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ARIZONA C O W  SION 

Qwest Communications Corporation’s Application and Petition for Certificate of Convenience and Necessity to 
Provide Intrastate 

Mail original plus 13 copies of completed application to: 

Docket Control Center 

nly: 

Arizona Corporation Commission , I T-02811B-04-0313 
1200 West Washington Street 
Phoenix, Arizona 85007-2927 - 
Please indicate if you have current applications pending 
in Arizona as an Interexchange reseller, AOS provider, 
or as the provider of other telecommunication services. 

Type of Service: 

Arizona Corporation Commission 

APR 2 9 2004 

Docket No.: Date: Date Docketed: 

Type of Service: 

Docket No.: Date: Date Docketed: 

A. COMPANY AND TELECOMMUNICATION SERVICE INFORMATION 

(A-I) 
appro riate numbered items: 

Please indicate the type of telecommunications services that you want to provide in Arizona and answer the 

Resold Long Distance Telecommunications Services (Answer Sections A, B). 

Resold Local Exchange Telecommunications Services (Answer Sections A, B, C). 
El 
0 X 

Facilities-Based Long Distance Telecommunications Services (Answer Sections A, B, D). 

Facilities-Based Local Exchange Telecommunications Services (Answer Sections A, B, C, D, E) 

Alternative Operator Services Telecommunications Services (Answer Sections A, B) 

On December 4,2003, the Arizona Corporation Commission (“ACC”) approved Qwest 
Communications Corporation’s (“QCC”) request for a Certificate of Convenience and 
Necessity (CC&N) to provide Facilities Based Long Distance Telephone Services in Decision 
No. 66612. With this application, QCC is requesting to have its CC&N modified to include 
Resold Long Distance Service, Resold Local Exchange Service and Facilities Based Local 
Exchange Service, in addition to the Facilities Based Long Distance authority previously 
granted. 
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A-2) 
rddress, and World Wide Web address (if one is available for consumer access) of the Applicant: 

The name, address, telephone number (including area code), facsimile number (including area code), e-mail 

Qwest Communications Corporation 

1801 California - Suite 5100 

Denver, CO 80202 

Principal office and business office telephone number: 303-992-1400 

Toll Free Customer Service telephone numbers: Residential: 800-860-2255 

Business: 800-860-1020 

Facsimile number of the Applicant: 1-888-860-1441 

E-mail Address: uswpuc@,qwest.com (note: this e-mail address is for the Commission’s use in 
communicating with Qwest and should not be disclosed to the public. Individual customers can 
correspond with Qwest via e-mail a t  the following address: 

http://www.3.qwest.com/c~i-bin/resoor.efg/~h~/enduser/home.~h~~ 

World Wide Web Address: www.qwest.com 

:A-3) 
listed in Item (A-2): 

The d/b/a (“Doing Business As”) name if the Applicant is doing business under a name different from that 

Qwest Communications Corporation does business under the d/b/a Qwest Long Distance for its 
interexchange business. 

(A-4) 
mail address of the Applicant’s Management Contact: 

The name, address, telephone number (including area code), facsimile number (including area code), and E- 

Maureen Arnold 

Director- Regulatory 

Qwest Public Policy 

4041 N. Central Avenue, llth Floor 

Phoenix, Arizona 85012 

Telephone: (602) 630-8222 

Fax: (602) 235-3107 

E-mail: Maureen.arnold@qwest.com 

(A-5) 
mail address of the Applicant’s Attorney and/or Consultant: 

The name, address, telephone number (including area code), facsimile number (including area code), and E- 

Timothy Berg 

Fennemore Craig, PC 

3003 North Central Avenue, Suite 2600 
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Phoenix, Arizona 85012 

Telephone: (602) 916-5421 

Fax: (602) 916-5621 

E-mail: tberg@fclaw.com 

,A-6) 
iddress of the Applicant’s Complaint Contact Person: 

The name, address, telephone number (including area code), facsimile number (including area code), 

Susan McKown 

1801 California Street, Suite 450 

Denver, Colorado 80202 

Telephone: (303) 896-8152 

Fax: (303) 965-5555 

E-mail: uswpuc@qwest.com 

E-mail 

:A-7) What type of legal entity is the Applicant? 

Sole proprietorship 0 
Limited, - General, - Arizona, - Foreign Partnership: - u 

0 Limited Liability Company: - Arizona, - Foreign 

Domicile: - Arizona, X Foreign 

u Other, specify: 

~ ~~ 

(A-8) Please include “Attachment A”: 

Attachment “A” must include the following information: 

1. A copy of the Applicant’s Certificate of Good Standing as a domestic or foreign corporation, LLC, or othei 
entity in the State of Arizona. 
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LLC, all members), or corporation officers and directors (specify). 

Indicate percentages of ownership of each person listed in A-8.2 3. 

1. Please see Attachment A-1. 

2. Please see Attachment A-2. 

3. None of the officers or  directors of QCC have any direct ownership interest in QCC as QCC is a wholly 
owned subsidiary of Qwest Services Corporation (“QSC”), which, in turn, is a wholly owned subsidiary 
of Qwest Communications International Inc. (“QCII”), which is a publicly traded entity on the New 
York Stock Exchange. 

(A-9) Include your Tariff as ”Attachment B”. 

Your Tariff must include the following information: 

1. Proposed Rates and Charges for each service offered (reference by Tariff page number). See Section 5.1, 
Page 1 

Tariff Maximum Rate and Prices to be charged (reference by Tariff page number). N.A. 

Terms and Conditions Applicable to provision of Service (reference by Tariff page number). See Section 
2, pages 1-11 and Section 5.1, page 1. 

Deposits, Advances, and/or Prepayments Applicable to provision of Service (reference by Tariff page 
number). See Section 2.2.7, page 5 and Section 2.3.2, Page 8. 

The proposed fee that will be charged for returned checks (reference by Tariff page number). $10.00 - See 
Section 2.3.2, Page 8. 

2. 

3. 

4. 

5. 

See Attachment B for QCC’s tariff for the Local Exchange Services it plans to offer upon certification. As 
indicated in the company’s responses to A-17 and C-1 in this application, QCC does not have a resale 
agreement a t  this time. QCC also does not currently have an interconnection agreement. QCC will file 
appropriate modifications to this tariff to include other local exchange services a t  such time as it obtains these 
agreements. The Commission previously approved QCC’s tariff for long distance services in connection with 
its Facilities Based Long Distance CC&N in Decision No. 66612. Qwest will file any necessary modifications 
to its existing long distance tariff to include resold long distance services a t  such time as it obtains a resale 
agreement. 

(A-10) Indicate the geographic market to be served: 

Statewide. (Applicant adopts statewide map of Arizona provided with this application). 

I -  
11 n Other. Describe and provide a detailed map depicting the area. 

U A 
(A- 1 1) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently 
involved in any formal or informal complaint proceedings pending before any state or federal regulatory commission, 
administrative agency, or law enforcement agency. 

Describe in detail any such involvement. Please make sure you provide the following information: 

States in which the Applicant has been or is involved in proceedings. 1. 
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2. Detailed explanations of the Substance of the Complaints. 

3. Commission Orders that resolved any and all Complaints. 

4. Actions taken by the Applicant to remedy andor prevent the Complaints from re-occurring. 

Requests A-11 and A-12 request similar information on a rather broad scope. In  responding to these issues, 
QCC has conducted a good faith investigation of its organization to obtain responsive information and 
documents. QCC has made several assumptions in conducting this inquiry and providing these responses, as 
described in more detail below. For example, to avoid providing information that is not relevant to the 
application, such as information related to private, domestic, or  similar matters unrelated to the provision of 
telecommunications, QCC interprets the questions as seeking information related to the individual’s 
professional responsibilities. Qwest also interprets the word “involve” as used in the requests as requesting 
information where an individual is a party to a civil action or  the subject of a criminal investigation, and 
interprets “managers” to identify QCC’s officers and directors, not every employee of QCC with supervisory 
responsibilities. 

Much of the information responsive to these inquiries a t  least a t  a consolidated level, is contained in Item 3, 
pages 14-26 of QCII’s recently filed consolidated financial statements (Attachment D), and the information 
disclosed therein is incorporated fully herein by reference. 

As a large, nationwide provider of telecommunications services, QCC from time to time has been named in 
formal and informal complaint proceedings before state and federal commissions with responsibility for 
telecommunications regulation. QCC interprets this question to require disclosure limited to complaints 
docketed by state and federal commissions with jurisdiction over telecommunications regulation. QCC does 
not track each formal or  informal complaint filed against it in any centralized system, as many of these 
complaints involve issues for which QCC is not even the responsible carrier. I n  many of these cases, 
complaints involve charges that are billed in accordance with lawful tariffs or  otherwise without merit. QCC 
does track, however, actions or  investigations initiated by state or federal utility commissions, attorneys 
general, or  consumer advocate offices, and similar agencies or entities, which are  described below. 

QCC has settled formal complaint actions or investigations regarding alleged slamming or cramming with the 
following entities: the Federal Communications Commission, the state utility commissions of Oklahoma, 
South Dakota, Kentucky, Tennessee, Texas, and New Jersey, the attorneys general for the states of Arizona, 
Connecticut, Florida, Idaho, Illinois, Kansas, Minnesota, Missouri, Nevada, New York, Ohio, Oregon, 
Pennsylvania, and Wisconsin. QCC has also settled “do not call” violation investigations by the New York 
State Consumer Protection Board and the Florida Department of Agriculture and Services. Additionally, in 
October 2002, the California Public Utilities Commission fined QCC for alleged incidents of slamming and 
cramming. QCC filed an appeal in California state court, but the appeal was unsuccessful. Copies of the 
orders or  agreements resolving these matters are attached. Attachment E pertains to A-11 and Attachment F 
to A-12. 

QCC is also in the process of resolving two other proceedings in Okalahoma and Delaware. The Oklahoma 
proceeding is a formal complaint by the Commission Staff involving allegations of one incident of slamming 
against QCC. QCC is in the process of negotiating settlement of this complaint with the Oklahoma staff. The 
Delaware proceeding addressed allegations involving the improper termination of service for 16 customers. 
QCC is in the process of finalizing a settlement agreement with the Delaware Commission to resolve this 
matter. Final orders on these two proceedings have not yet been issued. 
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practices, which investigation is ongoing, and is involved in a civil investigation relating to property tax 
surcharges in North Carolina. QCC is also involved in two pending formal complaints a t  the FCC; one filed 
by Touch America, Inc. alleging that QCC and its affiliates violated terms of the U S West, Inc./ Qwest 
Communications Inc. divestiture order and illegally were providing interLATA services in the former U S 
West local exchange region. 

On or  about October 25,2001, a judgment was entered against QCC in Travis County, Texas (matter number 
97-13778) in the amount of $1,746,446. In  the lawsuit giving rise to the judgment, AT&T alleged that during 
construction of QCC’s fiber optic network in the vicinity of Austin, Texas, QCC was responsible and liable 
for three cuts of AT&T fiber. Subcontractors were held to be liable for approximately $532,000 of the actual 
damages, and have paid these amounts. The punitive damages portion of the judgment, $467,808.91, is 
currently being appealed to the Texas Supreme Court. 

Aside from these matters, QCC, based on its records, has not been the subject of any other formal complaints 
or  investigations by state or federal utility commissions, attorneys general, or  consumer advocate offices, and 
similar agencies o r  entities, regarding its provisions of telecommunications services during the last five years. 

As to officers, directors, and managers of QCC: Mark  Evans was named individually in a lawsuit (Civil Case 
No. 02-RB-464 (PAC), In  re  Qwest Savings and Retirement Plan ERISA Litigation, I n  the United States 
District Court for the District for Colorado), pursuant to which the plaintiffs ( participants of the Qwest 
Retirement Plan ( the “Plan”)), allege that the members of the Plan’s investment committee ( the “Investment 
Committee”) (including Mr. Evans, who was on the investment committee) of U S West/Qwest breached their 
fiduciaries duties by failing “to provide sufficient independent information to participants of the Plan to allow 
such participants to achieve the stated purpose of the Plan to provide such employees with a voice in the 
major decisions affecting U S West/Qwest” and “(fjailing to disclose to participants material information 
concerning Qwest Fund Shares which they knew or  should have known. 

Qwest continually implements and reviews procedures and organizations to prevent regulatory or  legal 
violations from occurring or  being repeated as described above. 

QCC will supplement this information when and/or if it discovers any additional judgments, complaints, or  
investigations properly responsive to this inquiry. 

(A-12) Indicate if the Applicant or any of its officers, directors, partners, or managers has been or are currently 
involved in any civil or criminal investigation, or had judgments entered in any civil matter, judgments levied by any 
administrative or regulatory agency, or been convicted of any criminal acts within the last ten (10) years. 

Describe in detail any such judgments or convictions. Please make sure you provide the following information: 

1. 

2. 

3. 

States involved in the judgments andor convictions. 

Reasons for the investigation andlor judgment. 

Copy of the Court order, if applicable. 

Please see QCC’s response to item A-11, which is incorporated by reference. 

(A-13) Indicate if the Applicant’s customers will be able to access alternative toll service providers or resellers via 1+ 



lOlXXXX access. 

Yes 0 No 

:A-14) Is applicant willing to post a Performance Bond? Please check appropriate box@). 

For Long Distance Resellers, a $10.000 bond will be recommended for those resellers who collect advances, 
repayments or deposits. 

If "No", continue to question (A-15). 

For Local Exchange Resellers, a $25.000 bond will be recommended. 

Yes 
If "NO", continue to question (A-15). 

I X 1 For Facilities-Based Providers of Long Distance, a $100,000 bond will be recommended. 

- Elyes 0 No 

If "No", continue to question (A-15). 

For Facilities-Based Providers of Local Exchange. a $100.000 bond will be recommended. 
U 

Yes 

If "NO", continue to question (A-15). 

Qwest Long Distance has already posted a $100,000 bond as a Facilities-Based Long Distance Provider. The 
bond was posted as part of QCC's application for a Certificate of Convenience and Necessity, Decision No. 
66612. The remaining $135,000 bond will be posted in compliance with the ACC's decision in this proceeding. 

Note: Amounts are cumulative if the Applicant is applying for more than one type of service. 

(A-15) If No to any of the above, provide the following information. Clarify and explain the Applicant's deposit 
policy (reference by tariff page number). Provide a detailed explanation of why the applicant's superior financial 
position limits any risk to Arizona consumers. 

Not Applicable 
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I -  
A-16) Submit copies of affidavits of publication that the Applicant has, as required, published legal notice of the 
Ipplication in all counties where the applicant is requesting authority to provide service. 

Publication will be completed subsequent to the filing date of this application and upon assignment of a docket 
number for inclusion in the legal notice. QCC will supplement this response once it has received the affidavit 
of publication. 

Prior to issuance of the CC&N, the Applicant must complete and submit an Affidavit of Publication Form as 
4ttachment “C”. Refer to the Commission’s website for Legal Notice Material (Newspaper Information, Sample Legal 
Votice and Affidavit of Publication). 

:A-17) Indicate if the Applicant is a switchless reseller of the type of telecommunications services that the Applicant 
will or intends to resell in the State of Arizona: 

0 Yes U N O  

If “Yes”, provide the name of the company or companies whose telecommunications services the Applicant 
resells. 

QCC intends to be both a switchless reseller and a facilities based (including switches) provider of 
telecommunications services that Applicant intends to provide in the State of Arizona. QCC has not yet 
entered into any resale agreements with any particular providers. 

:A-1 8) List the States in which the Applicant has had an application approved or denied to offer telecommunications 
services similar to those that the Applicant will or intends to offer in the State of Arizona: 

QCC has been approved as a CLEC in the following states: Washington, Oregon, Utah, Montana, Idaho, 
Iowa, Minnesota, Colorado and Wyoming. 
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QCC has also been approved in the following states, for the following services: Alabama - Facilities based 
interexchange service, Resold interexchange service; Arkansas - Resold interexchange service; California - 
Facilities based local exchange service, Resold local exchange service, Facilities based interexchange service, 
Resold interexchange service; Connecticut - Resold local exchange service, Resold interexchange service; 
Delaware - Facilities based local exchange service, Resold local exchange service, Resold interexchange 
service; District of Columbia - Facilities based local exchange service, Resold local exchange service; Florida 
- Facilities based local exchange service, Resold local exchange service, Facilities based interexchange service, 
Resold interexchange service; Georgia - Facilities based local exchange service, Resold local exchange service, 
Facilities based interexchange service, Resold interexchange service; Hawaii - Resold interexchange service; 
Illinois - Facilities based local exchange service, Resold local exchange service, Facilities based interexchange 
service, Resold interexchange service; Indiana - Facilities based local exchange service, Facilities based 
interexchange service, Resold interexchange service; Kansas - Facilities based local exchange service, 
Facilities based interexchange service, Resold interexchange service; Kentucky - Facilities based local 
exchange service, Facilities based interexchange service, Resold interexchange service; Louisiana - Facilities 
based interexchange service, Resold interexchange service; Maine - Facilities based interexchange service, 
Resold interexchange service; Maryland - Facilities based local exchange service, Facilities based 
interexchange service, Reslae interexchange service; Massachusetts - Facilities based local exchange service, 
Resold local exchange service, Facilities based interexchange service, Resold interexchange service; Michigan 
- Facilities based local exchange service, Resold local exchange service, Facilities based interexchange service, 
Resold interexchange service; Mississippi - Facilities based local exchange service, Resold local exchange 
service, Facilities based interexchange service, Resold interexchange service; Missouri - Facilities based local 
exchange service, Resold local exchange service, Facilities based interexchange service, Resold interexchange 
service; Nevada - Facilities based local exchange service, Resold local exchange service, Facilities based 
interexchange service, Resold interexchange service; New Hampshire - Facilities based local exchange service, 
Facilities based interexchange service, Resold interexchange service; New Jersey - Facilities based local 
exchange service, Resold local exchange service, Facilities based interexchange service, Resold interexchange 
service; New York - Facilities based local exchange service, Resold local exchange service, Facilities based 



Resold local exchange service, Facilities based interexchange service, Resold interexchange service; Ohio - 
Facilities based local exchange service, Facilities based interexchange service, Resold interexchange service; 
Oklahoma - Facilities based local exchange service, Facilities based interexchange service, Resold 
interexchange service; Pennsylvania - Facilities based local exchange service, Facilities based interexchange 
service, Resold interexchange service; Rhode Island - Facilities based local exchange service, Resold 
interexchange service; South Carolina - Facilities based local exchange service, Facilities based interexchange 
service, Resold interexchange service; Tennessee - Facilities based local exchange service, Resold 
interexchange service; Texas - Facilities based local exchange service, Facilities based interexchange service, 
Resold interexchange service; Vermont - Facilities based local exchange service, Resold interexchange service; 
Virginia - Facilities based local exchange service, Facilities based interexchange service, Resold interexchange 
service; West Virginia - Facilities based local exchange service, Resold local exchange service, Facilities based 
interexchange service, Resold interexchange service; Wisconsin - Facilities based local exchange service, 
Resold interexchange service; 

(A-19) List the States in which the Applicant currently offers telecommunications services similar to those that the 
Applicant will or intends to offer in the State of Arizona. 

QCC is a certified, facilities based provider of interexchange services and other services in every U.S. state 
except Alaska. 

(A-20) List the names and addresses of any alternative providers of the service that are also affiliates of the 
telecommunications company, as defined in R14-2-80 1. 

Qwest Corporation: Provides local and intraLATA services. 

Qwest LD Corp.: Provides resold interexchange services. 

Qwest Wireless, LLC: provides CMRS services. 

U S Long Distance, Inc.: Certified provider of the alternative operator services. 

The address for all of the above entities is: 1801 California Street, Suite 5100, Denver, Colorado 80202. 

B. FINANCIAL INFORMATION 

(B-1) Indicate if the Applicant has financial statements for the two (2) most recent years. . - 
I I N o  

If "No," explain why and give the date on which the Applicant began operations. 

QCC is a wholly owned subsidiary of Qwest Services Corporation, which in turn is a wholly owned subsidiary 
of QCII. As such, QCII does not prepare separate financial statements for QCC. Instead, QCC's financial 
information appears as a consolidated financial statement, together with QCII's other subsidiaries, in QCII's 
annual Form 10-K filing with the United States Securities and Exchange Commission. QCII's form 10-K 
filings for the periods ending 12/31/2002 and 12/31/2003 are  attached in Attachment D. The information is 
also separately available on the Securities and Exchange Commission's website o r  through the Company's 
website. 

(B-2) Include "Attachment D". 

Provide the Applicant's financial information for the two (2) most recent years. 

1. 

2. 

A copy of the Applicant's balance sheet. 

A copy of the Applicant's income statement. 
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3. 

4. 

5.  

A copy of the Applicant‘s audit report. 

A copy of the Applicant’s retained earnings balance. 

A copy of all related notes to the financial statements and information. 

As indicated in the response to Item B-1, QCC is a wholly subsidiary of QSC, which is a wholly owned 
subsidiary of QCII. As such, QCII does not prepare a separate balance sheet, income statement, audit report, 
retained earnings statements, or notes to financial statements for QCC. Instead, QCC’s financial information 
appears as a consolidated financial statement, together with QCII’s other subsidiaries, in QCII’s annual Form 
10-K filing with the United States Securities and Exchange Commission. As indicated in response to Item B-1, 
QCII’s Form 10-K filings for the periods ending 12/31/2002 and 12/31/2003 are attached and included in 
Attachment D. The information is also separately available on the Securities and Exchange Commission’s 
website or through the Company’s website. 

\Tote: Make sure “most recent years” includes current calendar year or current year reporting period. 

:B-3) Indicate if the Applicant will rely on the financial resources of its Parent Company, if applicable. 

Yes, QCC will rely on the financial resources of its parent company, Qwest Services Corporation (QSC). 
QCC is a wholly owned subsidiary of QSC, which is a wholly owned subsidiary of Qwest Communications 
International, Inc. (QCII). Funding for QCC is through equity provided by QSC and by financial obligations 
issued by Qwest Capital Funding, Inc. (QCFI), a separate subsidiary of QCII. 

:B-4) The Applicant must provide the following information. 

1. 

2. 

3. 

4. 

5 .  

Provide the projected total revenue expected to be generated by the provision of telecommunications 
services to Arizona customers for the first twelve months following certification, adjusted to reflect the 
maximum rates for which the Applicant requested approval. Adjusted revenues may be calculated as the 
number of units sold times the maximum charge per unit. 

Provide the operating expenses expected to be incurred during the first twelve months of providing 
telecommunications services to Arizona customers following certification. 

Provide the net book value (original cost less accumulated depreciation) of all Arizona jurisdictional assets 
expected to be used in the provision of telecommunications service to Arizona customers at the end of the 
first twelve months of operation. Assets are not limited to plant and equipment. Items such as office 
equipment and office supplies should be included in this list. 

If the projected value of all assets is zero, please specifically state this in your response. 

If the projected fair value of the assets is different than the projected net book value, also provide the 
corresponding projected fair value amounts. 

1. 

2. 

3. 

The projected total revenue to be generated by the provision of these services is $76,497,192 

The projected operating expenses to be incurred in the provision of these services is $41,973,655.00 

The net book value of all Arizona jurisdictional assets to be used in providing these services is 
$5,856,615.00. 

4. Not applicable. 

5. QCC estimates that the Projected Fair Value of these assets is $5,856,615.00 

C. RESOLD AND/OR FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES 
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:C-l) Indicate if the Applicant has a resale agreement in operation, 
- . u Yes 

If "Yes", please reference the resale agreement by Commission Docket Number or Commission Decision 
Number. 

D. FACILITIES-BASED LONG DISTANCE AND/OR FACILITIES BASED LOCAL EXCHANGE 
TELECOMMUNICATIONS SERVICES 

:D- 1) 
4ND/OR facilities-based local exchange telecommunications services in the State of Arizona. This item applies to an 
4pplicant requesting a geographic expansion of their CC&N: 

Indicate if the Applicant is currently selling facilities-based long distance telecommunications services 

El No - F-B 
Yes - F-B Long Distance 

If "Yes," provide the following information: 

1. The date or approximate date that the Applicant began selling facilities-based long distance 
telecommunications services AND/OR facilities-based local exchange telecommunications services for the 
State of Arizona. 

QCC is currently providing facilities based long distance service in Arizona pursuant to the CC&N 
granted by the Commission in Decision No. 66612. Qwest began offering these services in Arizona 
on December 15,2003. 

Identify the types of facilities-based long distance telecommunications services AND/OR facilities-based 
local exchange telecommunications services that the Applicant sells in the State of Arizona. 

QCC sells switched and dedicated long distance, ATM, Frame Relay, Operator Services, Private 
Line, and toll free services in Arizona. 

2. 

If "NO," indicate the date when the Applicant will begin to sell facilities-based long distance 
telecommunications AND/OR facilities-based local exchange telecommunications services in the State of 
Arizona: 

QCC will begin to offer facilities based local exchange service within the State of Arizona once it has 
received certification from the ACC. 

(D-2) 
competitive by Commission Decision: 

Check here if you wish to adopt as your petition a statement that the service has already been classified as 

Decision # 64178 Resold Long Distance 

Decision # 64 178 Resold LEC 

Decision # 64178 Facilities Based Long Distance pursuant to Decision No. 66612 

Decision # 64178 Facilities Based LEC 



E. FACILITIES-BASED LOCAL EXCHANGE TELECOMMUNICATIONS SERVICES 

(E-1) 
Commission in Commission Decision Number 59241 : 

Indicate whether the Applicant will abide by the quality of service standards that were approved by the 

(E-2) 
coordinate with incumbent local exchange carriers ("ILECs") and emergency service providers to provide this service: 

Indicate whether the Applicant will provide all customers with 91 1 and E91 1 service, where available, and will 

(E-3) 
facilities-based long distance companies) pursuant to A.A.C. R14-2-1111 (A): 

Indicate that the Applicant's switch is 'Wly  equal access capable" (i.e., would provide equal access to 
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I certify that if the applicant is an Arizona corporation, a current copy of the Articles of 
Incorporation is on file with the Arizona Corporation Commission and the applicant holds a 
Certificate of Good Standing from the Commission. If the company is a foreign corporation or 
partnership, I certify that the company has authority to transact business in Arizona. I certifi that all 
appropriate city, county, and/or State agency approvals have been obtained. Upon signing of this 
application, I attest that I have read the Commission’s rules and regulations relating to the 
regulations of telecommunications services (A.A.C. Title 14, Chapter 2, Article 11) and that the 
company will abide by Arizona state law including the Arizona Corporation Commission Rules. I 
agree that the Commission’s rules apply in the event there is a conflict between those rules and the 
company’s tariff, unless otherwise ordered by the Commission. I certify that to the best of my 
knowledge the information provided in this Application and Petition is true and correct. 

(Signature of Authorized Representative) 

4 / 2 3 / 0 4  
(Date) 

P e t e r  son 
(Print Name of Authorized Representative) 

S t a f f  Advocate 
(Title) 

SUBSCRIBED AND SWORN to before me this 37rd day of April , 2004 

N O T A R Y ~ L I C  

My Commission Expires 9 / 18/ 04 

06/02/03 



ATTACHMENT A-1 



OECeofthe 
CORPORATION COMMISSION 

CERTIFICATE OF GOOD STANDING 

* * *Q=ST C-SCJLTXONS CoRpoRATION* * * 
a foreign oargotation argurfsod under tho lam of Dmlmaro did abtain 
a u t h q d t y  t o  traxwaat kidn088 in tho Stat. of ltiraru (w tba 6th  day of 
Jtuu 1989. 
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Qwest Communications Corporation (QCC) 
As of 04/06/2004 

Directors 
Director Elected 
Tom F. Gillett 

Title 
021 1 112003 Director 

Director Clifford S. Holtz 07/01/2002 

Officers - _  
Title Officer 
Vice President and Mark T. Evans 
Assistant Treasurer 
President Tom F. Gillett 
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I AZ2QQ4-QQ7 I 

1. APPLICATION AND REFERENCE 

1.1 APPLICATION OF TARIFF 0 
This Tariff applies to the furnishing of Exchange Services defined herein by 
Qwest Communications Corporation (hereinafter referred to as the “Company”) 
for customers within the exchange service area of the State of Arizona. 
Services, features and functions will be provided where facilities, including but 
not limited to, billing and technical capability and the ability of the Company to 
purchase service elements from appropriate Tariffs for resale are available. 

The provision of Exchange Service is subject to existing regulations, terms and 
conditions specified in this Tariff and may be revised, added to or supplemented 
by superseding issues. 

Qwest Communications Corporation reserves the right to offer its customers a 
variety of competitive services as deemed appropriate by the Company. 
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1. APPLICATION AND REFERENCE 

1.4 TARIFF FORMAT 

1.4.1 LOCATION OF MATERIAL 

A. Section 1 provides the following for all of the sections in this Tariff. 

Subject Index - an alphabetical listing to find the desired section. 

Table of Contents - a numerical listing to find the desired section and page. 

B. Each individual section in the Tariff provides a Subject Index for the material 
located within that section. 

C. Obsolete Service Offerings I 
Obsolete service offerings are identified in the Tariff by adding 100 to the current 
section number. 

1.4.2 OUTLINE STRUCTURE 

The Tariff uses nine levels of indentations known as Tariff Information 
Management (TIM) Codes, as outlined below: 

LEVEL APPLICATION EXAMPLE 

I 

I 
Section Heading 
Sub Heading 1.4 TARIFF FORMAT 

Sub HeadinglTariff Text A. Text 
Sub HeadinglTariff Text 1. Text 
Sub HeadinglTariff Text a. Text 
Sub HeadingTariff Text (1) Text 
Sub HeadingTariff Text (a) Text 
Footnotes [l] Text 

1. APPLICATION AND REFERENCE 

Sub Heading 1.4.1 LOCATION OF MATERIAL 
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1. APPLICATION AND REFERENCE 

1.4 TARIFF FORMAT (Cont'd) 

1.4.3 RATE TABLES 

Within rate tables, four types of entries are allowed: 

RateAmount 

The rate amount indicates the dollar value associated with the service. 

