KNOW THE POSSIBIUTIES...

THE WORLD OF COMMUNICATIONS HAS BEEN IN A PERIOD 0. FAST-FORWARD CHANGE EVER SINCE
COMPETITION CAME TO TELECOMMUNICATIONS IN THE MID-EIGHTIES. WE'VE EVOLVED INTO A CULTURE OF
MULTIPLE CHOICE — WHICH MEANS WE ARE NO LONGER CONTENT TO CHOOSE FROM A SUPPLIED MENU.
CUSTOMERS WANT TO CREATE THE MENU. ADVANCES LIKE QWEST'S CYBER-CENTERS, WHICH HELP
CUSTOMERS BUILD A PRESENCE ON THE WEB AND FLEXIBILITY IN MANAGING APPLICATIONS, HELP US TO
MAKE IT HAPPEN.




CONVERGENCE-OPPORTUNITY
AT THE HEART OF A REVOLUTION
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We started hearing the word convergence - the telephone
meeting the computer - more than a decade ago. Back
then the big news was computers that act like telephones
and telephones that act ke computers. But something was
missing - the element that would bring the meeting of the
telephone and the computer to critical mass by putting the
real power of convergence into the hands of the people
who need 1.

That elemnent armved with the Internet. The pathway was
created, and convergence has taken on new and powerful
dimensions in what customers can do with voice, data

and images

We're already starting t0 see the results. Consider these
findings from vanous studes

® The number of Internet users s doubling every 32 t0
36 months.

® in four years, AOL went from four meiion accounts to
15 milion. It took nine years 1o reach its first one million
customers. The most recent milion signed up n just
one-and-a-half months.

¢ More than 70 percent of the current unkne consumer
population has been onkine for under three years, and
almost 30 percent has been on less than a year.

® By the year 2000, the total of goods bought online is
expected to reach $73 billion - with some estimates
running to $123 bilion.

® In business-10-busSINess e-CoOMmMeIce, CoOmpanies spent
$5.6 bilkon in 1997, $16 billion in 1998, and projections
are for more than $270 bilkon by 2002.

® Consumer e-commerce is estimated to reach $26 bilion
by 2002, up from $1.8 billion in 1997,

® More than 55 percent of banks are expected 1o offer
onkine banking by the year 2000 compared to 36 per-
cent today

® Onkne airline tickets are expected to shift from one per-
cent of total revenue today to five percent by 2000



3 REVENUE MIX SHIFTING AS NEW APPLICATIONS COME ON STREAM, OUR REVENUE MIX
’ IS SHIFTING TO DATA FROM VOICE COMMUNICATIONS BECAUSE OF A STRONG AND GROW-
ING DEMAND FOR THE ADVANCED IP TECHNOLOGIES AND APPLICATIONS WE PROVIDE.

These are just a few examples, but they indicate the growth opportunity ahead. We're
taking 1o products and services that satisfy this growth into thres key markets: busi-
ness and government, consumer and wholesale,

BUSINESS AND GOVERNMENT

In business and government markets, Qwest is able to meet a full range of needs -
from basic voice to data to the advanced IP applications that are just now beginning
to change how businesses communicate.

The core offerings in the market now include virtual private networks, private line and
outbound voice, text messaging. broadcast fax and teleconferencing services, calling
plans customized for colleges and a toll-free access phone card.

These and other services can be combined in cost-effective packages: (.guaranteed™
allows customers to roll a full siate of domestic and international voice, data and IP
services under a single plan. ¢.biz™ does the same for smail businesses. Qintegrity™is
& major national account plan designed for large national and international businesses.




EXPANDING THE QWEST FRANCHISE STARTING FROM A BASE OF TRADITIONAL TELE-
COM SERVICES FOR THE UNITED STATES MARKET IN 1997, QWEST IS EVOLVING BOTH ITS
PRODUCT MIX AND ITS TERRITORY. HEADING TOWARD 2001, OUR FOCUS IS ON GLOBAL
REACH AND THE CONVERGENCE OF MULTIMEDIA INTERNET SERVICES.

@Q%

Ve are now building on vur voice and data business services by pointing Qwest
toward the future of business needs by developing a new generation of Internet-
based services. These services are just now coming on the market or soon will be -
but expansion will come quickly.

® Dedicated Internet Access - Solutions are designed to meet current needs for
Internet access, as well as grow to meet needs in the future - from simply mov-
ing beyond dial-up access to sophisticated wide area networks.

® Web Hosting - There are significant advantages in Web hosting over managing
servers in-house. Qwest’s advanced Web hosting environment and high band-
width connections ensure Web site performance and reliability. Storage and
bandwadth options allow customers 10 easily support more content as their busi-
ness evolves

® [P Collocation - Due to the costs and statfing needs in maintaining local area net-
works with Internet protocols, about two-thirds of all businesses are now
outsourcing thew Internet servers. Qwest offers superior facilities, flexible band-
width advanced connectivity and around-the-clock support by on-site engineers 1o
ensure relabidity and integrity.



© Remote Access - As the once formidable barners of geog-
raphy and time have diminished in running a business,
remote access to information has become wvital
Telecommuters need access 10 data; customers want
account information. Virtual Private Networks, Alternate
Access and other features provide supenor - and afford-
able - performance and flexibility.

CONSUMER AND HOME-BASED BUSINESS

Qwest offers a full ine of communications services for con-
sumers and small or home-based businesses. In addition to
a vanety of voice plans with competitive rates, single-second
billing, and simplified terms, Qwest is also bringing the
advantages of the Internet into the home.

Early this year, we announced a new line of Web-based
services under the name Q.home™ Internet Service. New
products include

® (0 home Internet Access - Offers national dial-up Internet
access for a competitive flat monthly rate for unlimited
access, e-mail and news. The connection software is
provided by Netscape. Subscribers to Qwest long dis-
tance services receive a reduced fee.

® (home Send-A-Page - A Web-based paging service that
allows customers to send text of numeric pages to other
subscribers of the Qwest paging service. Subs ribers
enter the number, message and return number nght on
the Qwest paging Web site.

© ([ home Click-to-Conference - Allows customers 10 set up
conference cails of up to eight people, and manage the
call entirely from the Web browser. Calls can be set
up by the user without operators, codes or advance

scheduling.

© (Q.home Click-to-Fax - Offers US and international fax
service through a2 Web browser. The recipient can
receive the document through a fax or download t 10 a
hard drive.

WHOLESALE SERVICES

Our customers include competitive local exchange carmers,
inter-exchange carriers, long distance resellers, Internet ser-
all turning to the speed and capacity of the Qwest Macro
Capacity™ network 1o meet their growing needs for band-
for circuit switched minutes, we are quickly shifting focus
10 higher-margin products. Optical, dedicated and switched
services provide capacity on demand, advanced network
management features aliow customers to manage traffic
easily and securely. We will also be growing in the most
sophisticated value-adding IP services.
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A CO-MARKETING AGREEMENT WITH AHA TELEPLAN — THE AMERICAN HOSPITAL ASSOCIATION’S GROUP
PURCHASING PROGRAM — WILL PUT THE POWER AND FLEXIBILITY OF QWEST APPLICATIONS AT THE
DISPOSAL OF HOSPITALS AND HEALTH-CARE NETWORKS ACROSS THE COUNTRY. THE PROGRAM WILL
PROVIDE OPTIONS RANGING FROM LONG DISTANCE, FAX AND CALLING CARDS TO THE MOST ADVANCED
VOICE, DATA AND VIDEO TO TIE SITES TOGETHER AND MOVE PATIENT INFORMATION AROUND THE WORLD
IN SECONDS. QWEST'S MULTIMEDIA SERVICES CAN GROW AND CHANGE ALONG WITH CUSTOMER NEED® IN
IMPROVING CARE AND CONTROLLING COSTS.
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NO ONE HAS A CORNER ON THE MARKET FOR IDEAS — NOT IN AN INDUSTRY WHERE NEW AND BETTER
THINKING IS THE CURRENCY OF PROGRESS. AN OBSESSION WITH HOME GROWN APPLICATIONS IS THE
ENEMY OF SPEED, SERVICE AND FLEXIBILITY. ONE OF OUR MOST POWERFUL COMPETITIVE STRENGTHS —
AND THE ENGINE OF OUR GROWTH — IS THE ABILITY TO ACQUIRE THE CAPABILITIES WE NEED, OR TO GAIN
THEM THROUGH ALLIANCES WITH COMPANIES LIKE NETSCAPE, MICROSOFT AND OTHER INDUSTRY LEADERS.
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ACQUISITIONS, ALLIANCES AND
INVESTMENTS PUT GROWTH ON
THE FAST TRACK

This evolution from a network construction compary in
1997 10 a convergent multimedia company has progressed
quickly. The remarkable transformation reflects the strate-
gc focus and disciplined execution delivered by the Qwest
management team.

We evolved in three ways. Acquinng companies that would
build our base, forming allkances, and making strategic
investments - all with companies that would take us 10
new places.

Each of these investments added multiple dimensions - dis-
tribution, breadth of products, expertise, market presence
and new technology. Combined. they have built the super-
structure of a formidable competitor on the unmatched
platform of our global network.

ACOUISITIONS AND ALLIANCES BUILD THE BASE

The addition of lcon CMT has made us a force in prowiding
end 10 end Internet solutions for business. It is a milestone
n our deveiopment of broadband multimedia service.

icon, renamed Qwest Internet Solutions, is the core of our
ability 10 both develop and host Web-enabling applications
for business. The unit brings together data centers, new
sales channels and several hundred information technology
professionals. It also is the network backbone provider for
and telecommunications - names kke ADP, Bear Steamns,

The unit has responsibility for developing the nationwide
Qwest CyberCenters™ that will develop, integrate and man-
age advanced hosting services for chents across the country.
media, managed software services and private networking.

Qwest is also moving quickly 10 establsh a presence in the
fast-growing European market. Our European identity will
be anchored by a joint venture with KPN, the Dutch
telecommunications company. The joint venture, KPNOwest,
will provide managed broadband services 10 large and multi-
national customers, plus IP-based services to small and
large businesses. KPNQwest will deliver these services
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through a 9,100 mule network that will reach throughout Europe. The venture will build
network connectivity to 40 European cities.

in the first half of 1999, the joint venture will begin offering retail market data and
voice services based on IP technology, high-speed Internet access, Web hosting, vir-
tual private networks and a vanety of other services.

The joint venture combines the advanced networks of the two companies and
the Internet services expertise of EUnet International. The leading European provider of
Iinternet services for business, EUnet operates in 14 countries and serves more
than 60,000 business customers The company gives us a solid presence in the
European market, and an understanding of the diverse market needs and complex
regulatory issues

Through our owned capacity on undersea cable systems, we can now tie the capa-
biities of EUnet directly into our US network, as well as the KPNQwest network.

MARKET OPPORTUNITY THE PROGRESS OF OUR BUSINESS IS CLEAR IN THE EVOLUTION
OF OUR ALLIANCES. AS WE BUILT THE FOUNDATION ~ THE QWEST NETWORK - WE
WORKED WITH THE BEST NAMES IN THE SYSTEMS BUSINESS AND COMPETED IN BASIC
TELEPHONE SERVICE. AS THE WAVE OF DEMAND FOR IP-BASED APPLICATIONS GATHERS
MOMENTUM, WE'RE STAYING AHEAD OF IT BY MIGRATING TO ALLIANCES THAT ALLOW
US TO COMPETE IN IP-BASED SOLUTIONS

S0 o blow TECHNOLOGY SERVICES - ADDRESSABLE MARKET
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LCl International gave us new reach and scale in traditional telecommunications, bring-
ing LCI's more than two million business and consumer customers onto the Qwest
network and adding substantially 1o our revenue stream. Equally important, we accel-
erated the growth of our national sales presence and gained one of the most
advanced customer service and bdiing platforms in telecommunications

In Januzy of 1999, we 100k a major step into local connectivity with an investment
in Covad Communications Group. Covad is a competitive local exchange carmer focusing
on digital subscriber line services 1o Internet service providers and enterprise
customers. The muiti-year agreement will allow us to bring high-speed access 10
22 metropolitan markets - including Boston, Chicago, Dallas, New York, Philadelphia,
San Francisco, Seattle and Washington, D.C. Covad will also purchase Qwest capac-
ity to interconnect these high-speed local networks. The investment will leverage the
local access w2 are creating through the 19 Metro Area Networks we are construct-
ing across the country. More networks will be added to that initial group

SOURCES OF 1999 INCREMENTAL GROWTH OUR ACQUISITIONS, JOINT VENTURE AND
ALLIANCES ARE ALREADY DRAMATICALLY EXPANDING THE SERVICES WE CAN OFFER AND
WHERE WE CAN OFFER THEM. IN 1999, THE BULK OF INCREMENTAL GROWTH WILL COME
FROM THE BUSINESS MARKET, WHERE THE DEMAND FOR ADVANCED APPLICATIONS
IS HIGHEST




ALLIANCES EXPAND THE OPPORTUNITY

We built our network with state-of-the-art technology and
through alliances with companies like Cisco, Nortel and
Ascend. in 1988, we continued to join with the best in the
business to take the power of network applications to more
markets in new ways with advanced products.

We have teamed with Microsoft in an alliance that we
believe will redraw the boundaries of e-<commerce, Web
hosting and other mainstream business applications.,
Microsoft is licensing software to Qwest and has invested
$200 miltion in Qwest. We will also have distribution
access to 88,000 Microsoft Certified Solutions Providers
across the country, which sell Microsoft products.

The Microsoft alliance will give businesses new ways to
acquire advanced communications services. For example,
business customers will be able 10 access easy-10-use
systems 1o purchase goods and services, monitor order
status and quickly build e-commerce sites. They will be
able to move critical systems such as electronic mail,
training, human resources, financial and other systems to
off-site servers, with a single point of contact and around-
the-clock support.

Business customers will have the on-demand capability 1o
move images to multiple locations, launch videoconfer-
ences and support video distribution. They can outsource
management of software and networks. They can access
integrated, secure and easy-lo-use virtual networks.

The alliance produced its first product, Q.Commerce™, in
March, 1895, The product will give retailers end-to-end
capacity to launch a presence on the Web ~ high speed
Internet access, managed Web hosting, hardware, soft-
ware consulting, design and graphics, merchandising
assistance and even promotion of the site.

We aiso joined forces in 1998 with Netscape 10 give con-
sumers one-stop access 10 a full range of communications
needs through the Netcenter web portal.

The alliance combines Qwest's network with Netscape's
browser and server software and services. Through a sin-
gle Netcenter location ~ Netscape Contact™ ~ users can
manage ali thew telephone and Intermet communications,
including voice mad, e-mail, paging and faxes from any-
where in the world. Customers can also use the site 10
manage conference calls and develop a sngle address book
for all thew communications, securely stored on the site.

The alliance will give both companies new Opportunities to
acquire customers and share revenue opportunities.
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IDEAS ARE WHERE POSSIBILITY BEGINS
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THE FIRST NETWORK
FOR THE 21ST CENTURY

By the muddie of 1999, Qwest will be the first 1o combine
giobal reach and next-generation apphcations.

it’'s the nght network at the right time built with the most
advanced commercally svadable fiber and transmession tech-
nology. It offers OC-192 bandwadth, the highest commercially
avaiable, with 10 gigabit per second speed. High-speed
routers and advanced servers were provided by the leading
names in the CommMuNCations equipment industry

We have 2 significant advantage n being able 10 build 2
network 10 the exact specifications of emerging demand
for fast, fiexible and secure movement of voice, data and
mmages. By contrast, larger competitors whose networks
Mnbunnmmbm.hcumpbd
mmmummoumwmm-
which requires a fraction of the bandwidth and transmis-
son sophistication demanded by images. We have also
built information technology systems within Qwest 10 pro-
vide our customers with cutting-edge and innovative order
management systems.

We also have an embedded cost advantage. The advanced
1wmmuonmmmotystomhm1mmoving
m.mMnmmmmmmmm
oldumm&xnotco«fotﬁmhubomm
IMMWMMM'“.MMWOM
petitive cost advantage. The sale of dark fiber has financed
more than two-thirds of our overall construction costs.

mwmwmmm
advantages:

L MWMMWM
Mumm-rmwmtrmtomy
more nformation on a single fiber; and sdvanced optical
transmission technologies that aliow unprecedented
speed and maximum religbiity.

® Internet Protocol (IP) infrastructure - The network suppons
almmmwammm-
m.mmummmo.mcm.ay
offenng IP drectly over SONET, the IP structure improves
performance by removing inefficient layers of transmis-



®  Secure Fiber-The network’s nerve system s 48 glass fibers buned four 10 five feet
underground. The routes are primarily along railrcad nghts of way. which gives
added protection from fiber cable cuts by construction equipment and other
devices. The fibers are encased in two-nch high-density conduit. A second, empty
conduit laid beside the first aliows for the easy instaliation of up 10 500 more fibers,
ensuring that we can keep up with technological advances.

® Solf-Healing Architecturs ~The term is bi-directional, switched ring SONET archatec-
ture. The meaning is that in the event of a break, a signal is rerouted in rdiseconds
a2round the problem, which virtually ebminates downtime for our customers




US NETWORK QWEST'S NORTH AMERICAN NETWORK, TO BE COMPLETED BY MID-1999,
WILL REACH 18,570 MILES ~ WITH ANOTHER 315 MILES TO COME BY THE END OF THE
YEAR. ANOTHER 1,400 MILES OF NETWORK CAPACITY REACHES INTO MEXICO. THE SYS-
TEM INCLUDES THE FIRST NATIONWIDE 2.4 GIGABIT INTERNET PROTOCOL NETWORK,
WHICH IS THE BACKBONE FOR QWEST'S IP-BASED SERVICES

® Global Reach - The network’s US segment includes 15 rings reaching from
San Diego to Boston and Miami to Seattle. Another 1,400 miles reaches into
Mexico. We own capacity on undersea cables that connect us 10 key cities in
Europe and through the KPNQwest joint venture, a pan-European network
providing up 10 40 European cities with the highest capacity, highest speed trans-
mission service available. Owest also is pan of a consortium building undersea
capacity connecting points in California and Japan




EUROPEAN NETWORK QWESTIS BUILDING A PAN-EUROPEAN
NETWORK THROUGH A JOINT VENTURE WITH THE DUTCH
TELECOM COMPANY, KPN. THE 50-50 VENTURE, KPNOWEST,
HAS ACTIVATED THE FIRST OF SIX EURD- 7INGS THAT WiLL
REACH 9,100 MILES AND CONNECT 40 EUROPEAN CITIES.
THE KPNOWEST NETWORK CONNECTS TO QWEST'S NORTH
AMERICAN NETWORK.

PACIFIC NETWORK JAPAN AND THE ASIA PACIFIC REGION
WilL BE SERVED INITIALLY BY CAPACITY ON UNDERSEA
CABLES QWEST IS BUILDING AS PART OF A CONSORTIUM OF
COMPANIES. A CONNECTION TO JAPAN IS SET FOR COMPLE-
TION 1N THE YEAR 2000.
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TODAY, SAYING THAT TRILLIONS OF DOLLARS CAN TRAVEL THE GLOBE AT THE PUSH OF A BUTTON IS NO
LONGER STARTLING. IT'S BUSINESS AS USUAL THROUGH AN AGREEMENT WITH ADP BROKERAGE SEF /ICES,
QWEST IS USING THE SPEED, FLEXIBILITY AND APPLICATIONS OF OUR NETWORK TO ACCELERATE CHANGE IN
FINANCIAL MARKETS. WE WILL WORK TOGETHER TO DEVELOP AND MARKET A 5-:.~..iSS SOLUTION TO HELP
SECURITIES FIRMS MEET THE EXPLODING DEMAND FOR TRADING AND SUPPORT SERVICES ONLINE.
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THE WORLD (S ABOUT TO BECOME A VERY DIFFERENT PLACE
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16 SELECTED AINANCIAL DATA

QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

The selected financial data related to the Company’s financial condition and results of
operations for each of the years in the five-year period ended December 31, 1998 are
summarized as follows and should be read in conjunction with the discussion under
“Management’s Discussion and Analysis of Financial Condition and Results of
Operations,” and the Consolidated Financial Statements of the Company and the notes
thereto, appearing eisewhere in this Annual Report

e, 0, . e 003 Entod Ducunt 1.
n o Szt a0 198' 19 19 0 195 19
STATEMENT OF OPERATIONS:
Total revenve $2227 $ 6%7 S$20 8151 $ 09
Total operating expenses 29%4 6732 240 1612 s
Eamings (loss) from operations s 235 mno 31 (1086
Eamings (loss) before income taxes (8498) 236 (101) B8s) non
Net eamings (ioss) S (BMO) § WS $ B9 S@SN S 69
Net earnings (loss) per share - basic S (3020 $ 008 SO08§ SIS SO0
Net earnings (loss) pe: share ~ diluted $ (302 § 007 SO S©OI1S  SPO09
. As of Ducomter 31
1938 1997 195 1955 1954
SUMMARY BALANCE SHEET DATA:
Total assets S 80676 $13981 S$2626 $142 § 89S
Long-term debt $ 23001 § 6305 $1083 $ 688 $210
Total stockholders” equaty’ $42382 § BB §$ 94 $ ®/5 $ M6
e Y00 Entog Ducomtr 31
BT T A T
OTHER ANANCIAL DATA:
EBITDA? S 245 § 47 $ 63 SO S 63
Net cash provided by (used i)
operating actmties $ s 34 S N5 S$(668 $ 33
Net cash used in investing actvities S(14388) § (368 S$(26 $(8% S
Net cash provided by financing actmities $14773 §$ M1 $ 255 $1139 $ M3
Capetal expencitures $ 14132 § 3458 $ SN $ a7 $ @S
OPERATING DATA:
Route miles of conduit installed 17,000 9.500 3550
Route mules of fiber activated 12,500 3400 900
Mirnstes of LS8 i me oo endet = momy 10,800 683 m

' The seleciad feancial and cpmating data for e year ended and as of December 31, 1958 mciude e affect of the acousibons of L
irternatonal ke koo OMT Corp_ Eunet interngtonal Limvind and Phoena Networt, . wiheh actuved Gang 1998 (See frther ¢y
Canson of Puse acouuton @ Menagenents Dacuston snd Anaiyis of francal Condton and Renuts of Operavons |
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PG et Srediends e forrLoodbie htare

“EBITDA represents et eamags floss) detore sterest. acome tax expe o't Orprec.aton and N Sy—
of 57 6 melton @ ™e poar ervied Du N oper e ron G g 0n sate of tolecommuncatons
Sgreements of 56 1 multon m P year ended December 31, 1995, the nun-recurming gan on sale of comtract rghts of apgrossmately 33 )
miior 0 T yex erded Do 1199 g Merger colated espenies of $346 S mulkon = P yeur ended Deceriter
1. 1998 £8TDA des not regresent cash fow for the perod: preserted and should ot be dered a5 an 1 net G
foss as an of the Company s rty rum 10 canh fiows 33 2 10urce of kQudity and may not be
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QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discus~ion and analysis should be read in
conjunction with the Company’s accompanying audited
consolidated financial statements and the notes thereto.