A dash "-" 

The dash indicates that there is no rate for the service or that a rate amount 
is not applicable under the specific column header. 

A footnote designator "[ 11" 

The footnote designator indicates that further information is contained in a 
footnote. 

ICB 

The acronym "ICB" indicates that the producthervice is rated on an 
individual case basis. 
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1. APPLICATION AND REFERENCE 

1.5 EXPLANATION OF CHANGE SYMBOLS 

SYMBOL EXPLANATION 

(C) 

(D) To signify discontinued material 

(0 To signify rate increase 

To signify changed regulation, term or condition 

To signify material moved from or to another part of the Tariff 
with no change, unless there is another change symbol present 

(M) 

(N) To signify new material 

(R) To signifL rate reduction 

To signify a change in text but no change in rate, regulation, 
term or condition 

(TI 
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2.1 

2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

DEFINITIONS 

Accessories 

Devices which are mechanically attached to, or used with, the facilities furnished 
by the Company and which are independent of, and not electrically, acoustically, 
or inductively connected to, the communications path of the telecommunications 
system. 

Authorized User 

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

Central Office Connecting Facility 

A facility furnished to an Other Common Carrier by the Company (in accordance 
with the Company's Facilities for Other Common Carriers Tariffs) between the 
terminal location of the Other Common Carrier and a point of connection on the 
Company premises. 

Communications Systems 

Channels and other facilities which are capable, when not connected to exchange 
andor long distance message telecommunications service, of communications 
between customer-provided terminal equipment. 

Company 

Refers to Qwest Communications Corporation, which is the issuer of this Tariff. 

CPE is customer provided premises equipment, software and other materials used 
in connection with the facilities. 

Customer 

Any person, firm, partnership, corporation, municipality, cooperative 
organization, or governmental agency to whom the Company agrees to furnish 
communications service under the provisions and regulations of this Tariff. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.1 DEFINITIONS (Cont’d) 

Data Access Arrangement 

A protective connecting arrangement for use with the network control signaling 
unit or, in lieu of the connecting arrangement, an arrangement to identify a 
central office line and protective facilities and procedures to determine 
compliance with criteria set forth elsewhere. 

Exchange Access Line 

All of the Company’s Central Office equipment and outside plant facilities that 
are needed to connect the service to the Company provided Network Interface or 
equivalent. 

Individual Case Basis 

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

Interface 

That point on the premises of the customer at which provision is made for 
connection of other than Company-provided facilities to facilities provided by the 
Company. 

LATA -(Local Access Transport Area) 

A geographical area within which a local exchange company provides 
communications services. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.1 DEFINITIONS (Cont’d) 

Network Interface 

The Network Interface consists of a miniature modular standard jack for the 
connection of customer premises inside wire. The Network Interface is provided 
as part of the Exchange Access Line. 

Nonrecurring Charges 

The one-time initial charges for services or facilities, including but not limited to 
charges for construction, installation, or special fees, for which the customer 
becomes liable at the time the Service Order is executed. 

Recurring Charges 

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

Service Address 

The service address is the building where the customer receives the Exchange 
Access Facilities. 

Service 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 
parties may mutually agree on a substitute Service Commencement Date. 

Standard Network Interface 

The point of connection with the Telecommunication Network which is located 
at the customer’s premises at a place deemed necessary by the Company in order 
to insure transmission quality and which is readily accessible to the customer. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.2 ESTABLISHING AND FURNISHING SERVICE 

2.2.1 APPLICATION FOR SERVICE 

A. Refusal 

The Company reserves the right to refuse an application for service made by a 
present or former customer who is indebted to the Company for telephone service 
previously furnished, until the indebtedness is satisfied. The Company may refuse 
to furnish or may deny telephone service to any person or business whereas on 
their premises exists any telephone facility which shows any evidence of 
tampering, manipulating, or operation, or use of any device whatsoever, for the 
purpose of obtaining telephone service without payment of the charges applicable 
to the service rendered. 

B. Cancellations and Deferments 

When the Company advises a customer that ordered services are available on the 
requested due date, and the customer is unable or unwilling to accept service at that 
time, the facilities will be held available for the customer for a 30 business day 
grace period. If after 30 business days the customer still has not accepted service, 
the customer will be contacted and regular monthly billing for the ordered service 
shall begin if the customer requests that facilities continue to be held for their 
future use. Otherwise the facilities will be released for other service order activity, 
and cancellation charges (non-recurring charges that would have applied had the 
service been installed) shall be applied. These cancellation and deferment 
provisions apply to requests for 5 or more analog or digital exchange access lines. 

C. Use of Service 

1. Limitation on Use 

Service is h i s h e d  to customers for use only by the or by employees or 
representatives when engaged in business. 

When the general service to the public is impaired by a customer's use of 
exchange service, the Company shall have the right to require the customer to 
contract for and properly maintain as many additional access lines as are needed 
to adequately serve the customer's requirements, or to discontinue the service of 
the customer in question. 
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2. GENERAL REGULATIONS - CONDITIONS OF OFFERING 

2.2 

2.2.2 

1. 

2. 

2.2.4 

2.2.7 

ESTABLISHING AND FURNISHING SERVICE (Cont’d) 

OBLIGATION To FURNISH SERVICE 

Facilities and lines furnished by the Company on the premises of a customer, 
authorized user or agent of the Company are the property of the Company and are 
provided upon the condition that such facilities and lines must be installed, 
relocated, rearranged and maintained by the Company, and that the Company’s 
employees and agents may enter said premises at any reasonable hour to test and 
inspect such facilities and lines in connection with such purposes, or upon 
termination or cancellation of the service, to remove such facilities and lines. 

The Company’s obligation to furnish service or to continue to furnish service is 
dependent on its ability to obtain, retain and maintain suitable rights and facilities, 
and to provide for the installation of those facilities required incident to the 
fwmishing and maintenance of that service. 

LIMITED COMMUNICATION 

The Company reserves the right to limit use of communication services when 
emergency conditions cause a shortage of facilities. 

PAYMENT ARRANGEMENTS 

The applicant or Customer may be required to make a deposit to be held as a 
guarantee for the payment of charges for services furnished. When service is 
terminated, the amount of the deposit, with interest, will be applied to any 
indebtedness to the Company. A deposit will be refunded or credited to the 
Customer’s account after 12 months if the Customer has not been delinquent in 
payment. The deposit will bear simple interest at the rate of 6% a year payable 
on the actual amount on deposit with the Company. When billing is provided 
by a local exchange company on behalf of the Company, the local exchange 
company’s deposit policy applies. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.2 ESTABLISHING AND FURNlSHING SERVICE 

2.2.1 1 SPECIAL SERVICES 

A. Work On Customer's Premises 

It is contemplated that all work on customers' premises can be performed during 
regular working hours. If a customer requests that work be performed during hours 
which results in overtime or premium rates of pay, a charge may apply in addition 
to other rates and charges which may be applicable, equal to the amount of 
overtime or premium time payments. 

It is also contemplated that all installation, removals, service connections, moves 
and changes requested by a customer be performed without the Company incurring 
unusual costs. If a customer requests that work be performed in a special manner 
or at a special time which results in unusual costs, a charge equal to the amount of 
unusual costs may apply in addition to other applicable rates and charges. 

B. Special Arrangements 

The rates and charges quoted in this Tariff contemplate the use of standard 
arrangements, that is, the arrangement normally used by the Company to provide 
the type of service involved. 

For special service arrangements to be provided by this Company, and not 
specifically covered in this Tariff, charges equivalent to the cost of furnishing such 
arrangements. 
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Effective Date: } Issued Date: 4-23-04 

2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.2 ESTABLISHING AND FURNISHING SERVICE (Cont'd) 

A. Initial Service Periods 

1. The initial service period for service and facilities is one month, except as 
otherwise specified hereinafter. 

2. Initial service periods for service or facilities of any class will be greater than 
those specified herein whenever that is required in order for the Company to 
protect itself from making a hazardous investment because the customer's location 
or the character of the service required is such that upon termination of the 
customer's contract the facilities which have been constructed or installed to 
render the service are not likely to be useful for furnishing service to any other 
customer. 

3. Service for which the initial service period is one month may be terminated prior 
to the expiration of such period only by payment of charges for the entire initial 
period. The charges for any supplemental item of service or facilities furnished 
in connection with such service shall, however, be terminated in accordance with 
the regulations applicable to that item of service or facilities. 
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2. GENERAL REGULATIONS - CONDITIONS OF OFFERING 

2.3 PAYMENT FOR SERVICE 

2.3.1 CUSTOMER RESPONSIBILITY 

The customer is responsible for payment of all charges for facilities and 
services furnished the customer, including charges for services originated, or 
charges accepted, at such facilities. 

2.3.2 PAYMENT OF BILLS 

A. ChargesDue 

Charges for exchange service and facilities are due in advance. Payment is due 
upon receipt of bill. All bills are payable by any means mutually acceptable to the 
customer and the Company. Failure to receive a bill does not exempt the 
customer from prompt payment of their account. The customer is held responsible 
for all charges for exchange service and facilities furnished at the customer's 
request. 

The Company shall utilize credit policies and reasonable and equitable methods in 
its debt collection practices as specified in the Administrative Rules of the South 
Dakota Public Utilities Commission. 

B. Returned Payment Charge 

A returned payment charge may apply to the customer's account for each occasion 
that a check, bank draft, or an electronic funds transfer item is returned to the 
Company for the reason for insufficient h d s  or no account. 

CHARGE 

Returned Payment Charge $10.00 

AZ2004-007 



Qwest Communications Corporation Arizona Tariff No. 3 
Section 2 

EXCHANGE SERVICE TARIFF Page 9 
Release 1 

Effective Date: ) Issued Date: 4-23-04 

I 4. Calling Privileges 

2. GENERAL REGULATIONS - CONDITIONS OF OFFERING 

2.4 LIABILITY OF THE COMPANY 

2.4.1 SERVICE LIABILITIES 

A. Limitations 

1. The Company's liability, if any, for its willful misconduct is not limited by this 
Tariff. With respect to any other claim or suit, by a customer or by any others, for 
damages associated with the installation, provision, preemption, termination, 
maintenance, repair, or restoration of service, the Company's liability, if any, shall 
not exceed an amount equal to the proportionate part of the monthly recurring 
charge for the service for the period during which the service was affected. This 
liability shall be in addition to any amounts that may otherwise be due the 
customer under this Tariff as an allowance for interruptions. 

2. The services furnished by the Company, in addition to the limitations set forth 
preceding, also are subject to the following limitation: The Company shall not be 
liable for damage arising out of mistakes, omissions, interruptions, delays, errors 
or defects in transmission or other injury, including but not limited to injuries to 
persons or property from voltages or currents transmitted over the service of the 
Company caused by Customer-provided equipment (except where a contributing 
cause is the malhctioning of a Company-provided connecting arrangement, in 
which event the liability of the Company shall not exceed an amount equal to a 
proportional amount of the Company billing for the period of service during 
which such mistake, omission, interruption, delay, error, defect in transmission or 
injury occurs). 

3. The customer indemnifies and saves the Company harmless against claims for 
libel, slander, infkingement of copyright arising from the use of material 
transmitted over its facilities, or infringement of patents arising from combining 
with or using in connection with, facilities of the Company, apparatus or systems 
of the customer; and against all other claims arising out of any act or omission of 
the customer in connection with facilities provided by the Company. 

Company Tariffs govern and fix the outgoing service of customers and in no 
manner guarantees to them the same incoming service. All incoming service of a 
customer depends upon and is limited by the right of a calling customer to such 
service. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.4 LIABILITY O F  THE COMPANY 
2.4.1 SERVICE LIABILITIES (Cont'd) 

B. Transmission of Messages 

The function of the Company is to furnish means of communication. Acceptance, 
by employees, of written or verbal communications fiom the public, for 
transmission or delivery, is forbidden. 

C. Defacement of Premises 

No liability shall attach to the Company be reason of any defacement or damage to 
the customer's premises resulting fiom placing the Company's apparatus and 
associated wiring on such premises, or by the removal thereof when such 
defacement or damage is not the result of negligence on the part of the Company 
or its employees. 
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2. GENERAL REGULATIONS - CONDITIONS O F  OFFERING 

2.6 SPECIAL TAXES, FEES, CHARGES 

1. Adjustments for Municipality Payments 

In the event that a municipality collects or receives any payment or payments 
from the Company for or by reason of the use of the streets, alleys, and public 
places of the municipality or for by reason of the operation of the Company's 
business or any portion or phase thereof in the municipality, whether such 
payments be called a tax, assessment, license fee, percentage of earnings or 
revenues, lump sum payments, or otherwise, or whether such payments were 
made under the provisions of any law, ordinance, resolution, franchise, permit, or 
otherwise, bills for the Company's services in such municipality will be increased 
during the period or periods in which any such payment or payments are collected 
or received by an aggregate amount approximating the amounts of such payment 
or payments, and bills to the Company's customers rendered under the several rate 
schedules in effect in such municipality will be increased by the applicable 
proportionate part of any such payment or payments. 
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5. EXCHANGE SERVICES 

5.1 

1. 

2. 

3. 

EXCHANGE ACCESS FACILITIES 

Description 

Exchange Access Facilities provide the physical connection, between the 
customer’s premises and the Company’s domestic network. The facilities include 
any entrance cable or drop wire to the point where provision is made for the 
termination of the Company’s outside distribution network facilities at a suitable 
location at a customer-designated service address. The Company installs the 
facilities to the Company’s point of demarcation. 

Each facility includes Company maintained equipment at the Company’s 
termination point at the customer’s service address. The point of termination may 
also be called the demarcation point. The facility does not include any extended 
wiring, inside wiring, or equipment past the demarcation point that is not 
maintained by the Company. 

Terms 

Exchange Access Facilities 

Exchange Access Facilities are only provisioned in conjunction with Qwest 
Communications Corporation complex telecommunications services. 

Rates and Charges 

Rates for Exchange Access Facilities will be developed on an Individual Case 
Basis (ICB). 
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Signatures 
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Unless the context requires otherwise, references in this report to "Qwest, " "we," "us" and "our" refer to Qwest 
Communications International Inc. and its consolidated subsidiaries. 

PART I 

ITEM 1. BUSINESS 

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

We were incorporated under the laws of the State of Delaware in 1997. Pursuant to a merger with U S WEST, Inc. 
on June 30,2000, which we refer to as the Merger, we acquired all the operations of U S WEST and its subsidiaries. 
For inf6rmation regarding the Merger see Part 11, Item 7 below. Our principal executive offices are located at 1801 
California Street, Denver, Colorado 80202, telephone number (303) 992- 1400. 

For a discussion of certain risks applicable to our business, financial condition and results of operations, see the 
risk factors described in "Special Note Regarding Forward-Looking Statements" in Part 11, Item 7 below. 

Operations 

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

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

Impact of Restatement 

This report contains our restated consolidated financial statements for the years ended December 3 1,2001 and 
2000. We performed an analysis of our previously issued consolidated financial statements for 2001 and 2000 and 
identified a number of errors. The nature of the errors and the restatement adjustments that we have made to our 
financial statements for the years ended December 3 1,2001 and 2000 are set forth in Note 3-Restatement of Results 
to our consolidated 
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financial statements in Item 8 of this report. The net impact of the restatement adjustments include the following: 

December 31, 

2001 2000 

(in millions, except per 
share amounts) 

Revenue $ (1,543) $ (945) 
Loss before income taxes, discontinued operations and 
cumulative effect of change of accounting principle (2,497) (1,432) 
Net loss (1,580) (956) 

Loss per share 

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

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

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

Wireline Services 

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

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

Wireline Products and Services 

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

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

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

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

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

enhanced voice services, such as voice mail. 

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

operator services, including directory assistance; 

public telephone service; 

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

voice Customer Premises Equipment, or CPE. 

Long-Distance Voice Services-Consumer and Business. 
communications services to our consumer and business customers. 

We provide three types of long-distance 

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

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

We also provide international long-distance services for voice calls that terminate or originate with our 
customers in the United States. 
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For the years ended December 3 1,2002,200 1 and 2000, revenue from voice services accounted for approximately 
70%, 72% and 77%, respectively, of our total revenue from continuing operations, as restated. 

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

Some of our data and Internet services are described below. 

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

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

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

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

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

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

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

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

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

For the years ended December 3 1,2002,2001 and 2000, revenue from data and Internet services accounted for 
approximately 25%, 24% and 19%, respectively, of our total revenue from continuing operations, as restated. 
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Strategic Relationships 

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

Distribution Channels 

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

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

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

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

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

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

For the years ended December 3 1,2002,2001 and 2000, revenue from wireline services accounted for 
approximately 95%, 95% and 97%, respectively, of our total revenue from continuing operations, as restated. 

Wireless Services 

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

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

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

For the years ended December 3 1,2002,2001 and 2000, revenue from wireless services accounted for 
approximately 5%, 4% and 3%, respectively, of our total revenue from continuing operations, as restated. 

Other Services 

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

Directory Publishing 

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

For the years ended December 3 1,2002, 200 I and 2000, revenue from directory publishing was included in 
income from discontinued operations For more information see Note 8-Assets Held for Sale including Discontinued 
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Competition in the long-distance consumer market is based primarily on price, customer service, quality and 
reliability. We are the market share leader in providing IntraLATA long-distance service within our local service area, 
but face increasing competition from national carriers, which have substantial financial and technical resources. 
Competition in the business market is based on similar factors, as well as the ability to offer a ubiquitous solution 
nationwide. While we have received FCC approval to provide InterLATA long-distance services throughout our local 
service area (with the exception of Arizona), we are currently restricted from using our proprietary network assets to 
provide these services until we have complied with certain additional FCC requirements. As a result, we are currently 
providing only switched InterLATA long-distance services in our local service area. This arrangement impedes our , 

I 
l ability to offer an integrated, ubiquitous, nationwide solution, which in turn affects our ability to compete with other 
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Operations to our consolidated financial statements in Item 8 of this report. 

Importance, Duration and Effect of Patents, Trademarks and Copyrights 

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

Competition 

Wireline Services 

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

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

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

Long-Distance Voice Services-Consumer and Business. National carriers, CLECs and other resellers, such as 
AT&T Corporation, Sprint Corporation and WorldCom, Inc. (now known as MCI), compete with us in providing 
InterLATA and IntraLATA long-distance services both inside and outside our local service area. Other RBOCs, such as 
BellSouth Corporation, Verizon Communications and SBC Communications, Inc., also compete in the InterLATA 
market nationally and, as they have gained 
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FCC approval, within the states in their respective local service areas. Wireless providers also market long-distance 
services as a substitute to traditional wireline service. 
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national long-distance providers. We expect to be able to meet these additional FCC requirements in 2004. 

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

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

Wholesale Services. Within our local service area, we compete primarily with smaller regional providers, 
including CLECs, competitive access providers and independent telephone companies. Outside our local service area, 
we compete primarily with other RBOCs and with 1 x 0 .  We compete on network quality, customer service, product 
features, the speed with which we can provide a customer with requested services and price. Although our status as an 
ILEC helps make us the leader in providing wholesale services within our local service area, increased competition has 
resulted in a reduction in billable access minutes of use. Our competitive position should improve as the FCC approves 
us to offer InterLATA wholesale services in Arizona and we meet the requirements to offer such services throughout 
our local service area using our proprietary network assets. 

Wireless Services 

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

Regulation 

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

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

Interconnection 

The FCC is continuing to interpret the obligations of ILECs under the Telecommunications Act to interconnect 
their networks with, and make UNEs available to, CLECs. These decisions establish our obligations in our local service 
area, and our rights when we compete outside of our local service area. In May 2002, the U S .  Supreme Court issued its 
opinion in the appeal of the FCC's rules on pricing of UNEs. The Court affirmed the FCC's rules. Since we were 
following the FCC's then current UNE pricing rules, this decision did not impact the pricing of our UNEs. 

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

On February 20, 2003, the FCC announced that it planned to adopt rules prescribing ILECs' obligations to 
unbundle their networks. The press release accompanying the FCC's announcement 
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indicated that the FCC's new rules would relieve ILECs of some unbundling obligations, while charging state 
regulators with the task of determining other unbundling obligations. The FCC did not actually release these rules and 
an accompanying lengthy decision until August 2 1, 2003 in its triennial review order. The triennial review order 
addresses a number of UNEs and the obligations of ILECs with respect to them. Among the more significant 
determinations made by the FCC in the triennial review order are: (i) CLECs are not impaired without access to 
unbundled switching when serving medium-to-large business and government customers using DS 1 capacity and above 
loops (the physical connection between a customer's location and the serving central office), but state PUCs may 
initiate and conclude proceedings within 90 days of October 2,2003, to rebut this presumption of no impairment; 
(ii) CLECs are impaired without access to switching, and, concomitantly, the UNE-P, to serve mass market customers, 
as well as most high capacity loops and dedicated transport services (the transmission facilities between an ILEC's 
central offices); proceedings before state PUCs to rebut these presumptions of impairment may be initiated and 
concluded within nine months of October 2,2003; (iii) state PUCs must initiate and conclude within nine months of 
October 2,2003, proceedings to approve a "batch hot cut migration process" (a process by which a CLEC's customers 
served by the UNE-P would be moved to the CLEC's own switch in the event switching is eliminated from UNE-P) to 
be implemented by ILECs to address the costs and timeliness of the hot cut process; (iv) ILECs are no longer required 
to provide other carriers with access to the high frequency portion of a loop that is used by CLECs to provide 
competing xDSL services (referred to as line sharing); however, current line sharing customers are "grandfathered," 
and the requirement to allow line sharing will be phased out over a three-year period; (v) ILECs are not required to 
provide CLECs with access to "next generation" networks and facilities used to provide broadband services; and 
(vi) the FCC modified the prohibition against CLECs using enhanced, extended links, or combinations of unbundled 
loops, multiplexing and dedicated transport, (referred to as EELs) to provide both local and long-distance services; the 
FCC established requirements designed to prevent the substitution of EELs for special access services needed by a 
carrier for the provision of its long-distance services 
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We have joined with other ILECs in requesting that the D.C. Circuit Court of Appeals invalidate the rules that 
accompanied and were described in the triennial review order. We believe that the FCC did not comply with the May 
2002, ruling by the D.C. Circuit by failing to properly apply the "necessary and impair" standard and that the FCC 
impermissibly, and without adequate guidance, delegated to state PUCs its responsibilities under the 
Telecommunications Act. We have also joined with the same companies in requesting that the D.C. Circuit postpone 
the effectiveness of the triennial review order and accompanying rules until after our appeal of the triennial review 
order is completed, assuming that the court does not grant our request that the rules be immediately invalidated. 
Finally, we have filed an appeal of the triennial review order which, together with appeals by a number of other parties, 
was consolidated in the Eighth Circuit Court of Appeals. Other ILECs and we, in turn, filed a motion to have these 
consolidated appeals transferred back to the D.C. Circuit, and the Eighth Circuit granted this motion. Accordingly, all 
matters associated with the appeal of the triennial review order will be heard by the D.C Circuit. 

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

Access Pricing 

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

On May 3 1,2000, the FCC adopted the access reform and universal service plan developed by the Coalition for 
Affordable Local and Long-Distance Service, or "CALLS". The adoption of the CALLS proposal resolved a number of 
outstanding issues before the FCC. The CALLS plan has a five-year life and provides for the following: (i) elimination 
of the residential pre-subscribed IXC charge; (ii) increases in subscriber line charges; (iii) reductions in switched access 
usage rates; and (iv) the removal of certain implicit universal service support from access charges and direct recovery 
from end-users; and commitments from participating IXCs to pass through access charge reductions to end-users. We 
have opted into the five-year CALLS plan. 

Advanced Telecommunications Services 

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

InterLA TA Long-Distance Entry 

The Telecommunications Act dictates, among other things, when and how we and other RI3OCs are allowed to re- 
enter the InterLATA long-distance market in local service areas. Since passage of the Telecommunications Act, a 
significant number of long-distance applications have been filed with the FCC, with multiple applications having been 
filed for some states. As of the date of this filing, the FCC has approved applications for a total of 47 states and 
Washington D.C. Our application for authority in Arizona is pending with the FCC. 

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

On April 27,2001, the FCC issued an Order with regard to intercarrier compensation for ISP-bound traffic. The 
Order required carriers serving ISP-bound traffic to reduce reciprocal compensation rates over a 36-month period 
beginning with an initial reduction to $0.001 5 per minute of use and ending with a rate of $0.0007 per minute of use. In 
addition, a cap was placed on the number of minutes of use on which the terminating carrier may charge such rates. 
This reduction lowered costs that we paid CLECs for delivering such traffic to other carriers, but has not had, and is not 
likely to have, a material effect on our results of operations. 

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

Employees 

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

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

Financial Information about Geographic Areas 

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

Website Access 

Our website address is www.qwest.com. You may obtain free electronic copies of our annual reports on Form 10- 
K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports at our investor 
relations website, www.qwest.comlaboutlinvestor/, under the heading "SEC Filings." These reports are available on our 
investor relations website as soon as reasonably practicable after we electronically file them with the Securities and 
Exchange Commission, or SEC. However, we have not yet filed our quarterly reports on Form 10-Q since the first 
quarter of 2002 and have not amended prior filings based on the restatement. 
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ITEM 2. PROPERTIES 

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

December 31, 

2002 2001 2000 

(As restated) 

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

Land and buildings consist of land, land improvements, central office and certain administrative office buildings. 
Communications equipment primarily consists of switches, routers and transmission electronics. Other network 
equipment primarily includes conduit and cable. General-purpose computers and other consists principally of 
computers, office equipment, vehicles and other general support equipment. We own substantially all of our 
telecommunications equipment required for our business. Total gross investment in plant, property and equipment was 
approximately $44.6 billion and $54.4 billion (as restated) at December 31,2002 and 2001, respectively, including the 
effect of retirements, but before deducting accumulated depreciation. 

Qwest-installed fiber optic cable is laid under various rights-of-way held by us. We own and lease sales offices in 
major metropolitan locations both in the United States and internationally. Our network management centers are 
located primarily in buildings that we own at various locations in geographic areas that we serve. Substantially all of 
the installations of central office equipment for our local service business are located in buildings and on land that we 
own. 

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

ITEM 3. LEGAL PROCEEDINGS 

Investigations 

On April 3, 2002, the SEC issued an order of investigation that made formal an informal investigation initiated on 
March 8,2002. We are continuing in our efforts to cooperate fully with the SEC in its investigation. The investigation 
includes, without limitation, inquiry into several specifically identified Qwest accounting practices and transactions and 
related disclosures that are the subject of the various adjustments and restatements described in this Form 10-K. See 
"Management's Discussion and Analysis of Financial Condition and Results of Operations-Restatement of 200 1 and 
2000 Consolidated Financial Statements" in Part 11, Item 7 below for more information about our restatement. The 
investigation also includes inquiry into disclosure and other issues related to transactions between us and certain of our 
vendors and certain investments in the securities of those vendors by individuals associated with us. 

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

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

While we are continuing in our efforts to cooperate fully with the SEC and the U.S. Attorney's Office in each of 
their respective investigations, we cannot predict the outcome of those investigations. We are currently in discussions 
with the SEC staff in an effort to resolve the issues raised in the SEC's investigation of us. Such discussions are 
preliminary and we cannot predict the likelihood of whether those discussions will result in a settlement and, if so, the 
terms of such settlement. However, settlements typically involve, among other things, the SEC making claims under 
the federal securities laws in a complaint filed in United States District Court that, for purposes of the settlement, the 
defendant neither admits nor denies. We would expect such claims to address many of the accounting practices and 
transactions and related disclosures that are the subject of the various restatements we have made as well as additional 
transactions. In addition, any settlement with the SEC may also involve, among other things, the imposition of a civil 
penalty, the amount of which could be material, and the entry of a court order that would require, among other things, 
that we and our officers and directors comply with provisions of the federal securities laws as to which there have been 
allegations of prior violations. 
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In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,2001. The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from our acquisition of 
U S WEST. On November 2 1,200 1, the SEC staff informed us of its intent to recommend that the SEC authorize an 
action against us that would allege we should have included in the earnings release a statement of our earnings in 
accordance with GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our 
current discussions with the staff of the SEC result in a settlement, such settlement will include claims concerning the 
January 24,2001 earnings release. 

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

Securities Actions and Derivative Actions 

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

On October 22,2001, an alleged derivative lawsuit was filed in the United States District Court for the District of 
Colorado, naming as defendants each of the then members of our Board of Directors, and naming us as a nominal 
defendant. The derivative complaint is based upon the allegations made in the consolidated securities action and 
alleges, among other things, that the Board members intentionally or negligently breached their fiduciary duties to us 
by failing to oversee implementation of securities laws that prohibit insider trading. The derivative complaint also 
alleges that the Board members breached their fiduciary duties to us by causing or permitting us to commit alleged 
securities violations, thus (i) causing us to be sued for such violations, and (ii) subjecting us to adverse publicity, 
increasing our cost of raising capital and impairing earnings. The derivative complaint further alleges that certain 
directors sold shares between April 26,2001 and May 15,2001 using non-public information about us. On or about 
October 3 1,200 1, the court filed an order consolidating this derivative lawsuit with the consolidated securities action. 
In December 2001, the derivative lawsuit was stayed, pending further order of the court, based on the fact that the 
merits of the derivative lawsuit are intertwined with the resolution of the consolidated securities action. In March 2002, 
plaintiffs filed a first amended derivative complaint. The first amended derivative complaint adds allegations relating to 
the disclosures of our consolidated financial results from April 2000 through February 2002. On or about November 5, 
2002, plaintiffs filed a second amended derivative complaint. The second amended complaint adds as defendants to the 
lawsuit certain former officers, including Robin R. Szeliga, Robert S. Woodruff, and others. The second amended 
complaint contains allegations in addition to those set forth in the prior complaints, stating, among other things, that 
(i) certain officers and/or directors traded our stock while in the possession of inside information, and (ii) certain 
officers and/or directors caused the restatement of more than $1 billion in revenue by concealing improper accounting 
practices. Plaintiffs seek, among other remedies, disgorgement of alleged insider trading profits. The lawsuit remains 
stayed. 