OVERVIEW

Qwest Communications International Inc. (*Qwest” or the
“Company”) is a facilities-based multimedia communica-
tions services provider engaged in two core businesses:

Communications Services includes Internet and Multimedia
Services, Business Services, Consumer Services and
Whoiesale Services. Internet and Multimedia Services
provides Internet Protocol (*IP") - enabled services such as
Internet access, web hosting, co-location and remote
access. Internet and Multimedia Services are being devel-
oped according to market demand in partnership with
leading information technology companies. They include
Microsoft Corporation (“Microsoft”) (business applications
and services), Netscape Communications Corporation
("Netscape”) (one-stop access for an array of communica-
tions services accessed over the Internet) and Covad
Communications Group, Inc. (*Covad”) (high-speed local
network connectivity). Business Services and Consumer
Services provide a full range of voice, data, video and related
services to business customers, governmental agencies and
consumers. Wholesale Services provides high-volume voice
and conventional private line services to other communica-
tions providers, as well as to Internet service providers
{*ISPs”), and other data service companies.

Construction Services constructs and installs fiber optic
systems for other communications providers, as well as for
the Company's own use. The Company began operations in
1988 constructing fiber optic conduit systems primarily for
major long distance carriers in exchange for cash and
capacity rights. The Company entered into major construc-
tion contracts for the sale of dark fiber to Frontier, MCI
WorldCom and GTE whereby the Company has agreed to
install and provide dark fiber to each along portions of the
Company’s network. In addition to these contracts, the
Company has signed agreements with other communications
providers and govemment agencies for the sale of dark fiber
mmwmsmmmm

Services generally is recognized under the percentage of
completion method as performance milestones relating 1o
the contract are satisfactorily comploted.

Central to Qwest's strategy is the Qwest Macro Capacity™
Fiber Network, a high-capacity Intemet protocol (*IP")-based
fiber optic network designed to aliow customers to seamiessly
exchange multimedia content — images, data and voice. The
technologically advanced network will reach approssmately
18,800 route miles, with the initial 18,500-route-mile network
scheduled for completion in mid-1999 and an additional
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* MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

300-route-mile segment scheduled for completion by the end
of 1889. The network employs a self-healing SONET ring archi-
tecture. It is equipped with advanced fiber and state-of-the-art
transmission electronics. At full capacity, Qwest’s network
could transmit two trillion bits of multimedia information per
second. Qwest’s network architecture supports IP, ATM and
Frame Relay services, as well as circuit switched services.

In April 1998, Qwest became the first network service
provider to complete a transcontinental IP-based fiber optic
network when it activated its network from Los Angeles to
San Francisco to New York.

The Company is also expanding its network to carry inter-
national data and voice traffic to Mexico, Europe and the Far
East. Completion of the Mexico network is scheduled for
early 1999. The network expansion into Europe includes
capacity on three undersea submarine systems. The trans-
atlantic capacity includes up 1o eight STM-1s (the European
equivalent to SONET OC-3) from New York City to London
and other European destinations. The Company is also par-
ticipating in a consortium of communications companies
that is building a submarine cable system connecting the
United States to Japan. Scheduled for completion by
the second quarter of 2000, the 13,125-mile four-fiber pair
cable will uitimately be capable of transmitting information
at the rate of 640 gigabits per second.

In November 1998, the Company activated the nation's
first OC-48 native IP network along certain routes of the
Company’s network. Along this OC-48 network, the Company
will offer high-speed dedicated Internet access, web host-
ing, IP-based virtual private network services and expanded
availability of voice over IP long distance services. Additionally,
the Company’s European subsidiary, EUnet International
Limited ("EUnet”), provides a pan-European Internet broad-
casting network. The services offered allow customers in
Europe to broadcast video, data and voice globally. The
Company will contribute EUnet to the KPN joint venture. (See
discussion of KPN joint venture below.)

Investment in Covad. In January 1939, Qwest made its first
investment, totaling $15.0 million in cash, in high-speed,
digital subscriber line ("DSL") local networks through an
agreement with Covad, a packet-based Competitive Local
Exchange Carrier ("CLEC”). Under this agreement, the
Company expects to have access to 22 metropolitan areas
by the end of 1999, while enhancing its ability to provide its
customers with high-speed DSL connectivity to its network.

Alliance With Microsoft. In December 1998, the Company
entered into a strategic alliance with Microsoft that will
enable businesses to utilize high-speed network services
that maximize network resources, reduce costs, generate
new sources of revenue and optimize management of

computing operations. The Company’s service, 10 be built
on the Microsoft® Windows NT® Server operating system
and the Company’s IP-based fiber optic network, is designed
for businesses of all sizes. Mi-rosoft will license a broad range
of its software to Qwest. The parties will jointly market and
sell the services. In addition, Microsoft purchased 4.4 million
shares of Qwest for $200.0 million.

Under this agreement, the Company expects to offer busi-
nesses a high-speed service that is scalable and secure
commencing in 1999. The Company will also support the
development, integration and maintenance of advanced
hosting services, including dedicated electronic commerce,
web application hosting, streaming media, managed soft-
ware services and virtual private networking buiit on
Microsoft platforms.

KPN Joint Venture. On November 19, 1998, the Company
and KPN Telecom B.V. ("KPN") entered into a letter of intent
to form a joint venture to create a pan-European IP-based
fiber optic network, linked to the Company’s network in
North America, for data, video and voice services. The
venture is expected to be formed in the first quarter of
1999, subject to definitive documentation and customary
regulatory approvals.

The venture will offer wholesale, private line and IP-based
services, including intranets, extranets, web hosting, IP-Virtual
Private Networks (“VPN"), Internet access, data and voice
services. The venture will also sell dark fiber and plans to
offer frame relay and ATM-based services. Customers of the
venture will include Internet service and content providers,
muitinational firms in Europe and North America, as well as
telecommunications carriers, operators and others who
want to purchase wholesale or retail network capacity, fiber
Of services.

The Company and KPN will each own 50 percent of the
venture. The venture will be governed by a six-person super-
visory board, to which the Company and KPN each will
name three members. KPN will contribute to the venture
two bi-directional, self-healing fiber optic rings (EuroRings™
1 and 2), covering approximately 2,100 miles. The Company
and KPN will also contribute transatiantic cable capacity
to the venture that will connect EuroRings™ with the
Company’s network in North America, as well as approxi-
mately $78.0 million and $20.0 million, respectively. The
Company will contribute EUnet, which has net assets of
approximately $80.0 million.

Acquisitions. Each of the acquisitions discussed below was
accounted for as a purchase. The results of operations of each
of these acquisitions have been included in the accompanying
consolidated statements of operations of the Company
from the date of acquisition. The Company will complete
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final allocation of purchase price of each acquisition within
one year from the acquisition date. The accompanying con-
solidated financial statements reflect the preliminary
allocation of purchase price of each acquisition, which is
subject t0 adjustment.

Icon Acquisition. In December 1998, the Company com-
pleted its acquisition of icon CMT Corp. ("icon™), a provider of
integrated Intemet solutions associated with web hosting and
IP integration, for approximately $254.1 million in Compay
common stock, including approximately $3.5 million of direct
acquisition costs. At the close of the acquisition, the Company
issued approximately 5.9 million shares of the Company's
common stock (including outstanding lcon stock options and
warrants assumed by the Company).

In connection with the acquisition of Icon, the Company
allocated $10.0 million of the purchase price to in-process
research and development (“R&D") projects, $2.3 million to
developed technology, $71.8 million to other intangible
assets and $194.0 million to goodwill. This allocation to the
in-process R&D represents the estimated fair value based
on nisk-adjusted cash flows related to the incomplete proj-
ects. The in-process R&D was expensed at the date of
acquisition as the in-process R&D had not reached techno-
logrcal feasibility. The developed technology. other intangible
assets and goodwill are being amortized on a straight-line
basis from 4 to 15 years. (See further discussion of the icon
acquisition in RESULTS OF OPERATIONS.)

LCI Acquisition. In June 1998, the Company acquired LCI
Intemational, inc. and subsidianies (“LCI"), a communications
services provider, for appraximately $3.9 billion in Company
common stock, including approximately $13.5 million in
direct acquisition costs. At the close of the acquisition, the
Company issued approximately 129.9 million shares of the
Company’s common stock (including outstanding LC! stock
options assumed by the Company).

In connection with the acquisition of LCI, the Company
aliocated $682.0 milkon of the purchase price 10 in-process
R&D projects, $318.0 million to developed technology,
$65.0 million to other intangible assets and $3,071.0 million
to goodwill. The allocatiun to the in-process R&D repre-
sents the estmated fair value based on nisk-adjusted cash
flows related to the incomplete projects. The in-process
R&D was expensed at the date of acquisition as the in-
process R&D had not reached technological feasibility. The
developed technology, other intangible assets and goodwiil
are being amortized on a straight-line basis from 10 to 40
years. (See further discussion of the LCI acquisition in
RESULTS OF OPERATIONS.)

EUnet Acquisition. In April 1998, the Company acquired
EUnet, a European ISP v.ith subsidiaries in 14 countries, for
approximately $154.0 million in Company common stock,
including approximately $3.5 million in direct acquisition
costs, and $4.2 million in cash. At the close of the acquisition,
the Company issued approximately 4.0 million shares of
Company common stock. Approximately 0.6 million shares
were placed in escrow for two years and may be recovered
by the Company to satisfy any indemnification claims. At the
expiration of the escrow period, these shares revert to the
EUnet stockholders.

The Company allocated $68.0 million of the purchase price
to in-process R&D projects. The allocation 1o the in-process
R&D represents the estimated fair value based on risk-
adjusted cash flows related to the incomplete projects. The
in-process R&D was expensed at the date of acquisition as
the in-process R&D had not reached technological feasibility.
The remaining intangibles from the purchase relate to
developed technology and goodwill and are being amortized
on a straight-line basis over five years and ten years,
respectively. (See further discussion of the EUnet acquisition
in RESULTS OF OPERATIONS.)

Phoenix Acquisition. In March 1998, the Company acquired
Phoenix Network, Inc. ("Phoenix”), a non-fac ities-based
reseller of long distance services. Approximately 0.8 million
shares of the Company common stock having a value of
approximately $27.2 million were exchanged for the out-
standing shares of Phoenix.

SuperNet Acquisition. In October 1997, the Company acquired
SuperNet, Inc. ("SNI”), an ISP, for $20.0 million in cash,

including acquisition costs.
RESULTS OF OPERATIONS

YEAR ENDED DECEMBER 31, 1998

COMPARED TO YEAR ENDED DECEMBER 31, 1997

The Company reported a net loss of $844.0 million in the
year ended December 31, 1998, compared 10 net earnings
of $14.5 million in the same period of the prior year. For the
comparative periods presented, the Company’s resuits of
operations include the acquisitions of the following: SNI
from October 1897; Phoenix from March 1998; EUnet from
April 1998; and LCI from June 1998. Excluding the effects of
the merger-related costs and the write-off of inprocess R&D
costs related to the LCI, EUnet and Icon acquisitions in 1998
and the charge for the redemption of a total of $87.5 million
in principal amount of its 10%4% Notes, the Company's
reported net loss would have been $(19.4) million for the
year ended December 31, 1998 compared to net earnings
of $14.5 million for the same period of the prior year.
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Revenue. Components of revenue for the years ended
December 31, 1998 and 1997 were as follows:

Yoors Encied Docember 31,
12 b 1998 1997  Increase
Communications services $15543 $1153 $14390
Construction services 5884 S81.4 1070
Total revenue . $22427 $6%7 $15460

During the year ended December 31, 1998, as compared 10
the prior year, Communications Services revenue increased
due 10 the addition of revenue from the acquisitions discussed
above, and due to growth in all aspects of Communications
Services. Construction Services revenue increased during
the year ended December 31, 1998, as compared to the
prior year, primarily as a result of additional dark fiber sales
to other carriers and the further completion of construction
of the Company’s nationwide network. As the completion of
the Company’s network occurs in 1999, the Company
expects that revenue from Construction Services will be
less significant to the Company’s operations.

Operating Expenses. Components of operating expenses for the
years ended December 31, 1998 and 1997 were as follows:

Yours Enced Decomber 31,
b sl 1998 1997 Increase
Access and network operations $ %18 $ 860 § 8158
Construction services “5e 4083 BS
Sefling. general and administrative 5396 1587 309
Depreciation and amortization 2007 202 185
Merger-related costs % 8465 — 8465
Total operating expensas $29%4 367132 $2302

Expenses for access and network operations primarily
consist of the cost of operating the Company’s network,
Local Exchange Carrier ("LEC") access charges and the
cost of leased capacity. The increase in access and network
operations for the year ended December 31, 1998 over the
prior year was primarily attributable to growth in revenue
from acquisitions, &s well as internally generated growth in
Communications Services revenue. As the network is com-
pleted and activated, the Company expects that it will be
able 0 serve more customer needs over its own network,
thereby reducing such costs as a percentage of revenue.

Expenses for Construction Services consist primarily of
costs to construct the Company's network, including con-
duit, fiber, cable, construction crews and rights of way.
Costs attributable 10 the construction of the network for the
Company's own use are capitalized. Expenses for construc-
tion services increased for the year ended December 31,
1998, as compared 10 the prior year, due to additional con-
tracts that were signed during 1998 and further completion
of the Company’s network.

Selling. general and administrative ("SG&A") expense
includes the cost of salaries, benefits, occupancy costs,
commissions, sales and marketing expenses and adminis-
trative expenses. The increase in SG&A for the year ended
December 31, 1998, as compe ed 10 the prior year, was due
primarily to the following: additional expenses related to
acquired entities; increased sales and marketing efforts;
additional bad debt expense related to the increase in
Communications Services revenues; increased payroll-
related costs from the recruiting and hiring of additional sales
and administrative personnel; increased commissions
expense related to the growth in Communications Services
revenue; additional bullding rent expense related to increased
space obtained in response 1o the Company’s infrastructure
growth; and increased property taxes and maintenance costs
related to the increase of fixed assets along the Company's
network. During the year ended December 31, 1998, as com-
pared to the prior year, the number of employees increased,
due to acquisitions and the expansion of the sales and cus-
tomer support infrestructure, from approximately 1,600
employees at December 31, 1997 to approximately 8,700
employees at December 31, 1998. The increase in SG&A
was partially offset by a decrease in Growth Share Plan
expense in 1998. Growth Share Plan expense is not
expected to be material to the operations of the Company in
the future. SG&A is expected to increase as the Company
continues to grow, as segments of the Company's network
become operational and as the Company continues the
expansion of its Communications Services business.

The Company's depreciation and amortization expense
increased due primarily to activating segments of the
Company’s network during the year ended December 31,
1998, purchases of assets to accommodate the Company’s
growth and depreciation and amortization of assets
and goodwill related to the Company’s acquisitions. The
1o increase in subsequent periods as the Company contin-
ues to activate additional segments of its network.

During the year ended December 31, 1998, the Company
recorded $86.5 million in merger-reiated costs related to the
merger with LCI, including $31.0 million of duplicate facilities,
$49.0 million of channel consolidation and duplicate commit-
ments and $6.5 million of other misceilaneous merger costs.
Of these merger costs, approximately $6.0 million remain
accrued 2s of December 31, 1998.

In connection with the acquisition of LCI, the Company allo-
cated $682.0 million of the purchase price 10 in-process
R&D projects, $318.0 million to developed technology,
$65.0 million 1o other intangible assets and $3,071.0 million
to goodwill. The aliocation to the in-process R&D represents
the estimated fair value based on risk-adjusted cash flows
related 10 the incomplete projects. At the date of the merger,
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the development of these projects had not yet reached tech-
nological feasibility and the in-process R&D had no
alternative future uses. Accordingly, these costs were
expensed as of the merger date. The developed technology,
other intangble assets and goodwill are being amortized on
a strasght-hine basts from 10 to 40 years

Through the use of third-party appraisal consultants, the
Company assessed and aliocated values 10 the inprocess
R&D. The values assigned 10 these assets were determined
by dentfying significant research projects for which tech-
nological feasibdity had nct been established. These assets
consisted of a significant number of R&D progects grouped
nto three categones: (1) next-generation network systems
automation tools; (2) advanced data services, ncluding
frame relay and Internet Protocol technologies. and (3)
new operational systems and tools. Taken together, these
projects, f successful, will enable the Company to provde
advanced voce and data services as well as sophisticated
network management and admunestration functions. A brief
description of the three categones of In-process projects is
presented below:

® RAD Related to Network Systems Automation. These R&D
progects are intended 1o create a new method of automating
LCI's service provisioning and network management sys-
temns, and were valued at approximately $218.0 million.
These proprietary projects include the development of data
warehousing and new interface technologies 10 enable the
interchange of data across disparate networks. As of the
transaction date, the Company believes that the overall
project was 60% complete. Development efforts through
December 31, 1998 have proceeded according 10 expecta-
tions. The expected costs to complete the projects are
approximately $10.0 milion in 1999. While matenal progress
has been made with these projects, significant risk stil is
associated with their completion. If these projects are
unsuccessful, their expected contribution 10 revenues and
profits will not materiakize.

® R&D Related to Frame Relay and IP Services. These projects
nvolve R&D related 10 the deployment of frame relay and
IP technologies within the LCI network, and were valued at
approximately $155.0 milkon. With the completion of this
next-generation network, the Company will be able to
address emerging new demand trends for data services.
Management considers this a complex project due 10 the
customed work required. As of the transaction date, the
Company believes the overall project was approximately
60% to 70% complete. Development efforts through
December 31, 1998 have proceeded according 10 expecta-
tions. The expected costs to complete the projects are
approximately $70 million in 199S. While material progress
has been made with these projects, significant risk still is
associated with their completion. If these projects are

unsuccessful, ther expected contribution 10 revenues and
profits will not materaize.

® R&D Related to Operationa! Systems and Tools. These proy
ects mvolve R&D related 10 the development of new servce
and network management 1ools and engineenng functions,
and were valued at pproximately $309.0 million. These
propretary projects are closely assocated with LCl's deploy-
ment of advanced data services. Applications enabled by
these new technoiogies include the ability 10 offer new prod-
ucts and serwice packages. As of the acquisition date, the
Company beheves the projects were 60% to 70% complete.
Development efforts through December 31, 1998 have pro-
ceeded according 10 expectations. The expected costs 10
complete the projects are approximately $24.0 milhon in
1999 Whie materal progress has been made with the R&D
projects, these are unique technologees and significant risk
1S associated with their completion. !f these projects are
unsuccessful, their expected contribution 10 revenues and
profts will not materaize

Remamning R&D efforts for these projects include vanous
phases of technology design, development and testing.
Anticipated completion dates for the projects in progress
will occur in phases through 1999, at which point the
Company expects 10 begin generating the economic bene-
fits from the technologies. At the time of valuation, the
costs incurred and the expected costs 10 complete all such
projects were approximately $50.0 milhon and $60.0 mil-
hon, respectively

The value assigned 10 purchased in-process technology was
determined by estimating the contribution of the purchased
in-process technology 10 developing commercially viable
products, estimating the resulting net cash flows from the
expected product sales of such products, and discounting
the net cash flows from the expected product sales of
such products to their present value using a risk-adjusted
discount rate.

The Company estimates 1otal revenues from the specific
acquued in-process technology will peak in 2003 and will
steaddly dechne from 2004 through 2009 as other new prod-
uct and service technologies are expected 10 be introduced
by the Company. These projections are based on manage-
ment’s estimates of market size and growth, expected
trends in technology, and the expected timing of new prod-
uct introductions. Discounting the net cash flows back 10
thesr present values s based on the weighted average cost
of caprtal ("WACC") The business enterprise COmprises var-
ious types of assets, each possessing different degrees of
investment risk contributing to LCl's overall WACC.
Intangible assets are assessed higher risk factors due to
their lack of kquidity and poor versatility for redeployment
elsewhere in the business. Reasonable returns on monetary
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and fixed assets were estimated based on prevailing inter-
est rates. The process for quantifying intangible asset
investment risk involved consideration of the uncertainty
associated with realizing discernible cash flows over the life
of the asset. A discount rate of 19% was used for valuing
the in-process R&D. This discount rate is higher than the
implied WACC due 1o the inherent uncertainties surround-
ing the successful development, the useful ife and the
profitability levels of the purchased in-process technology,
and the uncertainty of technological advances that are
unknown at this time. As is standard in the appraisal of
high-growth markets, projected revenues, expenses and
discount rates reflect the probability of technical and mar-
keting successes.

The value of the in-process projects was adjusted to reflect
value and contribution of the acquired R&D. In doing so, con-
sideration was given to the R&D's stage of completion, the
complexity of the work completed to date, the difficulty of
completing the remaining development, costs already
incurred, and the projected cost to complete projects.

The Company believes that the foregoing assumptions used
in the forecasts were reasonable at the time of the merger.
The Company cannot assure, however, that the underlying
assumptions used to estimate expected project sales, devel-
opment costs or profitability, or the events associated with
such projects, will transpire as estimated. For these reasons,
actual results may vary from the projected results.

The Company expects to continue its support of these
efforts and believes the Company has a reasonable chance
of successfully completing the R&D programs. However,
risk is associated with the completion of the projects, and
the Company cannot assure that the projects will meet with
either technological or commercial success.

if none of these projects is successfully developed, the sales
and profitability of the Company may be adversely affected
in future periods. The failure of any particular individual in-
process project would not materially impact the Company's
financial condition, results of operations or the attractiveness
of the overall LCI acquisition. Operating results are subject
to uncertain market events and risks, which are beyond the
Company's control, such as trends in technology, government
regulations, market size and growth, and product introduction
or other actions by competitors.

In connection with the acquisition of EUnet, the Company
sllocated $68.0 million of the purchase price 10 in-process
R&D projects. These projects include the design and devel-
opment of several new value-added Internet services as well
as the development of the necessary customer care and
network management systems. Remaining development
efforts for these projects include various phases of design,

development and testing efforts that are expected to be
completed in stages over the next 18 months. Since these
projects had not yet reached technological feasibility and
have no alternative future uses, there can be no guarantee
as 1o the achievability of the projects or their ascribed
values. Accordingly, these costs were expensed as of the
acquisition date.

In connection with the acquisition of icon, the Company
allocated $10.0 million of the purchase price 10 in-process
R&D projects. These projects include the design and devel-
opment of several new value-added Internet services,
including end-to-end solutions methodology designed to
provide system-wide solutions for high-end corporate cus-
tomers, a next-generation high-speed network system, and
an improved network management system with added
features. Remaining development efforts for these projects
include various phases of design, development and testing
efforts that are expected to be completed in stages over the
next 15 months. Since these projects had not yet reached
technological feasibility and have no alternative future uses,
there can be no guarantee as to the achievability of the
projects or their ascribed values. Accordingly, these costs
were expensed as of the acquisition date.

Other Expense (income). Components of other expense
(income) for the years ended December 31, 1998 and 1997,
were as follows:

Yours o Docomter 1.

(o ey 1958 1997 Change
Interest expense, net $913 $188 $ 185
Other income. net (12) (189 177
Total other expense (ncome) $9%1 $ 0 $962

The increase in interest expense, net during the year ended
December 31, 1998, as compared to the prior year, res /ted
from an increase in long-term indebtedness, (see "Liquidity
and Capital Resources” below), partially offset by an
increase in capitalized interest resulting from construction
of the Company’s network. As the network is completed,
interest expense will increase as the amount of capitalized
interest decreases. Other income, net, decreased due pri-
marily to decreases in interest income, resulting from lower
average cash balances, and a charge of $12.9 million for the
redemption of a total of $87.5 million in principal amount of
its 10°%4% Senior Notes, due 2007 (the “10%4% Notes”™).
Additionally, in 1997, the Company recorded a $9.3 million
gain on sale of contract rights.