On March 6,2002, an alleged derivative lawsuit was filed in the District Court for the City and County of Denver, 
naming as defendants each of the then members of our Board of Directors, certain former officers of ours and Arthur 
Andersen LLP. We are named as a nominal defendant. The derivative complaint is based upon the allegations made in 
the consolidated securities action and alleges that the Board members intentionally or recklessly breached their 
fiduciary duties to us by causing or allowing us to issue financial disclosures that were false or misleading. Plaintiffs 
seek unspecified damages on our behalf against the defendants. On July 2,2002, this state court derivative lawsuit was 
stayed pending hrther order of the court. On or about August 1, 2003, the plaintiffs filed an amended derivative 
complaint, which does not contain claims against our former officers and Arthur Andersen, but continues to assert 
claims against the Board defendants. In the amended complaint, the plaintiffs allege, among other things, that the 
individual defendants abdicated their duty to implement and maintain an adequate internal accounting control system 
and thus allegedly violated (I) their fiduciary duties of loyalty and good faith; (ii) GAAP; and (iii) our Audit 
Committee's charter (which requires, among other things, that our Audit Committee serve as an independent and 
objective party to monitor our financial reporting and internal control system). The amended complaint also states new 
claims against Mr. Nacchio for his alleged breach of fiduciary duties. Plaintiffs seek a court order requiring that 
Mr Nacchio disgorge to us all of his 200 1 compensation, including salary, bonus, long-term incentive payouts and 
stock options. In addition, the plaintiffs contend that Mr. Nacchio breached his fiduciary duties to us by virtue of his 
sales of our stock allegedly made using his knowledge of material non-public information. The plaintiffs seek the 
imposition of a constructive trust on any profits Mr. Nacchio obtained by virtue of these sales 
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Since March 2002, seven putative class action suits were filed in federal district court in Colorado purportedly on 
behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan and predecessor plans, or the 
"Plan", from March 7, 1999 until the present. By court order, five of these putative class actions have been 
consolidated, and the claims made by the plaintiff in the sixth case were subsequently included in the Second Amended 
and Consolidated Complaint described below. We expect the seventh putative class action to be consolidated with the 
other cases since it asserts substantially the same claims. The consolidated amended complaint filed on July 5,2002, or 
the "consolidated ERISA action", names as defendants, among others, us, several former and current directors, officers 
and employees, Qwest Asset Management, the Plan's Investment Committee, and the Plan Administrative Committee 
of the pre-Merger Qwest Communications 401 (k) Savings Plan. Plaintiffs filed a Second Amended and Consolidated 
Complaint on May 21,2003, naming as additional defendants a former employee and Qwest's Plan Design Committee. 
The consolidated ERISA action, which is brought under the Employee Retirement Income Security Act, or "ERISA", 
alleges, among other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively 
concentrating the Plan's assets invested in our stock, requiring certain participants in the Plan to hold the matching 
contributions received from us in the Qwest Shares Fund, failing to disclose to the participants the alleged accounting 
improprieties that are the subject of the consolidated securities action, failing to investigate the prudence of investing in 
our stock, continuing to offer our stock as an investment option under the Plan, failing to investigate the effect of the 
U S WEST merger on Plan assets and then failing to vote the Plan's shares against it, preventing plan participants from 
acquiring our stock during certain periods, and, as against some of the individual defendants, capitalizing on their 
private knowledge of our financial condition to reap profits in stock sales. Plaintiffs seek equitable and declaratory 
relief, along with attorneys' fees and costs and restitution. Plaintiffs moved for class certification on January 15,2003, 
and we have opposed that motion, which is pending before the court. Defendants filed motions to dismiss the 
consolidated ERISA action on August 22,2002. Those motions are also pending before the court. 

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder against us, The 
Anschutz Family Investment Co., Philip Anschutz, Joseph P. Nacchio and Robin R. Szeliga on behalf of purchasers of 
our stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The complaint 
alleges, among other things, that we and the individual defendants issued false and misleading statements and engaged 
in improper accounting practices in order to accomplish the U S WEST merger, to make us appear successful and to 
inflate the value of our stock. The complaint asserts claims under Sections 1 1 ,  12, 15 and 17 of the 1933 Act. The 
complaint seeks unspecified monetary damages, disgorgement of illegal gains, and other relief. On July 3 1,2002, the 
defendants removed this state court action to federal district court in Colorado and subsequently moved to consolidate 
this action with the consolidated securities action identified above. The plaintiffs have moved to remand the lawsuit 
back to state court. Defendants have opposed that motion, which is pending before the court. 

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

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

On December 10,2002, the California State Teachers' Retirement System, or "CalSTRS", filed suit against us, 
certain of our former officers and certain of our current directors and several other defendants, including Arthur 
Andersen LLP and several investment banks, in the Superior Court of the State of California in and for the County of 
San Francisco. CalSTRS alleges that the defendants engaged in fraudulent conduct that caused CalSTRS to lose in 
excess of $1 50 million invested in our equity and debt securities. The complaint alleges, among other things, that in 
press releases and other public statements, defendants represented that we were one of the highest revenue producing 
telecommunications companies in the world, with highly favorable results and prospects. CalSTRS alleges that 
defendants were engaged, however, "in a scheme to falsely inflate Qwest's revenues and decrease its expenses so that 
Qwest would appear more successful than it actually was." The complaint purports to state causes of action against us 
for (i) violation of California Corporations Code Section 25400 et seq. (securities laws) (seeking, among other 
damages, the difference between the price 
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at which CalSTRS sold our notes and stock and their true value); (ii) violation of California Corporations Code 
Section 17200 et seq (unfair competition); (iii) fraud, deceit and concealment; and (iv) breach of fiduciary duty. 
Among other requested relief, CalSTRS seeks compensatory, special and punitive damages, restitution, pre-judgment 
interest and costs. We and the individual defendants filed a demurrer, seeking dismissal of all claims. In response, the 
plaintiff voluntarily dismissed the unfair competition claim but maintained the balance of the complaint. The court 
denied the demurrer as to the California securities law and fi-aud claims, but dismissed the breach of fiduciary duty 
claim against us with leave to amend. The court also dismissed the claims against Robert S. Woodruff and Robin R. 
Szeliga on jurisdictional grounds. On or about July 25,2003, plaintiff filed a First Amended Complaint. The material 
allegations remain largely the same, but plaintiff no longer alleges claims against Mr. Woodruff and Ms. Szeliga 
following the court's dismissal of the claims against them, and it has modified its allegation against us for breach of 
fiduciary duty to an allegation of aiding and abetting breach of fiduciary duty. We have filed a second demurrer, 
seeking to dismiss the allegation of aiding and abetting breach of fiduciary duty. The court has not ruled on this 
demurrer. 
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On November 27,2002, the State of New Jersey (Treasury Department, Division of Investment), or "New Jersey", 
filed a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer County. New Jersey alleges, 
among other things, that we, certain of our former officers and certain current directors and Arthur Andersen LLP 
caused our stock to trade at artificially inflated prices by employing improper accounting practices, and by issuing false 
statements about our business, revenues and profits. As a result, New Jersey contends that it incurred tens of millions of 
dollars in losses. New Jersey's complaint purports to state causes of action against us for: (i) fraud; (ii) negligent 
misrepresentation; and (iii) breach of fiduciary duty. Among other requested relief, New Jersey seeks from defendants, 
jointly and severally, compensatory, consequential, incidental and punitive damages. In March 2003, we filed a motion 
to dismiss plaintiffs complaint. That motion has been fully briefed by the parties and is pending before the court. 

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

Regulatory Matters 

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

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

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

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

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

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

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

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal proceedings 
regarding our alleged failure to file required agreements in those states. On July 25,2003, we entered into a settlement 
with the staff of the Arizona Corporation Commission to settle this and 
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several other proceedings. The proposed settlement, which must be approved by the Arizona Commission, requires that 
we provide approximately $21 million in consideration in the form of a voluntary contribution to the Arizona State 
Treasury, contributions to certain organizations and/or infrastructure investments and refunds in the form of bill credits 
to CLECs. New Mexico has issued an order providing its interpretation of the standard for filing these agreements, 
identified certain of our contracts as coming within that standard and opened a separate docket to consider further 
proceedings. Colorado has also opened an investigation into these matters. On June 26,2003, we received from the 
FCC a letter of inquiry seeking information about these matters. We submitted our initial response to this inquiry on 
July 3 1,2003. The proceedings and investigations in New Mexico, Colorado, Washington and at the FCC could result 
in the imposition of fines and other penalties against us. Iowa and South Dakota have concluded their inquiries 
resulting in no imposition of penalties or obligations to issue credits to CLECs in those states. 

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

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

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

Notice of Rescission from Insurance Carriers and Demand for Arbitration 

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

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

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

In connection with the ongoing discussions with our insurance carriers in an effort to resolve our disputes, we 
recently reached a preliminary, non-binding agreement, which provides, among other things, that we would pay an 
additional premium in exchange for resolution of the carriers' coverage and other defenses. This preliminary, non- 
binding agreement is subject to the parties entering into a definitive agreement on or before October 30, 2003 and 
approval by our Board of Directors. 
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We intend to vigorously oppose the insurance carriers' efforts to rescind or otherwise deny coverage under the 
policies identified above if we are unable to reach a definitive settlement with the carriers. However, there can be no 
assurance that we will enter into a definitive settlement agreement with the carriers, or that we will not incur a material 
loss with respect to these matters. While we believe that, in the event the insurance carriers are successful in rescinding 
coverage, other insurance policies may provide partial coverage. However, there is risk that none of the claims we have 
made under the Qwest policies described above will be covered by such other policies. In any event, the terms and 
conditions of the applicable certificates or articles of incorporation, applicable bylaws, applicable law and any 
applicable agreements may obligate us to indemnify (and advance legal expenses to) our current and former directors, 
officers, and employees for any liabilities related to these claims. 

Other Matters 

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

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

On June 19,2003, Touch America filed a voluntary petition commencing a case under Chapter 1 I of the United 
States Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware. The aforementioned 
arbitration, Colorado lawsuit and FCC complaints were stayed either as a result of the filing of Touch America's 
bankruptcy petition or by the subsequent agreement of the parties. Immediately prior to Touch America's bankruptcy 
filing, Touch America and Qwest negotiated a settlement agreement the terms of which are memorialized in a Proposal 
for Global Settlement between Touch America and us dated June 22,2003, and which is referred to herein as the 
"Settlement Proposal". The Settlement Proposal provides for: (a) the mutual general release of some or all claims 
known or unknown, suspected or unsuspected as of the effective date of the settlement; (b) the immediate termination 
of proceedings and dismissal with prejudice of all arbitration proceedings, complaints and other proceedings pending 
before the FCC, and all litigation between Touch America and us; (c) Touch America's forgiveness of a $23 million 
obligation due from us to Touch America; (d) the adjustment to zero by Touch America and us of all accounts payable 
and receivable for services delivered one to the other prior to May 3 1,2003; (e) our agreement to loan Touch America 
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$10 million under a debtor in possession financing agreement, the balance of which loan will be forgiven by us if the 
settlement agreement is approved by the bankruptcy court prior to October 3 1,2003, or repaid by Touch America if the 
settlement is not approved; (f) Touch America's agreement to continue to provide or contract for the provisioning of 
services currently provided to us; and (8) our agreement to purchase certain fiber assets necessary to our in-region 
operations from Touch America for a total price of $8 million. The terms of the settlement proposal were further 
detailed and agreed to in the global settlement and release agreement between the debtors and Qwest dated August 6, 
2003. 

A motion for approval of the settlement agreement between Touch America and us was filed August 1,2003 and 
is pending. The Creditors Committee has indicated that it has objections to the 

24 

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

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

Several purported class actions were filed in various courts against us on behalf of landowners in Alabama, 
California, Colorado, Georgia, Illinois, Indiana, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, 
South Carolina, Tennessee and Texas. Class certification was denied in the Louisiana proceeding and, subsequently, 
summary judgment was granted in our favor. A new Louisiana class action complaint has recently been filed. Class 
certification was also denied in the California proceeding, although plaintiffs have filed a motion for reconsideration. 
Class certification was granted in the Illinois proceeding. Class certification has not been resolved yet in the other 
proceedings. The complaints challenge our right to install our fiber optic cable in railroad rights-of-way and, in 
Colorado, Illinois and Texas, also challenge our right to install fiber optic cable in utility and pipeline rights-of-way. In 
Alabama, the complaint challenges our right to install fiber optic cable in any right-of-way, including public highways. 
The complaints allege that the railroads, utilities and pipeline companies own a limited property right-of-way that did 
not include the right to permit us to install our fiber optic cable on the plaintiffs property. The Indiana action purports 
to be on behalf of a national class of landowners adjacent to railroad rights-of-way over which our network passes. The 
Alabama, California, Colorado, Georgia, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South 
Carolina, Tennessee and Texas actions purport to be on behalf of a class of such landowners in those states, 
respectively. The Illinois action purports to be on behalf of landowners adjacent to railroad rights-of-way over which 
our network passes in Illinois, Iowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and Wisconsin. Plaintiffs in the 
Illinois action have filed a motion to expand the class to a nationwide class. The complaints seek damages on theories 
of trespass and unjust enrichment, as well as punitive damages. Together with some of the other telecommunication 
carrier defendants, in September 2002, we filed a proposed settlement of all these matters in the United States District 
Court for the Northern District of Illinois. On July 25, 2003, the court granted preliminary approval of the settlement 
and entered an order enjoining competing class action claims, except those in Louisiana. The settlement and the court's 
injunction are opposed by some, but not all, of the plaintiffs' counsel and are on appeal before the Seventh Circuit 
Court of Appeals At this time, we cannot determine whether such settlement will be ultimately approved or the final 
cost of the settlement if it is approved. 
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On October 3 1, 2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants 
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violated state and federal securities laws and engaged in fraudulent behavior in connection with an investment by the 
plaintiff in securities of KPNQwest. We are a defendant in this lawsuit along with Qwest B.V., Joseph Nacchio and 
John McMaster, the former President and Chief Executive Officer of KPNQwest. The plaintiff trust claims to have lost 
$10 million in its investment in KPNQwest. 

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

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

No matters were submitted to a vote of security holders during the fourth quarter of 2002, or during 2003 through 
the date of this filing. 
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PART I1 

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

Market for Qwest Common Stock 

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

Market Price 

Per Share Market and Dividend Data 

2002 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 
2001 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

mm-V_n4_ 

High Low 
-amz+#- 

$ 14.93 $ 7.27 
8.00 1.79 
3.60 1.11 
5.69 1.95 

$ 47.50 $ 33.25 
40.90 29.82 
31.15 16.50 
18.90 11.51 

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

Dividends( 1) 
w - p  

$ - 

0.05 
- 
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For a discussion of restrictions on our subsidiaries' ability to pay dividends to us contained in certain of our debt 
instruments, see Note 1 1-Borrowings to our consolidated financial statements in Item 8 of this report. Also, the 
information regarding securities authorized for issuance under our equity compensation plans is incorporated by 
reference to the section entitled "Equity Compensation Plan Information" in Part 111, Item 12 of this report. 

Sales of Unregistered Securities 

On various dates during 2002,2001 and 2000, we issued out of shares reserved for the Qwest Equity Incentive 
Plan 3 1,73 1, 1 14,089 and 53,596 shares of our common stock, respectively, to cover bonus amounts due to certain of 
our former employees who were then employed at one of our majority-owned subsidiaries. We sold these shares in the 
open market on various dates during 2002,2001 and 2000 for aggregate gross proceeds of $140,251, $2,470,026 and 
$2,534,3 17, respectively. Upon reviewing the manner in which these shares were issued and sold, we subsequently 
determined that the sales of stock did not qualify for registration under any of our S-8 registration statements as 
originally intended and that no applicable exemptions from registration were available. 

During the three months ended March 3 1,2002, we issued approximately 9.88 million shares of our common 
stock out of treasury that were not registered under the 1933 Act in reliance on an exemption pursuant to Section 3(a) 
(9) of that Act. These shares of common stock were issued in a number of separately and privately negotiated direct 
exchange transactions occurring on various dates throughout the quarter for $97 million in face amount of debt issued 
by Qwest Capital Funding, Inc. (QCF), a wholly owned subsidiary and guaranteed by Qwest. The trading prices for our 
shares at the time the exchange transactions were consummated ranged from $8.29 per share to $9.1 8 per share. No 
underwriters or underwriting discounts or commissions were involved. 
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ITEM 6. SELECTED FINANCIAL DATA 

On June 30, 2000, we completed our acquisition of U S WEST Inc. (the "Merger"). We accounted for the Merger 
as a reverse acquisition under the purchase method of accounting, with U S WEST being deemed the accounting 
acquirer and pre-Merger Qwest the acquired entity. As a result, our consolidated financial statements do not include 
financial results of pre-Merger Qwest for any period prior to June 30,2000. For the years ended December 3 1,200 1 
and 2000, the data in the table below is presented on an as adjusted basis to reflect the restatement of results for those 
years (see below and Note 3-Restatement of Results to our consolidated financial statements in Item 8 of this report). 
For 1999 and 1998, the selected financial data in the table below is presented on a restated basis, to reflect a correction 
in our accounting for directory publishing revenues and costs and to present the directory publishing business as a 
discontinued operation (see Note 8-Assets Held for Sale including Discontinued Operations to our consolidated 
financial statements in Item 8 of this report). The results presented below for 1999 and 1998 have not been re-audited. 
You should refer to "Management's Discussion and Analysis of Financial Condition and Results of Operations" in 
Item 7 of this report and the notes to our consolidated financial statements for information regarding matters that might 
cause the financial data presented herein not to be indicative of our future financial condition or results of operations. 

Year Ended December 31, 

2001 2000 (As restated, (As restated, 

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

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

Operating revenues $ 15,385 $ 16,524 $ 14,148 $ 11,746 $ 11,128 
Operating expenses 34,282 18,898 14,422 9,101 8,688 
Operating income (loss) (1 8,897) (2,374) (274) 2,645 2,440 
(Loss) income from continuing 
operations (17,625) (6,138) (1,442) 884 1,142 
Net (loss) income( I )  $ (38,468) $ (5,603) $ (1,037) $ 1,084 $ 1,500 
(Loss) earnings per share (2) 
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Continuing operations: 
Basic 
Diluted 

Basic 
Diluted 

Net (loss) income: 

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

Basic 
Diluted 

Dividends per common share 

Balance sheet data: 
Total assets 
Total debt(3) 
Debt to total capital ratio(4) 
Other data: 
Cash provided by operating 
activities 
Cash used for investing activities 
Cash (used for) provided by 
financing activities 
Capital expenditures 

$ (10.48) $ 
$ (10.48) $ 

$ (22.87) $ 
$ (22.87) $ 

1,682,056 
1,682,056 

$ 0.00 $ 

$ 29,345 $ 
22,540 
114.36% 

(789) 
2,764 

(3.69) $ 
(3.69) $ 

(3.37) $ 
(3.37) $ 

1,661,133 
1,661,133 

0.05 $ 

72,166 $ 
25,037 

4 1.42% 

2,890 $ 
(8,059) 

4,660 
8.042 

(1.13) $ 
(1.13) $ 

(0.82) $ 
(0.82) $ 

1,272,088 
1,272,088 

0.31 $ 

72,816 $ 
19,157 
3 1.55% 

3,762 $ 
(5,256) 

1,268 
7,135 

1.01 $ 
1.00 $ 

1.24 $ 
1.23 $ 

872,309 
880,753 

1.36 $ 

22,914 $ 
13,071 
94.04% 

4,546 $ 
(6,462) 

1,945 
3,944 

1.34 
1.32 

1.75 
1.74 

854,967 
862,58 1 

1.24 

18,416 
9,9 19 
94.32% 

3,927 
(2,769) 

(1 > 136) 
2,905 

(1) Amounts that follow in this footnote are on an after-tax basis. Also, as described in footnote (2),  all share and 
per share amounts for the periods 1998 through 2000 assume the conversion of U S WEST common stock into 
Qwest common stock. 
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2002. 2002 net loss includes a charge of $22.800 billion ($13.55 per basic and diluted share) for a transitional 
impairment from the adoption of a change in accounting for goodwill and other intangible assets, charges 
aggregating $1 4.928 billion ($8.87 per basic and diluted share) for goodwill and asset impairments, a net charge 
of $1 11 million ($0.07 per basic and diluted share) for Merger-related, restructuring and other charges, a charge 
of $1.066 billion ($0.63 per basic and diluted share) for the losses and impairment of investment in KPNQwest, 
a gain of $1.124 billion ($0.67 per basic and diluted share) relating to the gain on the extinguishment of debt 
and gain on sale of discontinued operations of $1.592 billion ($0.95 per basic and diluted share). 

2001. 
restructuring and other charges, a charge of $3.300 billion ($1.99 per basic and diluted share) for the losses and 
impairment of investment in KPNQwest, a charge of $1 36 million ($0.08 per basic and diluted share) for a 
depreciation adjustment on access lines returned to service, a charge of $86 million ($0 05 per basic and diluted 
share) for investment write-downs, a charge of $154 million ($0.09 per basic and diluted share) for asset 
impairments, a charge of $65 million ($0.04 per basic and diluted share) for the early retirement of debt and a 
gain of $3 1 million ($0.02 per basic and diluted share) for the sale of rural exchanges. 

2001 net loss includes charges aggregating $696 million ($0.42 per diluted share) for Merger-related, 

2000. 
costs, a charge of $53 1 million ($0.42 per basic and diluted share) for the loss on sale of Global Crossing 
investments and related derivatives, a charge of $208 million ($0.16 per basic and diluted share) for asset 
impairments and a net gain of $126 million ($0.10 per basic and diluted share) on the sale of investments. 

2000 net loss includes a charge of $907 million ($0.71 per basic and diluted share) for Merger-related 

1999. 
terminated merger, a loss of $225 million ($0.26 per basic and diluted share) on the sale of marketable securities 

1999 net income includes expenses of $282 million ($0.32 per basic and diluted share) related to a 
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and a charge of $34 million ($0.04 per basic and diluted share) on the decline in the market value of derivative 
financial instruments. 

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

In connection with the Merger, each outstanding share of U S WEST common stock was converted into the 
right to receive 1.72932 shares of Qwest common stock (and cash in lieu of fractional shares). The weighted- 
average common shares outstanding assume the 1 -for-1,72932 conversion of U S WEST shares for Qwest 
shares for all periods presented. In addition, weighted-average common shares outstanding also assume a one- 
for-one conversion of U S WEST Communications Group common shares outstanding into shares of U S 
WEST as of the date of the separation of U S WEST's former parent company. 

Amounts include outstanding commercial paper borrowings of $3.165 billion, $2.035 billion, $1.265 billion and 
$951 million for 2001,2000, 1999 and 1998, respectively, and exclude future purchase commitments, operating 
leases, letters of credit and guarantees. There were no commercial paper borrowings outstanding as of 
December 3 1,2002. At December 3 1,2002, the amount of those future purchase commitments, operating 
leases, letters of credit and guarantees was approximately $7.857 billion. 

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

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

Business Overview 

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

Restatement of 2001 and 2000 Consolidated Financial Statements 

This report contains our restated consolidated financial statements for the years ended December 3 1, 2001 and 
2000. We performed an analysis of our previously issued consolidated financial statements for 2001 and 2000 and 
identified a number of errors. 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipa~e=2376387&num=&doc=l &pg=&T. ._ 4/13/2004 



1 Ok Wizard: SEC Filings Page 28 of 209 

The nature of the errors and the restatement adjustments that we have made to our financial statements for years 
ended December 3 1,200 1 and 2000 are described in Item 1 Business-Impact of Restatement and are set forth in 
Note 3-Restatement of Results to our consolidated financial statements in Item 8 of this report. 

The net impact of the restatement adjustments include the following: I 
December 31, 

2001 2000 

(in millions, except per 
share amounts) 

Revenue $ (1,543) $ (945) 

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

Net loss 

Loss per share 

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

this report for more information related to the restatements to our previously reported purchase accounting. 

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

Please note that our consolidated financial statements do not include financial results of pre-Merger Qwest for any 

I 

period prior to the Merger. This is due to U S WEST being deemed the acquirer in the Merger for financial statement 
accounting purposes. With respect to certain categories of transactions (principally the optical capacity asset 
transactions), we are restating these transactions only with respect to periods subsequent to June 30,2000. Certain of 
these transactions may have been accounted for by pre-Merger Qwest under policies and practices similar to those for 
which post-Merger transactions are being restated. 

Results of Operations 

Overview 
I 

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

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

In August 2003, we entered into a services agreement with a subsidiary of Sprint that allows us to resell Sprint 
wireless services, including access to Sprint's nationwide PCS wireless network, to consumer and business customers, 
primarily within our local service area. We plan to begin offering these Sprint services under our brand name in early 
2004. Our wireless customers who are currently being serviced through our proprietary wireless network will be 
transitioned at our cost onto Sprint's network. We are still evaluating both the operational effects of this new wholesale 
wireless arrangement and the financial effects; however, due to the anticipated decrease in usage of our own wireless 
network we anticipate that we will record a charge related to an additional impairment of our wireless network. We 
expect that the impairment charge will be in the range of $200 million to $300 million. We have not adjusted our 
consolidated financial statements for the year ended December 3 1, 2002 for any potential impacts of this agreement. 

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

Business Trends 

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

Wireline Trends 

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

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

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

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

Wireless Trends 

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

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

Merger with U S  WEST 

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

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

We accounted for the Merger as a reverse acquisition under the purchase method of accounting. For accounting 
purposes, U S WEST was deemed the accounting acquirer and its historical financial statements have been carried 
forward as those of the combined company. In connection with the Merger, each outstanding share of U S WEST 
common stock was converted into the right to receive 1 72932 shares of Qwest common stock (and cash in lieu of 
fractional shares) In addition, all outstanding U S WEST stock options and warrants were converted into options and 
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warrants to acquire Qwest common stock at the same ratio. All share and per share amounts presented for 2000 have 
been restated to give retroactive effect to the exchange ratio. We have restated the previously reported value of 
consideration in the Merger, primarily because it had been based upon an improper valuation of the fair value of stock 
options and warrants. Following the restatement, the total value of the consideration was approximately $41.5 billion 
(as restated), which was allocated to the estimated fair values of our identifiable tangible and intangible assets and 
liabilities, including $32.4 billion to goodwill. For more information on the Merger with U S WEST, including the 
restatements to the Merger consideration and the allocation of purchase price, see Note 4-Merger to our consolidated 
financial statements in Item 8 of this report. 
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Presentation 

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

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

34 

equipment transactions). While we believe these assumptions are appropriate under the circumstances, different 
assumptions could lead to different impacts to our analysis. 

Year ended December 31, Absolute Change Percentage Change 

2001 2000 2002 v 2001v 2002v 2001v 

2002 As restated As restated 2001 2000 2001 2000 

* - * m * P  m 

-ww-**,m awWb&--vYa .**e <- 

(Dollars in millions, except per share amounts) 

Operating revenues 
Operating expenses, excluding 
goodwill and asset impairment 
charges 
Goodwill impairment charge 
Asset impairment charges 

Operating loss 
Other expense-net 

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

15,274 18,647 14,082 (3,373) 4,565 (18)% 32% 

10,525 25 1 340 10,274 (89) nm (2 6)? 
- - - 8,483 8,483 nm nm 

(1 8,897) (2,374) (274) (16,523) (2,100) nm nm 
- M’m- -- - 

1,228 5,02 I 1,760 (3,793) (3,261) (76)?/0 185% 
#M -8- *//- -,<e- 
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Loss before income taxes, 
discontinued operations, and 
cumulative effect of changes in 
accounting principles (20,125) (7,395) (2,034) (12,730) (5,361) 172% 264% 
Income tax benefit 2,500 1,257 5 92 1,243 665 99% 112% 

Loss from continuing operations 
Income from and gain on sale of 
discontinued operations, net of 
tax 1,957 51 1 446 1,446 65 283% 15% 

Loss before cumulative effect of 
changes in accounting 

Cumulative effect of changes in 
principles (1 5,668) (5,627) (996) (10,041) (4,631) 178% nm 

accounting principles, net of tax 65 nm nm 

Net loss nm 

Basic and diluted loss per share $ (22.87)$ (3.3 7) $ (0.82)$ (19.50)$ (2.55) nm nm 

nm-not meaningful 

Operating Revenues 

Voice services 
Data and Internet services 

Total wireline revenue 
Wireless 
Other services 

Total operating revenues 

Year ended December 31, Absolute Change Percentage Change 
/aes#-Bae&z% 

200lv 

2002 As restated As restated 2001 2000 * 2001 2000 -- -*- 

(Dollars in millions) 

$ 10,815 $ 11,876 $ 10,955 $ (1,061)$ 921 (9)% 8% 
3,819 3,901 2,720 (82) 1,181 (2)% 43% 

(7>% 
694 688 422 6 266 1% 63% 
57 59 51 (2) 8 (3)% 16% 

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

For a description of the products and services included in each revenue line item, see "Overview" above. 

35 

Voice Services 

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

Voice Services 2002 vs. 2001 
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The voice services decrease in 2002 was the result of access line losses, our focus on more profitable products and 
services and a reduction in wholesale switched-access revenues, each of which is discussed further below. 

We experienced a decline in local voice services revenues of $228 million in 2002 associated with the loss of 
78 1,000 access lines. The access line loss was driven by a soft economy in our local service area, technology 
substitution to wireless and broadband services and competition. We are experiencing competition from both facility 
and non facility-based providers such as cable companies providing telephony services, CLECs, and other 
telecommunications providers reselling our services. 

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

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

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

Voice Services 2001 vs. 2000 

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

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

Offsetting the revenue declines in 2001 was an increase of $236 million in wholesale long-distance revenue, 
which resulted from a shift in our emphasis from retail to wholesale long-distance services. 

36 

Partially offsetting the increases in out-of-region long-distance revenue was a decrease in IntraLATA long-distance 
revenue in our local service area. 