Income Taxes. Etfective with the LCI merger, the Company
is no longer included in the consolidated federal income
tax return of Anschutz Company (“Anschutz”). As a result,
the tax-sharing agreement with Anschutz is no longer
effective for activity after June 5, 1998. The Company is
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still subject 1o the provisions of the tax-sharing agreement
for actiwvity through June 5, 1998 The Company previously
recognzed a deferred tax asset attributable to its net oper-
ating loss carry forwards under the tax-sharing agreement.
The Company currently beheves the tax benefits previously
recognzed under the tax-shanng agreement may be realized
through tax planning strategies. Any in-substance dividend
resufting from the de-consolidation from Anschutz is not
expected 10 be material to the Company’s consolidated
balance sheet

The Company’'s effective tax rate for the year ended
December 31, 1998 differed from the statutory income tax
rate pnmarily as a result of the non-deductibility of R&D
write-offs and acquisition-related goodwill. The effective tax
rate for the year ended December 31, 1997 differed from the
statutory rate primanily as a result of the non-deductibiity of a
portion of growth share expense and acquisition-related
goodwill. After giving effect to non-deductible charges. the
Company expects that its combined prowision for federal and
state income tax will be approximately 40%.

YEAR ENDED DECEMBER 31, 1997

COMPARED TO YEAR ENDED DECEMBER 31, 1956

The Company reported net eamings of $14 5 million in the
year ended December 31, 1997, compared 1o a net loss of $70
million in the same period of the pnior year. Excluding the
effect of the compensation expense relating to the Growth
Share Plan, net of income tax, the Company’s reported net
earnings would have been approximately $61.6 million and
$1.5 mdlion for the years ended December 31, 1997 and 1996,
respectively

Revenve. Components of revenue for the years ended
December 31, 1997 and 1996 were as follows:

_Yours [nded Ducomter 31,
(oA 1997 1996  Increase
Communications services $1153 s %18 § 35
Construction services 5814 1382 422
Total revenue $6367 S$210 $4857

During the year ended December 31, 1997, as compared 10
1996, Communications Services revenue increased primarily
due 10 increases in revenue from wholesale switched and
dedicated line services provided on the Company’s network
and to growth in retail switched services provided to smali-
and medium-sized businesses and to consumers as a result
of continued expansion of the Company’s direct sales, direct
mail, agent and telemarketing sales channels. On July 1,
1996, the Company sold its resale dedicated line services
on leased capacity. The sold business had generated revenue
of $18.8 million for the year ended December 31, 1996.
Exclusive of this revenue, Communications Services revenue
increased $42.3 million during the year ended December 31,

1997, as compared to 1996. Revenue from Construction
Services increased during the year ended December 31,
1997, as compared to 1996 due primarily to revenue from
dark fiber sales to WoridCom, GTE and Frontier and continved
completion of the network.

Operating Expenses. Components of operating expenses
for the years ended December 31, 1997 and 1996 were
as follows:

Yowrs et Dncumber 1.

o o) 1997 1996 Increase

Access and network operations $ 860 §$7291 § 69

Construction serices 4083 €08 s

Selling. general and administrative 1587 %9 1018

Depreciation and amortization 202 162 40
Total operating expenses $6732 $2430 §$4302

The increase in access and network operations expenses
was primarily attributable to the continued growth in
switched services and network engineering and operations,
partially offset by the reduction in expenses resulting from
the sale on July 1, 1996 of the Company’s resale dedicated
ine services on leased capacity and an increase in on-net
traffic over the Company’s network.

Expenses for Construction Services increased in the year
ended December 31, 1997, as compared to 1996, due to
costs of construction contracts relating to increased dark
fiber sales revenue.

SG&A increased in the year ended December 31, 1997, as com-
pared 10 1996 due primarily 10 expansion of the Company’s
direct mail sales program, the development of the Company’s
support of the Company's growth, and the recruiting and hiring
of additional personnel.

The Company has a Growth Share Plan for certain of its
employees and directors. Growth Share Plan expense
reflects the Company’s estimate of compensation expense
with respect to the Growth Shares issued to participants.
A "Growth Share” is a unit of value based on the increase
in value of the Company over a specified measuring period.
The Company estimated an increase in the value of Growth
Shares, coincident with the June 1997 initial public offering,
and recorded $73.5 million of additional compensation
expense in the year ended December 31, 1997, and $13.1 mil-
kon in the year ended December 31, 1996.

The Company’s depreciation and amortization expense
increased during the year ended December 31, 1997 as
compared to 1996, resulting primarily from activating seg-
ments of the Company’s network during 1997, purchases of
additional equipment used in constructing the network and
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purchases of other fixed assets to accommodate the
Company’s growth.

Other Expense (Income). Components of other expense
{income) for the years ended December 31, 1997 and 1996,
were as follows:

Yours Enct Decomter 1.
b fral 1997 1996  Change
Interest expense. net $188 $68 $120
Other income, net (189 87 (102)
otal other expense (income) s $iie  § 18

The Company’s 1997 net interest expense increased as
compared to 1996, resulting from an increase in interest on
long-term indebtedness, related primarily to the 10%4%
Notes and the 9 47% Notes, partialiy offset by increases in
capitalized interest resulting from construction of the
Company’s network

Pursuant 1o a capacity sale in 1993, the Company obtained
certain nghts of first refusal 1o re-acquire network commu-
nications equipment and terminal locations including
leasehold improvements should the purchaser, under that
agreement, sell the network. In the first quarter of 1997, the
Company sold certain of these rights 1o the purchaser in
return for $9.0 million in cash and the right 10 re-acquire
certain terminal facilities, which the Company receved in
1997 and has recorded as gain on sale of contract nghts of
$9.3 milion included i other income, net. Other income,
net, increased aiso from interest income attributable 10 the
increase in cash equivalent balances.

Income Taxes. The Company’s effective tax rate for the year
ended December 31, 1997 differed from the statutory
INCoOmMe tax rate primarily as a result of the non-deductibility
of Growth Share Plan expense and acquisition-related
goodwil. The Company's effective tax rate in the year ended
December 31, 1996 approximated the statutory federal rate.

LIOLADITY AMD CAMTAL RESOURCES

During the year ended December 31, 1998, cash prowded
Ly operations was $44.5 million; cash used in investing
activities was $1,438 8 milion, including $1.413.2 million of
capital expenditures; and cash provided by financing actvities
was $1,477.3 million, including proceeds from long-term
debx borrowings of $1,403.5 milion.

The Company estimates the total cost to construct and
activate its network and complete construction of dark fiber
s0id 10 third parties will be approximately $2.3 billion, of
which the Company had already expended approximately
$1.9 billon as of December 31, 1998

The Company is participating in a consortium of communi-
cations companies that is building a submarine cable system
connecting the United States to Japan. In connection with
this transaction, the Company is committed 10 purchase
approximately $56.0 million of fiber optic cable and other
network assets of the 13,125+oute-mile, four-fiber pair cable
system 10 the Pacific Rim. The total remaining commitment
through January 2001 was approximately $50.0 million as of
December 31, 1998.

The Company has obtained the funds available to complete
these build-cuts from construction contracts for sales of
dark fiber and from vanious debt and equity financings. The
Company believes that its available cash and cash equvalent
balances at December 31, 1998, cash flow from operations,
and 1ts proposed bank financing (described below) will sausfy
its currently anticpated cash requirements at least for the next
12 months. The Company anticipates future capital expends-
tures during 1999 10 fund its growth in Communications
Senwces and 10 complete construction and activate addtional
capacity along the Company’s network 10 be approximately
$1.4 bilion

In November 1998, the Company issued and sold $750.0
millkon in principal amount of 750% Senior Notes, due 2008
{the “750% Notes ") and $300.0 mallion in principal amount
of 7.25% Semnor Notes, due 2008 (the “725% Notes due
20087), which together generated net proceeds of approx:
mately $1,038.5 million, after deducting offering costs.
Interest on the 750% Notes and the 7.25% Notes due 2008
s payabie semannually in arrears on May 1 and Novermber 1
of each year, commencing May 1, 1999. The 750% Notes
and the 7.25% Notes due 2008 are both subject 1o redemp-
ton at the option of the Company, in whole or in part, at
specified redemption prnces

In February 1999, the Company recewved commitments
from several banks 10 syndicate an unsecured credit facility
n the amount of approxamately $1.0 bilkon. Consummation
of the new credit facility s conditioned, among other things,
on the execution of 3 mutually satisfactory credit agreement,
wiuch 1s expected 10 occur by the end of the first quarter
of 1999,

On December 31, 1998, the Company exercised its option 10
redeem 35%, or $87.5 million in principal amount, of the
10%% Notes at a redemption price of 110.875%.

in connection with the LCI merger, the Company assumed
LCl's existing debt mstruments, including $350.0 million of
7.25% Senior Notes, due 2007 (the “725% Notes Due
20077 a $250.0 milkon revolving credit facilty (“Credit
Facity ") from a syndicate of banks: and thwee separate dis-
cretionary line-of-credit agreements (the “Lines of Credt”)
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with three commercial banks for up to a total of $75 0 mié-
kon. In November 1998, the outstanding balances under the
Credn Facility and the Lines of Credit were repasd. The Crednt
Facility and two of the Lines of Credit expwred December 31,
1998. As of December 31, 1998, the Company had no
amount outstanding and had avaidable credit of $25.0 malkon
under the remaining Line of Crednt

YEAR 2000

Many existing computer systems, including hardware and
software, use only the last two digits to identify a year
Consequently, as the year 2000 approaches, such systems
waill not recognize the difference in a year that begins with
“20° rather than "19." As a result of the date change in the
year 2000, f any of the Company’s computer systems use
only two digits to define the year, these defective systems
may cause disruptions in its network operations through
which the Company prowides commumications senaces 10
its customers and in its internal operations. Addtionally, the
Company s dependent upon outside sources 10 provide
communications services 10 1s customers and 1o bill its
customers for such services. The greatest risk to 'he
Company’s abidity 10 provide communications services s the
failure of third-party service providers 10 be year 2000
compliant, especially those third-party service prowiders that
provide local access and certain of the biling systems upon
which the prowvision of long distance telecommunications
service rebes

The Company has established a year 2000 compliance
group. The objective of the year 2000 complance group s
10 ekminate disruptions as a result of the date change in the
year 2000. The complance group has developed a five-step
plan 10 dentify and repair year 2000 atfected systems: (i)
entify potentally date-sensitive systems, ncluding thirgd-
party products; (n) assess such systems for year 2000
complance; (m) modify, upgrade or replace non-comphant
systems; () test the corrected systems; and (v) deploy the
cormected systems

The year 2000 compliance group has focused mainly on the
Company’s domestic operations and, 10 a lesser extent, on
s ntemational cperations

In addition 10 reviewing its own Systems, the year 2000 com-
pliance group 1s submitting requests 10 third-party service
prowders 10 obtamn information as to ther complance efforts

Inventory, assessment and remediation of software applica-
vons s substantially complete. Testing and deployment of
comected software systems 1s scheduled for completion by
June 30, 1999

Iinventory and assessment of hardware systems, including
network computing and network systems engineering, is
near completion. Testing and deployment of upgrades nec-
essary 1o compiete remediation of these systems is
expected 10 be complete by June 30, 1999. Inventory and
assessment of corporate faciities is scheduled for com-
pletion by April 30, 1999, with necessary upgrades and
contingency plans in place by June 30, 1999.

The Company’s overall efforts to integrate the operations of
recently acquired businesses, including LCI, and varnous
other factors, including the compliance efforts of third parties,
over which the Compat y has no control, may atfect these
target dates

The Company will develop contingency plans as needed.
The contingency plans are expected to be completed by
June 1999 and tested through the third quarter of 1999

During the year ended December 31, 1998, the Company
incurred approxamately $4.0 million for year 2000 compliance
costs, included in SG&A expense. The Company expects to
ncur approximately $10.0 milkon to $15.0 million in additional
SG&A expense dunng 1999 10 implement its year 2000 pian.
The Company currently estimates capital expenditures for
new systems to replace non-year 2000 compliant systems
will total approximately $20.0 million (having incurred approx-
imately $3.0 miiion as of December 31, 1998).

EURO CONVERSION

On January 1, 1999, 11 of the 15 member countnes of the
European Union (the "Participating Countries”) established
fixed conversion rates between their existing sovereign
currencies and established the euro as their common
legal currency. Revenues and operating income of the
Company's operations in Participating Countries are less
than 2% of the Company’s consolidated res.'ts. The
Company intends to address operational and information
systems issues related to the euro conversion. The
Company does not expect the euro conversion to have a
material adverse impact on the Company’s operations or
financial condition

INFLATION
Inflation has not significantly affected the Company’s oper-
ations duning the past three years.




% QUANTITATIVE AND QUALITATIVE DISCLOSURES

Durning 1997 and 1998, the Company issued $250.0 milion
of 10%4% Senior Notes, due 2007, $555.9 mllion of 9.47%
Senior Discount Notes, due 2007, $450.5 million of 8.29%
Semor Discount Notes, due 2008, $750.0 million of 7.50%
Senior Notes, due 2008, and $300.0 million of 7.25% Semnior
Notes, due 2008 (collectively “the Notes®). In connection
with its acquisition of LCI in June 1998, the Company
assumed LCl's existing debt instruments, including
$350.0 million of 7.25% Notes Due 2007

The Company’s long-term debt obligations are principally
fixed imterest rate and non-trading in nature, and s a result,
the Company is less sensitive to market rate fluctuations.
10 manage its interest rate risk and has no cash flow
exposure due to general interest rate changes for its fixed
interest rate long-term debt. The table below provides
information about the Companv’s market risk exposure
associated with changing interest rates on its fixed rate debt
and capital lease and other obligations.

Collectively, the fixed rate debt, capital lease and other
obligations, with a carrying value of $2,.309.9 milkon, had
an estimated fair value of $2.402.3 million at December 31,
1998, based on current interest rates offered for debt of
similar terms and maturty.

The Company’'s European-country operations were not
matenal 10 the Company's consolidated financial position as
of December 31, 1998, and results of operations or cash
flows for the year ended December 31, 1998. In addition,
foreign currency transaction gains and losses were not
material to the Company's results of operations for the year
ended December 31 1998, and the Company was not sub-
ject to matenial foreign currency exchange rate risk from the
effects of exchange rate movements of foreign currencies
on the costs or cash fiows the Company would receive from
its European subsidiary, EUnet. To date, the Company has
not entered into any significant foreign currency forward
exchange contracts or other dervative financial instruments to
hedge the effects of adverse fluctuations in foreign currency
exchange rates.

Expacred Matur oy (goftars i mabers)!

200 200 2002 @ 2003 Thereafter  Total

ABOUT MARKET RISK
|
1993
Capital lease and other obligations ... .. .. .. .. e 328

$— $— $— $— $25689 $25689
s$21 $22 $26 $32 § 175 § 04
Average interestrate .. R 81% 82% 82% 82% 82% 82% 82%




INDEPENDENT AUDITORS’ REPORT

I
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ubsee 2 T Decebe T T398 poc "3 g ™e
EEEDRT TSI THRYTETTE TIPS SIS
BELT, FT L e T GRCT T ThE WS T e TTRe-wal
serue wgms DeceDe T "I88 Thewe —orschaec
IrnTe TERTETS 8% T oty f ™w Lorpey s
ERgEETT Jo eDoesety S T eCress § 0mor o
TEwe ITSTRGENC TaNCE SETeErTS DESEC O 3 ausdts

T orOuCIRC DU BUOTS P ICCORIENCR Wt generaly
ETECIEC JUSTG SRNOETS. THOSe SIENOETs regure T we
DT #MC et The autit 10 Obtan re@scradle assurance
Wos whether ™e francal sttements are free of materal
mssiatement. An audt mciudes exammning. on a test basis,
evdence 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 ¢valuating the overall financial
a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred
1o above present fairly, in all material respects, the financial
position of Qwest Communications International Inc. and
subsidiaries as of December 31, 1998 and 1997, and the
results of their operations and their cash flows for each of
the years in the three-year period ended December 31, 1998
in conformity with generally accepted accounting principles.

KPMe P

Denver, Colorado
February 2, 1999




28 CONSOLIDATED
STATEMENTS OF OPERATIONS

QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

FOR THE THREE YEARS ENDED DECEMBER 31, 1998
(In Milions, Except Per Share Information)

Revenue:
Communications services
Construction services
Total revenue
Operating expenses
Access and network operations
Construction services
Selling. general and administrative
Depreciation and amortization
Merger costs
Provision for in-process research and development
Total operating expenses
Eamings (loss) from operations
Other expense (income)
Interest expense, net
Other income, net
Earnings (loss) before income taxes
Income tax expense (benefit)
Net earmings (loss)
Net eamings (loss) per share — basic
Net eamings (loss) per share - diluted

Weighted average shares outstanding ~ basic
Weighted average shares outstanding — diluted

_ 19w 199 1%
$15543 $ 1153 $ 918
688.4 5814 1392
22427 697 210
9618 860 n
458 4083 w08
5396 1587 %9
2017 202 %2
865 -— —
m -— -—
29964 6732 280
(7153.7) s mea
93 188 68
(12) (189 BN
(849.8) 236 oy
(5.8 91 aa
$(8440) $ W5 § EBS
$ (3020 $ 0B S RO%
$ (302 $ 007 S mOm
. 1905 1730
m 1941 1730




QWEST COMMUNICATIONS INTERNATIONAL INC AND SUBSIDARES

AS (# DECEMBER 31, 1958 AND 1957
(1n MaBons, Except Share Informason)

ASSETS
Current assets:
Cash and cash equwvalents ..
mwmumuszmu
$4 6 million)
Prepaid axpenses and other current assets
Total current assets
Property and equipment:
Fiber optic network and office equipment
Accumulated depreciation

Network construction in progress
Property and equipment, net
Excess of cost over net assets acquired
(mdmmmwudsssmumumm
Intangible and other assets, net
Total assets

UABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable
Facility costs accrued and payable .
Construction costs accrued and payable
Accrued expenses and other ...

Total current liabiities
mmwwwmmuwm,
Other long-term liabiiities

Total liabilities...........
Camtunummmw
Stockholders' equity.

Preferred stock - $ 01 par value; authorized

25.0 million shares; no shares issued and outstanding
Common stock — $.01 par value; authorized

600 0 million shares; 347.0 million shares and
Accumutated deficit

vuwmm

wmmmm

See accompanyng rotes o corsokdated hrancal ststements

;e %3
33 258
1081 240
14712 2402
(1552 K28
1325 1976
13129 a70
28554 6146
34020 N2
ST\ 383
$80676 $13%81
$ 2051 § 5589
3002 83
1459 93
5863 1568
12315 3153
23011 6305
2848 705
38294 10163
35 21
51108 s
{8753) (31.9)
42382 36818
$80676 $13%1

CONSOLIDATED
BALANCE SHEETS




30 CONSOUDATED STATEMENTS OF

QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

FOR THE THREE YEARS ENDED DECEMBER 31,1998

(in Maions)

BALANCES, JARUARY 1, 1956
Anschutz drvdends and

Net loss

BALANCES, DECEMBER 31,1996
Issuance of common stock in
mitial public offering. net
Issuance of common stock
in employee stock transactions
Net eamings
BALANCES, DECEMBER 11, 1997

Issuance of common stock
in empioyee stock transactions

Issuance of common stock, warrants and

OpliIoNs = ACQUISTIONS
Issuance of common stock

1o Microsoft Corporation

Currency transiation

Net loss
Total comprehensive income

BALANCES, DECEMBER 31, 1998

S8e HIOTGEOYYG SOME I COrIoitated b SEmmenTs

. CommoaSect =
Aadeons fotst
Nembrer of Pade  Acunieted  Shxtiolders’
_Dewm  Amowt Capetad Deficr Fouey
1730 $17 § 642 § (W5 § 264
- - (o0 -— (100
— — — 69 69
mnr 17 542 (45 4) a5
no 04 n92 —_ 3186
26 - 382 -_— B2
— i - s s
266 21 ams 319 s
ns - 1679 - 1679
1242 14 4a3:9 —_ 43303
44 — 2000 — 2000
— — 22 - 22
e -— - (844 0) (844 0)
—_ — 22 (844 0) (8418)
M0 $35 S5106 SS9 Sans2




QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

FOR THE THREE YEARS ENDED DECEMBER 31, 1998
fin Mdlors)

1998 1997 1996
CASH FLOWS FROM OPERATING ACTIVITIES:
Net eamangs (loss) $ (B440) $ WS § (589
w:mu-wmumm
provded by (used i) operating actvities
Depreciation and amortization . 2017 23 162
Prstructuring and merger non-cash charges . 8465 — -
Gan on sale of cortain assets - : - 83 5.1)
Deferred income tax expense (benefit) s 89 ny
Changes in operating assets and liabilities:
Accounts recevable net .. . (42 9 nan
Net securitization payment ) {100.7) — —
Accounts payable . : 332 531 20
mmmmm 1289 456 01
Accrued expenses and other 2107 880 564
Other long-term kabilities ma 01) “us
Other changes : : {5201 {184.5) 27.1)
mewwﬂmm “s (354) 25
CASH FLOWS FROM INVESTING ACTIVITIES:
Expenditures for property and equipment (14132 3458 57.1)
Acquisitions and other . (256) (1.0 45
hmuﬂamm (14388 (355 8) (526)
CASH FLOWS FROM RANCING ACTIVITIES:
Proceads fru » long-term dett 14005 6780 60
Regayments of long-term debt . (1643) 2002) 213
Net short-term debt activity . (1056) s o
Proceeds from issuance of common stock, net 2000 Nnss —
Proceeds from employee stock transactions :.d issuance of
stock warrants and other. 437 @2 (182)
hmwwmm 14773 766.1 55
Net ncrease i cash and cash equnvaients 820 ns 54
Cash and cash equivalents. heginning of peniod 3158 69 15
Cash and cash equivalents, end of period : $ 428 § 388 $§ 63
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid for imierest. net $ W7 § W $ 88
Detadl of acquesitions:
Fair valve of cssets scquired ; e O SRR S04 § —
unﬁa—-l L : L4504 04 -
Mwmhm A S a7 S (200 § —

See aromgayeg fotes D Comohdated fraad statemenny

CONSOLIDATED STATEMENTS 31
OF CASH FLOWS




" QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
THREE YEARS ENDED DECEMBER 31, 19358

NOTE 1 - BUSINESS AND BACKGROUND

Qwest Communications International Inc. and subsidianes
(*Qwest"” or the “Company”) is a facilities-based muiti-
media communications services provider engaged in two
core business segments: Communications Services and
Construction Services.

Communications Services provides a full range of voice,
data, video and related services to business customers, gov-
ermnmental agencies and consumers. In addition, it provides
high-volume voice and conventional private fine services 10
other communications providers, as well as to Interet ser-
vice providers (“ISPs”), and other data service companies

Construction Services constructs and installs fiber optic sys-
tems for other communications providers, as well as for the
Company’s own use. The Company began operations in
1988 constructing fiber optic conduit systems primarnily for
major long distance carmers in exchange for cash and capac-
ity rights. The Company has entered into major construction
contracts for the sale of dark fiber to Frontier, MCI
WorldCom and GTE whereby the Company has agreed 10
install and provide dark fiber to each along portions of the
Company’s network. in addition to these contracts, the
tions prowviders and government agencies for the sale of dark
fiber along the Company’s network. Revenue from
Construction Services generally is recognized under the
percentage of completion method as performance mile-
stones relating to the contrat  are satisfactorily completed.