Data and Internet Services 

Data and Internet services revenues remained relatively flat in 2002 and increased $1.1 81 billion, or 43%, in 2001. 
Approximately $580 million of the increase in 2001 is attributable to the Merger. Additionally, data and Internet 
services revenues increased by $601 million in 2001, primarily for reasons described below. 
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I Operating Expenses 

Data and Internet Services 2002 vs. 2001 

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

Data and Internet Services 2001 vs. 2000 

In 200 1, data revenue increases were from products such as frame relay, ATM, private line and CPE combined 
with Internet products such as hosting, professional services, DSL and DIA. In 2001, we experienced $301 million 
revenue increase from business and wholesale private line services, frame relay and ATM sales. This reflected 
expanding customer telecommunications needs during 2000 and early 2001. In addition, sales of CPE to our business 
customers increased by $87 million as a result of providing total telecommunications solutions to our customers. DSL 
revenues increased by $39 million in 2001 as a result of the addition of approximately 177,000 DSL subscribers. In 
addition DIA revenues grew $68 million in 200 1 as demand for access to the Internet increased from business and 
wholesale customers. 

Wireless 

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

Wireless 2002 vs. 2001 

Although net subscribers fell from 1.12 million in 200 1, to 1.03 million in 2002, revenues increased slightly. We 
did not experience an overall revenue decline due to the timing of the acquisition and disposition of customers between 
the years. The fall in subscribers, despite an expanding overall market, reflects our decision to de-emphasize sales of 
wireless services on a stand-alone basis, tighten credit policies and limit product marketing, as well as the impact of 
intense industry competition, the economic slowdown, lack of a national network and higher than expected customer 
disconnects. During 2002, our wireless penetration percentage (our wireless subscribers divided by the total number of 
subscribers in the points-of-presence we cover) declined in the markets we serve from 5.73% in 2001 to 4.66% in 2002. 
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Wireless 2001 vs 2000 

In 2001, total wireless subscribers increased from 805,000 in 2000 to 1.12 million in 2001 The increase in 
subscribers reflected the increase in demand for wireless services and our focus on growing the wireless subscriber 
base. During 2001, our wireless penetration percentage grew in the markets we serve from 4 89% in 2000 to 5.73% in 
2001. 

Other Services 

Other Services revenue consists primarily of rental income from our owned and leased real estate. Other services 
revenue remained flat at $57 million in 2002 and $59 million in 2001. In 2001, other revenues increased $8 million or 
16% from $5 1 million in 2000, due to eliminating the need for internal administrative space and leasing it externally. 
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The following table provides further detail regarding our operating expenses: 

Year ended December 31, Absolute Change Percentage Change 

2002 vs. 2001 vs. vs. 2001vs. 

2002 2001 2000 2001 2000 2001 2000 

(As (As 
restated) restated) 

(Dollars in millions) 

Operating expenses: 
Cost of sales $ 5,966 $ 6,530 $ 4,375 $ (564)$ 2,155 (9)% 49% 
Selling, general and 
administrative ("SG&A") 5,279 5,616 4,886 (337) 730 (6)% 15% 
Depreciation 3,268 3,704 2,555 (436) 1,149 (12)% 45% 
Goodwill and other intangible 
amortization 579 1,660 785 (1,081) 875 ( 6 9 %  111% 

Asset impairment charges 10,525 25 1 340 10,274 (89) - (26)% 
Restructuring, Merger-related and 
other charges 182 1,137 1,481 (955) (344) (84)0? (23)% 

- - Goodwill impairment charge 8,483 8,483 - n m  - 

m w # w s m ? e s e Y %  - 
Total operating expenses $ 34,282 $ 18,898 $ 14,422 $ 15,384 $ 4,476 81% 31% 

nm - not meaningful 

Cost of Sales 

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

Percentage 

Year ended December 31, Absolute Change Change 
- r 4 4  

2002 2001 

2002 2001 2000 2001 2000 2001 2000 

2002vs. 2001vs. vs. vs. 

&sMM,Mwe?! P 

(As (As 
restated) restated) 

(Dollars in millions) 

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

Total cost of sales $ 5,966 $ 6,530 $ 4,375 $ (564) $ 2,155 (9)% 49% 
w- vn-mammma w - m s  - 

38 

http://ccbn. tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc= 1 &pg=&T.. . 4/13/2004 

http://ccbn


10k Wizard: SEC Filings Page 36 of 209 

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

Total cost of sales decreased $564 million, or 9%, in 2002 and increased $2.155 billion, or 49%, in 2001. During 
2002, our expenses declined due to improved management expense controls, lower staffing requirements and lower 
sales volumes offset by a decrease in the net pension credit. Of the $2.155 billion increase in cost of sales in 2001, 
approximately $1. I O 1  billion is attributable to the Merger. Additionally, cost of sales increased $1.054 billion in 2001. 
This was primarily the result of increased facility costs which is discussed below. 

Cost of sales, as a percentage of revenue, was 39% for 2002,40% for 200 1 and 3 I YO in 2000. The increase in cost 
of sales as a percent of revenue between 2000 and 2001 was driven by the fact that the products and services of pre- 
Merger Qwest were generally associated with lower gross margins than the U S WEST products and services. 

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

Our network costs declined $177 million, or 32%, in 2002 and increased $30 million, or 6%, in 2001. During 
2002, we reduced our reliance on third-party contractors to provide network maintenance services, by shifting this work 
to our employees. We also experienced lower costs associated with wireless handset sales as a result of lower unit 
prices and decreases in the number of new wireless subscribers. Approximately $10 million of the 2001 increase is 
attributable to the Merger. Additionally, network expense increased $20 million, in 200 1, primarily due to higher total 
wireless handset costs as we expanded our wireless customer base during 2001. 

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

Non-employee related costs, such as real estate costs, cost of sales for CPE, and reciprocal compensation 
payments, decreased $320 million, or 30%, in 2002 and increased $385 million, or 56%, in 2001. The decrease in 2002 
is attributable to lower reciprocal compensation costs due to an April 2001 FCC order which limited the amount of 
reciprocal compensation due to ISPs, lower postage and shipping costs associated with improved management expense 
controls and lower cost of sales for data and IP CPE, associated with lower CPE revenue. The Merger had minimal 
impact on 200 1 as it relates to non-employee related costs. Additionally, non-employee related costs increased 
approximately 
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$385 million in 2001. The increase is primarily attributable to higher access expense and external commissions. 

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

Percentage 

Year ended December 31, Absolute Change Change 

2002 2001 

2002 2001 2000 2001 2000 2001 2000 

2002vs. 2001 vs. vs. vs. 

as as 
restated restated 

(Dollars in millions) 

Property and other taxes $ 493 $ 438 $ 467 $ 55 $ (29) 13% (6)% 
Bad debt 51 1 615 388 (104) 227 (17)?h 59% 
Employee and service related 2,768 3,309 2,775 (541) 534 (16)% 19% 
costs 
Non-employee related costs 1,507 1,254 1,256 253 (2) 20% -Yo 

Total SG&A 

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

Total SG&A decreased $337 million, or 6%, in 2002 and increased $730 million, or 15%, in 2001. The 2002 
decrease relates primarily to lower staffimg requirements, offset by increased property taxes and non-employee related 
costs. Of the $730 million increase in SG&A in 2001, approximately $71 8 million is attributable to the Merger. 
Additionally, SG&A increased $12 million in 2001 due to increases in bad debt expense, employee expense and non- 
employee cost increases partially offset by decreases in property and other taxes. 

Property and other taxes increased $55 million, or 13%, in 2002 and decreased $29 million, or 6%, in 2001. The 
increase in 2002 is attributable to capital expansion for both the traditional telephone network and global fiber optic 
broadband network that took place during the years ended December 3 1,2001 and 2000. The Merger caused an 
increase in property and other tax expense of approximately $30 million. Also, property and other taxes decreased 
$59 million in 2001 as a result of changes in property tax estimates. 

Bad debt expense decreased $1 04 million, or 17%, in 2002 and increased $227 million, or 59%, in 200 1. Bad debt 
expense decreased as a percentage of revenue from 3.7% in 2001 to 3.3% in 2002. The 2002 decrease as a percentage 
of revenue was due primarily to improved collections practices and tighter credit policies offset by bankruptcies of 
wholesale customers and weak economic conditions. Approximately $69 million of the increase in 200 1 is attributable 
to the Merger. Bad debt expense also increased $158 million in 2001 as a result of the impact of the slow down of the 
economy. 

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

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

Combined Pension and Post-Retirement Benefits 

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

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

Depreciation 

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

During 1999 and 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party 
telecommunications service providers, including approximately 570,000 access lines to Citizens Communications 
Company ("Citizens") in nine states. Because these access lines were classified as 
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"held for sale," U S WEST discontinued recognizing depreciation expense on these assets and recorded them at the 
lower of their cost or fair value less estimated cost to sell. 
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On July 20,2001, we terminated our agreement with Citizens under which the majority of the remaining access 
lines in eight states were to have been sold and ceased actively marketing the remaining lines. As a result, the 
remaining access lines in eight states were reclassified as being "held for use" as of June 30,2001. The access lines 
were measured individually at the lower of their (1) carrying value before they were classified as held for sale, adjusted 
for any depreciation expense or impairment losses that would have been recognized had the assets been continuously 
classified as held for use, or (2) their estimated fair value at June 30,2001. The required adjustments to the carrying 
value of the individual access lines were included in operating loss for 200 1. This resulted in a charge to depreciation 
of $222 million to "catch-upt' the depreciation on these access lines for the period they were held for sale. 

Goodwill and Other Intangibles Amortization 

Amortization expense decreased $1.081 billion, or 65%, in 2002 and increased $875 million, or 11 1%, in 2001. 
The decrease in 2002 was the result of the adoption of Statement of Financial Accounting Standards ("SFAS") No. 142, 
"Goodwill and Other Intangible Assets" or SFAS No. 142, which required us to cease amortization of indefinite-lived 
intangible assets effective January 1,2002 and the recognition of an impairment charge on intangibles with finite lives. 
The impact of the impairment will reduce our annual amortization expense by approximately $400 million, effective 
July 1,2002. The 2001 increase in amortization is the result of the goodwill generated from the Merger and the result 
of the May 1,2001 change in the amortizable life of a portion of goodwill from 40 years to 10 years. 

Goodwill Impairment Charges 

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

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

During 2002,2001 and 2000, we recorded asset impairment charges of $10.525 billion, $25 1 million and 
$340 million, respectively, detailed as follows: 

Year ended December 31, 
W A H # M & ! ? i  W # S / / ! M M #  

2002 2001 2000 
-" *> wz,- 

(As 
(As restated) restated) 

(Dollars in millions) 

Impairment of property, plant and 
equipment 
Facilities and other projects 
Other real estate assets 

$ 10,493 $ - $  - 

I34 .- - 

28 - - 
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- Impairment due to Merger 16 35 
Special purpose access lines - - 191 
Capitalized software due to restructuring 
activities 4 68 
Capitalized software due to Merger - 33 114 

Total asset impairments $ 10,525 $ 251 $ 340 

- 

Effective June 30,2002, pursuant to SFAS No. 144, "Accounting for the Impairment or Disposal of Long-lived 
Assets" or SFAS No. 144, a general deterioration of the telecommunications market, downward revisions to our 
expected future results and other factors indicated that our investments in our long-lived assets may have been impaired 
at that date. In accordance with SFAS No. 144 we performed an evaluation of the recoverability of the carrying value 
of our long-lived assets using gross undiscounted cash flow projections. For impairment analysis purposes, we grouped 
our property, plant and equipment and projected cash flows as follows: traditional telephone network; national fiber 
optic broadband network; international fiber optic broadband network; wireless network; web hosting and Application 
Service Provider ("ASP"); and certain assets held for sale. Based on the gross undiscounted cash flow projections, we 
determined that all of our asset groups, except our traditional telephone network, were impaired at June 30,2002. For 
those asset groups that were impaired, we then estimated the fair value using a variety of techniques. For the year ended 
December 3 1, 2002, we determined that the fair values were less than our carrying amounts by $10.493 billion in the 
aggregate. 

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

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

As part of our restructuring activities in 2001, we reviewed all of our existing construction projects. Following this 
review, we recorded asset impairment charges of $1 34 million related to the abandonment of web hosting centers and 
other internal use construction projects. 

Subsequent to the Merger, we reevaluated all of our assets for potential impairment and concluded that the fair 
value of some of our assets were below their carrying value. As a result, we recorded an impairment charge related to 
equipment and internal use construction projects of $ 1  6 million and $35 million in 2001 and 2000, respectively, writing 
off the full carrying value of certain internal use construction projects and equipment. 

Also, in connection with the Merger, we evaluated our dedicated special-purpose access lines that we lease to 
CLECs for potential impairment. After considering the declining industry conditions and regulatory changes affecting 
CLECs in 2000, as well as the fact that these access lines had no alternative use and could not be sold or re-deployed, 
we concluded that sufficient net cash flows would 
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not be generated to recover the carrying value of these assets. Therefore, we concluded that the fair value of these 
assets was minimal and recorded an impairment charge of $1 91 million in our 2000 consolidated statement of 
operati ons. 

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

Following the Merger, we reviewed all internal use software projects in process, and determined that certain 
projects should no longer be pursued. Because the projects were incomplete and abandoned, the fair value of such 
software was determined to be zero. Capitalized software costs of $33 million and $1 14 million were written off in 
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2001 and 2000, respectively, and recorded to asset impairment charges on our consolidated statements of operations at 
the time they were abandoned. The abandoned projects primarily included a significant billing system replacement. 

Restructuring and Other Charges 

During 2002 and 2001, in order to streamline our business and consolidate operations in response to lower 
customer demand resulting from a decline in economic conditions, we implemented plans to reduce the number of 
employees, consolidate and sublease facilities, abandon certain capital projects and terminate certain operating leases. 
We incurred restructuring and other charges totaling $235 million in 2002 and $8 16 million in 2001, detailed as 
follows: 

Year ended 

December 3 1, 

2002 2001 

As restated 

(Dollars in millions) 

Severance and employee-related charges, net $ 66 $ 332 

Sublease losses, net 71 369 
Contractual settlements and legal contingencies, net 98 120 

Other charges (credits), net ( 5 )  - 

Total restructuring and other charges, net $ 235 $ 816 

2002 Activities 

During 2002, in response to shortfalls in employee reductions planned as part of the 2001 restructuring plan (as 
discussed below), and due to the continued declines in our revenues and general economic conditions, we identified 
planned reductions in employees from various functional areas and permanently abandoned a number of operating and 
administrative facilities. These activities included charges of $179 million for severance benefits and employee-related 
matters pursuant to established severance policies triggered by a reduction in employees, which we recorded directly to 
restructuring and other charges in our consolidated statement of operations. We identified approximately 4,500 
employees from various functional areas to be separated from the company as part of the staffing reduction. The 
affected employees are entitled to receive severance benefits pursuant to established severance policies. As of 
December 3 1, 2002, approximately 3,500 of the plan reductions were accomplished resulting in the utilization of 
$1 23 million for cash payments and enhanced pension benefits. We expect the remaining employee reductions, cash 
payments and provision of benefits to be completed by December 3 1,2003. These charges were offset by a reversal of 
$1 13 million of accruals established in 2001 as part of the restructuring plan as discussed below. 

In conjunction with the staffing reductions, we permanently abandoned 64 real estate facilities and recorded a 
charge of $1 16 million related to the rental payments due under the leases, net of estimated subleases rentals, and 
estimates of amounts to terminate the leases. Offsetting the $1 16 million charge 
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was a reversal of $1 8 million of accruals established in 2001 as part of the restructuring plan discussed below. During 
2002 we utilized $8 million of the established reserves primarily for payments of amounts owed in accordance with the 
leases. We expect that the remaining reserve will be utilized over the remaining term of the leases which are up to five 
years. 

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

During the fourth quarter of 200 1, a plan was approved to further reduce current employee levels, consolidate and 
sublease facilities and abandon certain capital projects and terminate certain operating leases. As a result, we recorded a 
restructuring charge of $825 million to cover the costs associated with these actions as more fully described below. 

In order to streamline our business and consolidate operations to meet lower customer demand resulting from a 
decline in economic conditions, we identified 10,000 employees, in various functional areas, to be terminated and 
accrued restructuring charges of $332 million for severance benefits to be made to those employees. As of 
December 3 1,2002, our restructuring activities under this plan were substantially complete. We terminated 
approximately 7,000 employees and made payments of $203 million in cash severance, enhanced pension benefits and 
employee-related payments. As a result of the shortfall in actual terminations we reversed $1 13 million of the accruals 
established in 2001, which we recorded as a reduction in restructuring charges in our 2002 consolidated statement of 
operations. 

Due to the reduction in employees and the consolidation of operations, we recognized a restructuring charge to our 
consolidated statement of operations in 2001 of $120 million for costs associated with the expected termination of 40 
operating lease agreements across the country. By December 3 1,2002 we had made payments of $43 million 
associated with sublease losses and contract termination costs related to exiting these buildings. A number of the 
operating lease agreements were subsequently terminated and as a result of certain favorable negotiations we reversed 
$18 million of this reserve in 2002. 

We operated 16 web hosting centers across the country that were subject to various operating leases. We also had 
several web hosting centers under construction that would require additional capital outlays before they were 
functional. Additionally, we had some web hosting facilities under lease where no construction work had begun. As a 
result of the slowing economy and the excess capacity at the time for web hosting, we suspended our plans to build web 
hosting centers where construction had not begun and halted further construction on those facilities under construction 
at the time. We identified 10 web hosting centers that would be permanently abandoned. We expected to sublease the 
majority of the non-operational web hosting centers at rates less than our lease rates for the facilities. As a result we 
recorded a charge of $369 million for expected sublease losses to our consolidated statement of operations in 200 1. In 
2002, we exercised our options under the synthetic lease facility through which the web hosting centers were financed 
and purchased the buildings. We paid $254 million to acquire the buildings pursuant to these options. We assessed the 
fair value of the buildings based on other comparable market activity and determined the guaranteed residual value 
under the synthetic lease facilities exceeded the fair value by $94 million. Consequently, we recorded a charge of 
$71 million in 2002 as mentioned above primarily to increase the estimated costs of exiting these facilities, net of a 
$23 million expected sublease loss recorded in 200 1. 

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

In 2000, we recorded Merger-related and other charges of $1.481 billion. We recorded additional charges of 
$32 1 million related to the Merger in 2001, net of reversals discussed below. We reversed $53 million of Merger- 
related reserves in 2002 due to the favorable settlement of certain legal contingencies during that year. Substantially all 
of the Merger-related charges were incurred by June 30,2001. The 2001 data below for Merger-related and other 
charges reflects costs incurred through June 30,2001, subject to the adjustments described below. A breakdown of 
these costs is as follows: 

Year ended December 31, 

2002 2001 2000 
*-e-*;- *-A- -m- 
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(As restated) 

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

Total Merger-related (credits) charges, net 

- 

- 

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

In connection with the Merger, we reduced employee and contractor levels by over 14,000 people. These 
employees were terminated prior to December 3 1,2001. The 2001 and 2000 severance and employee-related charges 
of $132 million and $584 million, respectively, consist of costs associated with payments to employees who 
involuntarily left the business since the consummation of the Merger and, for 2000, $91 million in bonus payments that 
were subject to the successful completion of the Merger. Upon the completion of our plans and achieving the planned 
reduction of 14,000 people in 2001 we reversed $44 million of the severances and employee-related reserves 
established that were no longer necessary. 

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

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

Total Other Expense-Net I 
Other expense-net includes interest expense, net of capitalized interest and interest income; investment write- 

downs; gains and losses on the sales of investments and fixed assets; gains and losses 
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on early retirement of debt; declines in derivative instrument market values; and our share of the investees income or 
losses for investments accounted for under the equity method of accounting. 

Percentage 

Year ended December 31, Absolute Change Change 

2002vs. 2001 vs. vs. vs. 

2002 2001 2000 2001 2000 2001 2000 
s a v s A #  3*- 

as restated as restated 

(Dollars in millions) 
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Interest expense-net $ 1,789 $ 1,437 $ 1,043 $ 352 $ 
Losses and impairment of investment 
in KPNQwest 1,190 3,300 33 (2,110) 
Loss on Global Crossing equity 
securities and related derivatives 7 867 (7) 
Loss (gain) on sale of investments 
and other investment write-downs 88 141 (206) (53) 
(Gain) loss on early retirement of 
debt (1,836) 106 (1,942) 
(Gain) loss on sales of fixed assets - (51) 11 51 
Other (income) expense-net (3 1 81 12 (84) 

- 

- 

m 

394 24% 38% 

3,267 (64)% nm 

(860) (loo)% (99)% 

347 (38)Yo 168% 

106 nm nm 
(62) 100% (564)% 
69 (104)% 575% -- 

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

nm - not meaningful 

Interest expense-net. Interest expense-net, was $1.789 billion for 2002, compared to $1.437 billion for 2001. 
We are currently incurring penalty interest of 0.25% on $1.5 billion in debt due to our failure to register these securities 
by October 8,2002. We will continue to incur this penalty interest until we register these securities, which is expected 
to be in 2004. The increase in interest expense was also attributable to the issuance of $1.5 billion of 10-year bonds in 
March of 2002 at an 8.875% interest rate. Interest expense also increased due to borrowings from our $4.0 billion 
syndicated credit facility in the f i s t  quarter of 2002 to fund the repayment of approximately $3.2 billion of outstanding 
commercial paper, which had a weighted average interest rate of 2.98% as of December 3 1,2001, compared to the 
5.00% weighted average interest rate as of December 3 1,2002 on the credit facility. Additionally, interest expense in 
2002 increased as a result of our directory publishing business borrowing $750 million in August 2002 at a weighted 
average interest rate of 13.69% as of December 31,2002. Finally, capitalized interest decreased $146 million as a result 
of lower capital expenditures. 

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

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

As a result of that evaluation, we determined that an other-than-temporary decline in fair value had occurred and 
that the fair value of our investment in KPNQwest at June 30,2001 was $1.333 billion. Accordingly, an impairment 
loss of $3 048 billion was recorded in June 2001 to write the carrying amount of our investment down to its estimated 
fair value. 
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As discussed in Note 3-Restatement of Results to our consolidated financial statements in Item 8 of this report, 
we re-evaluated our valuation of KPNQwest as of December 3 1, 200 1. That evaluation indicated that the fair value of 
our investment in KPNQwest was approximately $1.150 billion at that date. Consequently, in our restated consolidated 
financial statements for 2001, we have recorded an additional impairment loss of $156 million in the fourth quarter of 
2001 to reflect this change. 

As a result of the continued decline in the fair value of KPNQwest subsequent to December 3 1,2001, we recorded 
a further impairment to our investment for an other-than-temporary decline in value in the first quarter of 2002. In 
May 2002, KPNQwest filed for bankruptcy protection and ceased operations. We do not expect to recover any of our 
investment in KPNQwest and, as a result, in the second quarter of 2002, we wrote-off our remaining investment in 
KPNQw est. 

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

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

Loss (gain) on sale of investments and other investment write-downs. Pre-Merger Qwest owned an interest in 
Qwest Digital Media, LLC ("QDM") as discussed in Note 10-Investments to our consolidated financial statements in 
Item 8 of this report. We accounted for this investment under the equity method of accounting. We recorded charges of 
$14 million, $20 million and $36 million in the years ended December 3 1,2002,2001 and 2000, representing primarily 
our equity share of losses in this investment. 

We also have owned a number of other public and private investments. During 2002,2001 and 2000 we sold 
various equity investments. As a result of these sales we received approximately $12 million, $98 million and 
$488 million in cash and recognized a loss of $38 million, a gain of $74 million and a gain of $402 million for the years 
ended December 3 1,2002,200 1 and 2000, respectively. 

We review our portfolio of equity securities on a quarterly basis to determine whether declines in value on 
individual securities are other than temporary. If we determine that a decline in value of an equity security is other than 
temporary, we record a charge in the statement of operations to reduce the carrying value of the security to its estimated 
fair value. We recorded write-downs of our 
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investments for other-than-temporary declines of $10 million, $1 93 million and $13 I million for the years ended 
December 3 1,2002, 200 1 and 2000, respectively. 

Our portfolio of equity securities also included a number of warrants to purchase securities in other entities. We 
carry these securities at fair market value and include any gains or losses recognized in our consolidated statement of 
operations. We recorded a loss of $24 million for the year ended December 3 1,2002, a gain of $7 million for the year 
ended December 3 1,200 1, and a loss of $29 million for the year ended December 3 1,2000. 

(Gain) loss on early retirement of debt On December 26,2002, we completed an offer to exchange up to 
$12.9 billion in aggregate principal amount of outstanding unsecured debt securities of QCF for new unsecured debt 
securities of Qwest Services Corporation (QSC) We received valid tender offers of approximately $5.2 billion in total 
principal amount of the QCF notes and issued in exchange approximately $3.298 billion in face value of new debt 
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1 Income from and gain on sale of Discontinued Operations-net of tax 

securities of QSC. The majority of these debt exchanges were accounted for as debt extinguishments resulting in the 
recognition of a $1.8 billion gain recorded in other expense (income) in the 2002 consolidated statement of operations 
in Item 8 of this report. The cash flows for two of the new debt securities were not considered "substantially" different 
than the exchanged debt and therefore no gain was realized upon exchange. For these two debt instruments, the 
difference between the fair value of the new debt and the carrying amount of the exchanged debt of approximately 
$70 million is being amortized as a credit to interest expense using the effective interest method over the life of the new 
debt. 

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

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

(Gain) loss on sales offixed assets. In 2001, we completed the sale of approximately 41,000 access lines in Utah 
and Arizona resulting in proceeds of $94 million and a gain of $5 1 million. During 2000, we completed the sale of 
approximately 20,000 access lines in North Dakota and South Dakota generating a gain of $28 million. In addition, we 
recorded a loss of $39 million relating to the sale of other non-strategic fixed assets. 

Other (income) expense-net. Other (income) expense-net, decreased $84 million in 2002 compared to 2001, 
and increased $69 million in 2001 compared to 2000. Other expense-net for 2001 principally consisted of charges 
associated with the write-off of various assets of approximately $56 million. We also incurred charges of 
approximately $1 8 million related to the write-off of receivables and other costs associated with QDM. In addition, we 
had approximately $4 million in miscellaneous fees and $3 million in costs associated with our deferred compensation 
plans. 

Income Tax Benefit 

Our continuing operations effective income tax benefit rate was 12.4% in 2002, 17.0% in 2001 and 29.1% in 
2000. Our 2002 effective income tax benefit rate declined compared to 2001, due to non-deductible charges related to 
the impairment of our goodwill, as well as goodwill amortization. Additionally, in the second quarter of 2002, we 
recorded a non-cash charge of $1.677 billion, or $1 .OO per share, to establish a valuation allowance against the 2002 net 
federal and state deferred tax assets. 
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The valuation allowance is determined in accordance with the provisions of SFAS No. 109, "Accounting for Income 
Taxes," ("SFAS No. 109") which requires an assessment of evidence when measuring the need for a valuation 
allowance. Our losses in recent periods coupled with the second quarter 2002 asset impairments constituted sufficient 
evidence to require a valuation allowance under SFAS No. 109. We intend to maintain the valuation allowance until 
sufficient evidence exists to support realization of the federal and state deferred tax assets. The decrease in the 200 1 
effective income tax benefit rate as compared to 2000 was predominately related to the write-down of our investment in 
KPNQwest, which is non-deductible for tax purposes. 

Income from discontinued operations increased $1.446 billion, or 283% in 2002 and $65 million, or 1.5% in 2001. 
Income from discontinued operations in all years predominately relates to our directory publishing business, Dex. The 
increase in income from discontinued operations in 2002 is primarily the result of the completion of the sale of the Dex 
East business resulting in a gain on sale of $2 6 billion ($1.6 billion after tax). 
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Segment Results 

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

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

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

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

For the Year Ended December 31, 
F*** 

2002 2001 2000 

(as restated) 

(Dollars in millions) 

Operating revenues : 
Wireline services 
Wireless services 
Other services 

$ 14,634 $ 15,777 $ 13,675 
694 688 422 

57 59 51 
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Total operating revenues 

Operating expenses: 
Wireline services 
Wireless services 
Other services 

Total segment expenses 

Segment income (loss): 
Wireline services 
Wireless services 
Other services 

Total segment income 

$ 15,385 $ 16,524 $ 14,148 

$ 8,122 $ 9,104 $ 6,395 
506 75 1 527 

2,6 17 2,29 1 2,339 

$ 11,245 $ 12,146 $ 9,261 

$ 6,512 $ 6,673 $ 7,280 
188 (63) (105) 

(2,560) (2,232) (2,288) 

$ 4,140 $ 4,378 $ 4,887 
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Wireline 

Wireline Revenues 

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

Wireline Expenses 

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

Percentage 

Year ended December 31, Absolute Change Change 
w- 

2002vs. 2001 vs. vs. vs. 

2002 2001 2000 2001 2000 2001 2000 
-!%,maa>w* %*-e,x*'** - 

as restated as restated 

(Dollars in millions) 

Employeeandservice related costs $ 3,188 $ 3,687 $ 3,261 $ (499)$ 426 (14)% 13% 
Facility costs 2,960 3,011 1,176 (51) 1,835 (2)% 156% 
Network expenses 252 312 330 (60) (18) (19)?/0 (5)% 
Non-employee related costs 1,722 2,094 1,628 (372) 466 (18)% 29% 

Total wireline operating expense $ 6,395 $ (982) 
P a+- ww- 

rn%?Z**&Fet " 

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

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

Facility costs decreased $5 1 million, or 2%, in 2002. The decrease is attributable to expanded network 
optimization efforts, lower rates for voice traffic and lower voice volumes, offset partially by higher purchases of 
wholesale private line services to support increased data and IP volumes. 