Qwest was wholly-owned by Anschutz Company (Anschutz”)
until June 27, 1997, when the Company issued common
stock in an initial public offering (the "IPO"). As of
December 31, 1998, Anschutz owned approximately 46.2%
of the outstanding common stock of the Company.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POUICIES

[A] PRINCIPLES OF CONSOLIDATION

The accompanying audited consolidated financial state-

ments as of December 31, 1998 and 1997 and for the years

ended December 31, 1998, 1997 and 1996 include the

accounts of the Company and all majority-owned sub-
e 0 Gdation.

8] COMMUNICATIONS SERVICES REVENUE

Revenue from communications services is generally rec-
ognized monthly as the services are provided. Amounts
billed in advance of the service month are recorded as
deferred revenue.

——-—



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

{C] LONG-TERM CONSTRUCTION CONTRACTS

The Company accounts for long-term construction contracts
relating 10 the development of communications networks
using the percentage of completion method. Under the
percentage of completion method, progress is generally
measured on performance milestones relating to the con-
tract where such milestones farly reflect progress toward
contract completion.

Network construction costs include all direct material and
labor costs and those indirect costs related to contract per-
formance. General and administrative costs are charged to
expense as incurred. When necessary, estimated losses on
uncompleted contracts are expensed in the period in which
they are identified. Contract costs are estimated using allo-
cations of the total cost of constructing the network
Rewvisions to estimated profits on contracts are recognized
in the penod they become known

D) RESEARCH AND DEVELOPMENT

in connection with the acquisitions of LC! International, Inc.
and subsidianes ("LCT™), EUnet International Limited (EUnet”)
and icon CMT Corp. ("lcon™) in 1998, the Company expensed
$760.0 millon for m-process R&D projects since the devel-
opment of these projects had not yet reached technological
feasibility and the n-process R&D had no alternative futwre
uses as of the acquisition date. These projects relate 10 the
development of advanced voice and data services as well
as sophisticated network management and admunistration
functions. {See Note 3 - Acquisitions and Other Trans-
actions.) R&D costs incurred in the normal course of
business are expensed as incurred. The Company incurred
approximately $27.7 mikon of such costs in 1988.

[E] CASH AND CASH EQUIVALENTS

The Company classifies cash on hand and deposits in banks,
including commercial paper, money market accounts, and
any other investments with a maturity of three months or
less from the date of purchase, that the Company may hold
from time to time, as cash and cash equivalents.

[F] PROPERTY AND EQUIPMENT

Property and equipment is stated at cost. Depreciation of
buildings and equipment is computed on a straightdine bass
over the estimated useful fives of these assets. The cost of
equipment retired in the ordinary course of business, less
proceeds, is charged 1o accumulated depreciation. Leaseholkd
improvements are amortized over the lesser of the useful
lives of the assets or the lease term. Expenditures for man-
tenance and repairs are expensed as incurred. Network
are capialized. Interest capitalized in the years ended
December 31, 1998, 1997 and 1996 was approximately
$41.6 million, $17.7 million and $2 4 million, respectively.

The useful lives of property and equipment are as follows:

Facility and leasehold improvements 5 - 30 years or lease term
Communications and Construction equipment 3-10years
Fiber optic network 10 - 25 years
Office equpment 3-Tyears
Caprtal leases lease term

[G] IMPAIRK' ENT OF LONG-LIVED ASSETS

The Company reviews its long-ived assets, including the
excess of cost over net assets acquired, for impairment
when events or changes in circumstances indicate that the
carrying value of such assets may not be recoverable. This
review consists of a comparison of the carrying value of the
asset with the asset’s or the acquired business’s expected
future undiscounted cash flows without interest costs. if the
expected future cash flow exceeds the carrying value of the
asset, no impairment is recognized. If the carrying value of
the asset exceeds the expected future cash flows, an
impairment exists and is measured by the excess of the car-
rying value over the fair value of the asset. No impairment
expense was recognized « 1898, 1997 or 1996.

W] INTANGIBLE AND OTHER LONG-TERM ASSETS

Intangible and other long-term assets include debt issuance
costs, deferred compensation, goodwill and acquired intan-
gibles such as customer lists, work force and developed
technology. Such costs are amortized on a straight-ine basis
over penods ranging from 3 10 40 years. Amortization is
included in depreciation and amortization expense in the
accompanying consolidated statements of operations.

{¥] FAIR VALUE OF INANCIAL INSTRUMENTS

The carrying amounts of cash, cash equivalents, and accrued
expenses approximate fair value due 1o the short-term matuy-
rities of these assets and liabilities. The carrying amounts of
notes and other receivables approximate fair value due o
the relatively short period of time between the ongination
of these instruments and their expected realzation. The
long-term right-of-way obligations approsamated fair value at
December 31, 1998 and 1997, since they were based on the
current interest rates of obligations with similar maturities.
The fair value of fixed rate debt is discussed in Note 5 - Debt

9] STOCK-BASED COMPENSATION

As permitted by Statement of Financial Accounting Stan-
dards ("SFAS™) No. 123, Accounting for Stock-Based
Compensation, the Company accounts for compensation
expense under its stock-based compensation plans in accor-
Accounting for Stock Issued to Employees.

——E




" QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

X MANAGEMENT ESTIMATES

The oreparation of financial statements in conformity with
genurally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenue and
expenses during the reporting peniod. Actual results could
differ from those estimates.

L) RECLASSIFICATIONS
Certain prior year balances have been reclassified to con-
form to the 1998 presentation.

[M] COMPREHENSIVE INCOME
Comprehensive income consists of currency translation
adjustments and net eamings (loss).

NOTE 3 - ACQUISITIONS AND OTHER TRANSACTIONS

Each of the acquisitions discussed below was accounted
for as a purchase. The results of operations of each of these
acquisitions have been included in the accompanying con-
solidated statements of operations of the Company from
the date of acquisition. The Company will complete final
allocation of purchase price of each acquisition within one
dated financial staternents reflect the preliminary allocation
of purchase pnce of each acquisition, which is subject to
adjustment. ltems awaiting final allocation of the LCI pur-
chase price include LC! network asset valuation and final
determination of the costs to sell these assets. It is antici-
pated that final aflocation of purchase price will not differ
materially from the preliminary allocation.

During the year ended December 31, 1998, the Compan,
recorded $86.5 million in mergervelated costs due to the
merger with LCl, including $31.0 million of duplicate facili-
ties, $49.0 million of channel consolidation and duplicate
commitments and $6.5 million of other miscellaneous
merger costs. Of these merger costs, approximately
$6.0 million remain accrued as of December 31, 1998.

A ICON ACQUISITION

In December 1998, the Company acquired icon, a provider
of integrated Internet solutions associated with web hosting
and IP integration, for approximately $254.1 million in
Company common stock, including approximately $3.5 mil-
lion of direct acquisition costs. At the close of the acquisition,
the Company issued approximately 5.9 million shares of the
Company's common stock (including outstanding lcon stock
options and warrants assumed by the Company).

In connection with the acquisition of icon, the Company
allocated $10.0 million of the purchase price to in-process
R&D projects. These projects include the design and devel-
opment of several new value-added Internet services,
including end-to-end solutions methodology designed to
provide system-wide solutions for high-end corporate
customers, a next-generation high-speed network system,
and an improved network management system with added
features. Remaining development efforts for these projects
include various phases of design, development and testing
efforts that are expected to be completed in stages over
the next fifteen months. Since these projects had not yet
reached technological feasibility and have no alternative
future uses, thare can be no guarantee as to the achiev-
ability of the projects or their ascribed values. Accordingly,
these costs were expensed as of the acquisition date.

The Company zllocated $2.3 million of the purchase price 10
developed technology, $71.8 million to other intangible
assets and $194.0 million to goodwill. The developed
technology, other intangible assets and goodwill will be
amortized on a straight-line basis from 4 to 15 years.

[B] LCI ACQUISITION

In June 1998, the Company acquired LCI, a communications
services provider, for approximately $3.9 billion in Company
common stock, including approximately $13.5 million in
direct acquisition costs. At ‘he close of the acquisition, the
Company issued approximately 129.9 million shares of the
Company'’s common stock (including outstanding LC! stock
options assumed by the Company).

In connection with the acquisition of LCI, the Company allo-
cated $682.0 million of the purchase price to inprocess R&D
projects, $318.0 million to developed technology, $65.0 mil-
lion to other intangible assets and $3,071.0 million to
goodwill. This allocation to the in-process R&D represents
the estimated fair value based on risk-adjusted cash flows
related to the incomplete projects. The developed toechnol-
ogy. other intangibles and goodwill are being amortized on
a straight-ine basis from 10 to 40 years.

The acquired R&D represents engineering and test activi-
ties associated with the introduction of new services and
information systems. Specifically, LCI had been working on
a variety of projects that are essential to delivering data
services, which are a significant departure in terms of tech-
nological complexity from the Company’s traditional voice
products. These efforts are related to redesigning and scal-
ing the network infrastructure as well as developing the
requisite network management systems. These projects
are time-consuming and difficult to complete. If the R&D
projects are not completed as planned, they will ne/ther sat-
isfy the technical requirements of a changing market nor be
cost effective. Since these projects had not yet reached
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technological feasibility and have no alternative future uses,
there can be no guarantee as to the achievability of the proj-
ects or their ascribed values. Accordingly, these costs were
expensed as of the acquisition date.

[C] EUNET ACOUISITION

In April 1998, the Company acquired EUnet, a European ISP
with subsidiaries in 14 countries, for approximately $154.0
million in Company common stock, including approximately
$3.5 million in direct acquisition costs, and $4.2 million in
cash. At the close of the acquisition, the Company issued
approximately 4.0 million shares of Company common
stock. Approximately 0.6 million shares were placed in
escrow for two years and may be recovered by the
Company to satisfy any indemnification claims. At the expi-
ration of the escrow period, these shares revert to the
EUnet stockholders.

The Company allocated $68 0 million of the purchase price
10 in-process R&D projects. These projects inciude the
design and development of several new value-added
Internet services as well as the development of the neces-
sary customer care and network management systems.
Remaining development efforts for these projects include
vanous phases of design, development and testing efforts
that are expected 10 be completed in stages over the next
18 months. Since these projects had not yet reached tech-
nological feasibility and have no alternative future uses,
there can be no guarantee as 10 the achievability of the proj-
ects or thewr ascribed values. Accordingly, these costs were
expensed as of the acquisition date. The remaining intangi-
bles from the purchase relate 1o developed technology and
goodwill and are being amortized on a straight-ine basis over
% and 10 years, respectively.

(D] PHOENIX ACQUISITION

in March 1998, the Company acquired Phoenix Network,
Inc. ("Phoenix”), a non-facilities-based reselie: of long dis-
tance services, for approxamately $27.2 mallion. At the close
of the acquisition, the Company issued approximately
0.8 milion shares of Company common stock. Goodwill is
being amortized on a straight-ine basis over 15 years.

[E] SUPERNET ACQUISITION

In October 1997, the Company acquired SuperNet, Inc.
("SNI”), a regiona! ISP, for approximately $20.0 million in
cash. Goodwill is being amortized on a straight-ine basis
over 10 years.

[F] PRO FORMA RESULTS AND SUMMARY INFORMATION

The followang pro forma operating results of the Company
for the years ended December 31, 1998 and 1997 have been
prepared assuming the acquisitions of LCI, icon, Phoenix,

EUnet and SNI occurred on January 1, 1998 and 1997,
respectively. On a pro forma basis, for the year ended
December 31, 1998, revenue was $3,105.5 million and net
loss was ($885.8) million, or ($2.65) per basic and diluted
share, and for the year ended December 31, 1997, revenue
was $2,528.3 million and net loss was ($861.7) million, or
($2.62) per basic and diluted share. The pro forma results do
not purport to represent what the Company’s results of oper-
ations would have actually been had the above transactions
occurred on the dates indicated and are not indicative of
future results.

[G] KPN JOINT VENTURE

On November 19, 1998, the Company and KPN Telecom B.V.
("KP! i") entered into a letter of intent to form a joint venture
company 1o create a pan-European IP-based fiber optic net-
work, linked to the Company’s network in North America, for
data, video and voice services. The venture is expected o
be formed in the first quarter of 1999, subject 1o definitive
documentation and customary regulatory approvals.

The Company and KPN will each own 50 percent of the ven-
ture. The venture will be governed by a six-person
supervisory board, 1o which the Company and KPN each will
name three members. KPN will contribute to the venture
two bi-directional, self-healing fiber optic rings (EuroRings™
1 and 2), covering approximately 2,100 miles. The Company
and KPN will also contribute transatiantic cable capacity 1o
the venture that will connect EuroRings™ with the
Company’s network in North America, as well as approxi-
mately $78.0 million and $20.0 million, respectively. The
Company will contribute EUnet, which has net assets of
approximately $80.0 million, to the venture.

NOTE 4 -» CONSTRUCTION SERVICES

Costs and billings on uncompleted contracts included in the
accompanying consolidated balance sheets were as follows:

Dot 3*

e 1998 1997

Costs incurred on uncompleted contracts ... S M8 sS4

Estim: ed eamangs : il 4934 782

13982 2o

Less batings to date . 11761 47%8
CmﬁMuqmm

of billings, net i s 2 sns2

The Company has entered into various agreements to provice
indefeasible nghts of use of multiple fibers along the network.
Such agreements include contracts with three major cus-
tomers for an aggregate purchase price of approximately
$1.0 billion. Construction Services r=venue relating to the
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technological feasibility and have no alternative future uses,
there can be no guarantee as to the achievability of the proj-
ects or their ascribed values. Accordingly, these costs were
expensed as of the acquisition date.

[C] EUNET ACQUISITION

In April 1998, the Company acquired EUnet, a European ISP
with subsidiaries in 14 countries, for approximately $154.0
million in Company common stock, including approximately
$3.5 million in direct acquisition costs, and $4.2 million in
cash. At the close of the acquisition, the Company issued
approximately 4.0 million shares of Company common
stock. Approximately 0.6 million shares were placed in
escrow for two years and may be recovered by the
Company to satisfy any indemnification claims. At the expi-
ration of the escrow period, these shares revert 10 the
EUnet stockholders.

The Company allocated $68.0 million of the purchase price
10 in-process R&D projects. These projects include the
design and development of several new value-added
Internet services as well as the development of the neces-
sary customer care anc' network management systems.
Remaining development efforts for these projects include
vanous phases of design, development and testing efforts
that are expected to be completed in stages over the next
18 months. Since these projects had not yet reached tech-
nological feasibiity and have no alternative future uses,
there can be no guarantee as 10 the achievability of the pro}-
ects or their ascribed values. Accordingly, these costs were
expensed as of the acquisition date. The remaining intangi-
bles from the purchase reiate to developed technology and
goodwill and are being amortized on 3 straightdine basis over
S and 10 years, respectively.

D) PHOENIX ACQUISITION

In March 1998, the Company acquired Phoenix Network,
Inc. (“Phoenix”), a nonfacilities-based reseller of long dis-
tance services, for approximately $27.2 milion. At the close
of the acquisition, the Company issued approximately
0.8 million shares of Company common stock. Goodwill is
being amortized on a strasght-ine basis over 15 years.

[E] SUPERNET ACOUISITION

In October 1997, the Company acquired SuperNet, Inc.
("SNI™), a regional ISP, for approximately $20.0 million in
cash. Goodwill is being amortized on a straightine basis
over 10 years

[F] PRO FORMA RESULTS AND SUMMARY INFORMATION

The foliowing pro forma operating results of the Company
for the years ended Decernber 31, 1998 and 1997 have been
prepared assuming the acquisitions of LCI, icon, Phoenx,

EUnet and SNI occurred on January 1, 1998 and 1997,
respectively. On a pro forma basis, for the year ended
December 31, 1998, revenue was $3,105.5 million and net
loss was ($885.8) million, or ($2.65) per basic and diluted
share, and for the year ended December 31, 1997, revenue
was $2,528.3 million and net loss was ($861.7) million, or
($2.62) per basic and diluted share. The pro forma results do
not purport to represent what the Company’s results of oper-
ations would have actually been had the above transactions
occurred on the dates indicated and are not indicative of
future results.

[G) KPN JOINT VENTURE

On November 19, 1998, the Company and KPN Telecom B.V.
("KPN") entered into a letter of intent to form a joint venture
company 10 create a pan-European IP-based fiber optic net-
work, linked to the Company’s network in North America, for
data, video and voice services. The venture is expected 1o
be formed in the first quarter of 1999, subject to definitive
documentation and customary regulatory approvals.

The Company and KPN will each own 50 percent of the ven-
ture. The venture will be governed by a six-person
supervisory board, to which the Company and KPN each will
name three members. KPN will contribute to the venture
two bi-directional, seilf-healing fiber optic rings (EuroRings™
1 and 2), covering approximately 2,100 miles. The Company
and KPN will also contribute transatiantic cable capacity 10
the venture that will connect EuroRings™ with the
Company’s network in North America, as well as approxi-
mately $78.0 million and $20.0 million, respectively. The
Company will contribute EUnet, which has net assets of
approximately $80.0 million, to the venture.

NOTE 4 - CONSTRUCTION SERVICES

Costs and billings on uncompleted contracts included in the
accompanying consolidated balance sheets were as follows:

Duwcnmber 31,
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The Company has entered into vanous agreements 10 provide
indefeasible nghts of use of multiple fibers along the network.
Such agreements include contracts with three major cus-
tomers for an aggregate purchase price of approximately
$1.0 billion. Construction Services revenue relating to the
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contracts with these major customers was approximately
$356.6 million, $513.0 million and $121.0 million for the years
ended Decen.ber 31, 1998, 1997 and 1996, respectively.
Progress billings are made upon customers’ acceptance of
performance milestones. The Company expects to bill and
collect in 1999 all costs and estimated earnings in excess of
billings outstanding as of December 31, 1998.

Although these construction agreements provide for certain
penalties if the Company does not complete construction
within the time frames specified within the agreements,
management does not anticipate that the Company will
incur any substantial penalties under these provisions.

NOTE S - DEBT AND CAPITAL LEASE OBLIGATIONS

Debt and capital lease obligations consisted of the following:

- 3 MJI
oo 19819
Foxed rate debt at interest rates ranging
from 7.25% 10 10A% $22195 $6069
Capital lease and other obligations 304 356
Total debt and capital lease obligations 23099 6425
Less current portion (28) {120
Debt and capital lease obligations $ 23071 $ 6305

Current portion of long-term debt is included in accrued
expenses and other in the accompanying consolidated bal-
ance sheets.

The Company issued the following senior and senior dis-
count notes during the years ended December 31, 1998 and
1997: the 7.25% Senior Notes, due 2008 (the “7.25% Notes
Due 20087), the 7.50% Senior Notes, due 2008 (the “750%
Notes®), the 8.29% Senior Discount Notes, due 2008 (the
“8.29% Notes”), the 9.47% Senior Discount Notes, due
2007 (the "9.47% Notes") and the 10%% Senior Notes, due
2307 (the “10%4% Notes”) (each described below, collec-
tively “the Notes”).

In November 1998, the Company issued and sold $750.0
million in principal amount of its 7.50% Notes and $300.0
million in principal amount of its 7.25% Notes Due 2008,
which together generated net proceeds of approximately
$1,038.5 million, after deducting offering costs. Interest on
the 750% Notes and the 7.25% Notes Due 2008 is payable
semiannually in arrears on May 1 and November 1 of each
year, commencing May 1, 1999. The 7.50% Notes and the
7.25% Notes Due 2008 are both subject to redemption at
the option of the Company, in whole or in part, at specified
redemption prices.

|

|
|
‘
|

In January 1998, the Company issued $450.5 million in prin-
cipal amount at maturity of its 8.29% Notes, generating net
proceeds of approximately $299.2 million, after deducting
offering costs. Interest on the 8.29% Notes is compounded
semiannually. The principal amount of the 8.29% Notes is
due and payable in full on February 1, 2008. The 8.29%
Notes are redeemable at the Company's option, in whole or
in part, at any time on or after February 1, 2003 at specified
redemption prices. In addition, p .or to February 1, 2001, the
Company may use the net cash proceeds from certain
equity transactions to redeem up to 35% of the 8.29%
Notes at specified redemption prices. Cash interest on the
8.29% Notes will not accrue until February 1, 2003, and
thereafter will accrue at a rate of 8.29% per annum, and will
be payable semiannually in arrears commencing on
August 1, 2003, and thereafter on February 1 and August 1
of each year. The Company has the option of commencing
cash interest on an interest payment date on or after
February 1, 2001, in which case the outstanding principal
amount at maturity of the 8.29% Notes will, on such inter-
est payment date, be reduced to the then accreted value,
and cash interest will be payable on each interest payment
date thereafter.

In October 1997, the Company issued its 9.47% Notes,
having an aggregate principal amount at maturity of
$555.9 million, which mature on October 15, 2007. The
9.47% Notes will accrete at a rate of 9.47% per annum, com-
pounded semiannually, to an aggregate principal amount of
$555.9 million by October 15, 2002. In March 1997, the
Company issued its 10%4% Notes, having an aggregate prin-
cipal amount at maturity of $250.0 million, which mature on
April 1, 2007.

On December 31, 1938, the Company exercised its option 1o
redeem 35%, or $87.5 million in principal amount, of the
10%4% Notes at a redemption price of 110.875%. As a result,
the Company recorded a charge of $12.9 milon, included in
other income, net, primarily for the redemption premium
incurred and write-off of previously deferred debt issue costs.

In connection with the LCI merger, the Company assumed
LCl's existing debt instruments, including $350.0 million of
7.25% Senior Notes (the “7.25% Notes Due 2007°). As of
December 31, 1998, the Company had no amount out-
standing and had available credit of $25.0 million under one
discretionary line of credit with a commercial bank.

In February 19399, the Company received commitments from
soveral banks 1o syndicate an unsecured credit facility in the
amount of approximately $1.0 billion. Consummation of the
new credit facility is conditioned, among other things, on the
execution of a mutually satisfactory credit agreement, which
is expected 10 occur by the end of the first quarter of 1999.
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The Company had a $90.0 milion credit agreement (the
*Equipment Credit Facility”) with an unrelated third party
supplier of transmission electronics equipment 1o fund a por-
tion of certain capital expenditures required to equip the
network currently under construction. The Equipment Credit
Facility was terminated, and the balance of $71.0 milion under
the Equipment Credit Faciity was repaid in December 1998.

The indentures for the Notes (defined above) and the 725%
Notes Due 2007 contain cenan covenants that, among other
things, mit the abiiity of the Company and certain of its sub-
sidiaries (the ~Restricted Subsidianes”) to issue preferred
stock, pay dvidends or make other distnbutions, repurchase
capital stock or subordinated indebtedness, create cedian
bens, enter into certan transactons with affiliates, seil assets
of the Company or its Restricted Subsidianies, issue or sell
capital stock of the Company’s Restricted Subsidianies or
enter into certain mergers and consolidations

The Company leases certain network construction equip-
ment and buildings under capital lease agreements. The
amortization charge applicable 10 capital leases is included in
depreciation and amortization expense. Future minimum
payments under capital lease obligations is included in con-
tractual maturities of long-term debt, as summarzed below.

Contractual maturities of debt and capial lease obligations
as of December 31, 1998 were as foliows:

Yewrs oo Decomder )1 o i)
1999 s 28
200 21
2001 22
2002 26
2003 32
Thercatter 22910

$230M8

Collectively, the fixed rate debt, capital lease obligations and
other debt had a total carrying value of $2,309.9 million and
$642 5 milion and an estimated fair value of $2,402.3 million
and $666.0 milhion at December 31, 1998 and 1997, respec-
tively, based on current interest rates offered for debt of
similar terms and matunty.

NOTE 6 - INCOME TAXES

Income tax expense (benefit) for the years ended
December 31, 1998, 1997 and 1996 was as follows:

e e 9w 1%
Current:
Federal $20 s
State — 01 04)
Tota! current income tax
expense (benefit) 20 01 1)
Deterred
Federal 8 90 (1R}
m — pu— —
Tota! deferred income
tax expense (benefit) (18) 90 {1.1)
Total income tax
expense (benefnt) $(58) $91 $32)

Total income tax expense (benefit) differed from the
amounts computed by applying the federal statutory income
tax rate (35%) 10 earnings (loss) before income tax expense
{benefit) as a result of the following items for the years
ended December 31, 1998, 1997 and 1996:

e 19w 1%
Statutory income
tax expense (benefit) (35.01% B0%  OS0%
State income taxes, net of
federal income tax expense (benefit) - i3 @n
Goodwill amortization 20 13 56
In-process R&D na — —
Compensation and
growth share expenses — 15 -
Other. net 10 05 04
Totai mcome tax
expense (berefit] on%s BE% L%
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The tax effects of temporary differences that gave rise
to significant portions of the deferred tax assets and lia-
bilities at December 31, 1998 and 1997 were as follows:

Ducomber 31,
i ) 1938 1997
Current deferred tax assets (liabiities)
Allowance for doubtiul accounts .. $ 138 s n
Accruad lisbilities........ i 24 12
Network construction contracts . ... (92 (252
Othermet ... .. .. ... 4 Ly 74 05
Cusrent deferred tax asset (lisbility). net .. 750 219
Long-term deferred tax assets (Labslities):
Property and equipment ... .. 533 43
Deferred compensation . . — 65
Net operating loss carryforwards 213 us
e SRR : 28 12
Intangibleassets ... .. ... ... (246.1) 01)
Property and equipment . (127.1) (288)
Non-current deferred tax
assets (liabilities), net ... (35.8) 179
Net deferred tax asset (liability).... $ 32 $ “o

The Company has analyzed the sources and expected
reversal periods of its deferred tax assets. The Company
believes that the tax benefits attributable 1o deductible tem-
porary differences will be realized by recognition of future
taxable amounts.

At December 31, 1998, the Company had net operating loss
carryforwards for income tax purposes of approximately
$700.3 million. These net operating loss cammyforwards, if not
utilized to reduce taxable income in future periods, will expire in
various amounts beginning in 2003 and ending in 2018.

Effective with the LCI merger, the Company is no longer
included in the consolidated federa! income tax return of
Anschutz. As a result, the tax-sharing agreement with
Anschutz is no longer effective for activity after June 5, 1996,
The Company is still subject to the provisions of the tax-
sharing agreement for activity through June 5, 1998. The
Company previously recognized a deferred tax asset attrib-
utable to its net operating loss carryforwards under the
tax-sharing agreement. The Company currently believes the
tax benefits previously recognized under the tax-sharing
agreement may be realized through tax planning strategies.
from Anschutz is not expected to be material to the Com-
pany’s consolidated balance sheet.

—————-—

NOTE 7 -» COMMITMENTS AND CONTINGENCIES

[A] NETWORK CONSTRUCTION PROJECT AND

CAPITAL REQUIREMENTS

In 1996, the Company commenced construction of its net-
work. The Company estimates the total cost to construct
and activate the network and to complete construction of
the dark fiber sold to customers will be approximately $2.3
billion. The Company projected its total remaining cost as of
December 31, 1998 for completing the construction of the
network to be approximately $400.0 million.

[B] NETWORK AND COMMUNICATIONS CAPACITY EXCHANGES
From time to time, the Company enters into agreements 10
acquire long-term telecommunications capacity rights from
unrelated third parties in exchange for long-term teiecom-
munications capacity rights along segments of the network
under construction. The exchange agreements provide for
hquidated damages to be levied against the Company in the
event the Company fails to deliver the telecommunications
capacity, in accordance with the agreed-upon timetables.

[C] VENDOR AGREEMENTS

The Company has agreements with certain telecommuni-
cations inter-exchange carriers and third party vendors that
require the Company to maintain minimum monthly and/or
annual billings based on usage. The Company has histori-
cally met all minimum billing requirements and believes the
minimum usage commitments will continue to be met.

[D] LEASES AND COMMUNICATIONS SERVICES COMMITMENTS
The Company leases certain terminal locations and office
space under operating lease agreements. The Company
has easement agreements with railroads and public trans-
portation authorities. Future minimum payments under
non-cancelable operating leases and right-of-way agree-
ments, together with the present value of the net minimum
payments as of December 31, 1998, were as follows:

Yours arvind Ducomber 11 fm snibions) Opeatng  Agie ol Wy L

1999 . $ 915 $ 125 $1040
2000 788 54 853
201 . 1382 54 s
2002 ... 644 12 ns
2003 580 54 614
Thereatter 4108 100.0 5108
5388 1358 o

Less amount representing interest - ma na
Total minimum payments $ 53856 $ 647 $905

Amounts expensed in the years ended December 31, 1998,
1997 and 1996 related to operating leases were approxi-
mately $22.7 million, $6.2 million and $5.0 million, respec-
tively. The present value of net minimum payments of the
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right-of-way agreements is included in accrued expenses
and other and in other long-term labilities.

[E] PACIFIC RIM CABLE CONSORTIUM COMMITMENT

The Company is participating in a consortium of communi-
cations companies that is buliding a submarine cable system
connecting the United States to Japan. In connection with
this transaction, the Company is committed 10 purchase
approximately $56.0 milkion of fiber optic cable and other
network assets of the 13,125route-mile, four-fiber parr cable
system to the Pacific Rim. The total remaining commitment
through January 2001 was approxamately $50 0 milkion as of
December 31, 1998

[F] LEGAL MATTERS

The Company has been named as a defendant in vanous It-
igation matters. Management intends to vigorously defend
these outstanding claims. The Company believes it has ade-
quate accrued loss contingencies and that, although the
ultimate outcome of these claims cannot be ascertained at
this time, current pending or threatened litigation matters
are not expected to have a material adverse impact on the
Company’s results of operations or financial position.

NOTE 8 - BENEFIT PLANS

{A] GROWTH SHARE PLAN

The Company has a Growth Share Plan (the “Plan”) for
certain of its employees and directors. A “Growth Share” is
2 unit of value based on the increase in value of the
Company over a specified measurement period. All Growth
Share grants have been made based on a beginning
Company value that was greater than or equal to the fair
value of the Company at the grant date. The total number
of Growth Shares is set at 10 million and the maximum
presently available for grant under the Plan is 850,000. All
participants, except those granted Growth Shares under the
October 1996 Plan, vested fully upon completion of the
Company’s IPO and settlement was made with 2,591,532
common shares, net of amounts relating 1o tax withholdings
of approxamately $21.9 million.

Growth Shares granted under the October 1996 Plan vest at
the rate of 20% for each full year of service completed after
the grant date subject to risk of forfeiture and are to be
settied with the Company’s Common Stock. The future com-
pensation expense associated with the remaining shares has
been capped at $11.00 per share, or approximately $13.7 mil-
lion, and is amortized as expense over the remaining
approximately three-year vesting period. At December 31,
1998, approximately $23.0 million is included in other long-
term habilities related to outstanding Growth Shares. The

Company does not presently intend to make any additional
Growth Share grants under this plan. Certain triggering
events, such as a change in control of the Company, cause
immediate vesting of the remaining Growth Shares and
would result in accelerated expense recognition of all
portion of the increase in value of the Grow*h Shares upon a
triggering event, which includes the end of & Growth Share
performance cycle.

The Company estimated an increase in veive of the Growth
Shares during 1997 and 1996 and recorded approximately
$73.5 milion and $13.1 millhon of corrnensation expense for
this plan in the years ended December 31, 1997 and 1996,
respectively. In the year ended December 31, 1998, the
Company recorded approximately $9.3 million of expense
for thus plan. Had the Company accounted for compensation
under the Growth Share Plan pursuant to the fair value
method in SFAS No. 123, Accounting for Stock-Based
Compensation, the amount of compensation would not
have been different from what has been reflected in the
accompanying consolidated financial statements.

The following table summarizes Growth Share grants,
settiements, forfeitures and Growth Shares outstanding:

el L 2
Growin Swes
December 31, 1995 644,500
1996 grants 67.500
1996 settiements (436,600}
December 31, 1996 275400
1997 grants 358,050
1997 settiements (253.950)
December 31, 1997 379,500
1998 forfeitures (4,500)
1998 settiements (12.000)
December 31, 1998 363,000
[B) 401(K) PLAN

The Company sponsors defined contribution 401(k) Plans
(the “Plans”) which permit empioyees to make contri-
butions to the Plans on a pre-tax salary reduction basis in
accordance with the provisions of Section 401(k) of the
Internal Revenue Code. After one year of service, the
Company matches a portion of the employee's voluntary
contributions. Company contributions to the 401(k) plans
were $2.1 million and $0.9 million for the years ended
December 31, 1998 and 1997, respectively, and was not
material for the year ended December 31, 1996.
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NOTE 9 - STOCKHOLDERS' EQUITY

A CAPITAL STOCX

In January 1998, the Board of Directors declared a stock
dividend cf one share for every share outstanding to stock-
holders of record as of February 2, 1998, which was
distributed on February 24, 1998. This dividend was
accounted for as a two-for-one stock split. All share and per
share information included in the consolidated financial
statements and the notes hereto have been adjusted to give
retroactive effect to the change in capitalization.

In June 1998 the shareholders approved a change in the
Company’s capital stock to authorize 600 million shares of
$.01 par value Common Stock (of which 2.7 million shares
are reserved for issuance under the Company’s 401(k) Plan
and the former LCI 401(k) plans, 1.2 million are reserved for
issuance under employee and non-employee director stock
option and incentive plans, 35.0 million shares are reserved
for issuance under the Equity Incentive Plan, 0.9 million
shares are reserved for issuance under the Growth Share
Plan, and 8.6 million shares are reserved for issuance upon
exeorcise of warrants, as described below, and 25.0 million
shares of $.01 par vaive Preferred Stock. On May 23, 1997,
the Board of Directors declared a stock dividend to the exist-
ing stockholder of approximately 173.0 million shares of
Common Stock, which was paid immediately prior to the
effectiveness of the registration statement on June 23,
1997. This dividend was accounted for as a stock split. The
Company complated the IPQO of approximately 31.1 million
shares of Common Stock on June 27, 1997, raising net pro-
ceeds of approximately $319.5 million.

Effective May 23, 1997, the Company sold to an affiliate of
Anschutz for $2.3 million in cash, a warrant to acquire 8.6
million shares of Common Stock at an exercise price of
$14.00 per share, exercisable on May 23, 2000. The warrant
is not transferable. Stock issued upon exercise of the war-
rant will be subject 1o restrictions on sale or transfer for two
yoars after exercise. In connection with the acquisition of
Icon, the Company issued approximately 0.3 million war-
rants 10 acquire 0.3 million shares of Common Stock at an
sverage exercise price of $17.81 per share, exercisable in
2007. The warrants are not transferabie.

8] COMMON STOCK OPTIONS

Effective June 23, 1997, the Company adopted the Equity
Iincentive Plan, which was amended and restated on June 1,
1998. This plan permits the grant of non-qualified stock
restricted stock, stock units and other stock grants to key
employees of the Company and affiliated companies and key
consultants to the Company and affiliated companies who
are responsible for the Company’s growth and profitability.

A maximum of 35.0 million shares of Common Stock may be
subject to awards under the Equity Incentive Plan.

The Company's Compensation Committee determines the
exercise price for each option; however, stock options must
have an exarcise price that is at least equal to the fair market
value of the Common Stock on the date the stock option is
granted, subject to certain restrictions. Stock option awards
generally vest in equal increments over a five-year period, and
awards granted under the Equity Incentive Plan will immedi-
ately vest upon any change in control of the Company, as
defined, unless provided otherwise by the Compensation
Committee at the time of grant. Options granted in 1997 and
1998 have terms ranging from six to ten years.

Stock option transactions during 1997 and 1998 were as
follows:

Mmbwrol | Wegheed

Cprora rey

Outstanding January 1,1997 e
Granted ... 13958 $1588
Exercised (120 $noo
Outstanding December 31,1997 13946  $1589
Granted 13138 $3369
Assumed 15770 $1664
Exercised (11657) $1366
Cancelied . (1.047) $265
Qutstanding December 31,1998 : 30,151 205
Exercisable December 31,1997 .. 130 $100
Exercisable December 31,1998 1,041 s$va

In connection with the acquisitions of LCI and Icon the
Company assumed the outstanding options on the date
of acquisition for each of the acquired companies. Pursuant
to the terms of the LCI stock option plans, the acquisition
of LCI by the Company triggered a change in control of LCL.
As such, all of the outstanding options vested immediately.

For 1998, the weighted-average fair value of each option
grant is estimated as of the date of grant to be $15.18, using
weighted average assumptions: risk-free interest rate of
4.6%. no expected dividend yields, expected option lives of
5.5 years, and expected volatility of 41.2%.

For 1997, the weighted-average fair value of each option
grant is estimated as of the date of grant to be $7.94, using
the Black-Scholes option pricing model, with the following
weighted average assumptions. risk-free interest rate of
5.8%. no expected dividend yields, expected option lives of
7.6 years, and expected volatility of 31%.
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The following table summarizes certain information about
the Company's stock options at December 31, 1998:

Optors ety Opoors favcmatle
Woghast

Awwge  Weghed Weghang
Nt of  Rempewy Avage  Nuomber of e
Qpoons  Conoractus! Lxage [ i d
Roge of fxocose Prces Outatanding -~ L Py

e L] i Pousee/
$8-5N L4} 3 § 310 521 § 1w
SR -51184 52 49 S1075 2463 S 10866
sNes-sun 1348 719 SW2 952 S
su%-S06 13% 82 S186 135 S20118
bval’ B v b 4505 87 S2¥08 1902 SuUMB
$2960 - 5351 L1 ] 89 S$3106 0 SN0
$HRN-M O 2465 91 S Q SN
M-S0 258 98 san 15 SUs
$47.36 - $5006 1014 00 S499 - § 000
30,151 17 SU05 1. S

Compensation expense recognized for grants under the
Equity Incentive Plan was not material in 1998 and 1997 If
compensation expense for the Equity Incentive Plan had
been determined using the fair value method described »
SFAS No. 123, the Company’s net earnings (loss) and net
earnings (loss) per share for 1998 and 1997 would have
been reduced 1o the pro forma amounts shown in the fol-
lowing table:

0 o e et P Py Ao _ lﬁ ./
Net earnangs (loss)
As reported S(8440) $ WS
Pro forma (866 6) 0s
Net earnungs (loss) per share - basic:
As reported 3.02) 008
Pro foma : .10 o
Net eamings (loss) per share - diluted
As reported (302) oo
Pro foma (3.10) -
{C) EMPLOYEE STOCK PURCHASE PLAN

In October 1998, the Company instituted an Employee
Stock Purchase Plan ("ESPP”). The Company is authorized
10 issue approximately 0.8 million shares of Common Stock
10 eligible employees. Under the terms of the ESPP, eligible
employees may authorize payroll deductions of up 1o 15%
of their base compensation, as defined, 10 purchase
Common Stock at a price of 85% of the fair market value of
the Company’s Cornmon Stock on the last trading day of the
month in which the Common Stock is purchased.

D) ALUANCE WITH MICROSOFT
in December 1998, the Company entered into a strategic

of its software to the Company. In addition, Microsoft
purchased approximately 4.4 million shares of Qwest for
$200.0 million.

Pursuant to the Common Stock Purchase Agreement,
Microsoft has agreed not to transfer the Common Stock it
purchased for 2 period of two years except 10 persons
approved by the Company or 1o certain Microsoft controlied
corporations. Further, unless approved by the Company’s

board of directors, (i) Microsoft is prohibited from acquiring

more than 5% of the Company’s Common Stock and from
becoming a member (with third parties) of a group that owns
more than 5% and; (i) Microsoft may not take certain
actions vith respect 10 acquisition proposals or contested
proxy solicitations until the earlier of (A) such time as the
Company’s officers, directors and affiliates own less than
33% of the voting power of the Company, (8) Microsoft
otherwise disposes of the Common Stock, (C) the parties
terminate the business relationship or (D) December 14,
2003. Pursuant to the terms of the Registration Rights
Agreement, Microsoft has one demand registration right
from March 14, 1999 up to December 14, 2001 for all or any
of the shares of Common Stock purchased

NOTE 10 - WEIGHTED AVERAGE SHARES OUTSTANDING

The weighted average number of shares used for comput-
ing basic and diluted loss per share for the years ended
December 31, 1998 and 1996, was 279.1 million and
173.0 million, respectively. Because the Company had a net
loss in 1998 and 1996, the effect of all options and warrants
on loss per share was anti-dilutive. For the year ended
December 31, 1997, the weighted average number of shares
used for computing basic earnings per share was 190.5 mil-
lion, and the weighted average number of shares used for
computing diluted earnings per share was 184.1 million
including 3.5 million incremental common shares attribut-
able to dilutive securities related 10 warrants, options and
growth shares).

The weighted average number of options 1o purchase com-
mon stock thet was excluded from the computation of
diluted earnings per share because the exercise price of the
option was greater than the average market price of the
Common Stock was 348,000 for 1998 and 800,000 for 1997.

NOTE 11 -) BUSINESS SEGMENT INFORMATION

In 1998, the Company adopted SFAS No. 131, Disclosures
About Segments of an Enterprise and Related Information,
which requires the Company to report certain information
about its business segments. The information for 1997

alliance with Microsoft. Microsoft will icense a broad range i and 1996 has been restated to conform with the 1998
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* QWEST COMMUNICATIONS INTERNATIONAL INC. AND SUBSIDIARIES

presentation. The Company’s two business segments are
having a separate management team and infrastructure,
mmwmmmmmmanm
marketing strategies to target different types of customers.
Communications Services provides multimedia commu-
nications services to retail and wholesale customers.
Cauuuammmummmtwmm
tems for other communications entities, as well as for the
Company’s own use.

The accounting policies of the business segments are the
same as those described in Note 2 -~ Summary of Significant
Accounting Policies. The Company evaluates the performance
oﬁubtmwhsodmmutmcmm
(loss) from operations, before other (income) expense and
income taxes. The following table presents summarized finan-
cial information related to the business segments for the
years ended December 31, 1998, 1997 and 1996:

. Yowrs Ensed Oocompur 31
et _ 1 e
Revenve:
Communications services $15543 $ 153§ 918
Construction services 688 4 5814 1392
Total revenue $22427 § 6%7 S$2310
Eaming (loss) from operations:
Communmscations services (s02.1) (1058) (445)
Construction services 1844 1403 B4
Depreciation and amortization ~
Corporate (36.0) (11.0) 09
Total eamings (loss)
from operations (7153.7) 235 {120)
Unaliocated other (income) expense’
Interest expense, net 923 188 68
Other (income) expense, net {12) (189 B87)
Eamings (loss) before
income taxes S (3498 $ 236 $ (101)
Assets:
Communications services $5%012 § am3 s
Construction services 7298 Qan 1066
Corporate . $ 1438 7581 150
Total assets $80675 $13%1 $ 2626
Capital expenditines
Communication services $13822 $ M7 § 538
Construction services 22 20 0s
Comporate ... 282 61 26
Caprtal expencitures $14132 § 58 § s71

The Company’s areas of operations are principally in the
UmodSummEuopa.mmCamcsdovdopng
mmmmmo.m:mewmwa

geographic area is significant to the Company’s consolidated
operations. Revenue and loss from operations from European-
country operations were approximately $60.0 million and
$17.7 million, respectively, in 1998. The Company had no
European operations in 1997

During the years ended December 31, 1998, 1997 and
1996, two or more customers, in the aggregate, within the
Construction Services segment accounted for 10% or more
of the Company’s total revenue in one or more periods,
as follows:

Covme A Commw 8 Costomer C
1998 1% ™ 8%
1997 6% kil 3 7%
1996 % %% -
NOTE 12 -5 SELECTED CONSOLIDATED QUARTERLY
ANANCIAL DATA
o malegrs eacEY D7 $wre etrmgter P
1998
R A
Revenue $1777 $3%37 S8068 Se65)
Gross Profit @9 1320 070 62
Eamings (luss)
from operations 3% (204 m ns
Net loss S (66) S(089) S (69) $ (218
Net loss per
share - basic $003) $ (334) $002 $ (008
Net loss per
share ~ diduted $003) $ (334) $ (002 (008
1997
“fm S AW e
il Ot Ouorter O
Revere $727 Su87 $1889 $2064
Gross profit 163 657 545 659
Eamings (loss)
from operations 2n 7.1) 199 24
Net earnings (loss) $ 4B $ (56) $ 126 § 123
Net earnings (loss) per
share -~ basic $003) $ 0% $S006 $ 008
Net earnings (loss) per
share - diiuted $00) $003) $006 $ 006

In connection with the acquisitions of LCI and EUnet in the
second quarter of 1938 and the acquisition of icon in the fourth
Quarter of 1998, the Company expensed $750 0 million and
$10.0 miflion, respectively, for inprocess R&D projects.




MARKET FOR THE REGISTRANT'S COMMON STOCX
AND RELATED SHAREHOLDER MATTERS

Al The Company’s Common Stock is listed on the Nasdaq
National Market under the trading symbol “OWST.” As of
March 5, 1959, there were approxamately 350 milkon shares of
Common Stock issued and outstanding held by 4,213 stock-
hoiders of record.

The foliowing table sets forth, for the periods indicated, the
high and low sales prices per share of Common Stock as
reported on the Nasdaqg National Market (as adjusted 10
reflect the two-for-one stock spiit effected on February 24,
1998 as a dwvidend):

. SRSl
Fescal 1997,
IR s e NA NA
SecondOuarter._._ . SI1S0BS 31315
L T A e s S ARG R, $26500 $1u2%
T A N suans saas
g
Feacal 1998
FostQuanter.___ S —— S410625 $2962%
Second Ouarter . - vt SQMES S0%
Thard Quarter.._ —— - $ 475000 $ 220000
fowthQuarter. —— $5115 S5

The Company completed its initial public offering on
June 27,1997. The Registrant has not paid cash dividencs
on its Common Stock since becoming a public company
and does not anticipate paying cash dividends in the fore-
seeable future. The terms of the Indentures governing its
outstanding notes restrict the Company’s ability to pay div-
idends. Any payment of future dividends will be at the
discretion of the Company’s Board of Directors and will
depend upon, among other things, the Company’s earnings,
operations, capital requirements, level of indebtedness,
financial condition, contractual restrictions and other rele-
vant factors. (See "Management’s Discussion and Analysis
of Financial Condition and Resuits of Operations.”)