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

Non-employee related costs, such as marketing and advertising, rent, software expense, bad debt, cost of sale for 
CPE, and reciprocal compensation payments, decreased $372 million, or 18% in 2002. The decrease in 2002 was 
primarily due to lower bad debt expense of $88 million, lower marketing and advertising spending of $46 million, 
lower access expense of $47 million, lower postage and shipping of $5 1 million, lower external commissions of 
$53 million, lower billing services expense of $39 million and other enhanced management expense controls. 

Wireline Expenses 2001 vs. 2000 

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

Facility costs increased $1.835 billion, or 156%, in 2001. Approximately $1.024 billion of the 2001 increase is 
attributable to the Merger. Additionally, facility costs increased $81 1 million in 2001. The increase is associated with 
increased data volumes, the introduction of new product platforms, including our Internet dial and hosting 
infrastructure and increased long-distance volumes in our out-of-region wholesale business. These cost increases were 
partially offset by expanded network optimization efforts. 

Our network costs, decreased $18 million, or 5%, in 2001. The Merger caused an expense increase of 
approximately $1 1 million. Additionally, network costs decreased $29 million in 2001. The decreased expenditures are 
related to reducing our reliance on third-party contractors to provide network maintenance services. 

Non-employee-related costs increased $466 million, or 29%, for 2001. Approximately $227 million of the 2001 
increase is attributable to the Merger. Additionally, non-employee related costs increased $239 million in 200 1. The 
increase is associated with higher bad debt expenses of $1 35 million due to slow-paying and non-paying customers. 
Alternative channel sales costs increased by $88 million, and reciprocal compensation payments increased by 
$74 million due to our customers terminating more traffic to CLECs. Alternative channel sales costs are commission 
payments to non-employee sales agents for the distribution of our products and services. Under existing agreements 
and regulatory rules, we are required to pay to and collect from other telecommunications providers reciprocal 
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compensation. We owe reciprocal compensation payments to other telecommunications carriers when the balance of 
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local traffic from our customers exceeds traffic from another telecommunications company's customers. As the 
incumbent local exchange carrier, we generally will pay rather than receive reciprocal compensation. 

Wireless 

Wireless Revenues 

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

Wireless Expenses 

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

Absolute Percentage 

Year ended December 31, Change Change 

2002 2001 2002 2001 

2002 2001 2000 2001 2000 2001 2000 

vs. vs. vs. vs. 

as restated as restated 

(Dollars in millions) 

Employee and service related costs 206 310 147 (104) 163 (34)?h 111% 
Network expense 126 230 169 (104) 61 (45)oh 36% 
Non-employee related costs 174 21 1 211 (37) - (18)oh - 

v m v 8 g i  #- 

Total wireless operating costs 

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

Wireless Expenses 2002 vs. 2001 

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime, telemarketing, 
and customer service costs, decreased $104 million, or 34%, in 2002. Due to higher than expected customer 
disconnects and our decision to market wireless services as part of a communications package, we significantly reduced 
third-party telemarketing and customer care costs by $82 million and reduced staffing requirements by approximately 
500 employees, or 5 1 %, for a decrease of $19 million in salaries and wages. 

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

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

Wireless expenses 2001 vs. 2000 

Segment operating expenses for the wireless services segment increased $224 million, or 43% in 2001 There was 
no impact of the Merger on the wireless segment. 
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I Other services expenses 2002 v 2001 

. Employee and service related costs increased $1 63 million, or 1 1 1 YO in 200 1. The increase in the 200 1 expense is 
attributable to increased professional fees from outsourcing customer care functions, increased telemarketing activities, 
and increased sales through our agent channel. 
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Network expenses increased $61 million, or 36%, in 2001. The increase is attributable to the increase in handset 
expense due to new subscriber additions. 

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

Other Services 

Other Services Revenues 

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

Other Services Expenses 

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

Percentage 

Year ended December 31, Absolute Change Change 
*** 

2002 2001 

2002 2001 2000 2001 2000 2001 2000 

2002vs. 2001 vs. vs. vs. 

--,,- - 
as restated as restated 

(Dollars in millions) 

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

rem- wmmmmea 

Total other services expenses $ 2617 $ 2,291 $ 2,339 $ 326 $ 

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

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

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

Property and other taxes increased $58 million, or 13%, in 2002. The increase is attributable to capital expansion 
to local telephone and global fiber optic broadband networks that took place during the years ended December 3 1,2000 
and 2001. 

Non-employee-related costs, such as marketing and advertising, and software expense increased $22 1 million, or 
83%, in 2002. The increase primarily relates to a shift in information technology resources from capitalized 
development work to expensed maintenance work. 
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Other services expenses 2001 v 2000 

Employee and service-related costs, decreased $1 39 million, or I1%, in 2001. The Merger caused an expense 
increase of approximately $1 00 million. Additionally, employee and service-related costs decreased by $239 million in 
2001. The decrease is primarily attributable to lower salaries and wages from lower staffing requirements of 
$142 million and lower management bonus payments of $88 million. 

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

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

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

Liquidity and Capital Resources 

Financial Position 

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

As of September 30,2003 and December 3 1,2002,2001 and 2000, our consolidated debt was approximately 
$2 1.2 billion, $22.5 billion, $25.0 billion and $19.2 billion, respectively. In addition, our unrestricted cash balances 
were approximately $6.0 billion, $2.3 billion, $1 86 million, and $207 million as of the same dates. We expect to use 
our cash primarily to invest in telecommunications assets and/or to redeem indebtedness To preserve capital and 
maintain liquidity, we invest with financial institutions deemed to be of sound financial condition and in high quality 
and relatively risk-free investment products. Our cash investment policy limits the concentration of investments with 
specific financial institutions or among certain products and includes criteria related to credit worthiness of any 
particular investment. We have recently taken the following measures to improve our near-term liquidity and our 
capital structure and generally reduce financial risk. 

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

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

reduced capital investment and continued to manage working capital; and 

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

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

55 

that cash flows from operations, our current cash position and continued access to capital markets will allow us to meet 
our business requirements, including debt service, for the foreseeable future. 

At December 3 1,200 1, our working capital deficit, as restated, increased $52 1 million from December 3 1,2000 as 
a result of increased short-term borrowing obligations used to finance capital expenditures during the year as part of our 
efforts to finish the construction of our network, re-enter the interLATA long-distance business in our local service 
area, provide new services and improve service quality. 

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

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

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

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

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

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

We do not anticipate a need to make any significant contributions to our retirement plans in 2003. You can find 
additional information on our pension plan in Note 1 &Employee Benefits to our consolidated financial statements in 
Item 8 of this report. 

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

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

Capital expenditures by segment are as follows: 

Wireline 
Wireless 
Other 

Total capital expenditures 
Non-cash investing activities 

Total cash capital expenditures 

Year ended December 31, 

2002 2001 2000 

(Dollars in millions) 

(As restated) 

$ 1,833 $ 7,146 $ 6,037 
55 310 32 1 

903 967 1,059 

8,423 7,417 
P wesmmS?m,Mmm,* 

(282) 
P 

$ 2,764 $ 8,042 $ 7,135 

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

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

Financing Activities. Cash (used) provided by financing activities was ($789) million in 2002, $4.660 billion in 
2001 and $1.268 billion in 2000. As of December 3 1,2002, we had no unused credit capacity available to us under our 
existing credit facility; however, based on our recent access to certain capital markets and our relationships with the 
lead banks in our credit facilities, we believe we have the ability to secure additional borrowings. At December 3 1, 
2002 we were in compliance with all provisions or covenants of our borrowings. Under the QSC Credit Facility 
described below, we have obtained a waiver for non-compliance to provide certain annual and quarterly financial 
information to the lenders. The waiver extended the compliance date to provide annual financial information for 2002 
to November 30,2003 and first and second quarter financial information for 2003 to December 3 1,2003. For 
additional information regarding the covenants of our existing debt instruments, see Note 1 1-Borrowings to our 
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consolidated financial statements in Item 8 of this report. 

2002 Financing Activities 

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

In March 2002, we amended the Credit Facility and converted the $4.0 billion balance into a one-year term loan 
due May 2003, with $3.0 billion designated to Qwest Capital Funding, Inc. ("QCF") and $1.0 billion designated to QC. 
QC used approximately $608 million of the proceeds from its 
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March 2002 bond offering discussed below to reduce the total amount outstanding under the Credit Facility. Following 
this repayment, the Credit Facility had $3.39 billion outstanding as of March 3 1,2002, all of which was allocated to 
QCF. 

Also in March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875% interest rate. At 
December 3 1,2002, the interest rate was 9.125%. Once we have registered the notes, the interest rate will return to 
8.875%, the original stated rate. The proceeds from the sale of the bonds were used to repay $608 million on the Credit 
Facility, short-term obligations and currently maturing long-term borrowings. 

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

In August 2002, we amended the Credit Facility a second time. In connection with the second amendment, we 
reconstituted the Credit Facility as a revolving credit facility with QSC as the primary borrower (the "QSC Credit 
Facility") and extended the term of the QSC Credit Facility to May 2005. Many of our loan documents, including the 
QSC Credit Facility, contain financial reporting covenants that require delivery of annual and quarterly periodic 
reports, and the failure to comply with these financial reporting covenants can result in a default under certain of our 
loan documents. We have obtained extensions under the QSC Credit Facility for the delivery of our first and second 
quarter financial information for 2003 to December 3 1,2003. 

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

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

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

We paid no dividends in 2002. 

2001 Financing Activities 

In January 2001, we repurchased 22.22 million shares of our common stock from BellSouth Corporation 
("BellSouth") for $1 .O billion in cash. As part of this transaction, we entered into an agreement with BellSouth in 
January 2001 under which BellSouth agreed to purchase services valued at $250 million from us over a five-year 
period (the "2001 Agreement"). The 2001 Agreement provided that BellSouth could make payments for the services in 
our common stock based upon values as specified in the 2001 Agreement. 
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During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at 
$13 million from BellSouth in partial satisfaction of the $16 million accounts receivable outstanding at December 31, 
2001. In addition, in accordance with the 2001 Agreement, we used $12 million of the $18 million in cash received 
from certain BellSouth affiliates to purchase approximately 253,000 shares of our common stock. The fair value of the 
stock tendered in the first quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference 
between (i) the fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million 
was recorded as a reduction to additional paid-in capital. For more information concerning transactions with BellSouth, 
see Note 16-Stockholders' Equity to the consolidated financial statements in Item 8 of this report. 

In February 2001, QCF issued a total of $3.25 billion in notes which consisted of $2.25 billion in notes due 201 1 
with an interest rate of 7.25% and $1.0 billion in notes due 203 1 with an interest rate of 1.75%. The net proceeds from 
the notes were used to repay outstanding commercial paper and for general corporate purposes. 

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

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

On May 2,200 1, our Board of Directors approved a dividend of $0.05 per share on our common stock which was 
paid to stockholders of record as of the close of business on June 1 ,  200 1 in satisfaction of any prior statement by us in 
connection with or following the Merger regarding the payment or declaration of dividends. As a result, dividends of 
$83 million were paid on common stock in 2001 compared to $542 million in 2000. 

2000 Financing Activities 

In June 2000, QC issued $1 .O billion in notes with a three-year maturity due 2003 and an interest rate of 7.625%. 
The net proceeds from the notes were used to repay outstanding commercial paper and for general corporate purposes. 

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

Payment obligations. The following table summarizes our future contractual cash obligations as of 
December 3 1,2002: 

I 

We paid dividends of $542 million in 2000. I 
I 59 

Future Contractual Cash Obligations 
Long-term debt 
Capital lease obligations 
Operating leases 
Purchase commitment obligations: 

Telecommunications commitments 
IRU operating and maintenance 
obligations 
Advertising and promotion 

Total future contractual cash 
obligations 

Payments Due by Period 

After 

Total Year1 Year2 Year3 Year4 Year5 5Years 

(Dollars in millions) 

$ 22,496 $ 2,679 $ 1,837 $ 2,133 $ 887 $ 1,076 $ 13,884 
176 97 30 12 4 4 29 

3,278 3 04 296 284 25 1 236 1,907 

2,735 1,085 840 513 274 4 19 
1,200 62 59 59 58 57 905 

575 168 70 63 32 24 218 

$ 30,460 $ 4,395 $ 3,132 $ 3,064 $ 1,506 $ 1,401 $ 16,962 
=e*- -&-e= 

We have future purchase commitments with CLECs, IXCs and third-party vendors that require us to make 
payments to purchase network services, capacity and telecommunications equipment primarily through December 3 1, 
2006. These commitments require us to maintain minimum monthly andor annual billings, in certain cases based on 
usage. We believe we will meet substantially all minimum payment commitments. In the unlikely event that 
requirements are not met, we will record the appropriate charges. Also included in the telecommunications 
commitments are unconditional purchase obligations that we entered into with certain telecommunications services 
companies, including KMC and Calpoint, in connection with sales of equipment to those entities at the time we entered 
into facilities management service agreements with them. 

In connection with the KMC and Calpoint arrangements, we also agreed to pay the monthly service fees directly 
to trustees that serve as paying agents on debt instruments issued by special purpose entities sponsored by KMC and 
Calpoint. These unconditional purchase obligations require us to pay at least 75% of the monthly service fees for the 
entire term of the agreements, regardless of whether KMC or Calpoint provide us services. Our remaining 
unconditional purchase obligations under these agreements were $1.04 billion at December 3 1,2002. 

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

A portion of our fiber optic broadband network consists of facilities that were purchased or are leased from third 
parties. These agreements are generally 20 to 25 years in length. At the time of entering into these agreements we 
generally incur the obligation to pay operating and maintenance fees to a third party for the term of the agreement. 
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Concurrent with the closing of the sale of the Dex East business, we also entered into an advertising and 
telecommunications purchase commitment with the buyer. Pursuant to that commitment, we agreed to purchase from 
the buyer at least $20 million of advertising per year for 15 years (which commitment was not increased after the sale 
of the Dex West business) and the buyer agreed to exclusively purchase from us those telecommunication services that 
it uses from time to time 

60 

during this same period, subject to availability from us. In addition, we have various long-term, non-cancelable hture 
purchase commitments for advertising and promotion services, including advertising with online service providers as 
well as marketing at sports arenas, stadiums and other venues and events through 2015. 

Letters of Credit and Guarantees. 
and guarantees of approximately $2 million. 

At December 3 1,2002, we had letters of credit of approximately $67 million 

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

Credit ratings 

Our credit ratings were lowered by Moody's Investor Services ("Moody's''), Standard and Poor's ("S&P") and 
Fitch Ratings ("Fitch") on multiple occasions during 2002. The table below summarizes our ratings for the years ended 
December 3 1.2002 and 200 I .  

Corporate rating 

December 31,2002 December 31,2001 

S&P Fitch - -m 

NA B- NA NA BBB+ NA 

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

NA = Not applicable 

NR = Not rated 

The December 3 1, 2002 ratings are still in effect and represent ratings of long-term debt and loans at each entity. 

With respect to Moody's, a Ba rating is judged to have speculative elements, meaning that the future of the issuer 
cannot be considered to be well-assured. Often the protection of interest and principal payments may be very moderate. 
and thereby not well safeguarded during both good and bad times Issuers with Caa ratings are in poor standing with 
Moody's These issuers may be in default, according to Moody's, or there may be present elements of danger with 
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respect to principal and interest. The "1,2,3" modifiers show relative standing within the major categories, 1 being the 
highest, or best, modifier in terms of credit quality. 

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

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

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

Other Liquidity and Capital Resource Considerations 

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

Recent Developments Impacting Liquidity and Capital Resources 

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

Subsequent to year-end, through September 2003, we exchanged, through direct transactions, $797 million face 
amount of debt issued by QCF. In exchange for the debt, we issued 50 million shares of common stock out of treasury 
and $406 million of new QSC notes similar to the notes issued in December 2002. The trading prices for our shares at 
the time the exchange transactions were consummated ranged from $3 22 per share to $5.1 1 per share. 

On June 9, 2003, QC entered into a senior term loan with two tranches for a total of $1.75 billion principal amount 
of indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in 2007, and a $500 million fixed 
rate tranche, due in 20 I O .  The term loan is unsecured and ranks equally with all of QC's current indebtedness. The 
floating rate tranche is non-prepayable for two years and thereafter is subject to prepayment premiums through 2006. 
There are no mandatory prepayment requirements. The covenant and default terms are substantially the same as the 
other senior QC indebtedness. The net proceeds were used to refinance QC debt due in 2003 and fimd or refinance 
QC's investment in telecommunications assets. 
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The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of 6.50%) and the 
fixed rate tranche bears interest at 6.95% per annum. The lenders funded the entire principal amount of the loan subject 
to the original issue discount for the floating rate tranche of 1 .OO% and for the fixed rate tranche of 1.652%. Also, in 
connection with this QC issuance, we reduced our obligation under the QSC Credit Facility by $429 million to a 
balance of $1.57 billion. 
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On August 12,2003, we used cash to payoff the outstanding balance of $750 million of the Dex Term Loan in 
full. 

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

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

Maturities 

Interest rates 2003 2004 2005 2006 2007 Thereafter 
-a -Se/-w -9,- 

(Dollars in millions) 

u p  to 5% 
Above 5% to 6% 
Above 6% to 7% 
Above 7% to 8% 
Above 8% to 9% 
Above 9% to 10% 
Above 10% to 14% 

Total 2,133 

- 

77 
1,340 

350 

11 
559 

- 

- 

328 
3,554 
5,197 
1,772 

3,145 
- 

2,337 13,996 

In September 2003, we restructured our arrangements with Calpoint and another vendor that effectively eliminated 
our services agreements and settled certain claims of the parties. We paid $174 million to restructure these 
arrangements but will continue to make payments to a trustee related to the Calpoint agreement for 75% of the 
unconditional purchase obligation This obligation will be paid to the trustee ratably through 2006. In connection with 
these transactions, our third quarter 2003 consolidated financial statements will reflect a liability of $346 million and a 
pretax charge of $393 million In addition, we expect to realize a cash savings of approximately $1 18 million in 2004 
as a result of these restructurings and additional cash savings through 2006 

Critical Accounting Policies 

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

Revenue Recognition and Related Reserves 

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

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

Software Capitalization Policy 

Internally used software, whether purchased or developed, is capitalized and amortized using the straight-line 
method over an estimated useful life of 18 months to five years. In accordance with Statement of Position ("SOP") 98- 
1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," we capitalize certain 
costs associated with internally developed software such as payroll costs of employees devoting time to the projects 
and external direct costs for materials and services. Costs associated with internally developed software to be used 
internally are expensed until the point at which the project has reached the development stage. Subsequent additions, 
modifications or upgrades to internal-use software are capitalized only to the extent that they allow the software to 
perform a task it previously did not perform. Software maintenance and training costs are expensed in the period in 
which they are incurred. The capitalization of software requires judgment in determining when a project has reached 
the development stage and the period over which we expect to benefit from the use of that software. Further, the 
recovery of software projects is periodically reviewed and may result in significant write-offs. 

Pension and Post-Retirement Benefits 

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

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

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

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

Changes in any of the assumptions we made in computing the net of the pension credit and post-retirement benefit 
cost could have an impact on various components that comprise these expenses. Factors to be considered include the 
strength or weakness of the investment markets, changes in the composition of the employee base, fluctuations in 
interest rates, significant employee hirings or downsizings and medical cost trends. Changes in any of these factors 
could impact cost of sales and SG&A on the consolidated statement of operations as well as the value of the asset or 
liability on the consolidated balance sheet. If our assumed expected rate of return of 9.4% was 100 basis points lower, 
the impact would have been to decrease the pension credit, net of post-retirement expenses, by $1 06 million, 
$141 million and $142 million for 2002,2001 and 2000, respectively. 

Investments 

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

earnings trends and asset quality; 

near-term prospects and financial condition of the issuer; 

financial condition and prospects of the issuer's region and industry; 

the cause and severity of the decline in market price; 

analysts' recommendations and stock price projections; 

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

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

our intent and ability to retain the investment 

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

65 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc=l &pg=&T.. . 411 312004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 63 of 209 

Goodwill and Other Intangible Assets 

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

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

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

Two of the most significant assumptions underlying the determination of the fair value of goodwill and other 
intangible assets upon our initial implementation were the cash flow forecasts and discount rates used. In connection 
with the measurement we performed at the date we adopted SFAS No. 142 (January 1, 2002), we have determined that 
a 10% increase in the cash flow forecasts would have decreased the transitional impairment charge by approximately 
$1.5 billion, resulting in a transitional impairment charge of approximately $2 1.3 billion instead of $22.8 billion. In 
contrast, a 10% decrease in the cash flow forecasts would have increased the transitional impairment charge by 
approximately $1.2 billion, resulting in an impairment charge of approximately $24.0 billion. A 100 basis point 
increase in the discount rate we used would have resulted in a transitional impairment charge of approximately 
$25.2 billion instead of $22.8 billion, while a 100 basis point decrease in the discount rate would have resulted in a 
transitional impairment charge of approximately $17.1 billion. 

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

Impairment of Long-lived Assets 

Effective June 30,2002, pursuant to SFAS No. 144, the general deterioration of the telecommunications market, 
the downward revisions to our expected future results of operations and other factors indicated that our investments in 
long-lived assets may have been impaired at that date. In accordance with SFAS No. 144 we performed an evaluation 
of the recoverability of the carrying value of our long-lived assets using gross undiscounted cash flow projections. For 
impairment analysis purposes, we grouped our property, plant and equipment and projected cash flows as follows: 
traditional telephone network, national fiber optic broadband network; international fiber optic broadband network; 
wireless network; web hosting and ASP; assets held for sale; and out-of-region DSL. Based on this assessment of 
recoverability, we concluded that our traditional telephone network was not impaired. However, this analysis revealed 
that the remaining asset groups were impaired. We then estimated the fair value of these asset groups and, as a result, 
we recorded a total of $10.493 billion in asset impairment charges during the year ended December 3 1,2002 as more 
h l l y  described below. 
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Following is a summary of impairment charges recognized by asset group for the year ended December 31,2002 
net of $120 million for certain web hosting centers that have been reclassified to income from and gain on sale of 
discontinued operations in our consolidated statements of operations in Item 8 of this report 
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Impairment 

Asset Group Charge Fair Value Methodology 

(Dollars in 
millions) 

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

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

Total impairment charges 

$ 8,505 Discounted cash flows 

685 Comparable market data 

825 Comparable market data 

88 Comparable market data 
348 Comparable market data 
42 Discounted cash flows 

and discounted cash flows 

$ 10,493 

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

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

Restructuring Reserves 

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

Due to the estimates and judgments involved in the application of each of these accounting policies, changes in 
our plans and these estimates and market conditions could materially impact our financial condition or results of 
operations. 
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Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption 

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

In August 2001, the FASB issued SFAS No. 144. This pronouncement addresses financial accounting and 
reporting for the impairment or disposal of long-lived assets other than goodwill and intangible assets with indefinite 
lives. Under SFAS No. 144, long-lived assets being held or used are tested for recoverability whenever events or 
changes in circumstances indicate that their carrying amount may not be recoverable from their expected future 
undiscounted cash flows ("a triggering event"). The impairment loss is equal to the difference between the asset's 
carrying amount and estimated fair value. In addition, SFAS No. 144 requires long-lived assets to be disposed of other 
than by sale for cash to be accounted for and reported like assets being held and used. Long-lived assets to be disposed 
of by sale are to be recorded at the lower of their carrying amount or estimated fair value (less costs to sell) at the time 
the plan of disposition has been approved and committed to by the appropriate company management. We adopted 
SFAS No. 144 effective January 1,2002. Effective June 30,2002, a triggering event occurred and we recorded an 
impairment charge of approximately $1 0.493 billion. We also recorded other asset impairment charges during 2002 
totaling $32 million. See Note 6-Property, Plant and Equipment to our consolidated financial statements in Item 8 of 
this report for further information. 

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

In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and 
Disclosure-an amendment of FASB Statement No. 123" ("SFAS No. 148"), which is effective for financial statements 
related to periods ending after December 15,2002. SFAS No. 148 requires expanded disclosure regarding stock-based 
compensation which we have included in Note 2-Summary of Significant Accounting Policies to our consolidated 
financial statements in Item 8 of this report. 
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FASB Interpretation ("FIN") No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of lndebtedness of Others," was issued in November 2002. The interpretation provides 
guidance on the guarantor's accounting and disclosure of guarantees, including indirect guarantees of indebtedness of 
others. We have adopted the disclosure requirements of the interpretation as of December 31,2002. The accounting 
guidelines are applicable to certain guarantees, excluding affiliate guarantees, issued or modified after December 3 1 ,  
2002, and require that we record a liability for the fair value of such guarantees on our consolidated balance sheet. The 
adoption of this interpretation had no material effect on our consolidated financial statements. 

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

In 2000, we recorded a cumulative effect of a change in accounting principle of approximately $41 million, net of 
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income taxes, upon our adoption of Staff Accounting Bulletin ("SAB") No. 101, "Revenue Recognition in Financial 
Statements" ("SAB No. 101"). The $41 million charge relates to the establishment of deferred revenues and costs for 
certain activation and installation activities. Previously, installation and activation fees and costs had been recognized 
in their entirety at the time the installation or activation was completed. Under the rules of SAB No. I O  1, these 
installation and activation fees are recognized ratably over the estimated lives of the customer relationships, which 
range from two to ten years. The adjustment to the cumulative effect previously reported is further described in 
Note 3-Restatement of Results to our consolidated financial statements in Item 8 of this report. 

New Accounting Standards 

On January 1,2003, we adopted SFAS No. 143, "Accounting for Asset Retirement Obligations" ("SFAS 
No. 143"). This statement addresses financial accounting and reporting for obligations associated with the retirement of 
tangible long-lived assets and the associated asset retirement costs, generally referred to as asset retirement obligations. 
SFAS No. 143 requires entities to record the fair value of a legal liability for an asset retirement obligation required to 
be settled under law or written or oral contract. If a reasonable estimate of fair value can be made, the fair value of the 
liability shall be recognized in the period it is incurred, or if not, in the period a reasonable estimate of fair value can be 
made. This cost is initially capitalized and then amortized over the estimated remaining useful life of the asset. We 
have determined that we have legal asset retirement obligations associated with the removal of a limited group of long- 
lived assets and recorded a cumulative effect of a change in accounting principle charge upon adoption of SFAS 
No. 143 of $28 million (liability of $43 million net of an asset of $ 1  5 million) in 2003. 

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

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

In January 2003, the FASB issued FIN No. 46, "Consolidation of Variable Interest Entities" ("FIN No. 46"), 
which is effective immediately for all variable interest entities created after January 31, 2003. FIN No 46 must be 
applied for the first fiscal year or interim period beginning after June 15,2003 for variable interest entities in which an 
enterprise holds a variable interest that it acquired before February 1, 2003, or the third quarter 2003 for us FIN No. 46 
requires existing unconsolidated variable interest entities to be consolidated by their primary beneficiaries if the entities 
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do not effectively disperse risks among the parties involved. A primary beneficiary absorbs the majority of the entity's 
expected losses, if they occur, receives a majority of the entity's expected residual returns, if they occur, or both. Where 
it is reasonably possible that the information about our variable interest entity relationships must be disclosed or 
consolidated, we must disclose the nature, purpose, size and activity of the variable interest entity and the maximum 
exposure to loss as a result of our involvement with the variable interest entity in all financial statements issued after 
January 3 1,2003. We do not expect that the adoption of FIN No. 46 will require consolidation of any previously 
unconsolidated entities. 

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics 
of Both Liabilities and Equity", ("SFAS No. 150"). SFAS No. 150 provides guidance on how an entity classifies and 
measures certain financial instruments with characteristics of both liabilities and equity. SFAS No. 150 is effective for 
financial instruments entered into or modified after May 3 1,2003, and otherwise is effective at the beginning of the 
first interim period beginning after June 15,2003. We do not believe that the adoption of SFAS No. 150 will have a 
material impact on our consolidated financial statements. 

Related Party Transactions 

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

In October 1999, we entered into a long-term Master Services Agreement with QDM under which QDM agreed to 
purchase approximately $1 19 million of telecommunication services through October 2008, and we agreed to extend 
credit to QDM for the purpose of making payments for the telecommunications services. Each October, QDM would 
be required to pay us an amount equal to the difference between certain specified annual commitment levels and the 
amount of services actually purchased under the Master Services Agreement at that time. In October 2001, we agreed 
to terminate the Master Services Agreement and release QDM from its obligation under such agreement to acquire 
telecommunications services from us At the same time, QDM agreed to forgive the remaining balance of $84.8 million 
that we owed on the promissory note related to the original capital contribution from pre-Merger Qwest. Prior to the 
termination of the Master Services Agreement, we advanced QDM $3.8 million, which was the amount it owed to us 
under the agreement for accrued telecommunications services. QDM used that advance to pay us the amount owed, 
including interest on amounts past due. Concurrently with terminating the Master Services Agreement, QDM repaid the 
$3.8 million advance under the Master Services Agreement with interest. QDM made purchases of $0.7 million, 
$3.3 million and $1.4 million during 2002, 2001 and 2000, respectively. 

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002, in conjunction 
with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment charge in our 2002 
consolidated statement of operations for the carrying amount of our investment in QDM of $2 million. During the 
remainder of 2002, we loaned QDM an additional $3.8 million and ADMI loaned QDM $300,000. As of December 3 1, 
2002, the aggregate principal balance and accrued interest outstanding on loans to QDM from us and ADMI was 
$12.4 million and $4.4 million, respectively. 

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of Precision Systems, 
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Inc, a telecommunications solutions provider, from ADMI in exchange for a promissory note in the amount of 
$34 million. The note bears interest at 6% annually with semi-annual interest payments and annual principal payments 
due through 2008. During 2002, 2001 and 2000, respectively, we paid $0, $2.0 million, and $2.1 million in interest and 
$0, $340,000, and $0 in principal, on the note. At December 3 1,2002, the outstanding accrued interest on the note was 
approximately $2.4 million and the outstanding principal balance on the note was approximately $33.7 million. 

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

During 2002,2001 and 2000, we entered into several transactions with KPNQwest for the purchase and sale of 
optical capacity assets and the provisioning of services, including but not limited to private line, web hosting, IP transit 
and DIA. We made purchases of these assets and services from KPNQwest totaling $1 69 million, $218 million and 
$70 million in 2002,2001 and 2000, respectively. We recognized revenue on products and services sold to KPNQwest 
in the amount of $12 million, $18 million and $26 million in 2002,2001 and 2000, respectively. At December 3 1, 
2002,2001 and 2000, we had a receivable from KPNQwest for these products and services of $5 million, $12 million 
and $3 million, respectively. Due to KPNQwest's bankruptcy, the full amount of the balance outstanding as of 
December 3 1,2002 is provided for in our allowance for doubtful accounts. Pricing for these services was based on 
what we believed to be fair market value at the time the transactions were consummated. Some of KPNQwest's sales to 
us were in accordance with the distribution agreement with KPNQwest, whereby we were, in certain circumstances, the 
exclusive distributor of certain of KPNQwest's services in North America. As of December 3 1,200 1, we had a 
remaining commitment to purchase up to 8 1 million Euros (or $72 million based on a conversion rate at December 3 I ,  
2001) worth of network capacity through 2002 from KPNQwest. In connection with KPNQwest's bankruptcy, as 
discussed in Note 10-Investments to our consolidated financial statements in Item 8 of this report, the purchase 
commitment terminated during June 2002. 

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. ("GTS") for convertible 
notes of KPNQwest with a face amount of 2 I I million Euros ($1 86 million based on a conversion rate at March 18, 
2002), among other consideration, under an agreement entered into in October 2001. As disclosed to our Board of 
Directors, a subsidiary of Anschutz Company had become a creditor of GTS in 2001. We understand that in 2002 and 
2001, as part of a group of GTS bondholders, the Anschutz Company subsidiary also provided interim financing to 
GTS. In connection with the consummation of KPNQwest's acquisition of the GTS assets, the Anschutz Company 
subsidiary received a distribution of such notes with a face amount of approximately 37 million Euros ($33 million 
based on a conversion rate at March 18,2002). We understand that the allocation of notes to the Anschutz Company 
subsidiary was determined by a creditor committee for GTS which did not include any representatives of Anschutz 
Company, and neither the KPNQwest notes nor the shares referenced above, both of which are still held by Anschutz 
Company, have any current value. 

In 2000, Qwest decided to sell an aircraft and purchase a different aircraft. Qwest decided to do so in the form of a 
"like-kind exchange" transaction under Section 103 1 of the Internal Revenue Code, as amended. A like-kind exchange 
transaction is one in which a company sells an asset and purchases a similar, or like-kind, asset. In order to qualify as a 
like-kind exchange, the sale of the old asset and the purchase of the new asset must take place within six months of 
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As of December 3 1,2002 and 2001, approximately $2.2 billion and $3.6 billion, respectively, of floating-rate debt 
was exposed to changes in interest rates. This exposure is linked to commercial paper rates and London Interbank 
Offered Rates, or LIBOR. A hypothetical increase of one-percentage point in LIBOR and commercial paper rates 
would increase annual pre-tax interest expense by $22 million. As of December 31,2002 and 2001, we also had 
approximately $1.2 billion of long-term fixed rate debt obligations maturing in the following twelve months. Any new 
debt obtained to refinance this debt would be exposed to changes in interest rates. A hypothetical 10% change in the 
interest rates on this debt would not have had a material effect on our earnings. We had $19.0 billion and $20.2 billion 
of long-term fixed rate debt at December 3 1,2002 and 2001, respectively. A 100 basis point increase in the interest 
rates on this debt would result in an increase in the fair value of these instruments of $0.7 billion and $1.1 billion at 
December 3 1,2002 and 2001, respectively. A 100 basis point decrease in the interest rates on this debt would result in 
a decrease in the fair value of these instruments of $0.8 billion and $1.2 billion at December 31, 2002 and 2001, 
respectively. 

I 

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

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

Risk Management 

We are exposed to market risks arising from changes in interest rates. The objective of our interest rate risk 
management program is to manage the level and volatility of our interest expense. We may employ derivative financial 
instruments to manage our interest rate risk exposure. We may also employ financial derivatives to hedge foreign 
currency exposures associated with particular debt. With the settlement of the Global Crossing derivative in 2001, we 
no longer hold any derivatives for other than hedging purposes. 
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Special Note Regarding Forward-Looking Statements 

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

statements concerning the benefits that we expect will result from our business activities and certain 
transactions we have completed, such as increased revenues, decreased expenses and avoided expenses 
and expenditures; and 

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

These statements may be made expressly in this document or may be incorporated by reference to other 
documents we will file with the SEC. You can find many of these statements by looking for words such as "believes," 
"expects," "anticipates," "estimates," or similar expressions used in this report or incorporated by reference in this 
report. 

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

You are further cautioned that we have not filed certain of our recent periodic reports with the SEC, and we intend 
to restate information disclosed in certain other reports previously filed with the SEC. We have determined that in 
certain cases we misinterpreted or misapplied GAAP in our 2001 and 2000 consolidated financial statements and, 
accordingly, we have restated our consolidated financial statements for the two years ended December 3 1,2001 and 
related interim periods. Because this restatement has also impacted our 2002 results, as reflected herein, the 
information previously filed in our quarterly report on Form 10-Q for the quarter ended March 3 1,2002, our current 
reports on Form 8-K filed on November 14,2002, February 18,2003 and May 29,2003 and any other 2002 
information that has been previously disclosed should not be relied upon. The information to be contained in our 
quarterly reports for our quarters ended on June 30,2002, September 30,2002, March 3 1,2003 and June 30,2003 is 
unavailable at this time. Moreover, we can provide no assurances as to when such information will become available. 
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Risk Factors 

Risks Affecting Our Business 

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

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

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

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

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

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

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

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

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

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

Risks Relating to Legal and Regulatory Matters 

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

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

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

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,2001 The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from our acquisition of U 
S WEST. On November 21,2001, the SEC staff informed us of its intent to recommend that the SEC authorize an 
action against us that would allege we should have included in the earnings release a statement of our earnings in 
accordance with GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our 
current discussions with the staff of the SEC result in a settlement, such settlement would include allegations 
concerning the January 24,2001 earnings release. 
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Also, the GSA is conducting a review of all contracts with us for purposes of determining present responsibility. 
Recently, the Inspector General of the GSA referred to the GSA SuspensiodDebarment Official the question of 
whether Qwest should be considered for debarment. We are cooperating fully with the GSA and believe that we will 
remain a supplier of the government, although we cannot predict the outcome of this referral. 

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

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

We continue to discuss our periodic filings with the staff of the SEC's Division of Corporation Finance. They have 
reviewed our 200 1 Form 10-K and our Form 10-Q for the three months ended March 3 1,2002. As appropriate, we have 
attempted to address the Staffs comments in our current filings and have provided responses to those other comments 
that we could address. Following their review of our 2002 Form 10-K we may receive additional comments from the 
staff of the Division of Corporation Finance and may be required to make further adjustments or additional disclosures. 
It is possible that these comments may lead to further investigations from the SEC's Division of Enforcement. 

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

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

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

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

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

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

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

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

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

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

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

We monitor our compliance with federal, state and local regulations governing the discharge and disposal of 
hazardous and environmentally sensitive materials, including the emission of electromagnetic radiation. Although we 
believe that we are in compliance with such regulations, any such discharge, disposal or emission might expose us to 
claims or actions that could have a material adverse effect on our business, financial condition and operating results. 

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

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

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

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

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

reduced capital investment and continued to manage working capital; and 

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

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

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

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

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

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

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

our flexibility in planning for, or reacting to, changes in our business and the industry in which we 
operate may be limited; and 
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our high debt levels could adversely impact our credit ratings. 

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

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

As of December 31,2002, our aggregate future purchase commitments totaled $4.5 billion and we expect them to 
total $3 billion by December 3 1,2003. We entered into these commitments, which obligate us to purchase network 
services and capacity, hardware or advertising from other vendors, with the expectation that we would use these 
commitments in association with projected revenues. We currently do not expect to generate revenues in the near-term 
that are sufficient to offset the costs associated with some of these commitments. Although we are attempting to 
renegotiate and restructure certain of these contracts, there can be no assurance that we will be successful to any 
material degree. If we cannot renegotiate or restructure a significant portion of these contracts on terms that are 
favorable to us, we will continue to have substantial ongoing expenses without sufficient revenues to offset the 
expenses related to these arrangements. In addition, we may incur substantial losses in connection with these 
restructurings and renegotiations. 

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

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

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

On a regular and on-going basis, we review and evaluate other businesses and opportunities for business 
combinations that would be strategically beneficial. As a result, we may be involved in negotiations or discussions that, 
if they were to result in a transaction, could have a material effect on our financial condition (including short-term or 
long-term liquidity) or short-term or long-term results of operations. 

Other Risks Affecting Qwest 

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

We have postponed the filing of our periodic reports for the quarters ended March 3 1,2003 and June 30,2003, 
and the information to be contained therein is unavailable at this time. We may also need to delay the filing of our 
periodic report for the quarter ending September 30, 2003. While we released first quarter earnings information in our 
current report on Form 8-K filed on May 29,2003 and second quarter earnings information in our current report on 
Form 8-K filed on September 4, 2003, this information was limited, incomplete and may be inconsistent with the 
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information contained herein. We cannot predict how soon complete financial and operational information relating to 
our first two quarters for 2003 will become available. When it is, it may reflect changes or trends that are material to 
our business. Also, many of our loan documents, including the QSC Credit Facility, contain financial reporting 
covenants that require delivery of annual and quarterly periodic reports, and the failure to comply with these financial 
reporting covenants can result in a default under certain of our loan documents. We have obtained extensions under the 
QSC Credit Facility for the delivery of our unfiled first and second quarter periodic reports to December 3 1,2003. 
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If conditions or assumptions differ from the judgments, assumptions or estimates used in our critical accounting 
policies, the accuracy of our Jnancial statements and related disclosures could be affected. 

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

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

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

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

Also, as a member of an affiliated group filing a consolidated U.S. federal income tax return, we could be 
severally liable for tax examinations and adjustments not directly applicable to current members of the Qwest affiliated 
group. Tax sharing agreements have been executed between us and previous affiliates, and we believe the liabilities (if 
any) arising from adjustments to tax liability would be borne by the affiliated group member determined to have a 
deficiency under the terms and conditions of such agreements and applicable tax law. We have not provided for the 
liability of former affiliated members in our financial statements. 

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

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

We are a party to collective bargaining contracts with our labor unions, which represent a significant number of 
our employees. Although we believe that our relations with our employees are satisfactory, no assurance can be given 
that we will be able to successfidly extend or renegotiate our collective bargaining agreements as they expire from time 
to time. If we fail to extend or renegotiate our collective bargaining agreements, if disputes with our unions arise, or if 
our unionized workers engage in a strike or other work stoppage, we could incur higher ongoing labor costs or 
experience a significant disruption of operations, which could have a material adverse effect on our business. We 
recently reached agreements with the Communications Workers of America and the International Brotherhood of 
Electrical Workers on new two-year labor contracts. Each of these agreements was ratified by union members, went 
into effect on August 17,2003 and expires on August 13,2005. 

The tradingprice of our securities could be volatile. 

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

quarterly fluctuations in our operating results; 

changes in investors' and analysts' perception of the business risks and conditions of our business; 

broader market fluctuations; and 

general economic or political conditions. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

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

ITEM 8. CONSOLIDA TED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 
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Independent Auditors' Report 

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

We have audited the accompanying consolidated balance sheets of Qwest Communications International Inc and 
subsidiaries as of December 31, 2002,2001, and 2000, and the related consolidated statements of operations, 
stockholders' (deficit) equity, and cash flows for each of the years then ended. These consolidated financial statements 
are the responsibility of the Company's management. Our responsibility is to express an opinion on these consolidated 
financial statements based on our audits. 
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We conducted our audits in accordance with auditing standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We 
believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Qwest Communications International Inc. and subsidiaries as of December 3 1,2002,2001, and 
2000, and the results of their operations and their cash flows for each of the years then ended, in conformity with 
accounting principles generally accepted in the United States of America. 

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

As discussed in Notes 3 and 4 to the accompanying consolidated financial statements, the Company has restated its 
consolidated balance sheets as of December 3 1, 2001 and 2000, and the related consolidated statements of operations, 
stockholders' (deficit) equity, and cash flows for each of the years then ended, which consolidated financial statements 
were previously audited by other independent auditors who have ceased operations. 

I s /  KPMG LLP 

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

CONSOLIDATED STATEMENTS OF OPERATIONS 

Year Ended December 31, 
-*e-,m 

2002 2001 2000 
HM/,--srea 

As restated (see Note 3) 

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

Total operating revenues 
Operating expenses: 

Cost of sales (exclusive of depreciation and 
amortization detailed below) 
Selling, general and administrative 
Depreciation 
Goodwill and other intangible assets amortization 
Goodwill impairment charge 
Asset impairment charges 
Restructuring and other charges 

$ 15,385 $ 16,524 $ 14,148 

5,966 6,530 4,375 
5,279 5,616 4,886 
3,268 3,704 2,555 

579 1,660 785 
8,483 - ~ 

10,525 25 1 340 
23 5 816 ~ 
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Merger-related (credits) charges 

Total operating expenses 

Operating loss 

Other expense (income): 
Interest expense-net 
Losses and impairment of investment in KPNQwest 
Loss on Global Crossing equity securities and related 
derivatives 
Loss (gain) on sale of investments and other investment 
write-downs 
(Gain) loss on early retirement of debt 
(Gain) loss on sales of fixed assets 
Other (income) expense-net 

Total other expense-net 

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

Loss from continuing operations 
Discontinued operations: 

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

Loss before cumulative effect of change in accounting 
principle 
Cumulative effect of changes in accounting principles, 
net of taxes of $0, ($1 5 )  and $26, respectively 

Net loss 

Basic and diluted loss per share: 
Loss from continuing operations 
Discontinued operations 

Loss before cumulative effect of changes in accounting 
principles 
Cumulative effect of changes in accounting principles, 
net of taxes 

Basic and diluted loss per share 

Basic and diluted weighted average shares outstanding 

(53) 32 1 1,481 

1,789 1,437 1,043 
1,190 3,300 33 

- 7 867 

88 141 (206) 
(1,836) 106 __ 
- (51) 11 
(3) 81 12 

1,228 5,02 1 1,760 

(20,125) (7,395) (2,034) 

(1 7,625) (671 38) (1,442) 

2,500 1,257 592 
-m,m 

1,957 51 1 446 

(1 5,668) (5,627) (996) 

(22,800) 24 

$ (10.48) $ (3.69) $ (1.13) 
1.16 0.3 1 0.34 

4ssssL%6-,- 

(9.32) (3.38) (0.79) 

( 1 3 3 5 )  0.01 (0.03) 
- - * h H d  244mm 

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

CONSOLIDATED BALANCE SHEETS 

December 31, 

Current assets: 
Cash and cash equivalents 
Restricted cash 
Accounts receivable-net 
Inventories 
Deferred income taxes 
Prepaid and other assets 
Assets held for sale 

Total current assets 

Property, plant and equipment-net 
Goodwill-net 
Other intangible assets-net 
Investments 
Deferred income taxes 
Other assets 

Total assets 

2002 2001 2000 

As restated (see Notes 3 and 
4) 

(Dollars in millions, shares in thousands) 

ASSETS 

$ 2,253 
26 

2,325 
68 

898 
489 
361 

6,420 

18,995 

1,612 
23 

398 
1,897 

$ 29,345 

- 

$ 186 
29 

2,906 
156 
417 
618 
426 

4,738 

29,479 
3 1,233 

3,391 
1,233 

2,092 
__ 

$ 207 
63 

3,165 
108 
294 
462 
433 

4,732 

25,986 
28,960 

3,056 
8,147 

1,935 
- 

$ 72,166 $ 72,816 

LIABILITIES AND STOCKHOLDERS' (DEFICIT) EQUITY 
Current liabilities: 

Current borrowings $ 2,786 $ 4,807 $ 3,616 
Accounts payable 904 1,318 1,887 
Accrued expenses and other current liabilities 2,008 2,520 2,711 
Deferred revenue and customer deposits 773 768 696 
Restructuring reserves 104 363 __ 

Liabilities associated with discontinued operations 298 336 332 

Total current liabilities 6,895 10,223 9,696 

Merger-related reserve 22 111 454 

* , M m - * A  

Long-term borrowings (net of unamortized debt discount of $1 29, $209 
and $196, respectively-See Note 11) 
Post-retirement and other post-employment benefit obligations 
Deferred income taxes 
Deferred revenue 
Restructuring reserves 
Other long-term liabilities 

Total liabilities 

19,754 
3,075 

957 
42 1 

1,073 

32,175 

- 

"ex* 1_- 

20,230 15,541 
2,974 2,992 

796 1,122 
1,092 945 

427 - 

995 953 

36,737 3 1,249 
I,--- 
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Share repurchase commitment (Note 16) 
Commitments and contingencies (Notes 20 and 2 1) 

Stockholders' (deficit) equity: 
Preferred stock-$l .OO par value, 200 million shares authorized, none 
issued or outstanding 
Common stock-$0.01 par value, 5 billion shares authorized; 
1,713,592, 1,687,957 and 1,672,018 issued; 1,699,115, 1,663,966 and 
1,671,279 outstanding 
Additional paid-in capital 
Treasury stock 
Accumulated deficit 
Accumulated other comprehensive loss 

Total stockholders' (deficit) equity 

Total liabilities and stockholders' (deficit) equity 

17 17 17 
43,225 43,469 42,934 

(45,439) (6,971) (1,285) 
(618) (1,041) (38) 

(15) (61) (61) 

(2,830) 35,413 41,567 

$ 29,345 $ 72,166 $ 72,816 

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

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year Ended December 31, 

OPERATING ACTIVITIES 
Net loss 

Adjustments to net loss 

Income from and gain on sale of discontinued operations, net of tax 

Depreciation and amortization 

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

Provision for bad debts 

Cumulative effect of changes in accounting principles 

Goodwill impairment charge 

Asset impairment charges 

Tax benefit from stock options 

Deferred income taxes 

(Gain) loss on sales of fixed assets 

(Gain) loss on early retirement of debt-net 

Other non-cash charges 

Changes in operating assets and liabilities 

2002 2001 2000 
PPP 

As restated 
(see Notes 3 and 4) 

(Dollars in millions) 

$ (38,468) $ 

(1,957) 

3,847 

1,278 

51 1 

22,800 

8,483 

10,525 
- 

(2,252) 

(1,836) 

- 

290 

(5,603) $ 

(51 1 )  

5,364 

3,448 

61 5 

(24) 
~ 

25 1 

165 

(733) 

(51) 

106 

254 
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(1,037) 

(446) 

3,340 

694 

388 

41 

- 

340 

191 

(569) 
I I  

~ 

225 

41 1 312004 
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Accounts receivable 

Inventories 

Prepaid and other current assets 

Accounts payable and accrued expenses 

Current deferred revenue and customer deposits 

Current restmcturing reserve 

Merger-related reserve 

Other long-term assets and liabilities 

Cash provided by operating activities 

INVESTING ACTIVITIES 
Expenditures for property, plant and equipment 

Cash acquired in connection with the Merger 

Proceeds from sale of equity securities 

Purchase of securities 

Payments on derivative contracts 

Proceeds from sale of equipment 

Proceeds from sale of investment in Global Crossing, net 

Other 

75 

117 

85 

(905) 

(259) 

(89) 

5 

84 

2,334 

Cash used for investing activities 

FINANCING ACTIVITIES 
Proceeds from long-term borrowings 

Repayments of long-term borrowings 

Net proceeds from (payments of) short-term debt 

Proceeds from issuance of common stock 

Repurchase of common stock 

Dividends paid on common stock 

Debt issuance costs 

Cash (used for) provided by financing activities (789) 

CASH AND CASH EQUIVALENTS 
Decrease in cash 

Net cash generated by discontinued operations 

Proceeds from sale of directory publishing business 

Beginning balance 

Ending balance 

(1,193) 

506 

2,754 

186 

$ 2,253 $ 186 

The accompanying notes are an integral part of these consolidated financial statements. 
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3,762 

(7,135) 

407 

488 

(77) 

(436) 
23 

1,561 

(87) 

(5,256) 

QWEST COMMUNICATIONS INTERNATIONAL INC. 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' (DEFICIT) EQUITY 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 84 of 209 

Common 
Stock and Retained Accumulated 

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

Stock Capital Stock Deficit) Income (Loss) Total Loss 

(Shares 
outstanding 

in 
thousands) (Dollars in millions) 

Balance, December 31, 1999, as 
previously reported 878,470 $ 656 $ - $  377 $ 222 $ 1,255 

Beginning balance adjustment 
(see Note 3-Restatement of 

(353) - (353) Results) - - - 

Balance, January 1,2000 
(unaudited) 875,470 656 - 24 222 902 

- - ( I  ,037) (1,037) $ (1,037) 

- (283) (283) (283) 

Net loss - 

Other comprehensive loss, net of 
taxes - - - 

Total comprehensive loss 

Issuance of shares and fair value 
of options exchanged in 
connection with the Merger (as 

Dividends declared on common 
stock 

restated, see Note 4) 772,323 41,488 - 

- - - 

Common stock issuances 
- 42 1 

14 

68 

191 

126 

__ - Stock options exercised 23,106 42 1 
Employee stock purchase 
plan 380 14 

Other 769 68 

191 
Stock-based compensation 
expense - 126 

Stock held in Rabbi Trust 

Other 

- - - 

- - - 

Tax benefit from stock options - - - - 

- - - 

- (38) - (3 8) - (739) 
17 - - - - 17 

P -/-,**-e % -- 
Balance, December 31,2000, as 
restated (see Notes 3 and 4) I 67 1,279 42,951 (38) ( I  ,285) (61) 41,567 

Net loss - - - (5,603) - (5,603) $ (5,603) 
Other comprehensive loss, net of 
taxes - - - - - - - 

Total comprehensive loss $ (5,603) 

Dividends declared on common 
stock 

Common stock issuances 

(83) - (83) - - __ 

- 280 

36 

77 

165 

34 

- - Stock options exercised 12,280 280 
Employee stock purchase 
plan 1,761 36 

Other 1,898 77 

165 

34 

- - - 

- - - 

Tax benefit from stock options - - - - 

Stock-based compensation 
expense - - - - 

Repurchase of stock-BellSouth (23,439) ( 5 )  (1,015) 

issuance 187 (6) 12 
Rabbi Trust treasury share 

(16) Share repurchase commitment - - - (16) 
I */*- iw- __c w- 

Balance, December 31,2001, as 
restated (see Notes 3 and 4) I 663,966 43,486 (1,041) (697  1 ) (61) 38,413 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23 763 87&num=&doc= 1 &pg=&T.. . 4/ 1 3/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23


10k Wizard: SEC Filings Page 85 of 209 

~ Description of business 

Net loss 
Other comprehensive income 
net of taxes 
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- (38,468) $ (38,468) 

46 46 46 

Total comprehensive loss $ (38,422) 

Common stock issuances: 

Stock options exercised 
Employee stock purchase 
plan 

Other 
Stock-based compensation 
expense 

Repurchase of stock-BellSouth 

Extinguishment of debt 
Rabbi Trust treasury share 
issuance 
Cancellation of share repurchase 
commitment 

Other 

Balance, December 31,2002 

The accompanying notes are an integral part of these consolidated financial statements. 
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QWEST COMMUNICATIONS INTERNATIONAL INC. 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

For the Years Ended December 31,2002,2001 and 2000 

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

Note 1: Business and Background 

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

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

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

Note 2: Summary of Significant Accounting Policies 

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

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

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

Revenue recognition. Revenues for services are recognized when the related services are provided. Payments 
received in advance are deferred until the service is provided. Up-front fees received, primarily activation fees and 
installation charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected 
customer relationship period, generally two to ten years. Expected customer relationship periods are estimated using 
historical data of actual customer retention patterns. Termination fees or other fees on existing contracts that are 
negotiated in conjunction with new contracts are deferred and recognized over the new contract term. 

We have periodically transferred optical capacity assets on our network to other telecommunications service 
carriers. These transactions are structured as indefeasible rights of use, commonly referred to as IRUs, which are the 
exclusive right to use a specified amount of capacity or fiber for a specified term, typically 20 years. We account for 
the consideration received on transfers of optical capacity assets for cash and on all of the other elements deliverable 
under an IRU as revenue ratably over the term of the agreement. We do not recognize revenues on contemporaneous 
exchanges of our optical capacity for other optical capacity. See our accounting policy for contemporaneous 
transactions in our property, plant and equipment policy below. 

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

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

Advertising costs. Costs related to advertising are expensed as incurred. Advertising expense was $35 1 million, 
$378 million and $360 million in 2002,2001 and 2000, respectively and is included in selling, general and 
administrative on our consolidated statements of operations. 

Income taxes. The provision for income taxes consists of an amount for taxes currently payable and an amount 
for tax consequences deferred to future periods. Investment tax credits are accounted for under the deferral method and 
are amortized as reductions in income tax expense over the lives of the assets which gave rise to the credits and are 
included in other long-term liabilities in our consolidated balance sheets. Deferred income tax assets and liabilities are 
recognized for the future tax consequences attributable to the differences between the financial statement and tax basis 
of assets and liabilities as well as for operating loss and tax credit carryforwards using enacted tax rates expected to 
apply to the year in which the differences are expected to affect taxable income. The effect on deferred 
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income tax assets and liabilities of a change in tax rate is recognized in operations in the period that includes the 
enactment date. Valuation allowances are established when necessary to reduce deferred income tax assets to the 
amounts expected to be recovered. 

We use the deferral method of accounting for investment tax credits earned prior to the repeal of such credits in 
1986. We also defer certain transitional investment tax credits earned after the repeal, as well as investment tax credits 
earned in certain states. We amortize these credits over the estimated service lives of the related assets as an increase to 
our income tax benefit in our consolidated statement of operations. 

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

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

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

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

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

We have periodically entered into agreements to acquire optical capacity assets from other telecommunications 
service carriers. These acquisitions of optical capacity assets expanded our fiber optic broadband network both 
domestically and internationally and enabled us to provide broadband communications services to our customers. 
Several of these other carriers have also acquired optical 
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capacity from us, principally in the United States of America. As more fully described in Note 3-Restatement of 
Results, the transactions have been restated. Optical capacity transactions in which we transfer capacity to and acquire 
capacity from the same third party at or about the same time are referred to as "contemporaneous transactions." We 
record the contemporaneous transactions as non-monetary exchanges of similar assets at book value as these 
transactions do not represent the culmination of an earnings process. Contemporaneous transactions do not result in the 
recognition of revenue. Net cash or other monetary assets paid or received in contemporaneous transactions are 
recorded as an adjustment to the book value of the transferred property. The adjusted book value becomes the carrying 
value of the transferred property in property, plant and equipment. 

Software capitalization policy. Internally used software, whether purchased or developed, is capitalized and 
amortized using the straight-line method over an estimated useful life of 18 months to five years. In accordance with 
Statement of Position ("SOP") 98-1, "Accounting for the Costs of Computer Software Developed or Obtained for 
Internal Use," we capitalize certain costs associated with internally developed software such as payroll costs of 
employees devoting time to the projects and external direct costs for materials and services. Costs associated with 
internally developed software to be used internally are expensed until the point at which the project has reached the 
development stage. Subsequent additions, modifications or upgrades to internal-use software are capitalized only to the 
extent that they allow the software to perform a task it previously did not perform. Software maintenance and training 
costs are expensed in the period in which they are incurred. The capitalization of software requires judgment in 
determining when a project has reached the development stage and the period over which we expect to benefit from the 
use of that software. Further, the recovery of software projects is periodically reviewed and may result in significant 
write-offs. 

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

Intangible assets with finite lives are amortized on a straight-line basis over that life. Where there are no legal, 
regulatory, contractual or other factors that would reasonably limit the useful life of the intangible asset we have 
determined that the intangible asset has an indefinite life. In accordance with SFAS No. 142, these intangible assets are 
not amortized. Prior to the adoption of SFAS No. 142 on January 1,2002, these intangible assets were amortized on a 
straight-line basis over their estimated useful lives. 

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

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc= 1 &pg=&T.. . 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 89 of 209 

lived intangible assets are reduced to their estimated fair value through an impairment charge to our consolidated 
statements of operations. 

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

Prior to the adoption of SFAS No. 142 and SFAS No. 144, "Accounting for Impairment or Disposal of Long- 
Lived Assets" ("SFAS No. 144") on January 1,2002, we reviewed our long-lived assets, such as goodwill, intangibles 
and property, plant and equipment for impairment in accordance with SFAS No. 121, "Accounting for the Impairment 
of Long-Lived Assets and for Long-Lived Assets to be Disposed of' ("SFAS No. 12 I"). Under SFAS No. 121, we 
reviewed our long-lived assets for impairment whenever events or changes in circumstances indicated that the carrying 
amount of an asset might not be recoverable. We evaluated the recoverability of our long-lived assets based on 
estimated undiscounted future cash flows and provided for impairment when such undiscounted cash flows were 
insufficient to recover the carrying amount of the long-lived asset. 

Investments. Investments where we exercise significant influence but do not control the investee are accounted 
for under the equity method of accounting. Under the equity method, investments are stated at initial cost and are 
adjusted for contributions, distributions and our share of the investee's income or losses as well as impairment write- 
downs for other-than-temporary declines in value. 

Equity investments where we cannot exercise significant influence over the investee are carried at cost or, if the 
security is publicly traded, at fair-market value. For publicly traded securities, unrealized gains or losses, net of tax, are 
included in other comprehensive income (loss) until realized upon sale or other disposition of the securities. Realized 
gains and losses on securities and other-than-temporary declines in value are determined on the specific identification 
method and are reclassified from other comprehensive income (loss) and included in the determination of net loss. Our 
equity investments in publicly traded companies are classified as held for sale. 