On December 14, 1998, the Company and Microsoft Corpor-
ation, a Washington corporation {"Microsoft”), announced
that they had agreed 10 enter into a business relationship to
offer dsta and Internet services. In addition, Microsoft pur-
chased from the Company approximately 4.4 mithon shares
of the Company’s common stock, at a price of $45.00 per
share, for an aggregate purchase price of $200.0 million.

Pursuant 10 the Common Stock Purchuse Agreement,
Microsoft has agreed not 10 transfer the shares for a period
of two years except 10 persons approved by the Company
or to certain Microsoft controlled corporations. Further,
unless approved by the Company’s board of dwectors, §i)
Microsoft is prohibited from acquiring more than 5% of the
Company’s common stock and from becoming 8 member
{with third parties) of a group that owns more than 5% and
(#) Microsoft may not take certain actions with respect 10
acquisition proposals or contested proxy solicitations until
the earbier of (A) such time as the Company’s officers, direc-
tors and affiliates own less than 33% of the voting power
of the Company, (B) Microsoft otherwise disposes of the
shares, (C) the parties terminate the business relationship
or (D) December 14, 2003. Pursuant to the terms of the
Registration Rights Agreement, Microsoft has one demand
registration right at any time from March 14, 1999 up t0
December 14, 2001 for all or any of the shares of Common
Stock purchased.

8] The Company has used approxamately $274 .6 milion of
the $319.5 million net proceeds from its initial public offer-
ing for construction of its fiber optic telecommunications
network and 10 redeem a total of $87.5 million in principal
amount of its 10%4% Notes due 2007. The remaining net pro-
ceeds are temporarily invested in certain short-term
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Qwest Communications Corporation Tariff S.O.P.U.C. No. 2
Original Title Page

DRAFT

LOCAL EXCHANGE SERVICE

QWEST COMMUNICATIONS CORPORATION

REGULATIONS AND SCHEDULE OF INTRASTATE CHARGES
APPLYING TO LOCAL EXCHANGE SERVICE
WITHIN THE STATE OF SOUTH DAKOTA

NOTES REGARDING THIS ILLUSTRATIVE TARIFF OF
QWEST COMMUNICATIONS CORPORATION ("Qwest®):

1. This tariff is for illustrative purposes only and is subject
to change.

2. Rates and comprehensive service descriptions cannot be
included in this tariff until Qwest has completed its inter-
connection negotiations with the incumbent local exchange
camers.

3. Unless otherwise noted in Qwest’s application for local service
authority, the services contained in this illustrative tariff shall
be offered, subject to the terms and conditions stated in this
tariff, to all customers throughout the state.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203




Qwest Communications Corporation Tariff S.D.P.U.C. No. 2
Original Page 1

LOCAL EXCHANGE SERVICE

CHECK SHEET

The following sheets inclusive of this tariff are effective as of the date shown at the bottom of the respective
sheets. Original and revised sheets as named below comprise all changes from the original tariff and are
currently in effect as of the date on the bottom of this page.

Page Revision No.  Page Revision No.  Page Bevision No.
Title Page Original SECTION 2 (Cont.) SECTION 5
1 Original 16 Original 1 Original
2 Original 17 Original
3 Original 18 Original SECTION 6
4 Original 19 Original 1 Original
5 Original 20 Original
6 Original 21 Original SECTION 7
22 Original 1 Original
SECTION 1 23 Original
1 Original 24 Original
2 Original 25 Original
3 Original
4 Original SECTION 3
5 Original 1 Original
6 Original 2 Original
3 Originai
SECTION 2 4 Original
1 Original 5 Original
2 Original 6 Original
3 Original 7 Original
4 Original 8 Original
5 Original 9 Original
6 Original 10 Original
7 Original 1 Original
8 Original 12 Original
5 Original 13 Original
10 Original
n Original
12 Original SECTION 4
13 Original 1 Original
14 Original
15 Original

* New or Revised Page.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor

Arfington, Virginia 22203




Qwest Communications Corporation

Tariff S.D.P.U.C. No. 2

Original Page 2
LOCAL EXCHANGE SERVICE
TA F
PAGE
Title Paye
Check Sheet 1
Table of Contents 2
Explanation of Symbols and Abbreviations 4
Application of Tariff 5
Customer Service 6
SECTION 1 - DEFINITION OF TERMS 1
SECTION 2 - REGULATIONS
2.1 Undertaking of the Company 1
2.1.1 Scope 1
2.1.2 Shortage of Equipment or Facilities 1
2.1.3 Terms and Conditions 2
2.1.4 Liability of the Company 3
2.1.5 Notification of Service-Affecting Activities 8
2.1.6 Provision of Equipment & Facilities 9
2.1.7 Non-routine Installation 10
2.1.8 Ownership of Facilities 10
2.2 Prohibited Uses 1
2.3 Obligations of the Customer
2.3.1 General 1
2.3.2 Claims 13
24 Customer Equipment and Channels
241 General 14
2.4.2 Station Equipment 14
2.4.3 Interconnection of Facilities 15
2.4.4 Inspections 15
25 Payment Arrangements
2.5.1 Payment for Service 16
2.5.2 Billing and Collection of Charges 17
2.5.3 Disputed Bills 18
2.5.4 Advance Payments 18
2.5.5 Deposits 19
2.5.6 Discontinuance of Service 20
2.5.7 Interest on Customer Overpayments 22
ISSUED: EFFECTIVE:

ISSUED BY: Carol P, Kuhnow, Manager

4250 North Fairfax Drive, 12th Fioor
Arfington, Virginia 22203




Qwest Communications Corporation Tariff S.D.P.U.C. No. 2

Original Page 3
LOCAL EXCHANGE SERVICE
TA F CONTENT inued
PAGE
SECTION 2 - REGULATIONS (Continued)
2.6 Allowances for Interruptions in Service
2.6.1 Credit for Interruptions 23
2.6.2 Limitation on Allowances 23
2.6.3 Use of Alternative Service Provided by the Company 23
2.7 Cancellation of Service
2.7.1 Cancellation of Application for Service 24
2.7.2 Cancellation of Service by the Cu:tom« 24
28 Transfers and Assignments 25
29 Notices and Communications 25
SETION 3 - SERVICE DESCRIPTIONS
3.1 Local Exchange Service
3.1.1 Service Area 1
3.1.2 Local Line 2
3.1.3  Local and Intral ATA Outbound Usage Rates 6
3.1.4 Timing of Local Exchange Calls 7
3.2 Directory Assistance 8
a3 Operator Assistance
3.3.1 Operator Assisted Surcharges 9
3.3.2 Busy Line Verification and Interrupt Service 10
34 Directory Listings 1
35 Emergency Services 13
36 Presubscriptions-2 (PIC-2) 13
3.7 Vanity Telephone Numbers 13
38 Telecommunication Relay Service (TRS) 13
SECTION 4 - RESIDENTIAL SERVICE OFFERING (service currently not available) 1
SECTION 5 - DATA SERVICE OFFERING (service currently not available) 1
SECTION 6 - PROMOTIONAL OFFERINGS 1
SECTION 7 - INDIVIDUAL CASE BASIS (ICB) ARRANGEMENTS 1
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, w

4250 North Fairfax Drive, 12th Floor
Asfington, Virginia 22203




Qwest Communications Corporation Tariff S.D.P.U.C. No. 2

Original Page 4
LOCAL EXCHANGE SERVICE

EXPLANATION OF SYMBOLS, REFERENCE MARKS, AND .AmE!IATIQI@ QF TECHNICAL TERMS USED IN
THIS TARIFF,
The following symbols shall be used in this tariff for the purpose indicated below:

Cc - To signify changed regulation.

C . To signify discontinued rate or regulation.

I - To signify increased rate.

M . To signify a move in the location of text.

N - To signify new rate or regulation.

R - To signify reduced rate.

S - To signify reissued matter.

T - To signify a change in text but no change in rate or regulation.
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Adington, Virginia 22203




Qwest Communications Corporation Taritf S.D.P.U.C. No. 2
Original Page 5

LOCAL EXCHANGE SERVICE

APPLICATION OF TARIFF

This tariff sets forth the service offerings, rates, terms and conditions applicable to the furnishing of intrastate
communications service by Qwest Communications Corporation to customers within the local exchange service
area defined herein.

ISSUED: EFFECTIVE:
ISSUED BY: Carol P. Kuhnow, Manager
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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Qwest Communications Corporation Taritf S.D.P.U.C. No. 2
Original Page 6

LOCAL EXCHANGE SERVICE

TOMER SERVI

Qwest Customer Service Representatives are available to assist Customers twenty-four (24) hours per day,
saven (7) days per week. Qwest maintains separate Customer Service organizations for its residential and
business Customers. Residential Customers may contact Qwest Customer Service by calling (800) 860-2255;
business Customers may call (800) 860-1020. These toll free numbers are printed on Customers’ monthly
billing statements.

Alternatively, Customers wishing to communicate with an Qwest Customer Service Representative in writing
may send written correspondence to Qwest at:

Qwest Communications Corporation
ATTN: Customer Service
4650 Lakehurst Court
Dublin, OH 43017

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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QAwest Communications Corporation Taritf S.D.P.U.C. No. 2
Section 1
Original Page 1

LOCAL EXCHANGE SERVICE

SECTION 1 - DEFINITIONS
Certain terms used generally throughout this tariff are defined below.

Account Codes
Allows a Customer to allocate local calls to a 4-digit, verified and non-verified account code.

p
Payment of ail or part of a charge required before the start of service.

Alternate Answering

in the event that the called telephone number is not answered within three to four rings, this feature
autom atically forwards incoming calls to a predetermined, dialable telephone number served by the same
Central Office switch, or provides interswitch transfer to a predetermined, dialable telephone number where
technically available.

A S e
Answer Supervision must be provided when an Qwest service offering is connected 1o switching equipment or
a customer-provided communications system. The customers equipment or systen must provide answer
supervision so that the measure of chargeable time begins upon the delivery of the customer’s call to the
switching equipment or to the equipment connected to the communications system and ends upon termination
of the call by the calling party. If a customer’s communications system fails to promptly return to Qwest an
idle (on-hook) state upon completion of the call, the customer will be responsible for all charges that result up
until the time the customer’s communication system signals Qwest's network that the call has been terminated
or until such time that Qwest's own system terminates the call.

Authorized User

A person, firm, corporation or other entity that either is authorized by the Customer to use local exchange
telephone service or is placed in a position by the Customer, either through acts or omissions, to use local
exchange telephone service.

Aytomatic Callback
The telephone number associated with the last incoming call to the customer may be automatically redialed.
Activation must occur before another incoming call or a call waiting indication is received by the customer.

Business Service
A switched network service that provides for dial Station Communications origination for which the subscriber
pays a rate that is described as a business or commercial rate.

Busy Line Transter

in the event that the called telephone number is busy, this feature automatically forwards incoming cails to a
prodetermined, dialable telephone number served by tha same Central Office switch, or provides interswitch
forwarding to & predetermined, dialable telephone number where technically available.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203




Qwest Communications Corporation Tariff S.D.P.U.C. No. 2
Section 1
Original Page 2

LOCAL EXCHANGE SERVICE

SECTION 1 - DEFINITIONS (Continued)
Call Forward Busy
Automatically routes incoming calls to a designated answering point when the called line is busy.

Call Forward No Answer
Automatically routes incoming calls to a designated answering point when the called line does not answer
within a pre-specified number of rings.

Call Forward Variable
Automatically routes incoming calls to a designated answering point, regardiess of whether the user's Station
is idle or busy.

Call Hold
Allows the Customer to hold one call for any length of time provided that neither party goes On Hook.

Call Number Delivery Blocking
Blocks the delivery of the number to the called party on a per call basis.

Call Park
Allows a Customer to "park” a call against their directory number within the business group and "unpark” the

call from any other directory number. A business group consists of a series of Customer-defined lelephone
numbers.

Call Pickup

Allows a Customer to answer incoming calls to another Station line within a defined call Pickup group. Call
Pickup is provided as either Group Call Pickup, where the predesignated groups can pickup sach other’s calls
by activating an access code or a feature key, or Directed Call Pickup, where any call can be retrieved by
dialing a different access code followed by the extension number.

Call Screening

Aliows the Customer to avoid the receipt of certain unwanted calls by programming the line to recognize and
screen up to 10 different telephone numbers, whether or not the number is known. Calls from the screened
numbers will be diverted to a recorded message which states that calls are not being accepted at this time.

Coll Trace
Automaticaily traces the number of the line used for the last call received by the User.

Call Waiting
Provides the Customer with a burst of tone to indicate that another call is waiting. The second call can either
be answered by flashing the switchhook or hanging up the phone and being rung back by the caller.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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Qwest Communications Corporation Tarift S.0.P.U.C. No. 2
Section 1

Original Page 3

LOCAL EXCHANGE SERVICE

SECTION 1 - DEFINITIONS (Continued)
Call Waiting C !
Allows a Customer to cancel the Call Waiting feature on a per call basis by dialing a specific two digit code.

Caligr 1D
Allows the Customer to view the telephone number of an incoming call, prior to answering the call.

Caller 1D with Name
Aliows the Customer to view both the listed name and the telephone number of an incoming call, prior to
answering the call.

Class of Service (COS)

Used to prevent a Station from dialing certain codes and numbers.
Commission

South Jakota Public Utility Commission.

Qwest Communications Corporation, a Delaware corporation, which is the issuer of this tariff.

Customer
The person, firm, corporation or other entity that orders service and is responsible for the payment of charges
and for compliance with the Company’s tariff regulations.

Customer Control Option

There are two distinct options - one associated with Busy Line Transfer and the other with Alternate
Answering. Each of these options will allow the customer to activate/deactivate the associated feature and to
change the telephone number to which calls are set to forward.

Dial Pyise (DP)

The puise type employed by rotary dial Station sets.

Direct inward Disling (DID)

A service attribute that routes incoming calis directly to Stations, by-passing a central answering point.
Direct Connect

Allows for automatic dialing of a single fixed telephone number from an exchange line.

Digtinctive Ringing
Qmmm“mm;mommmmmmmmwm-m

ring.

Dual Tone Mylti-Frequency (DTMF)
The puise type employed by tone dial Station sets.

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203




Qwest Communications Corporation Taritt S.D.P.U.C. No. 2
Section 1
Originai Page 4

LOCAL EXCHANGE SERVICE
SECTION 1 - DEFINITIONS (Continued) :
Easy Call ‘
This feature provides for the automatic dialing of a dialable, telephone number consisting of seven or more
digits in the event that the customer’s line is taken off-hook and dialing does not commence within a
predetermined interval, usually seven seconds.
individual C Basi

A service arrangement in which the regulations, rates and charges are developed based on the specific
circumstances of the Customer’s situation.

Joint User

A person, firm or corporation designated by the Customer as a user of local exchange service furnished to the
Customer by the Company, and to whom a portion of the charges for such facilities are billed under a joint use
arrangement.

LATA (Local Access Transport Area)
A geographical area established by the U.S. District Court for the District of Columbia in Civil Action No.
17-49, within which a local exchange carrier provides communications services.

Local Calling

A completed call or telephonic communication between 3 calling Station and any uther Station within the local
service area of the calling Station.

Local Exchange Carrier

A company that furnishes exchange telephone service.

Mbos
Maegabits, or millions of bits, per second.

Message Waiting
This feature provides an indication to a Station User that a message is waiting. Indications may be visual
{lamp) or audible (stuttered dialtone).

Most idle Trunk Selection (MIDL)
MIDL Trunk selection occurs when a switching unit selects from a Trunk group the Trunk that has been idle for
the longest period of time.

ISSUED: EFFECTIVE:
ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive. 12th Floor
Adington, Virginia 22203




Qwest Communications Corporation Tarift S.0.P.U.C. No. 2
Section 1
Original Page 5§

LOCAL EXCHANGE SERVICE

SECTION 1 - DEFINITIONS (Continued)
Multiple A Di ,
A directory number that is assigned more than once to one or more Proprietary Business Sets.

Mulii-Frequency (MF)
An inter-machine puise-type used for signaling between telephone switches, or between telephone switches
and PBX/key systems.

Mtti R Servi
Allows the customer to have as many as three telephone numbers associated with a single line. Distinctive
ringing will be provided for each of the additional telephone numbers to facilitate identification of incoming
calls.

Non-Recurring Charges
The on-time initial charges for services or facilities, including but not limited to charges for construction,
instaliation, or special fees, for which the Customer becomes liable at the time the Service Order is executed.

Off-Hook

The term “off-hook™ denotes the active condition of a telephone exchange serv. e line.
On-Hook

The term “on-hook”™ denotes the idle condition of a telephone exchange service line.

Presubscription-2 (PIC-2
An arrangement whereby a Customer may select and designate to the Company an Interexchange Carrier it
wishes 10 access, without an access code, for completing intralATA toll calls. The selected Interexchange
Carrier is referred to as the End User’s Primary Interexchange Carrier (PIC-2). InterLATA Presubscription is
offered pursuant to Qwest FCC Tariff No. 3.

Public Service C jssion (PSC
South Dakota Public Utility Commission.

Repeat Dialing

The telephone number associated with the last outgoing call placed by the customer may be automatically
redialed. Activation must occur before another outgoing call is placed by the customer.

Becuring Charges

The monthly charges to the Customer for services, facilities and equipment, which continue for the agreed
upon duration of the service.

Bemote Call Forwarding (RCF)
All calis disled to a telephone number equipped for RCF are automatically forwarded to another dialable
exchange or 800 Service telephone number.

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 1 - DEFINITIONS (Continued .
Service Commencement 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 tariff, in which case the Service Commencement
Date is the date of the Customer’s acceptance of service. The partier may mutually agree on a substitute
Service Commencement Date
Service Order
The written request for local exchange services executed by the Customer and the Company in a format
specified by the Company. The signing of a Service Order by the Customer and acceptance thereof by the
Company initiates the respective obligations of the parties as set forth therein and pursuant to this tariff, but
the duration of the service is caiculated from the Service Commencement Date.
Serv.ces
The Company’s telecommunications services offered on the Company’s network.
Shared Faciities
A facility or equipment system subsystem that can be used simultaneously by several Customers.
Sopecial Delivery Feature
When encountering 3 busy or don’t answer condition on outgoing calls, the caliing party may be automatically
forwarded to a predetermined, dialable telephone number served by the same or a different Central Office
switch, where facilities permit
Spead Callng
Provides a Customer with the option to call other telephone numbers by dialing a code rather than the complets
telephone number. The repertory kst for such telephone numbers is available in an 8 or 30 number capacity.
Station
Telephone equipment from or to which calls are placed.
Three-Way Calling
The Customer can sequentially call up 10 two other people and add them together to make up a three-way call.
Trunk
A communications path connecting two switching systems in 3 network, used in the establishment of an end-
to-end connection.
ISSUED: EFFECTIVE
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS 5
2.1 Undertaking of the Company
2.1.1 Scope

The Company undertakes to furnish communications service in connection with one-way
and/or two-way information transmission between points within the State of South Dakota
under the terms of this tariff.

The Company is responsible under this tariff only for the services and facilities provided
herein, and it assumes no responsibility for any service provided by any other entity that
purchases access to the Company network in order to originate or terminate its own services
or to communicate with its own customers.

2.1.2 Shortage of Equipment or Facilities

The fumishing of service under this tariff is subject to the availability on a continuing basis of
all the necessary facilities and is limited to the capacity of the Company's facilities as well as
the facilities the Company may obtain from other carriers to furnish service from time to time
as required at the sole discretion of the Company.

ISSUED BY: Carol P. Kuhnow, Manager
4250 North Fairfax Drive, 12th Floor
Asfington, Virginia 22203
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LOCAL EXCHANGE SERVICE
SECTION 2 - REGULATIONS (Continued) :
2.1 Undertaking of the Company (Continued)
2.1.4. Lisbility of the Company

2.1.4.1 The liability of the Company for damages arising out of the furnishing of its Service,
including but not limited to mistakes, omissions, interruption, delay , or errors, or
other defects, representations, or use of these services or damages arising out of the
failure to furnish the service, whether caused by acts or omission, shall be limited to
the extension of allowances for interruption as set forth in Section 2.6, below. The
extension of such allowances for interruption shall be the sole remedy of the
Customer and the sole liability of the Company. The Company will not be liable for
any direct, indirect, incidental, special, consequential, lost profits, exemplary or
punitive damages to Customer as a result of any Company service, equipment or
facilities, or the acts or omissions or negligence of the Company’s employees or
agents.

2.1.4.2 The Company’s liability for willful misconduct, if established as a result of judicial or
administrative proceedings, is not limited by this tariff. The Company’s liability, if
any, with regard to delayed installation of Company facilities or commencement of
service, shall not exceed $1,000. With respect to any other claim or suit, by a
Customer or by any others, for damage associated with the ordering (including the
reservation of any specific number for use with a service) installation (including
delays thereof), provision, termination, maintenance, repair, interruption of restoration
of any service or facilities offered under this tariff, and subject to the provisions of
Section 2.6, the Company's liability, if any, shall be limited as provided herein.

2.1.4.3 The Company shall not be liable for any delay or failure of performance or equipment
due to causes beyond its control, including but not limited to: acts of God, fire, flood,
explosion or other catastrophes; and law, order, regulation, direction, action or
request of the United States government or of any other government, including state
and local governments having or claiming jurisdiction over the Company, or of any
department, agency, cormmission, bureau, corporation or other instrumentality of any
one or more of these federal, state, or local governments, or of any military authority;
preemption of existing service in compliance with national emergencies; insurrections;
riots; wars; unavailability of rights-or-way or materials, or strikes, lockouts, work
stoppages, or other labor difficulties.

2.1.4.4 The Company shall not be liable for (a) any act or omission of any entity furnishing
the Company or the Company's Customers facilities or equipment used for or with
the services the Company offers; or (b} for the acts or omissions of common carriers
or warehousemen.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
4250 North Fairfax Drive, 12th Foor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

2.1 Undertaking of the Company (Continued)
2.1.4. Liability of the Company (Continued)

2.1.4.5 The Company shall not be liable for any damages or losses due to the fault of
negligence of the Customer or due to the failure of malfunction of Customer-provided

equipment or facilities.

2.1.4.6 The Customer shall indemnify and hoid the Company harmiess from any and all loss,
claims, demands, suits, or other action, or any liability whatsoever, whether suffered,
made, instituted, or asserted by any other party or person(s), and for any loss,
damage, or destruction of any property whether owned by the Customer or others,
caused or claimed to have been caused directiy or indirectly by the installation,
operation; failure 10 operate, maintenance, removal, condition, location, or use of
installation provided by the Company. The Company reserves the right to require
each Customer to sign an agreement acknowledging acceptance of the provisions of
this Section as a condition precedent to such installations.

2.1.4.7 The Company shall not be liable for any defacement of or damage to Customer
premises resulting from the furnishing of services or equipment on such premises or
the installation or removal thereo!, unless such defacement or damage is caused by
gross negligence or willful misconduct of the Company’s agents or employees. No
agents or employees of other participating carriers shall be deemed to be agents or
employees of the Company.

2.1.4.8 Not withstanding the Customer’s obligations as set forth in Section 2.3.2, the
Company shall be indemnified, defended, and held harmiess by the Customer or by
others authorized by it to use the service against any claii 1, loss of damage arising
from Customer’s use of services fumished under this tariff, including: claims for libel,
slander, invasion of privacy or infringement of copyright arising from the material,
data, information, or other content transmitted via the Company’s service; and patent
infringement claims arising from combining or connecting the service offered by the
Company with apparatus and systems of the Customer or others, All other claims
arising out of any act or omission of the Customer or others, in connection with any
service provided by the Company pursuant to this tariff.

2.1.4.9 The entire liability of the Company for any claim, loss, damage or expense from any
cause whatsoever shall in no event exceed sums actually paid to the Company by
Customer for the specific services giving rise to the claim, and no such action or
preceding against the Company shall be commenced more that one year after the
service is rendered.

ISSUED: EFFECT'VE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued) '
2.1 Undertaking of the Company (Continued)
2.1.4 Liability of the Company (Continued)
2.1.4.10 The Company makes no warranties or representations, express or implied,

including warranties of merchantability or fitness for a particular use, except
those expressly set forth herein.

214 The Company shall not be liable for any act or omission of any other
company or companies fumishing a portion of the service, or for damages
associated with service, channels, or equipment which it does not fumish, or
for damages which result from the operation of Customer-provided systems,
equipment, facilities or services which are interconnected with Company
services.

21412 The Company does not guarantee nor make any warranty with respect to
service installations at locations at which there is present an atmosphere that
is explosive, prone to fire, dangerous or otherwise unsuitable for such
installations. The Customer shall indemnify and hold the Company harmless
from any and all loss, claims, demands, suits or olaer action, or any kability
whatsoever, whether suffered, made, instituted or asserted by the Customer
or by any other party, for any personal injury to, or death of, any person or
persons, or for any loss, damage or destruction of any property, whether
owned by the Customer or others, caused or claimed to have been caused,
directly or indirectly, by the installation, operation, failure to operate,
maintenance, removal, presence, condition, locations or use of service
fumished by the Company at such locations.

2.1.4.13 The Company shail not be liable for the Customer’s failure to fulfill its
obligations to take all necessary steps including, without limitation,
obtaining, installing and maintaining all necessary equipment, or materials
and supplies, for interconnection of the terminal equipment or
communications system of the Customer, or any third party acting as its
agent, to the Company’s network. The Customer shall secure all licenses,
permits, rights-of-way, and other arrangements necessary for such
interconnection. In addition, the Customer shall ensure that its aquipment
and/or system or that of its agent is properly interfaced with the Company’s
service, that the signals emitted into the Company’s network are of proper
mode, band-with, power, data speed, and signal level for the intended use of
the Customer and in compliance with the criteria set forth in Section 2.1.6
foliowing, and that the signals do not damage Company equipment, injure its
personnel or degrade service to other Customers. If the Customer or its
agent fails to maintain and operate its equipment and/or system or that of its
agent properly, with resulting imminent harm to Company equipment,
personnel, or the quality of service to other Customers, the Company may,
upon written notice, require the use of protective equipment at the
Customer’s expense. If this fails to produce satisfactory quality and safety,
the Company may, upon written notice, terminate the Customer’s service
without kability.

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
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SECTION 2 - REGULATIONS (Continued)

2.1 Undertaking of the Company (Continued)
2.1.4 Liasbility of the Company (Continued)
2.1.414 With respect to Emergency Number 911 Service:

(a) This service is offered solely as an aid in handling assistance calls in
connection with fire, police and other emergencies. The Company is
not responsible for any losses, claims, demands, suits or any lability
whatsoever, whether suffered . made, instituted or asserted by the
Customer or by any other party or person for any personal injury to
or death of any person or persons, and for any loss, damage or
destruction of any property, whether owned by the Customer or
others, caused or claimed to have been caused by: (1) mistakes,
omissions, interruptions, delays, errors or other defects in the
provision of this service, or (2) installation, operation, failure to
operate, maintenance, removal, presence, condition, location or use
of any equipment and facilities furnishing this service.

(b) The Company is not responsible for any infringement or invasion of
the right of privacy of any person or persons, caused or claimed to
have been caused, directly or indirectly, by the installation,
operation, failure to operate, maintenance, removal, presence,
condition, occasion or use of emergency 911 service features and
the equipment associated therewith, or by any services furmnished by
the Company including, but not limited to, the identification of the
telephone number, address or name associated with the telephone
used by the party or parties accessing emergency 911 service, and
which arise out of the negligence or other wrongful act of the
Company, the Customer, its users, agencies or municipalities, or the
employees or agents of any one of them.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued) :
2.1 Undertaking of the Company (Continued)
2.1.4 Liability of the Company (Continued)
2.1.4.15 The Company’s kability arising from errors or omissions in Directory Listings,

other than charged hsting, shall be limited to the amount of actual
impairment of the Customer’s service and in no event shall exceed one-half
the amount of the fixed monthly charges applicable to exchange service
affected during the period covered by the directory in which the error or
omission occurs. In cases of charged Directory Listings, the liability of the
Company shall be fimited to an amount not exceeding the amount of charges
for the charged listings involved during the period covered by the directory in
which the error or omission occurs.

2.1.4.16 In conjunction with a non-published telephone number, as described in
Section 3.4.5.3, the Company will not be fiable for failure or refusal to
complete any call to such telephone when the call is not placed by number.
The Company will try to prevent the disclosure Hf the number of such
telephone, but will not be able should such number be divuiged.

2.1.4.17 When a Customer with a non-published telephone number, as defined herein,
places a call to the Emergency 911 Service, the Company will release the
name and address of the calling party, where such information can be
determined., to the appropriate local governmental authority responsible for
the Emergency 911 Service, upon request of such governmental authority.
By subscribing to service under this tariff Customer acknowledges and
agrees with the release of information as described above.

2.1.4.18 in conjunction with the Busy Line Verification and Interrupt Service as
described in Section 3.3.2, the Customer shall indemnify and save the
Company harmiess against all claims that may arise from either party to the
interrupted call or any person.

2.1.4.19 The Company shall not be liable for any act or omission conceming the
implementation of Presubscription, as defined herein.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203




Qwest Communications Corporation Tariff S.D.P.U.C. No. 2
Section 2
Original Page 8
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SECTION 2 - REGULATIONS (Continued)

21 Undertaking of the Company (Continued)

2.1.8

Notificati ! ice-Affecting Activiti

The Company will provide the Customer reasonable notification of service-affecting activities
that may occur in normal operation of its business. Such activities may include, but are not
limited to, equipment or facilities additions, removals or rearrangements and routine preventive
maintenance. Generally, such activities are not specific to any individual Customer but affect
many Customers services. No specific advance notification period is applicable to ally service
activities. The Company will work cooperatively with the Customer to determine the
reasonable, notification requirements. With some emergency or unplanned service-affecting
conditions, such as an outage resuiting from cable damage, notification to the Customer may
not be possible.

EFFECTIVE:
ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

2.1 Undertaking of the Company (Continued)
2.1.6  Provisions of Equipment and Faciities

2.1.6.1 The Company shall use reasonable efforts to make available services to a Customer
on or before a particular date, subject to the provisions of and compliance by the
Customer with the regulations contained in this tariff. The Company does not
guarantee availability by any such date and shail not be liable for any delays in
commencing service to an Customer.

2.1.6.2 The Company shall use reasonable efforts to maintain facilities and equipment that it
furnishes to the Customer. The Customer may not, nor may Customer permit others
to, rearrange, disconnect, remove, attempt to repair or otherwise interfere with any
of the facilities or equipment installed by the Company. except upon the written
consent of the Company.

2.1.6.3 Equipment the Company provided or installs at the Customer Premises for use in
connection with the services the Company offers shail not be used for any purpose
other than that for which the Company has provided it.

2.1.6.4 The Company shail not be responsibie for the instailation, operation, or maintenance
of any Customer provided communications equipment. Where such equipment is
connected to the facilities fumnished pursuant to this tariff, the responsibility of the
Company shall be imited to the furnishing of facilities offered under this tariff and to
the maintenance and operation of such facilities. Beyond this responsibility, the
Company shall not be responsible for:

(a) the transmission of signails by Customer provided equipment or for the
quality of, or defects in, such transmission; or

()] the reception of signals by Customer provided equipment; or

(c) network control signaling where such signaling is performed by Customer-
provided network control signaling equipment.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

Undertaking of the Company (Continued)

2.1

2.1.7

2.18

Non-routine Installation

At the Customer’s request, installation and/or maintenance may be performed outside the
Company’s regular business hours or in unusual locations. In such cases, charges based on
cost of the actual labor, material, or other costs incurred by or charged to the Company will
apply. If installation is started during regular business hours but, at the Customer’s request,
extends beyond regular business hours into time periods including, but not limited to,
weekends, holidays, and/or night hours, additional charges may apply.

0 hip of Epcilt

Title to all facilities provided in accordance with this tariff remain+ in the Company, its agents
or contractors.

ISSUED:

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
4250 North Fairfax Drive, 12th Floor
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LOCAL EXCHANGE SERVICE :
SECTION 2 - REGULATIONS (Continued) :

2.2  Prohibited Uses

2.2.1  The services the Company offers shall not be used for any unlawful purpose or for any use as
to which the Customer has not obtained all required governmental approvals, authorizations,
licenses, consents and permits.

2.2.2 The Company may require a Customer to immediately shut down its transmission of signals if
said transmission is causing interference to others.

23 Obligations of the Customer
2.3.1 General
The Customer shall be responsible for:

(a) the payment of all applicable charges pursuant to this t wiff;

(b) reimbursing the Company for damage to, or loss of, the Company’s facilities or
equipment caused by the acts or omissions of the Customer; or the noncompliance
by the Customer, with these regulations; or by fire or theft or other casualty on the
Customer’s premises, unless caused by the negligence or willful misconduct of the
employees or agents of the Company. The Company will, upon reimbursement for
damages, cooperate with the Customer in prosecuting a claim against the person
causing such damage and the Customer shall be subrogated to the Company’s right
of recovery of damages 10 the extent of such payment.

(c) providing at no charge, as specified from time to time by the Company, any needed
personnel, equipment, space, and power to operate Company facilities and equipment
installed on the premises of the Customer, at the level of heating and air conditioning
necessary to maintain the proper operating environment of such premises.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

23 Obligations of the Customer {Continued)
2.3.1  General (Continued)

(d) obtaining, maintaining, and otherwise having full responsibility for all rights-of-way
and conduit necessary for installation of fiber optic cable and associated equipment
used to provide Local Exchange Service to the Customer from the cable building
entrance or property line to the location of the equipment space described in Section
2.3.1 (c). Any costs associated with obtaining and maintaining the rights-of-way
described herein, including the costs of altering the s'ructure to permit installation of
the Company-provided facilities, shall be borne entirey by, or may be charged by the
Company to, the Customer. The Company may require the Customer to demonstrate
its compliance with this section prior to accepting any order for service;

(e) providing a safe place to work and complying with all laws and regulations regarding
the working conditions on the premises at which Company employees and agents
shall be installing or maintaining the Company’s facilities and equipment. The
Customer may be required to install and maintain Company facilities and equipment
within a hazardous area if, in the Company’s opinion, injury or damage to the
Company's employess or property might result from instaliation or maintenance by
the Company. The Customer shall be responsible for identifying, monitoring,
removing, and disposing of any hazardous material (e.g. friable asbestos) prior to any
construction or installation work;

(f) complying with all laws and regulations applicable to, and obtaining all consents,
approvals, licenses, and permits as may be required with respect to, the location of
Company faciiities and equipment in any Customer premises or the rights-of-way for
which Customer is responsible under Section 2.3.1 (d); and granting or obtaining
permission for Company agents or smployees to enter the premises of the Customer
at any time for the purpose of installing, inspecting, maintaining, repairing, or upon
termination of service as stated herein, removing the facilities or equipment of the
Company.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

Customer Equipment and Channels (Continued)

24

243

244

Interconnection of Facilities

2.4.3.1 Any special interface equipment necessary to achieve compatibility between the
facilities and equipment of the Company used for furnishing Local Exchange Services
and the channels, facilities, or equipment of others shall be provided at the
Customer’s expense.

2.4.3.2 Local Services may be connected to the services or facilities of other communications
camiers only when authorized by, and in accordance with, the terms and conditions
of the tariffs of the other communications carriers which are applicable to such
connections.

2.4.3.3 Facilities furnished under this tariff may be connected to Customer provided terminal
equipment in accordance with the provisions of this tariff.

Inspections

2.4.4.1 Upon reasonable notification to the customer, and at a reasonable time, the Company
may make such tests and inspections as may be necessary to determine that the
Customer is complying with requirements set forth in Section 2.4.2.2 for the
installations, operation, and maintenance of Customer-provided facilities, equipment,
and wiring in the connection of Customer-provided facilities and equipment to
Company-owned facilities and equipment.

2.4.4.2 If the protective requirements for Customer-provided equipment are not being
complied with, the Company may take such action as it deems necessary to protect
its facilities, equipment and personnel. The Company will notify the Customer
promptly if there is any need for further corrective action. Within ten days of
receiving this notice, the Customer must take this corrective action and notify the
Company of the action taken. If the Customer fails to do this, the Company may
take whatever additional action is deemed necessary, including the suspension of
service, 10 protect its facilities, equipment, and personnel from harm. The Company
will, upon a request from the Customer 24 hours in advance, provide the Customer
with a statement of technical parameters that the Customer’s equipment must meet.

ISSUED:

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued) '
2.5 Payment Arrangements

2.5.1 Payment for Service

The Customer is responsible for payment of all charges for services furnished by the Company
to the Customer or its Joint or Authorized Users. Objections must be received by the
Company within 60 days after statement of account is rendered, or the charges shall be
deemed correct and binding upon the Customer. A bill will not be deemed correct and binding
upon the customer if the Company has records on the basis of which an objection may be
considered, or if the customer has in his or her possession such Company records. If an
entity other than the Company imposes charges on the Company. in addition to its own
internal costs, in connection with a service for which a Company non-recurring charge is
specific, those charges may be passed on to the Customer.

2.5.1.1 Taxes'

The customer is responsible for the payment of any sales, use, gross receipts, axcise,
access or other local, state and federal taxes, charges or surcharges (however
designated) excluding taxes on the Company's net income, imposed on or based
upon the provision, sale or use of Local Services. Any taxes imposed by a local
jurisdiction (e.g., county and municipal taxes) will only be recovered from those
Customers located in the aftfected jurisdictions.

25.1.10 Other Charges

If an entity other than the Company (e.g. another carrier or a
supplier) imposes charges on the Company, in addition to its own
internal costs, in connection with a service for which the
Company’s non recurring charge is specified, those charges will be
passed on to the Customer. It shall be the responsibility of the
Customer to pay any such taxes that subsequently become
applicable retroactively.

'Pmd'nomoeonchnionolmM\an&tﬁm'nqumﬁw'lMﬂom.wm
receipts or other tax or other charge, the Company may elect 1o impose and collect a surcharge covering such
taxes or other charges, unless otherwise constrained by court order or direction, or it may elect not to impose
and collect the surcharge. If it has coliected a surcharge and the challenged tax or charge is found to have
been invalid and unenforceable, the Company will credit or refund such amounts to affected customers (less its
reasonable administrative costs), if the funds collected were retained by the Company or if they were delivered
over to the taxing jurisdiction or charging entity and retumed to the Company.

ISSUED: EFFECTIVE:
ISSUED BY: Carol P, Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

25 Payment Arrangements (Continued)
2.5.2 Billing and Collection of Charges

Bills will be rendered monthly to Customer.

2.5.2.1 Ali service, installation, monthly recurring, and non-recurring charges are due and
payable upon receipt.

2.5.2.2 The Company shail present invoices for recurring charges monthly to the Customer,
in advance of the month in which such service is provided.

2.5.2.3 For new customers or existing customers whose service is disconnected, the charge
for the fraction of the month in which service was furnished will be caiculated on 2
pro rated basis. For this purpose every month is considered to have 30 days.

2.5.2.4 Amounts not paid within 30 days after the date of invoice will be considered past
due. If the Company becomes concemed at any time about the ability of a Customer
10 pay its bills, the Company may require that the Customer pay its bills within 8
mailing days after written notize or 5 days after personal delivery thereof and to
make such payments in cash or the equivalent of cash.

2.5.2.5 A check return charge of $20.00 will be assessed for checks with insufficient funds
or non-existing accounts,

ISSUED:

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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25  Payment Arrangements (Continued)
2.5.3 Disputed Bilis

254

LOCAL EXCHANGE SERVICE

?0053‘3-335009303 of any disputed items on a bill within 60 days o
receipt of the bill. If the Customer and the Company are unable to resoive the dispute t
mutual satisfaction, the Customer may file a noail.. with the South Dakota vccan
Commission in accordance with the PUC’s rules of procedure. Complaints may be d
the South Dakota PUC at the foliowing address and/or telephone number:

50(
...2
ected t

500 East Capitol Avenue
Pierre, SD 57501-5070
(605) 773-3201; or,
(800) 332-1782

2.5.3.1 The date of the dispute shall be the date the Company receives sufficient
documentation to enable it to investigate the dispute.

The date of the resolution is the date the Company completes its investigation and
notifies the Customer of the disposition of the dispute.

Advance Payments

To safeguard its interests, the Company may require a non-residential Customer to make an
Advance Payment before services and facilities are furnished. The Advance Payment will not
exceed any amount equal to the non-recurring charge(s) and one month’s charges for the
service to facility. In addition, where special constructions is involved, the Advance Payment
may also include an amount 09.1890.8-:8&:3.3939-38 for the special
§B§l&§2¢8 any) for a gsglfgga’og

Customer’s !a.lcl An Advance Payment may be required in addition 1o a deposit.
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25  Payment Arrangements (Continued)
2.5.3 Disputed Bilis

254

LOCAL EXCHANGE SERVICE

?0053‘3-335009303 of any disputed items on a bill within 60 days o
receipt of the bill. If the Customer and the Company are unable to resoive the dispute t
mutual satisfaction, the Customer may file a noail.. with the South Dakota vccan
Commission in accordance with the PUC’s rules of procedure. Complaints may be d
the South Dakota PUC at the foliowing address and/or telephone number:

50(
...2
ected t

500 East Capitol Avenue
Pierre, SD 57501-5070
(605) 773-3201; or,
(800) 332-1782

2.5.3.1 The date of the dispute shall be the date the Company receives sufficient
documentation to enable it to investigate the dispute.

The date of the resolution is the date the Company completes its investigation and
notifies the Customer of the disposition of the dispute.

Advance Payments

To safeguard its interests, the Company may require a non-residential Customer to make an
Advance Payment before services and facilities are furnished. The Advance Payment will not
exceed any amount equal to the non-recurring charge(s) and one month’s charges for the
service to facility. In addition, where special constructions is involved, the Advance Payment
may also include an amount 09.1890.8-:8&:3.3939-38 for the special
§B§l&§2¢8 any) for a gsglfgga’og

Customer’s !a.lcl An Advance Payment may be required in addition 1o a deposit.
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SECTION 2 - REGULATIONS (Continued) 3
25  Payment Arangements (Continued)

255 Deposits

2.5.5.1 Applicants for service or any existing Customer whose financial condition is not
acceptable to the Company, or is not a matter of general knowledge, may be required
at any time to provide the Company a security deposit. The deposit requested will be
in cash or the equivalent of cash, and will be held as a guarantee for the payment of
charges. A deposit does not relieve the Customer of the responsibility for the prompt
payment of bills on presentation. The deposit will not exceed an amount equal to:

(a) two month’s charges for service or facility which has a minimum payment
period of one month; or

(b) the charges that would apply for the minimum payment period for a service
or facility which has a minimum payment period of more than one month;
except that the deposit may include an additional amount in event that a
termination charge is applicable.

In addition, the Company shall be entitled to require such an applicant or Customer to
pay all its bills within a specified period of time, and to make such psyments in cash
or the equivalent of cash. At the Company’s option, such deposit may be refunded
to the Customer’s account at any time. Also, the Company reserves the right to
cease accepting and processing Service Orders after it has requested a security
deposit and prior to the Customer's compliance with this request.

2.5.5.2 A deposit may be required in addition to an advance payment.

2.5.5.3 When a service or facility is discontinued, the amount of a deposit, if any, will be
applied to the Customer’s account and any credit balance remaining will be refunded.
Before the service or facility is discontinued, the Company may, at its option, retum
the deposit or credit it to the Customer’s account.

2.5.5.4 Deposits held for business customers will accrue interest st a rate equivalent to the
rate paid on two-year United States Treasury notes for the preceding 12 months
ending December 31 as reported in the most current Federal Reserve Bulletin monthly
publication. Interest is credited to the customer annually, or upon termination of the
service, or upon retum of the deposit by ths Company.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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LOCAL EXCHANGE SERVICE :
SECTION 2 - REGULATIONS (Continued) 7
25 Payment Arrangements (Continued)
2.5.6 Discontinuance of Service

2.5.6.1 Upon non-payment of any amounts owing t> the Company, the Company may, by
giving five days’ prior written notice served personally upon the Customer; eight days
written notice in postpaid wrapper; or five days after the Customer signs or refuses a
registered letter containing written notice, suspend service without incurring any
liability.

2.5.6.2 Upon violation of any of the other material terms or conditions for furnishing service,
the Company may, by giving 30 days prior notice in writing to the Customer,
discontinue or suspend service without incurring any lability, if such violation
continue during the 30 day period.

2.5.6.3 Upon condemnation of any material portion of the facilities used by the Company to
provide service to a Customer or if a casuaity renders all or any material portion of
such facilities inoperable beyond feasible repair, the Company. by notice to the
Customer, may discontinue or suspend service without incurring any lability.

2.5.6.4 Upon the Customer’s insolvency, assignment for the benefit of creditors, filing for
bankruptcy or reorganization, failing to discharge and involuntary petition within the
time permitted by law, or abandonment of service, the Company may, with prior
notice to the Customer, immediately discontinue or suspend service without incurring
any lability.

2.5.6.5 Upon any governmental prohibition or required alteration of the services to be
provided or any violation of any applicable law or regulation, the Company may

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)

25 Payment Arrangements (Continued)
2.5.6 Discontinyance of Service (Continued)

2.5.6.6 The Company may discontinue the furnishing of any and/or all service(s) to a
Customer, without incurring any kability.

25.6.6.1 Immediately and without notice if the Company deems that such
action is necessary to prevent or to protect against fraud or to
otherwise protect its personnel, agents, facilities or services. The
Company may discontinue service pursuant to this sub-section
2.5.6.6.1 (af) if:

(a) The Customer refuses to furnish information to the
Company regarding the Customer’s credit-worthiness, its
past or current use of common carrier communications
services or its planned use o! servicel(s); or

(b) The Customer provides false information to the Company
regarding the Customer’s identity, address, credit-
worthiness, past or current use of common carrier
communications services, or its planned use of the
Company's service(s); or

(c) The Customer has been given written notices as described
in Section 2.5.6.1 by the Company of any past due amount
{which remains unpaid in whole or part) for any of the
Company’s other common carrier communications services
to which the Customer either subscribes or has subscribed
to used; or

(d) The Customer uses or attempts to use service with the
intent to avoid the payment, either in whole or in part, of
the tariffed charges for the service by:

(d.1)  Using or attempting to use service by rearranging,
tampering with, or making connection to the
Company’s service not authorized by this tariff; or

{d.2)  Using tricks, schemes, false or invalid numbers,
false credit devices, electronic devices; or

(d.3) Any other fraudulent means or devices; or

(e) Use of service in such a manner as to interfere with the
services of other users; or

{f) Use of service for unlawful purposes.