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

Derivative instruments Effective January 1, 2001, we adopted SFAS No. 133, "Accounting for Derivative 
Instruments and Hedging Activities" ("SFAS No. 133"). SFAS No. 133 requires that all derivatives be measured at fair 
value and recognized as either assets or liabilities on our consolidated balance sheets. Changes in the fair values of 
derivative instruments that do not qualify as hedges and/or any ineffective portion of hedges are recognized as a gain or 
loss in our consolidated statement of operations in the current period. Changes in the fair values of derivative 
instruments used effectively as fair value hedges are recognized in earnings (losses), along with the change in the value 
of the hedged item. Changes in the fair value of the effective portions of cash flow hedges are reported in other 
comprehensive income (loss) and recognized in earnings (losses) when the hedged item is recognized in earnings 
(losses). 
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Restructuring and Merger-related charges. Periodically, we commit to exit certain business activities, eliminate 
office or facility locations andor reduce our number of employees. At the time a restructuring plan is approved and 
communicated, we record a charge to our consolidated statement of operations for the estimated costs associated with 
the plan. Charges associated with these exit or restructuring plans incorporate various estimates, including severance 
costs, sublease income and costs, 
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disposal costs, length of time on market for abandoned rented facilities and contractual termination costs. We also 
record a charge when we permanently cease use of a leased facility. Estimates of charges associated with abandoned 
operating leases, some of which entail long-term lease obligations, are based on existing market conditions and 
undiscounted net amounts that are expected to be paid in the future. We utilize real estate brokers to assist in assessing 
market conditions and net amounts that we expect to pay. 

Fair value offinancial instruments. Our financial instruments consist of cash and cash equivalents, restricted 
cash, accounts receivable, investments, accounts payable and borrowings. The carrying values of cash and cash 
equivalents, accounts receivable, accounts payable and short-term borrowings approximate their fair values because of 
their short-term nature. Our investments are also recorded at their estimated fair market value as discussed in 
Note 10-Investments. Our borrowings have a fair value of approximately $1 8.7 billion, $24.9 billion and $19.1 billion 
at December 3 1,2002, 200 1 and 2000, respectively. The fair values of our borrowings are based on quoted market 
prices where available or, if not available, based on discounted future cash flows using current market interest rates. 

Stock options. Our stock incentive plans are accounted for using the intrinsic-value method under which no 
compensation expense is recognized for options granted to employees when the strike price of those options equals or 
exceeds the value of the underlying security on the measurement date. Any excess of the stock price on the 
measurement date over the exercise price is recorded as deferred compensation and amortized over the service period 
during which the stock option award vests using the accelerated method described in Financial Accounting Standards 
Board ("FASB") Interpretation ("FIN") No. 28, "Accounting for Stock Appreciation Rights and Other Variable Stock 
Option or Award Plans" ("FIN No. 28"). 

Had compensation cost for our stock-based compensation plans been determined under the fair value method in 
accordance with the provisions of SFAS No. 123, "Accounting for Stock-Based Compensation" ("SFAS No. 123"), our 
net loss and basic and diluted loss per share would have been changed to the pro forma amounts indicated below: 

Year Ended December 31, 

2002 2001 2000 
W r n , + ?  

(As restated, 
see Note 3) 

(Dollars in millions, except per share 
amounts) 

Net loss: 
As reported 
Add: Stock-option-based employee compensation expense 
included in reported net loss, net of related tax effects 
Deduct: Total stock-option-based employee compensation 
expense determined under fair value-based method for all 
awards, net of related tax effects 

Pro forma 

Loss per share: 
As reported-basic and diluted 

$ (38,468)$ (5,603)s (1,037) 

58 17 67 

(185) (192) (83) 
-s%#m$%e - 2 -  

$ (38,595)$ (5,778)$ (1,053) 

$ (22.87)$ (3.37)$ (0.82) 
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Pro forma-basic and diluted $ (22.95)$ (3.48)$ (0.83) 

The pro forma amounts reflected above may not be representative of the effects on our reported net income or loss 
in future years because the number of future shares to be issued under these plans is not known and the assumptions 
used to determine the fair value can vary significantly. See Note 15-Stock Incentive Plans for further information. 
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Recently adopted accounting pronouncements and cumulative effects of adoption 

In June 200 1, the FASB issued SFAS No. 142. This statement addresses financial accounting and reporting for 
intangible assets (excluding goodwill) acquired individually or with a group of other assets at the time of their 
acquisition. It also addresses how goodwill and other intangible assets are accounted for after they have been initially 
recognized in the financial statements. As required, we adopted SFAS No. 142 effective January 1,2002. Upon 
adoption of SFAS No. 142, the fair value of goodwill was evaluated as of January 1, 2002 as if an acquisition of each 
of our reporting units at fair value had occurred on that date. The valuation was based on our reporting units at that 
date. A reporting unit is defined as an operating segment or one level below. The cumulative effect of adoption of 
SFAS No. 142 was a loss from a change in accounting principle of $22.8 billion. The adoption of SFAS No. 142 
reduced our amortization expense for goodwill and indefinite-lived intangible assets by approximately $1.052 billion 
annually, beginning January 1,2002. The cumulative effect of this change in accounting principle was reflected as a 
reduction in the carrying value of goodwill as of January 1, 2002. See Note 7-Goodwill and Other Intangible Assets 
for further information. 

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

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

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

FASB Interpretation Number ("FIN") 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others," was issued in November 2002. The interpretation provides 
guidance on the guarantor's accounting and disclosure of guarantees, including indirect guarantees of indebtedness of 
others. We have adopted the disclosure requirements of the interpretation as of December 3 1, 2002. The accounting 
guidelines are applicable to certain guarantees, excluding affiliate guarantees, issued or modified after December 3 1, 
2002, and require that we record a liability for the fair value of such guarantees on our consolidated balance sheet. The 
adoption of this interpretation had no material effect on our consolidated financial statements. 
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In our restated 2001 consolidated financial statements, we recorded a cumulative effect of a change in accounting 
principle of $24 million, net of income taxes, related to the adoption of SFAS No. 133. This $24 million credit 
represents the fair value of certain warrants to purchase common stock of other companies received by us in exchange 
for the purchase or sale of goods or services. 

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

New accounting standards 

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

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

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

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

In January 2003, the FASB issued FIN No. 46, "Consolidation of Variable Interest Entities" ("FIN No. 46"), 
which is effective immediately for all variable interest entities created after January 3 1,2003. FIN No. 46 must be 
applied for the first fiscal year or interim period ending after December 15,2003 for variable interest entities in which 
an enterprise holds a variable interest that it acquired before February 1,2003, or the fourth quarter 2003 for us. FIN 
No. 46 requires existing unconsolidated variable interest entities to be consolidated by their primary beneficiaries if the 
entities do not effectively disperse risks among the parties involved. A primary beneficiary absorbs the majority of the 
entity's expected losses, if they occur, receives a majority of the entity's expected residual returns, if they occur, or 
both. Where it is reasonably possible that the information about our variable interest entity relationships must be 
disclosed or consolidated, we must disclose the nature, purpose, size and activity of the variable interest entity and the 
maximum exposure to loss as a result of our involvement with the variable interest entity in all financial statements 
issued after January 3 1,2003. We do not expect the adoption of FIN No. 46 will require consolidation of any 
previously unconsolidated entities. 

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics 
of Both Liabilities and Equity", ("SFAS No. 1 SO"). SFAS No. 150 provides guidance on how an entity classifies and 
measures certain financial instruments with characteristics of both liabilities and equity. SFAS No. 150 is effective for 
financial instruments entered into or modified after May 3 1,2003, and otherwise is effective at the beginning of the 
first interim period beginning after June 15, 2003. We do not believe that the adoption of SFAS No. 150 will have a 
material impact on our consolidated financial statements. 

Note 3: Restatement of Results 

We have determined that, in certain cases, we misinterpreted or misapplied GAAP in our 2001 and 2000 
consolidated financial statements and, accordingly, we have restated our consolidated financial statements for each of 
the years in the two year period ended December 3 1,2001 and related interim periods. We have also restated our 
January 1, 2000 opening retained earnings to correct our accounting for directory publishing services revenues and 
expenses, as further discussed below. 

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

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

The following tables set forth the effects of the restatement adjustments discussed below on revenue; pre-tax loss 
(i.e., loss before income taxes, discontinued operations and cumulative effect of change of accounting principle); net 
loss, and loss per share as presented in our consolidated statements of operations for the years ended December 3 1, 
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2001 and 2000. The restatement adjustments are discussed in the paragraphs following the tables. 

Year ended December 31,2001 

Previously reported 
Restatement Adjustments, net: 
Transfers of optical capacity for cash 
Contemporaneous transfers of optical capacity 
Certain equipment sales 
Directory publishing services revenues and costs 
Termination fees 
Wireless revenue 
Customer premises equipment revenue 
Balance sheet reconciliations 
Installation fees 
Purchase accounting 
Restructuring accrual 
Third-party telecommunications costs 
Deferred commissions 
KPNQwest valuation 
Equipment write-offs 
Network labor costs 
Compensated absences 
Out-of-period expenses 
Cost of removal 
Stock compensation 
Investment in Qwest Digital Media 
Curtailment gain 
Other 

Net restatements 

As restated, before reclassifications of extraordinary item 
and discontinued operations 

Reclassification of previously reported extraordinary 
item 

As restated before reclassification of discontinued 
operations 

Reclassification for discontinued operations (1) 

As restated 

Pre-tax Loss per 

Revenue Loss Net Loss Share 

(Dollars in millions, except per share amounts) 

$ 19,695 $ (3,958) $ (4,023) $ (2.42) 

18,152 (6,455) (5,603) (3.37) 

18,152 (6,561) (5,603) (3.37) 

(1) As further discussed in Note 8-Assets Held for Sale including Discontinued Operations, in 2002 we began 
reporting the operations of our directory publishing business as discontinued. However, certain of the 
restatement adjustments affect these operations. The reclassification is made to reconcile revenues and pre-tax 
loss as previously reported, which included our directory publishing business in continuing operations, to the 
"as restated" amounts under the current presentation. 
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Previously reported 
Restatement Adjustments, net: 
Transfers of optical capacity for cash 
Contemporaneous transfers of optical capacity 
Certain equipment sales 
Directory publishing services revenues and costs 
Termination fees 
Wireless revenue 
Balance sheet reconciliations 
Installation fees 
Purchase accounting 
Equipment write-offs 
Network labor costs 
Compensated absences 
Out-of-period expenses 
Stock compensation 
Investment in Qwest Digital Media 
Curtailment gain 
Other 

Net restatements 

As restated, before reclassification of discontinued 
operations 

Reclassification for discontinued operations (1) 

As restated 

Year ended December 31,2000 

Pre-tax Loss per 

Revenue Income (Loss) Net Loss Share 

(Dollars in millions, except per share amounts) 

(65) (0.05) 
(103) (0.08) 
(51) (0.04) 
(19) (0.02) 
(30) (0.02) 
(34) (0.03) 
(65) (0.05) 
(96) (0.08) 

( 166) (0.13) 

(61) (0.05) 

(43) (0.03) 
(67) (0.05) 

(65) (0.05) 
(46) (0.04) 

(956) (0.76) 

(19) (0.02) 

(9) (0.01) 

(17) (0.01) 

15,665 (1,306) (1,037) (0.82) 

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

Transfers of optical capacity for cash 

In 200 1 and 2000, we engaged in transactions where we transferred the rights to use our optical capacity assets, 
also referred to as IRUs, on our network primarily to other telecommunications services providers. These IRU 
transactions involved specific channels on our "lit" network or specific strands of dark fiber. The terms of these IRUs 
were typically 20 years and reflected the estimated useful life of the optical capacity. 

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

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

In our restated consolidated financial statements we reduced our previously reported revenue by $339 million and 
$150 million for the years ended December 31,2001 and 2000, respectively. These amounts reflect the reversal of 
sales-type lease revenue of $360 million and $15 1 million, offset by the ratable recognition of revenue of $2 1 million 
and $1 million for the years ended December 3 1,2001 and 2000, respectively. We have also increased pre-tax loss by 
$1 63 million and $106 million in the years 200 1 and 2000, respectively, which reflects the adjustment to reduce 
revenue, partially offset by adjustments to decrease the related cost of sales. 

Contemporaneous transfers of optical capacity 

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

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

In our restated consolidated financial statements we have decreased our previously reported revenue by 
$649 million and $3 17 million for the years ended December 3 1,200 1 and 2000, respectively, to reflect the reversal of 
all revenue recognized on contemporaneous transfers of optical capacity assets. We have also increased our pre-tax loss 
by $251 million and $169 million for the years ended December 31, 2001 and 2000, respectively, which reflects the 
adjustment to reduce revenue, partially offset by adjustments to decrease the related cost of sales. 

Certain equipment sales 

Genuity-During the third quarter of 2000, we entered into an arrangement with Genuity in which we sold certain 
equipment to them for $100 million and agreed to provide services over a five-year period for $160 million on the basis 
that these were separate agreements. In the third quarter of 2000, we recorded revenue of $100 million and cost of sales 
of $21 million related to the equipment sale. Additional equipment costs of $7 million and $10 million were charged to 
cost of sales in the fourth quarter of 2000 and first quarter of 2001, respectively. We recognized revenue under the 
service 
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contract of $3 1 million and $1 1 million in 2001 and 2000, respectively. As a result of our internal analysis, we now 
believe that the equipment sale should be considered part of a single arrangement to provide services to Genuity. We 
also determined that we improperly recognized revenue under the services agreement prior to Genuity's acceptance of 
the underlying equipment's performance. Genuity's acceptance did not occur until the third quarter of 2001. As a result, 
we have restated our 2001 and 2000 consolidated financial statements to reverse the previously recognized equipment 
and services revenue of $142 million. In our restated consolidated financial statements we are recognizing the 
$260 million arrangement fee as revenues ratably by site, over the five-year term of the arrangement beginning in the 
third quarter of 2001, which amounted to $1 million in 2001. Our restated consolidated financial statements also 
include adjustments to reverse the amounts of previously recognized cost of sales totaling $38 million. This amount has 
been reclassified to property, plant and equipment and is being depreciated over the five-year term of the agreement, 
including $3 million in 200 1. 

Arizona-In 200 1, we received a purchase order for a maximum amount of $100 million from the Arizona School 
Facilities Board ("Arizona") for design and implementation of a statewide school network. During the second quarter of 
2001, we recognized revenue of $36 million and cost of sales of $28 million related to certain equipment to be installed 
in connection with this arrangement. We subsequently determined that the equipment transaction had been incorrectly 
recorded as a "bill and hold" transaction because we had not received any payments for the equipment and there was no 
binding obligation to pay in 2001, despite documentation to the contrary. In the fourth quarter of 2001, we determined 
that the Arizona arrangement should have been accounted for using long-term contract accounting and we reversed all 
of the previously recognized revenue and cost of sales. As a result, in the fourth quarter of 2001, we began recognizing 
revenue and cost of sales using the percentage-of-completion method of accounting. In applying this method, an 
assumption was made that the total amount of revenue to be received upon contract completion would be substantially 
greater than the $100 million purchase order amount. We have reviewed this assumption during our internal analysis 
and found it to be incorrect. We also discovered additional errors related to the Arizona transaction in our previously 
issued consolidated financial statements resulting in misstatements of revenue and cost of sales in 2001. As a result, we 
have recorded net restatement adjustments that reduce previously reported 2001 revenue by $24 million and cost of 
sales by $1 million. 

KMC and Calpoint-We entered into arrangements with KMC Telecom, Inc. ("KMC") during the first and second 
quarters of 2001. In these arrangements we sold equipment to KMC and at or about the same time agreed to purchase 
services from KMC over terms of approximately four years. In our previously issued consolidated financial statements 
we recorded equipment sales of $148 million and cost of sales of $67 million during the first and second quarters of 
2001. In the fourth quarter of 2001, we determined that we could not separate the equipment sales from the service 
agreements because they were entered into in contemplation of each other. Accordingly, we recorded an entry in the 
fourth quarter of 200 1 to increase cost of sales by $8 1 million and defer the previously recognized gross profit on the 
equipment. 

In the third quarter of 2001, we entered into an equipment arrangement with Calpoint LLC ("Calpoint") and at the 
same time agreed to purchase services from Calpoint over a five-year term. We determined at the inception of the 
Calpoint arrangement that the equipment agreements did not represent a separate earnings process for which revenue 
could be recognized because it was entered into in contemplation of the services agreement. Accordingly, the excess of 
the sales proceeds of $298 million received from Calpoint over the cost of the equipment of $172 million was deferred. 
In our previously issued consolidated financial statements, the deferred gross profit on the KMC and Calpoint 
arrangements was being amortized ratably over the terms of the respective services agreement as a reduction to cost of 
sales. 
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In connection with the KMC and Calpoint arrangements discussed above, in order to assist KMC and Calpoint in 
obtaining financing, we also agreed to pay the monthly service fees directly to trustees that serve as paying agents on 
debt instruments for which special purpose entities sponsored by KMC and Calpoint are the primary obligors. These 
agreements ("consent agreements") require us to pay at least 75% of the monthly service fees for the entire term of the 
agreements, regardless of whether KMC or Calpoint provide us services. Subsequent to the Merger, we executed 
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consent agreements for two service agreements that were entered into by pre-Merger Qwest. These consent agreements 
were not contemplated at the outset of these equipment sales and service agreements. Our aggregate unconditional 
purchase obligations under all of the consent agreements was $1.35 billion at December 3 1,200 1. 

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

The adjustments recorded in our restated consolidated financial statements related to certain equipment 
transactions with Genuity, Arizona, KMC and Calpoint, as discussed above, resulted in an aggregate decrease in 
previously reported revenue of $202 million and $1 11 million for the years ended December 3 1,2001 and 2000, 
respectively. These adjustments also increased our pre-tax loss by $58 million and $83 million for the years ended 
December 3 1,200 1 and 2000, respectively. 

Directory publishing services revenues and costs 

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

As a result, in our restated consolidated financial statements we have reduced our previously reported directory 
publishing services revenue by $78 million and $57 million for the years ended December 3 1,200 1 and 2000, 
respectively. These restatements also increased our pre-tax loss by $78 million and $3 1 million for the years ended 
December 3 1,200 1 and 2000, respectively. 

In addition, we restated our opening retained earnings balance as of January 1,2000 to recognize the effect of 
restating directory publishing services revenues and expenses for the year ended December 3 1, 1999 to the deferral and 
amortization method. The cumulative adjustment to opening retained earnings on January 1, 2000 was $353 million, 
net of the income tax effect of $226 million. 

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

Termination fees 

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

http://ccbn.tenkwizard.com/print.php?repo~tenk&ipage=23 763 87&num=&doc= 1 &pg=&T.. . 4/ 1 3/2004 



10k Wizard: SEC Filings Page 99 of 209 

In our restated consolidated financial statements, we have reduced our previously reported revenue and increased 
our pre-tax net loss by $75 million and $50 million for the years ended December 3 1,2001 and 2000, respectively. 

Wireless revenue 

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

In our restated consolidated financial statements, we have reduced our previously reported wireless revenues and 
increased our pre-tax loss by $46 million and $57 million for the years ended December 3 1,2001 and 2000, 
respectively. 

Customer premise equipment ('ICPE'Y revenue 

In 2001, we recorded revenue and related costs for certain sales of CPE based upon the project's scheduled 
completion date, instead of the actual date of completion of the project. As part of our restatement, we have corrected 
these errors and have recognized revenue and costs in the periods in which all revenue recognition criteria were met. In 
our restated consolidated financial statements, we have reduced our previously reported revenues by $3 1 million and 
increased our pre-tax loss by $6 million for the year ended December 3 1,200 1. 

Balance sheet reconciliations 

During our internal analysis, we were unable to support the balances of certain asset and liability accounts through 
the reconciliation process that we performed. As a result, we have adjusted certain balance sheet accounts resulting in 
an aggregate decrease in previously reported revenue of $29 million and $48 million for the years ended December 3 1, 
2001 and 2000, respectively. The adjustments also increased our previously reported pre-tax loss by $145 million and 
$72 million for the years ended December 31,2001 and 2000, respectively. 

Installation fees 

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

In our restated consolidated financial statements, we have increased our previously reported revenues by 
$19 million and decreased previously reported revenues by $90 million for the years ended December 31,2001 and 
2000, respectively, resulting in a decrease in our pre-tax loss for 2001 and an 
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increase in our pre-tax loss for 2000 of corresponding amounts. In addition, as a result of this change, our restated net 
loss for the year ended December 3 1,2000 includes a $41 million charge, net of the income tax effect of $26 million, 
presented as the cumulative effect of change in accounting principle resulting from the adoption of SAB No. 101. 

Purchase accounting 

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

Intangible assets. We recorded restatement adjustments to the amounts allocated to the customer lists and 
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I Third-party telecommunications costs ~ 

technology-in-place intangible assets acquired in the Merger. We also revised the estimated lives that had been 
originally assigned to these assets. These changes resulted in adjustments to the amortization of those assets. The effect 
of the adjustments to intangible assets was a reduction of amortization expense of $31 million and $15 million in 2001 
and 2000, respectively. 
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Tangible assets. As a result of restatement adjustments to increase the amount allocated to property, plant and 
equipment, adjustments were required to increase depreciation expense by $86 million and $40 million in 2001 and 
2000, respectively. 

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

Liabilities. As a result of restatement adjustments that reduced the amounts allocated to certain liabilities 
primarily related to amounts that we inappropriately accounted for as unfavorable contracts at the Merger date, related 
adjustments were required to correct our consolidated statements of operations in periods subsequent to the Merger. 
These adjustments to liabilities increased operating expenses by $249 million and $1 55 million in 2001 and 2000, 
respectively. 

Goodwill. The amount allocated to goodwill was affected as a result of each of the purchase accounting 
allocation adjustments discussed in the paragraphs above. Goodwill also was affected as a result of an adjustment that 
increased the amount of consideration paid in the Merger. The net of these adjustments was an increase of 
$1.634 billion in the amount allocated to goodwill. These adjustments necessitated an adjustment to goodwill 
amortization. As part of our internal analysis, we corrected the timing of certain previously recorded amortization 
adjustments. The result of these changes was a net increase in goodwill amortization expense of $1 6 million and 
$12 million in 200 1 and 2000, respectively. 

Restructuring accrual 

In our previously issued consolidated financial statements we recorded restructuring expenses in the fourth quarter 
of 2001 in connection with our permanent abandonment of certain leased real estate facilities. We have determined that 
we misinterpreted applicable accounting guidance, including EITF Issue No. 94-3, SAB No. 100, "Restructuring 
Charges," and EITF Issue No. 88-1 0, "Costs Associated with Lease Modification or Termination," as they relate to 
leased facilities and excluded certain items that should have been included in the restructuring charges. As a result, we 
have increased our previously reported pre-tax loss by $240 million for the year ended December 3 1,200 1 . 
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During 2001, we received and paid for services from third-party telecommunications providers but did not 
properly record the cost associated with such services in our cost of sales. As a result, we have increased our pre-tax 
loss by $164 million in the year ended December 3 1, 200 1. 

Deferred commissions 

In 2001, we erroneously began to defer certain commissions paid to internal and external agents related to contract 
sales to business customers and amortize over the average term of the related contracts. As a result, in our restated 
consolidated financial statements we have increased our previously reported pre-tax loss by $160 million in the year 
ended December 3 I ,  200 1 

KPNQwest valuation 

In our original December 3 1,200 I assessment of the carrying value of our investment in KPNQwest, we 
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concluded that an other-than-temporary decline in value had not occurred as of December 3 1, 2001. We, therefore, did 
not adjust the carrying value of our investment at that date. In our internal analysis, we reconsidered the information 
that was available at the time we originally issued our 2001 consolidated financial statements and determined that our 
prior assessment did not fully recognize the impact of certain restrictions on our ability to receive market value for our 
shares. Applying those factors, we determined the estimated fair value of the KPNQwest investment had remained 
below its carrying value for an extended period of time, indicating that there had been an other-than-temporary decline 
in value. Accordingly, we have recorded an adjustment in our restated consolidated financial statements to write-down 
the value of the KPNQwest investment by $1 56 million to reflect its estimated fair value of $1.15 billion at 
December 3 1,200 1. This resulted in an increase of $156 million to our pre-tax loss for the year ended December 3 1, 
2001. See further discussion in Note 1 &Investments. 

Equipment write-08s 

Included in our previously issued 2001 consolidated financial statements was certain capitalized equipment with a 
carrying value of $142 million. During our internal analysis we determined that this cost should have been expensed 
during 2001 and 2000. Accordingly, we have increased our previously reported pre-tax loss by $1 11 million and 
$3 1 million for the years ended December 3 1,2001 and 2000, respectively. 

Network labor costs 

In 2000, we began capitalizing certain labor costs that were associated with designing, deploying and testing 
facilities. During our internal analysis, we determined that certain of these costs should have been expensed as incurred. 
As a result, in our restated consolidated financial statements we have recorded adjustments to increase operating 
expenses and decrease net property, plant and equipment by $84 million and $1 00 million for the years ended 
December 3 1,200 1 and 2000, respectively. 

Compensated absences 

During 2001 and 2000, we recorded entries that reduced our liabilities for compensated absences associated with 
non-management employees. We have since determined that these adjustments were not in compliance with SFAS 
No. 43, "Accounting for Compensated Absences." As a result, we have increased our previously reported pre-tax loss 
by $73 million and $14 million for the years ended December 3 1,2001 and 2000, respectively. 
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Out-of-period expenses 

We recorded certain charges in 200 1 and 2000 as expenses for contractual sponsorships, service contracts, fines 
and other costs. We have since determined that we recorded these charges in the wrong period. As a result, in our 
restated consolidated financial statements, we have decreased our previously reported pre-tax loss by $64 million in 
2001 and increased our previously reported loss by $70 million in 2000. 

Cost of removal 

In 2001, we recorded costs associated with the reconditioning of certain cable lines against the cost of removal 
reserve. This reserve is a component of accumulated depreciation that was established specifically for costs of removal 
related to portions of our telecommunications network. During our internal analysis, we determined that these 
reconditioning costs were not costs of removal and should not have been recorded against the reserve in accumulated 
depreciation. As a result, in our restated consolidated financial statements we have increased our previously reported 
pre-tax loss by $40 million for the year ended December 3 1,2001. 

Stock compensation 

During 200 1 and 2000, the terms of certain outstanding stock options were modified to allow the extension of the 
exercise period upon the employee's separation from the Company. In our previously issued consolidated financial 
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1 As of December 3 1,200 1 

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

Investment in Qwest Digital Media 

We account for our investment in Qwest Digital Media ("QDM") under the equity method of accounting. An error 
was made in calculating our share of the QDM loss in 2000. In our previously issued consolidated financial statements, 
this error was identified and corrected in our 200 1 reported results. In our restated consolidated financial statements we 
have recorded an adjustment to make the correction in the appropriate year. Accordingly, we have decreased our 
previously reported pre-tax loss by $27 million in 2001 and increased our previously reported pre-tax loss by 
$27 million in 2000. 

Curtailment gain 

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

Other 

We reduced our previously reported revenue by $1 13 million and $65 million and increased our pre-tax loss by 
$398 million and $54 million for the years ended December 3 1,2001 and 2000, respectively, for other errors 
discovered as a result of our internal analysis. These adjustments have been aggregated in this presentation. The 
individual adjustments ranged from $100,000 to $27 million for revenues and from $100,000 to $34 million for pre-tax 
loss in the periods presented and had an average impact of $7 million, to each of revenues and pre-tax loss. 

Balance sheet impacts 

In addition to the effects on our 2001 and 2000 consolidated statements of operations discussed above, the 
restatement affected our consolidated balance sheets as of December 3 1, 200 1 and 2000 and our opening retained 
earnings as of January 1, 2000. The following tables set forth the effects of our restatement adjustments on our 
condensed 200 1 and 2000 consolidated balance sheets: 

Adjustments for 
Previously Discontinued Increase/ 

Reported Operations (Decrease) As Restated 
,- 

(Dollars in millions) 
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Assets: 
Total current assets 
Property, plant and equipment, 
net 
Goodwill and other intangible 
assets, net 
Other assets 

$ 5,757 

29,977 

34,523 
3,524 

Total assets $ 73,781 

Liabilities and stockholders' 
equity: 

Total current liabilities 
Long-term borrowings 
Deferred income taxes and 
other liabilities 

$ 9,989 
20,197 

6,940 

Total liabilities 
Share repurchase commitment 
Total stockholders' equity 

37,126 

36,655 
- 

Total liabilities and 
stockholders' equity $ 73,781 
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$ - $ (1,019) $ 4,738 

(220) (278) 29,479 

- 101 34,624 
220 (419) 3,325 

- $ (1,615) $ 72,166 

$ - $  234 $ 10,223 
33 20,230 - 

- (656) 6,284 

- (389) 36,737 
- 16 16 

$ - $ (1,615) $ 72,166 

As of December 3 1,2000: 
Assets: 

Total current assets 
Property, plant and equipment, 
net 
Goodwill and other intangible 
assets, net 
Other assets 

Total assets 

Liabilities and stockholders' 
equity: 

Total current liabilities 
Long-term borrowings 
Deferred income taxes and other 
liabilities 

Total liabilities 
Share repurchase commitment 
Total stockholders' equity 

Adjustments 
for 

Previously Discontinued Increase/ 

Reported Operations (Decrease) As Restated 

(Dollars in millions) 

$ 5,199 $ - $  (467) $ 4,732 

25,760 (212) 438 25,986 

__ 32,327 (311) 32,016 
10,215 212 (345) 10,082 

$ 73,501 $ - $  (685) $ 72,816 

M m # a + n d & * P M  

$ 9,676 $ - $  20 $ 9,696 
15,42 1 - 120 15,541 

7,100 __ (1,088) 6,012 

32,197 - (948) 31,249 

41,304 - 263 4 1,567 
- __ - - 
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Total liabilities and 
stockholders' equity $ 73,501 $ - $  (685) $ 72,816 

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

December 31, 

Stockholders' equity, as previously reported 
Cumulative effect of restatement adjustments on net 
loss 
Dex adjustment to opening retained earnings 
Adjustment to purchase price of Merger for stock 
options (Note 4-Merger) 
Cumulative stock compensation adjustments (Note 
3-Restatement of Results) 
BellSouth share repurchase obligation (Note 16- 
Stockholders' Equity) 
BellSouth sales discount amortization (Note 16- 
Stockholders' Equity) 
Rabbi trust share repurchase (Note 16-Stockholders' 
Equity) 
Other comprehensive income 
Other stock-based expenses (Note 16-Stockholders' 

Purchase accounting adjustments (Note 4-Merger) 
Other consolidation and reconciliation adjustments 

Equity) 

Stockholders' equity, as restated 
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2001 2000 

(Dollars in millions) 

$ 36,655 $ 41,304 

(2,536) (956) 
(353) (353) 

1,438 1,438 

137 109 

___ (16) 

38 - 

~ (3 8) 
(27) (42) 

35 48 
33 11 

9 46 

$ 35,413 $ 41,567 

Note 4: Merger 

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

The Merger has been accounted for as a reverse acquisition under the purchase method of accounting with U S 
WEST being deemed the accounting acquirer and Qwest (prior to the Merger "pre-Merger Qwest") the acquired entity. 
The total value of the consideration has been allocated to the tangible and identifiable intangible assets and liabilities of 
pre-Merger Qwest As disclosed in our previously issued consolidated financial statements, a preliminary allocation of 
the purchase price was made at June 30, 2000 to certain identified tangible and intangible assets and liabilities based 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc=l &pg=&T.. . 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc=l


10k Wizard: SEC Filings Page 105 of209 

upon information available to management at that date. During the second quarter of 2001, we finalized the original 
allocation of the purchase price to the acquired net assets of pre-Merger Qwest. In connection with our internal analysis 
of our previously issued consolidated financial statements (see Note 3-Restatement of Results), we found several 
errors related to the amount of the purchase price itself, the preliminary purchase price allocation and the adjustments 
to the preliminary allocation to finalize it. The purchase price allocation and related adjustments are summarized in the 
table below. 