ISSUED: EFFECTIVE:
ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)
25 Payment Arrangements (Continued)
2.5.6 Discontinuance of Service (Continued)
2.5.6.6 (Continued)
256.6.2 Immediately upon written notice to the Customer of any sum thirty
(30) days past due;
25663 Upon ten (10) days written notice to the Customer, after failure of

the Customer to comply with a request made by the Company for
security for the payment of service in accordance with Section
25.5; or

25664 Ten (10) days after sending the Customer writien notice of
noncompliance with any provision of this tariff if the noncompliance
is not corrected within the ten (10} day period; or

25665 Upon five (5) days written notice, excluding Sundays and holidays,
for non-payment of a bill for service.

2.5.6.7 The suspension or discontinuance of service(s) by the Company pursuant to this
Section does not relieve the Customer of any obligation to pay the Company for
charges due and owing for service(s) fumnishod during the time of or up to suspension
or discontinuance.

2.5.6.8 Upon the Company’s discontinuance of service 1o the Customer under Section
2.5.6.1 or 2.5.6.2, all applicable charges, including termination charges, shall
become due. This is in addition to all other remedies that may be available to the
Company at law or in equity or under any other provision of this tariff.

Interest on Customer Overpayments

A Customer who makes 3 payment to the Company in excess of the correct charge for
telephone service, which overpayment was caused by erroneous billing by the Company, shall
be paid interest on the amount of the overpayment. The rate of interest on such amount shall
be the greater of the unadjusted Customer deposit rate or the applicable late payment rate.
The interest shall be paid from the date when the Customer overpayment was made, adjusted
for any changes in the deposit or late payment charge rates and compounded monthly until
the date when the overpayment is refunded. No interest will be paid on Customer
overpayments that are refunded within 30 days after such overpayment is received by the
Company.

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Foor
Arfington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

26

Al

2.6.1

26.2

263

for In j in

Credit for Interruptions

When the use of service or facilities furnished by the Cumpany is interrupted due to any cause
other than the negligence or willful act of the Customer, or the operation or failure of the
facilities or equipment provided by the Customer, a pro rata adjustment of the monthly
recurring charges subject to interruption will be allowed for the service and facilities rendered
useless and inoperative by reason of the interruption, whenever said interruption continues for
a period of 24 hours or more from the time the interruption is reported to or known to exist by
the Company, except as otherwise specified in the Company’s tariffs. If the Customer reports
a service, facility or circuit to be inoperative but declines to release it for testing and repair, it
is considered to be impaired, but not interrupted.

For caiculating credit allowances, every month is considered to have 30 days. A credit
allowance is applied on pro-rata basis against the rates specified hereunder for Local Line or
Local Trunk Service and is dependent upon the length of the interruption. Only those facilities
on the interrupted portion of the circuit will receive a credit. Credit allowances for service
outages that exceed 24 hours in duration will be rounded up to the next whole 24 hours.

Limitations on Allowances No credit allowance will be made for:

(a) interruptions due to the negligence of, or noncompliance with the provisions of this
tariff by, the Customer, Authorized User, Joint-User, or other common carrier
providing service connected to the service of Company;

(b) interruptions due to the negligence of any person other than the Company including,
but not limited to, the Customer or other common carriers connected to the
Company’s facilities;

fc) interruptions due to the failure or malfunction of non-Company equipment;

(d) Interruptions of service during any period in which the Company is not given full and
free access to its facilities and equipment for the purpose of investigating and
correcting interruptions;

(e) interruptions of service during a period in which the Customer continues to use the
service on an impaired basis;

n interruptions of service during any period when the Customer has released service to
the Company for maintenance purposes or for implementation of a Customer order
for a change in service arrangements;

(g} interruption of service due to circumstances or causes beyond the control of the
Company.

m Al ive Service Provided by the C
Should the Customer elect to use an alternative service provided by the Company during the

period that a service is interrupted, the Customer must pay the tariffed rates and charges for
the alternative services used.

ISSUED:

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 2 - REGULATIONS (Continued)

2.7 Cancellation of Service
2.7.1  Cancellation of Applications for Service

2.7.1.1 Unless the Company breeches its obligations, applications for service are
noncancellable after 48 hours, unless the Company otherwise agrees. Where the
Company permits Customer to cancel an application for service prior to the start of
service or prior to any special construction, no charges will be imposed except for
those specified below.

2.7.1.2 Whare prior to cancellation by the Customer, the Company incurs any expenses in
installing the service or in preparing to install the service that it otherwise would not
have incurred, a charge equal to the costs the company ir curred, less net salvage,
shall apply, but in no case shall this charge exceed the sum of the charge for the
minimum period of service ordered, including installation charges, and all charges
others levy against the Company that would have been chargeable to the Custorner
had service begun.

2.7.1.3 The special charges described in Sections 2.7.1.1 and 2.7.1.2 herein, will be
calculated and applied on a case-by-case basis.

2.7.2 Cancellation of Service by the Customer

If a Customer cancels a Service Order or terminates services before the completion of the

term for any reason whatsoever other than a service interruption (as defined in Section 2.6.1

above), Customer agrees to pay to Company the following sums which shall become due and

owing as of the effective date of the cancellation or termination and payable within the period

set forth in Section 2.5.2, all costs, fees and expenses incurred in connection with:

1 all non-recurring charges reasonably expended by the Company to establish service to
Customer, plus

2) any disconnection, early cancellation or termination charges reasonable incurred and
paid to third parties by Company on behalf of Customer, plus

3) all recurring charges specified in the applicable Service Order tariff for the balance of
the then current term.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203




Qwest Communications Corporation Tariff S.0.P.U.C. No. 2
Section 2
Original Page 25

LOCAL EXCHANGE SERVICE

SECTION 2 - REGULATIONS (Continued)
2.8  Transfers and Assignments

Neither the Company nor the Customer may assign or transfer its rights or duties in connection with
the services and facilities provided by the Company without the written consent of the other party,
except that the Company may assign its rights and duties (a) to any subsidiary, parsnt company or
affiliate of the Company (b) pursuant to any sale or transfer of substantially all assets of the Company;
(c) pursuant to any financing, merger or reorganization of the Company.

2.9  Notices and Communications

291 The Customer shall designate on the Service Order an address to which the Company shall
mail or deliver all notices and other communications, except that Customer may also
designate a separate address to which the Company’s bills for service shall be mailed.

2.9.2 The Company shall designate on the Service Order an address to which the Customer shall
mail or deliver all notices and other communications, except that Company may designate a
separate address on each bill for service to which the Customer shall mail payment on that
bill.

2.9.3 Al notices or other communications required to be given pursuant to this tariff will be in
writing. Notices and other communications of either party, and all bills mailed by the
Company, shall be presumed to have been delivered to the other party on the third business
day following placement of the notice, communications, or bill with the US Mail or a privata
defivery service prepaid and properly addressed, or when actually received or refused by the
Addressee, whichever occurs first.

2.9.4 The Company or the Customer shall advise the other party of any changes to the addresses
mnt«m,ommmum.wfmmmmmm
notice set forth herein.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS

3 Local Exchange Service

The Company's Local Telephone Service provides a Customer with the ability to connect to the
Company’s switching network which enables the Customer to:

- place or receive calls to any calling Station in the local calling area, as defined herein;
. access 911 Emergency Service;
access the interaxchange carrier selected by the Customer for interLATA, intralATA,
interstate or international calling;
access Operator Services
. access Directory Assistance for the local calling area;
- place or receive calls to 800 telephone numbers;
- access Telecommunication Relay Service

The Company's service cannot be used to originate calls to other telephone companies’ caller-paid
information services (e.g., 900, 976). Calis to those numbers and other numbers used for caller-paid
information services will be blocked by the Company’s switch. If the Customer chooses to have their
line unblocked, the Customer will be responsible for all charges associated with caller-paid information
services.

3.1.1  Service Area: Where facilities are available, the service area is defined by the NPAs XXX, with
those NXX designations serviced by .....

3.1.1.1 Local Calling Area: Where facilities are available, all exchanges defined as .....

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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LOCAL EXCHANGE SERVICE
SECTION 3 - SERVICE DESCRIPTIONS (Continued) g

3.1 Local Exchange Service (Continued)

3.1.2 Local Line: Local Line provides the Customer with a single, voice-grade communications
channel. Each Local Line will include a telephone number.

3.1.2.1 Line Types: Each Local Line Customer may choose from the following line types. All
line types inciude Touch Tone:

Line - Loop Start

PBX Trunk - Ground Start

Direct inward Diafing (DID) Trunk Termination

2 Way DID (Direct inward Dialing/Direct Outward Dialing)

3.1.2.2 Qptional Features: A Customer may order the optional features as set forth in Section
3.1.23.3.

3.1.2.3 Local Line Rates and Charges: A Local customer will be charged applicable non-
mmon.mmwrmd\mm”mmummbdow.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.1 Local Exchange Service (Continued)

3.1.2 Local Ling (Continued)

3.1.2.3 Local Line Rates and Charges (Continued)

3.1.2.341 Non-Recurring Charges:
BATE

Connection Charges:

Line - Loop Start XX.XX

PBX Trunk - Ground Start XX XX

DID Trunk Termination XX. XX

2 Way DID (DID/DOD) XX. XX
Premise Visit:

Initial 15 minutes XX XX

Each Add’l 15 minute period XX XX
DID Numbers:

1st 20 XX XX

Add'l 20 X) XX
Move/Change Charges (per Service Order) XX. XX
Line Service Restoral XX. XX
(Applies for line restoral after temporary interruption of service
initisted by the Company. If service is temporarily interrupted and
payment is not received within 10 days following the interruption,
the Company reserves the right to discontinue service. If service is
discontinued and subsequently re-established, charges apply as for a
new installation of service.)
Local Interrupt Service XX XX
{Applies for line restoral after Customer - initiated suspension).

ISSUED: EFFECTIVE:
ISSUED BY: Carol P. Kuhnow, Manager

Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.1  Local Exchange Service (Continued)
3.1.2 Local Line (Continued)
3.1.2.3 Local Line Rates and Charges (Continued)
3.1.23.2 Recuyrring Charges:
RATE
Line (Loop Start - per line) XX XX
PBX Trunks (Ground Start) XX XX
DID Trunk Termination XX XX
2 Way DID (DID/DOD) XX XX
DID Trunk Group I XX
DID Numbers:
18t 20 XX XX
Add’'l 20 XX XX
Local Interrupt Service XX. XX
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203

—
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SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.1 Local Exchange Service (Continued)
3.1.2 Local Ling (Continued)
3.1.2.3 Local Line Rates angd Charges (Continued)

3.1.233 Optional Feature: New local customers initially ordering any of these
features will not be billed an installation charge. A subsequent
change order to add additional features will incur a $ XX XX per line
installation fee. The monthly charge will be billed on a per line, per
month basis, unless otherwise indicated.

MONTHLY
CHARGE
Call Waiting XX XX
Call Forwarding XX XX
Remote Call Forwarding XX XX
Three- Way Caliing XX XX
Speed Call 8 XX XX
Speed Call 30 XX XX
Distinctive Ringing XX . XX
Call Screening XX XX
Multi Ring Service 1 XX. XX
Multi Ring Service 2 XX XX
Caller ID - Number only XX XX
Caller ID - Name and Number XX XX
Automatic Callback (per occurrence) XX XX
Repeat Dialing (per occurrence) XX XX
Call Trace (per occurrence) XX XX
Busy Line Transfer xXX. XX
Alternate Answering XX. XX
Custome: Lontrol Busy Line Transfer XX . XX
Customer Control Altermnate Answer XX XX
Message Waiting Tone XX XX
Easy Call XXX
Special Delivery XX XX
Scan Alert Basic XX XX
UUJAA Poliing Option XX XX
Answer Supervision XX. XX
Direct Connect XX XX
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)
3.1 Local Exchange Service (Continued)
3.1.3  Local and IntralATA Outbound Usage Rates
Following are the rates that will apply to all outgoing direct-dialed calls placed to Stations

within the caller's local exchange area, as defined herein. These charges are in addition to the
monthly line/trunk rates set forth in Section 3.1.2.3.2.

3.1.3.1 Per Minute Usage Rate:
DAY NON-DAY
Local XX. XX XX.XX
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.1 Local Exchange Service (Continued)
3.1.4 Timi f xch.
All local calls will be rated in initial sixty (60) second increments with additional sixty (60)
second increments.
For station to station calls, call timing begins when a connection is established between the
calling telephone and the called telephone station.
For person to person calls, call timing begins when connection is established between the
calling person and the particular person, station or mobile unit specified or an agreed
alternate.
Call timing ends when the calling station "hangs up” , thereby releasing the network
connection. If the called station "hangs up” but the calling station does not, chargeable time
ends when the network connection is released either by automatic timing equipment in the
telephone network or by the Company operator.
3.1.4.1 Time Periods Defined
Day: 8:00 a.m. to, but not including 5:00 p.m.
Monday through Friday
Non-Day: 5:00 p.m. to, but not including 8:00 a.m.
Monday through Friday, all day Saturday
and Sunday, and all Holidays.
Holidays include New Year's Day, Independence Day, Lab r Day, Thanksgiving, and
Christmas.
All times refer 10 local time.
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS (Continued)
Di Aadd

A Customer may obtain Directory Assistance in determining telephone numbers within its local calling
area by calling the Directory Assistance operator.

3.2

3.2.1

3.2.2

3.23

Each call to Directory Assistance will be charged as follows:
Per Call XX. XX
The Customer may request a maximum of two telephone numbers per call to Directory

Assistance service.

A Customer who has accessed the Directory Assistance operator will have the option of
having their call completed either by an operator or by depressing a specific digit on a touch-
tone telephone. The charge per call completion is as follows:

Per Call Completion XX XX

A credit will be given for calls to Directory Assistance as follows:
The Customer experiences poor transmission or is cut-off during the call; or
. The Customer is given an incorrect telephone number.

To obtain such a credit, the Customer must notify its Customer Sei rice representative within
24 hours of occurrence.

ISSUED:

EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arlington, Virginia 22203
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LOCAL EXCHANGE SERVICE ;
SECTION 3 - SERVICE DESCRIPTIONS (Continued) ;

33  Operator Assistance

A Customer may obtain the assistance of a local operator to complete local exchange telephone calls
in the following manner. Customers will be charged the usage rates specified in Section 3.1.3, in
addition to the per call surcharges as specified in Section 3.3.1 below.

: Provides the Customer with the capability to charge a local call 10 a third number
which is different from the called or calling party. The party answering at the third number has the
option to refuse acceptance of the charges in advance or when queried by the operator.

Collect Calls: Provides the Customer with the capability to charge 2 call to the called party. On the
operator announcement of a collect call, the called party has the option to refuse acceptance of
charges in advance or when queried by the operator.

Calling Cards: Provides the Customer with the capability to place a call using a calling card of an
Interexchange Carrier with or without the assistance of an operator.

Peorgon to Person: Calls completed with the assistance of any operator to a particular Station and
person specified by the Caller. The call may be billed to the called party.

Station to Station: Calls complete with assistance of an operator to a particular Station. The cail may
be bilied to the called party.

General Assistance: The Customer has the option to request general information from the operator,

such as dialing instructions, country or city codes, area code information and Customer Service 800
Telephone numbers, but does not request the operator to complete a call.

3.3.1  Operator Assisted Surcharges

PER CALL
Collect Calling XX. XX
Station to Station XX XX
Person to Person xXX. XX
Third Number Billed XX . XX
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

33 Operator Assistance (Continued)
3.3.2 Busy Line Verification and Interrupt Service: Service is currently not available. Busy Line

Verification and Interrupt Service, which is furnished where and to the extent that facilities
permit, provides the customer with the following options:

3.3.2.1 Buysy Line Verification: Upon request of the calling party, the Company will determine
if the line is clear or in use and report to the calling party.

3.3.2.2 Busy Line Verification with Interrupt: The operator will interrupt the call on the called
line only if the calling party indicates and emergency and requests interruption.

3.3.2.3 Rates: Rates for Busy Line Verification and Interrupt Service will apply under the
following circumstances:

3.3.2.3.1 The operator verifies that (he line is busy with a call in progress.
3.3.23.2 The operator verifies that the line is available for incoming calls.
3.3.233 The operator verifies that the called number is busy with a call in

progress and the Customer requests interruption. The operator will
then interrupt the call, advising the called party the name of the
calling party. One charge will apply for both verification and

interruption.
Busy Line Verification XX . XX
Busy Line Interrupt XX. XX
ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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LOCAL EXCHANGE SERVICE

SECTION 3 - SERVICE DESCRIPTIONS (Continued)

3.4 Directory Listings

The Company shall provide for a single directory listing, termed the primary listing, in the telephone
directory published by the dominant local exchange service provided in the Customer’s exchange area
of the Station number which is designated as the Customer’s main billing number. Directory listings of
additional Company Station numbers, other than the Customer’s main billing number, associated with
a Customer’s service will be provided for a monthly recurring charge per listing.

3.4.1 The Company reserves the right to limit the length of any listing in the directory by the use of
abbreviations when, in its judgment, the clearness of the listing or the identification of the
Customer is not impaired thereby. Where more than one line is required to properly list the
Customer, no additional charge is made.

3.4.2 The Company may refuse a listing which is known to constitute a legally authorized or
adopted name, obscenities in the name, or any listing which, in the opinion of the Company,
is likely to mislead or deceive calling persons as to the identity of the listed party, or is
contrived name used for advertising purposes or to secure a preferential position in the
directory or is more elaborate than is reasonable necessary to identity the listed party. The
Company, upon notification to the Customer, will withdraw any listing which is found to be in
violation of its rules with respect thereto.

3.4.3 Each listing must be designated Government or Business to be placed in the appropriate
section of the directory. In order to aid the user of the directory, and to avoid misleading or
deceiving the calling party as to the identity of the listeC party, only business listings may be
placed in the Business Section and only residential listings in the Residential section. The
Company, upon notification to the Customer, will withdraw any listing which is found to be in
violation of its rules and respect thereto.

ISSUED: EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS (Continued) )
3.4  Directory Listings (Continued)

3.4.4 In order for listings to appear in an upcoming directory, the Customer must furnish the listing
to the Company in time to meet the directory publishing schedule.

3.4.5 Directory listings are provided in connection with each Customer service as specified herein.

3.4.5.1 Primary Listing: A primary listing contains the name of the Customer, or the name
under which a business is regularly conducted, as well as the address and telephone
number of the Customer. This listing is provided at no additional charge.

3.4.5.2 Non-publighed Listings: Listings that are not printed in directories nor available from
Directory Assistance.

A Non-published Telephone Service will be furnished, at the Customer’s request,
providing for the omission or deletion of the Customer’s telephone listing from the
telephone directory and, in addition, the Customer’s telephone listing will be omitted
or delated from the directory assistance records, subject to the provisions set forth in
Section 2.1.4. Rates for Non-published listings are specified in Section 3.4.6.

3.4.5.3 Non-listed Numbers: A Non-listed number will be furnished at the Customer’s
request, providing for the omission or deletion of the Customer’s listing from the
telephone directory. Such listings will be carried in the Company’s directory
assistance and other records and will be given to any calling party. Charges for Non-
listed numbers are specified in Section 3.4.6.

3.4.5.4 Foreign Listings: Where available, a listing in a telephone directory which is not in the
Customer’s immediate calling area. The Customer will ! e charged the rates specified
‘.mmmwmwﬁcmummmmw

Listing
3.4.6 Charges: Monthly Recurring Charges associated with Directory Listings are specified below:

MONTHLY
—CHARGE

Additional Listing (per listing) XX. XX

Non-Listed Number (pe:r number) XX XX

Non-Published Number (per number) XX. XX

ISSUED EFFECTIVE:

ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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SECTION 3 - SERVICE DESCRIPTIONS (Continued)

35

3.6

3.7

38

Emergency Services: Both Basic and Enhanced 911 (E911) allow Customers to reach appropriate
emergency services including police, fire and medical services. Subject to availability, Enhanced 911
has the ability to selectively route an emergency call to the primary E911 provider so that it reaches
the correct emergency service located closest to the caller. In addition, the Customer’s address and
telephone information will be provided to the primary ES11 provider for display at the Public Service
Answering Point({ PSAP).

3.5.1 Charges:
Basic/Enhanced Pass through of Municipality charge

Presubscriptions-2 (PIC-2): PIC-2 allows Customers to presubscribe to their carrier of choice for
intral ATA calls, without dialing the Access Code. The rates specified below will apply each time the
Customer reguests a change to their intral ATA PIC, subsequent to the initial designation. Interl ATA
Presubscription is available pursuant to LCI's FCC Tariff No. 2.

3.6.1 Chages:
PIC Change Charge XX. XX per occurrence

Vanity Telephone Numbers: Service currently not available. At the request of the Customer, the
Company may assigned a telephone number with the last four digits selected by the Customer. The
assignment is subject to availability of a particular number and subject to the terms and conditions set
forth in Section 2.1.3.

MONTHLY  NON-RECURRING
CHARGE  _CHARGE

Vanity Telephone Numbers: XX XX AAXX

Telecommunications Relay Service (TRS): Enables deaf, hard-of-hearing or speech-impaired persons
who use a Text Telephone (TT) or similar devices to communicate freely with tho hearing population
not using TT and visa versa. A Customer will be able to access the state provider(s) to complete such
calls.

ISSUED BY: Carol P. Kuhnow, Manager
Qwest Communications Corporation
4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203
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EFFECTIVE:

ISSUED:
ISSUED BY: Carol P. Kuhnow, Manager

4250 North Fairfax Drive, 12th Floor
Arfington, Virginia 22203




BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF SOUTH DAKOTA

IN THE MATTER OF THE APPLICATION OF ) ORDER PERMITTING

QWEST COMMUNICATIONS CORPORATION ) WITHDRAWAL OF
FOR A CERTIFICATE OF AUTHORITY TO ) APPLICATION AND
PROVIDE LOCAL EXCHANGE SERVICES IN ) CLOSING DOCKET
SOUTH DAKOTA ) TC99-118

On December 21, 1999, Qwest Communications Corporation (Qwest) filed an
application with the Public Utilities Commission (Commission) for a certificate of authority
to provide services throughout U S WEST territories within the state of South Dakota.

On March 14, 2000, Qwest requested that its application for a certificate of authority
be withdrawn.

At its regularly scheduled March 28, 2000, meeting, the Commission considered this
matter. The Commission has jurisdiction over this matter pursuant to SDCL 49-31-3 and
ARSD Chapter 20:10:24. The Commission found that Qwest's request to withdraw its
request for a certificate of authority is reasonable and closed the docket. It is therefore

ORDERED that this docket is closed.

Dated at Pierre, South Dakota, this .3} %% day of March, 2000.

CERTIFICATE OF SERVICE BY ORDEROF THEC ISSION:

The undersigned hereby certifies that this
document has been served today upon af partes o
record in this docket, as Esied on the docket service
kist, by facsimile or by first cless mai, in properly