Previously Reported As Restated 

Purchase Purchase Price 
Price Price Restatement Allocation, 

Allocation Adjustments Allocation Adjustments As restated 

(Dollars in millions) 

Identified intangible assets $ 4,100 $ - $ 4,100 $ (1,853) $ 2,247 

Tangible assets 7,868 (38) 7,830 84 1 8,67 1 
Liabilities (7,135) 575 (6,560) 587 (5,973) 

Goodwill 27,923 2,851 30,774 1,634 32,408 

Purchase price 

Investment in KPNQwest, N.V 7,935 (3,180) 4,755 - 4,755 

Deferred income taxes (671) (208) (879) 229 (650) 

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

Intangible assets In our original purchase price allocation, we identified a number of intangible assets including: 
(a) customer lists with a value ascribed of $1.200 billion, (b) technology-in-place with a value ascribed of 
$2.200 billion, (c) trademarks with a value ascribed of $600 million and (d) an established workforce with a value 
ascribed of $100 million. In connection with our internal analysis, we reevaluated the value assigned to each of these 
acquired identifiable intangible assets and concluded that the amounts allocated to customer lists and technology-in- 
place did not represent their fair values 
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at the date of the Merger. Our reevaluation of the fair values of these intangible assets was done using information that 
was available at the time the original purchase price allocation was finalized. As a result, we have recorded adjustments 
to the amounts allocated to customer lists and technology-in-place in our restated consolidated financial statements. 
These adjustments resulted in a $347 million increase in the value ascribed to customer lists and a decrease in the value 
ascribed to technology-in-place at the acquisition date of approximately $2.2 billion. We also determined, in connection 
with our internal analysis, that the previously selected estimated life of ten years for customer lists was not reasonable 
under the circumstances and thus, was changed to five years. Accordingly, in our restated consolidated financial 
statements we have decreased amortization expense by $3 1 million and $15 million for the years ended December 3 1, 
2001 and 2000, respectively, to reflect the fair value adjustments and the change in estimated life. 

Investment in KPNQwest, N. V. Pre-Merger Qwest's investment in KPNQwest had a book value of approximately 
$552 million. On June 30,2000, our preliminary estimate of the value of the investment in KPNQwest was 
$7.935 billion, which was based upon the closing price of $39.625 of KPNQwest's publicly traded Class C shares on 
that date. The Class C shares comprised approximately 1 1% of the equity ownership of KPNQwest. Our ownership 
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interest in KPNQwest was held in Class B shares, which, as of the acquisition date, were subject to restrictions on 
marketability through 2004. Because of the size of our ownership interest in KPNQwest and the fact that the shares we 
held were subject to a number of restrictions, the fair value of our investment was determined in June 2001 to be 
$4.755 billion. We then recorded an adjustment of $3.180 billion to reduce the amount of the purchase price allocated 
to our investment in KPNQwest. This adjustment also increased goodwill by a corresponding amount. This revised 
amount allocated to KPNQwest was not affected by our internal analysis or the restatement process. See discussion at 
Note 1 &Investments. 

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

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

Liabilities. Pre-Merger Qwest had debt with a book value of $4.560 billion and accounts payable and accrued 
liabilities with a book value of $1.459 billion. We made adjustments in the initial purchase price allocation to increase 
these liabilities by $1.1 16 billion, primarily to reflect the fair value of certain unfavorable contractual commitments that 
were inappropriately recognized at the date of the Merger. These liabilities were subsequently reduced by $575 million 
in 2001 in the course of finalizing our purchase price allocation. In connection with our internal analysis, we 
reconsidered the amounts determined as unfavorable contractual commitments and certain other accrued expenses. Our 
analysis indicated that credits and certain accrued expenses totaling $587 million established in connection with 
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the Merger were not appropriate. Accordingly, in our restated consolidated financial statements we have reduced the 
amount attributed to unfavorable contract credits by $587 million. 

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

Goodwill. As a result of the finalization of the allocation of the purchase price in 200 1, goodwill was adjusted. 
As part of our internal analysis as discussed above, we made adjustments to that final allocation. The aggregate impact 
of the restatement adjustments on goodwill was $1.634 billion. 

The final restated allocation of the purchase price resulted in goodwill of $32.408 billion. Adjustments were also 
made to amortize this goodwill on a straight-line basis over a 40-year life. Amortization was recorded through 
December 3 1,200 1. Beginning January 1,2002, in accordance with the adoption of SFAS No. 142, we ceased 
amortization of goodwill and other intangible assets with indefinite lives. See discussion at Note 7-Goodwill and 
Other Intangible Assets. 

Note 5: Accounts Receivable 
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The following table presents a breakdown of our accounts receivable balances: 

December 31, 

Trade receivables 
Earned and unbilled receivables 
Purchased receivables 
Other 

Total accounts receivable 
Less: Allowance for bad debts 

2002 2001 2000 

(As restated, 
see Note 3) 

(Dollars in millions) 

$ 2,133 
353 
104 
95 

2,685 
(360) 

Accounts receivable-net $ 2,325 

$ 2,572 $ 2,146 
376 414 
148 213 
212 697 

P 

$ 2,906 $ 3,165 

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

We have agreements with other telecommunications service providers whereby we agree to bill and collect on 
their behalf for services rendered by those providers to our customers within our local service area. We purchase these 
accounts receivable from the other telecommunications service providers on a full-recourse basis and include these 
amounts in our accounts receivable balance. Purchased receivables included in our accounts receivable balances were 
$104 million, $148 million and $213 million at December 3 I ,  2002,2001 and 2000, respectively. We have not 
experienced any significant losses under the recourse provisions related to these purchased receivables. 

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

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

December 31, 

Depreciable 

Lives 2002 2001 2000 
*e-*- M -,e-* *\_a 

(As restated, see Note 3) 

(Dollars in millions) 

Land $ 116 $ 105 $ 103 
Buildings 30-38 years 3,524 4,706 3,269 
Communications equipment 2-25 years 18,948 21,941 17,491 
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I Asset impairments 

Other network equipment 
General purpose computers and 
other 
Construction in progress 

Less: accumulated depreciation 

Property, plant and equipment- 
net 

Page 108 of 209 

8-57 years 18,635 22,94 1 20,603 
3-11 years 3,007 3,530 3,554 

A summary of asset impairments recognized is as follows: 

- 350 1,214 3,380 

44,580 54,437 48,400 
(25,585) (24,958) (22,414) 

$ 18,995 $ 29,479 $ 25,986 

Impairment of property, plant and equipment 
Facilities and other projects 
Other real estate assets 
Impairment due to Merger 
Special purpose access lines 
Capitalized software due to restructuring activities 
(Note 7-Goodwill and Other Intangible Assets) 
Capitalized software due to Merger (Note 7- 
Goodwill and Other Intangible Assets) 

Total asset impairments 

Year ended December 31, 

2002 2001 2000 - 
(As restated, 
see Note 3) 

(Dollars in millions) 

$ 10,493 

28 
- 

- 

- 

4 

$ - $ -  
134 - 

- - 

16 35 
191 - 

68 - 

$ 10,525 $ 251 $ 340 

Effective June 30, 2002, pursuant to SFAS No. 144, a general deterioration of the telecommunications market, 
downward revisions to our expected future results of operations and other factors indicated that our investments in 
long-lived assets may have been impaired at that date. In accordance with SFAS No. 144 we performed an evaluation 
of the recoverability of the carrying value of our long-lived assets using gross undiscounted cash flow projections. For 
impairment analysis purposes, we grouped our property, plant and equipment and projected cash flows as follows: 
traditional telephone network, national fiber optic broadband network, international fiber optic broadband network, 
wireless network, web hosting and Application Service Provider ("ASP"), assets held for sale and out-of-region Digital 
Subscriber Line ("DSL"). Based on the gross undiscounted cash flow projections, we determined that all of OUT asset 
groups, except our traditional telephone network, were impaired at June 30,2002. For those asset groups that were 
impaired, we then estimated the fair value using a variety of techniques, which are presented in the table below. For 
those asset groups that were impaired, we determined that the fair values were less than our carrying amount by 
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$1 0.6 13 billion in the aggregate of which $120 million has been reclassified to income from and gain on sale of 
discontinued operations for certain web hosting centers in our consolidated statements of operations at December 3 1, 
2002. 
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impairment 

Asset Group Charge Fair Value Methodology 

(Dollars in 
millions) 

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

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

Total impairment charges 

$ 8,505 Discounted cash flows 

685 Comparable market data 

825 Comparable market data 

88 Comparable market data 
348 Comparable market data 
42 Discounted cash flows 

and discounted cash flows 

$ 10,493 

Calculating the estimated fair value of the asset groups as listed above involves significant judgments and a 
variety of assumptions. For calculating fair value based on discounted cash flows, we forecasted future operating 
results and future cash flows, which included long-term forecasts of revenue growth, gross margins and capital 
expenditures. We also used a discount rate based on an estimate of the weighted average cost of capital for the specific 
asset groups. Comparable market data was obtained by reviewing recent sales of similar asset types in third-party 
market transactions. 

A brief description of the underlying business purpose of each of the asset groups that were impaired as a result of 
our analysis as of June 30,2002 is as follows: 

Our national fiber optic broadband network ("National Network") provides long-distance voice services, 
data and Internet services, and wholesale services to business, residential and wholesale customers 
outside of our local service area. 

Our international fiber optic broadband network ("International Network") provides the same services to 
the same types of customers, only outside of the United States. 

Our wireless network provides Personal Communications Service ("PCS") in select markets in our local 
service area. 

Our web hosting and ASP assets provide business customers shared and dedicated hosting on our 
servers as well as application hosting services to help design and manage customers' websites and 
hosting applications. 

Assets held for sale primarily consist of excess network supplies. See Note 8-Assets Held for Sale 
including Discontinued Operations for further information. 

Our out-of-region DSL assets provide DSL service to customers outside our local service area. 

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

Other asset impairments 

In 2002, we recorded other asset impairment charges of $28 million associated with the write-down of other real 
estate assets that were held for sale. 
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As part of our restructuring activities in 2001, we reviewed our existing construction projects. As a result of this 
review, we recorded an asset impairment charge of $134 million for the abandonment of web hosting centers and other 
internal use construction projects. 

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

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

Note 7: Goodwill and Other Intangible Assets 

A summary of the changes in the carrying amount of our goodwill during the year ended December 3 1,2002 is as 
follows. All of the goodwill relates to our wireline segment 

(Dollars in 

millions) 

Balance as of December 31,2001 (as restated, see 
Notes 3 and 4) 

Reclassification of assembled workforce 
Cumulative effect of adoption of SFAS No. 142 
Goodwill impairment charges under SFAS No. 142 

$ 3 1,233 
50 

(22,800) 
(8,483) 

Balance as of December 31,2002 

The components of goodwill and other intangible assets are as follows: 

Life 
Prior to 

Adoption a 
SFAS 

No. 142 

December 31, 

2002 2001 2000 

(Dollars in millions) 

Carrying Accumulated Carrying Accumulated Carrying Accumulated 

cost Amortization cost Amortization cost Amortization 

(As restated, see Note 3) 

Intangibles with 
indefinite lives: 

Goodwill 40 years $ - $  - $ 32,408 $ (1,175)$ 29,338 $ (3 7 8) 
Other 3-40 years 146 817 (80) 80 1 (30) ___ 

Total intangibles with 
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indefinite lives 
Intangibles with finite 
lives: 

Capitalized software 
Customer lists and 
other 

Total intangibles with 
finite lives 

Total goodwill and 
intangible assets 

146 - 33,225 (1,255) 30,139 (408) 

5 years 2,032 (577) 1,910 (341) 1,163 (272) 

5 years 33 (22) 1,549 (464) 1,549 (155) 

2,065 (599) 3,459 (805) 2,712 (427) 

$ 2,211 $ (599)$ 36,684 $ (2,060)s 32,851 $ (835) 
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We recorded amortization expense of $579 million in 2002 for intangibles with finite lives. Based on the current 
amount of intangible assets subject to amortization, the estimated amortization for each of the succeeding 5 years is as 
follows: 

2003 
2004 
2005 
2006 
2007 

(Dollars in 

millions) 

$ 429 
400 
328 
226 

Adoption of SFAS No. 142 

On January 1,2002, we adopted SFAS No. 142, which requires companies to cease amortizing goodwill and 
intangible assets which have indefinite useful lives. SFAS No. 142 also requires that goodwill and indefinite-lived 
intangible assets be reviewed for impairment upon adoption on January 1,2002 and annually thereafter, or more often 
if events or circumstances warrant. Under SFAS No. 142, goodwill impairment may exist if the carrying value of the 
reporting unit to which it is allocated exceeds its estimated fair value. 

Based on the transition provisions of SFAS No. 142, we reclassified the $50 million net carrying value of our 
assembled workforce intangible asset, which was recognized in connection with the Merger, into goodwill effective 
January 1, 2002. The assembled workforce intangible asset no longer met the criteria for recognition as a separate 
intangible asset apart from goodwill. Amortization of goodwill, including the addition to goodwill from the 
reclassification of the assembled workforce intangible asset, ceased on January 1,2002. We also ceased amortizing our 
intangible assets with indefinite lives, including trademarks, trade names and wireless spectrum licenses on January 1, 
2002. Upon adoption of SFAS No. 142, we reviewed the useful lives of our amortizable intangible assets-primarily 
capitalized software and customer lists, and determined that after restatement, they remained appropriate. See Note 4- 
Merger, for further discussion regarding the revisions of the useful lives of our customer lists. 

In accordance with SFAS No. 142, we performed a transitional impairment test of goodwill and intangible assets 
with indefinite lives as of January 1, 2002. The first step of the transitional test of impairment was performed by 
comparing the fair value of our reporting units to the carrying values of the reporting units to which goodwill was 
assigned. Because we do not maintain balance sheets at the reporting unit level, we allocated all assets and liabilities to 
each of our reporting units based on various methodologies that included specific identification and allocations based 
primarily on revenues, voice grade equivalents (the amount of capacity required to carry one telephone call), and 
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relative number of employees. Goodwill was allocated to reporting units based on the relative fair value of each 
reporting unit. We did not allocate any goodwill to our wireless and directory publishing reporting units because they 
were not expected to benefit significantly from the synergies of the Merger and are not considered sources of the 
goodwill which arose from the Merger. 

Upon implementation of SFAS No. 142, we identified 13 reporting units. Goodwill was allocated to four of these 
reporting units on a relative fair value basis. Reporting units that were non-revenue producing or that were not expected 
to benefit significantly from the synergies of the Merger were not allocated goodwill. In addition, insignificant 
reporting units were not allocated goodwill. As discussed in Note 1 8-Segment Information, operating segments were 
changed in the fourth quarter of 2002 after goodwill had already been reduced to zero through the impairments 
discussed in the following paragraphs. 
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We estimated the implied fair value of goodwill for each reporting unit by subtracting the fair value of the 
reporting unit's assets, including any unrecognized intangibles, from the total fair value of the reporting unit. The 
excess was deemed the implied fair value of goodwill. The implied fair value of the goodwill was then compared to the 
carrying amount of goodwill for the reporting unit. Based on this analysis, we recorded a charge for the cumulative 
effect of adopting SFAS No. 142 of $22.8 billion on January 1,2002. This charge related to the reporting units in the 
table below: 

Impairment 

Reporting Unit Charge 

(Dollars in 
millions) 

Global 
National 
Consumer 
Wholesale 

Total 

$ 5,151 
2,147 
4,856 

10,646 

$ 22,800 

Changes in market conditions, downward revisions to our projections of future operating results, and other factors 
indicated that the carrying value of the remaining goodwill should be evaluated for impairment as of June 30, 2002. 
Based on the results of that impairment analysis, we determined that the remaining goodwill balance of $8.483 billion 
was impaired and we recorded an impairment charge on June 30, 2002 to write-off the remaining balance. In 
accordance with SFAS No. 142, we will continue to perform impairment tests on the remaining indefinite-lived 
intangible assets on an annual basis, or more often if events or changes in circumstances indicate the assets may be 
impaired. 
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The following table adjusts loss from continuing operations, net loss and the related per share amounts in 2001 
and 2000 to exclude amortization, net of any related tax effects, of goodwill and indefinite lived intangible assets. 

Year ended December 31, 

2001 2000 
-,-- * Y e  4 e  <%$,a a 

(As restated, 
see Notes 3 and 4) 
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(Dollars in millions, except 
per share amounts) 

Reported loss from continuing operations 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted loss from continuing operations 

Reported net loss 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted net loss 

Basic and diluted loss per share: 
Reported loss from continuing operations per share 

Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

Total amortization associated with intangible assets with indefinite lives 

Adjusted loss from continuing operations per share 

Reported net loss per share 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

$ (6,138) $ (1,442) 
797 378 
205 92 

9 5 
20 10 

1 1 

1,032 486 

797 378 
205 92 

9 5 
20 10 

1 1 

1 032 486 
P 

$ (3.69) $ (1.13) 
0.48 0.30 
0.12 0.07 
0.01 
0.0 1 0.0 1 

__ 

__I_x1 

$ (3.37) $ (0.82) 
0.48 0.30 
0.12 0.07 
0.01 
0.01 0.01 

- 

%&seea%sm’Ss.%#rn -=Mass 

Total amortization associated with intangible assets with indefinite lives 0.62 0.38 
w- _ I _ .  

Adjusted net loss per share $ (2.75) $ (0.44) 
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Other intangible information 
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In June 2002, pursuant to SFAS No. 144 as discussed in Note 6-Property, Plant and Equipment, we recorded an 
asset impairment charge to other intangible assets with finite lives. These included impairments related to capitalized 
computer software of $41 1 million and our customer lists of $812 million. 

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

Following the Merger, we reviewed all internal use software projects in process, and determined that certain 
projects should no longer be pursued. Because the projects were incomplete and abandoned, the fair value of such 
software was determined to be zero. Capitalized software costs of $33 million and $1 14 million were written off in 
2001 and 2000, respectively, and reported as asset impairment charges on our consolidated statements of operations at 
the time they were abandoned. The abandoned projects primarily included a significant billing system replacement. 

In 2002, realization of a $396 million tax benefit ($647 million on a pre-tax basis) became probable as a result of 
the completion of the first phase of the sale of our directory publishing business. The tax benefit existed at the time of 
the Merger, but was not recognized in the purchase because at that time it was not apparent that the temporary 
difference would be realized in the foreseeable future. In 2002, in accordance with SFAS No. 109, “Accounting for 
Income Taxes” (“SFAS No. 109”), we recorded the tax benefit, on a pre-tax basis, as a $555 million reduction to our 
trade name intangible asset and as a $92 million reduction to our customer lists intangible asset. The credits were 
applied to these two non-current intangible assets because these assets were created in connection with the original 
purchase price allocation. 

Note 8: Assets Held for Sale including Discontinued Operations 

The following table presents the summarized results of operations for each of the years in the three-year period 
ended December 3 1,2002 related to our discontinued operations. These results primarily relate to our directory 
publishing business. Other discontinued operations represent immaterial operations. 

Years ended December 31, 

2002 2001 2000 
d-wm&m e#- MmrAd- 

(As restated, see Note 3) 

(Dollars in millions) 

Revenue 
Costs and Expenses: 

Cost of services 
Selling, general and administrative 
Depreciation and amortization 

Income from operations 
Gain on sale of directory publishing business 
Other income (expense) 

Income before income taxes 
Income tax provision 

Income from and gain on sale of discontinued operations 

$ 1,535 $ 1,628 $ 1,517 

502 581 585 
399 176 168 
29 32 35 

729 
2,615 - - 

-<r--=m*%-/xe 

(26) ( 5 )  (1) 
I- e* m $ a . . # e v *  

3,194 834 72 8 
1,237 323 282 

$ 1,957 $ 511 $ 446 
P -- 
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I The sale of our directory publishing business in the remaining states of Arizona, Idaho, Montana, Oregon, Utah, 

$4.3 billion in gross sale proceeds (subject to adjustments relating to changes in the working capital of the Dex West 
business) related to the sale. 

I Washington and Wyoming (the "Dex West business") was completed in September 2003. We received approximately 

The following table presents the condensed balance sheets related to our discontinued operations, primarily our 
directory publishing business, as of December 31,2002,2001 and 2000. All other assets held for sale are included in 
our wireline segment. 

December 31, 

Current assets held for sale 
Property, plant and equipment, net* 
Other assets* 

Total assets held for sale 

Current portion of liabilities associated with discontinued operations 
Other long-term liabilities* 

Total liabilities associated with discontinued operations 

2002 2001 2000 

(As restated, 
see Note 3) 

(Dollars in millions) 

$ 263 
72 
26 

50 

$ 298 

$ 426 
220 

31 

$ 677 

$ 336 
35 

$ 433 
212 

5 

$ 332 
57 

$ 371 $ 389 

* Property, plant and equipment and other assets for 200 1 and 2000 represent the non-current portion of assets held for 
sale and are presented in other assets for those periods respectively. Other long-term liabilities for 2001 and 2000 
represent the long-term portion of liabilities associated with discontinued operations and are presented in other long- 
term liabilities for those periods respectively. 

Discontinued directory publishing business 

During the second quarter of 2002, we began actively pursuing the sale of our directory publishing business. On 
November 8,2002, we completed the first stage of the sale of our directory publishing business to a new entity formed 
by the private equity firms of The Carlyle Group and Welsh, Carson, Anderson & Stowe (the "Buyer") (the "Dex 
Sale"). The sales price for the first stage of the Dex Sale, which involved the sale of Dex operations in the states of 
Colorado, Iowa, Minnesota, Nebraska, New Mexico, North Dakota and South Dakota (the "Dex East business") was 
$2.75 billion (subject to adjustments related to changes in the working capital of the Dex East Business) and was paid 
in cash. We recognized a gain of $1.6 billion (net of $1 .O billion in taxes) on the sale of the Dex East business. 

Concurrent with the closing of the sale of the Dex East business, we entered into an advertising and 
telecommunications commitment agreement with the Buyer. Pursuant to that agreement, we agreed to purchase from 
the Buyer at least $20 million annually worth of advertising, at fair value, for 15 years and the Buyer agreed to 
exclusively purchase from us those telecommunication services that it uses from time to time during this same period, 
at market based rates, subject to availability. 

Other assets held for sale 

Prior to and during 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party 
telecommunications services providers, including approximately 570,000 access lines in nine states to Citizens 
Communications Company ("Citizens") Because these access lines were "held for sale", U S WEST discontinued 
recognizing depreciation expense on the related assets and carried them at the lower of their cost or fair value, less 
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estimated cost to sell. These access lines are part of our wireline segment. 
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On July 20, 2001, we terminated the agreement with Citizens under which the majority of the remaining access 
lines in eight states were to have been sold and ceased actively marketing the remaining access lines. As a result, the 
remaining access lines and related assets were reclassified to "held for use" as of June 30,2001. In connection with the 
change in use and this reclassification; the access lines and related assets were measured individually at the lower of 
their (a) carrying value before they were classified as held for sale, adjusted for any depreciation expense or 
impairment losses that would have been recognized had the assets been continuously classified as held for use, or 
(b) their fair value at June 30,2001. This resulted in a charge to depreciation in 2001 of $222 million to "catch up" the 
depreciation on these access lines and related assets for the period they were classified as held for sale. The required 
adjustments to the carrying value of the individual access lines and related assets were included in our 2001 
consolidated statement of operations. 

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

Excess network supplies held for sale 

We periodically review our network supplies against our usage requirements to identify potential excess supplies 
for disposal. During the second quarter of 2002, we identified $359 million of excess supplies and engaged a third- 
party broker to conduct a sale of those assets. An impairment charge of $348 million was recorded on June 30,2002 to 
reduce the carrying amount of the supplies to their estimated fair value less cost to sell of $17 million. Fair value was 
based upon market values of similar equipment. The impairment charge of $348 million is included in asset impairment 
charges in our 2002 consolidated statement of operations. In the fourth quarter of 2002, we identified additional excess 
inventory that had previously been impaired as part of the impairment of the national fiber optic broadband network. 
Additional excess inventory was written down by $16 million in the fourth quarter of 2002. This write-down is 
included in selling, general and administrative in our 2002 consolidated statement of operations. 

Note 9: Optical Capacity Transactions 

As previously disclosed, we have transferred optical capacity assets on our network to other telecommunications 
services providers. These arrangements are typically structured as indefeasible rights of use, or IRUs, which are the 
exclusive right to use a specified amount of capacity or fiber for a specified period of time, usually 20 years or more. 
Revenues from these transactions are recognized ratably over the term of the agreements. After our restatement (see 
Note 3-Restatement of Results), we have recognized revenue on a ratable basis of $22 million, $2 1 million and 
$1 million for the years ended December 3 1,2002, 2001 and 2000, respectively, related to these restated transactions. 
The cash receipts are included in cash from operating activities in our consolidated statements of cash flows. 

We have also entered into agreements to purchase optical capacity assets and network facilities from other 
telecommunications services providers. These purchases allowed us to expand our fiber optic broadband network both 
domestically and internationally. 
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Note 10: Investments 

The following table summarizes the carrying value of our investments as of December 3 1, 2002,2001 and 2000: 

December 31, 
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2002 2001 2000 

(As restated, see Note 3) 

(Dollars in millions) 

Investments accounted for under the equity method of accounting $ - $ 1,161 $ 7,916 
Publicly traded marketable securities 1 43 87 
Investments in private companies 22 29 144 

Total investments 

Equity method investments 

As discussed in Note 2-Summary of Significant Accounting Policies, investments where we exercise significant 
influence but do not control the investee are accounted for under the equity method of accounting. Under the equity 
method, investments are stated at initial cost and are adjusted for contributions, distributions, our share of the investee's 
income or losses as well as impairment write-downs for other-than-temporary declines in value. The following table 
summarizes the changes in our investments that were accounted for using the equity method of accounting: 

Qwest Digital 

KF'NQwest Media Total 

(Dollars in millions) 

Balance as of December 31,1999 (unaudited) 
Investments acquired in Merger-pre-Merger Qwest's book 
value 
Preliminary purchase price allocation to increase 
investments to estimated fair value 
Amortization of excess basis 
Equity share of loss( 1) 
Capital contributions 
Currency translation adjustment 

Balance as of December 31,2000 (as restated, see Note 3) 
Equity share of loss 
Purchase price allocation adjustment 
Impairment charges 
Capital contributions 
Forgiveness of promissory note 
Amortization of excess basis 
Currency translation adjustment 

Balance as of December 31,2001 (as restated, see Note 3) 
Equity share of loss 
Impairment charges 
Capital contributions 
Currency translation adjustment 

Balance as of December 31,2002 

$ - $  - $  - 

552 133 685 
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(1) Represents the equity losses recognized for the period following the Merger on June 30, 2000. 
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Investment in KPNQwest. In April 1999, pre-Merger Qwest and KPN Telecom B.V. ("KPN") formed 
KPNQwest, a joint venture, to create a pan-European Internet Protocol ("1P")-based fiber optic broadband network, 
linked to Qwest's network in North America, for data and multimedia services. Qwest and KPN each initially owned 
50% of KPNQwest. In November 1999, KPNQwest consummated an initial public offering ("KPNQwest's IPO") in 
which 50.6 million shares of common stock were issued to the public generating approximately $1 .O billion in 
proceeds. As a result of KPNQwest's IPO, the public owned approximately 11% of KPNQwest's shares, and the 
remainder were owned equally by Qwest and KPN. Originally, contractual provisions restricted our ability to sell or 
transfer any of our shares through 2004. In November 2001, we purchased approximately 14 million additional shares, 
and Anschutz Company (our largest stockholder) purchased approximately six million shares, of KPNQwest common 
stock from KPN for $4.58 per share. Anschutz Company's purchase was at our request and with the approval of the 
disinterested members of our Board of Directors. After giving effect to this transaction, Qwest held approximately 
47.5% of KPNQwest's outstanding shares. In connection with this transaction, the restrictions on our ability to transfer 
shares were removed. Because we have never had the ability to designate a majority of the members of the supervisory 
board or to vote a majority of the voting securities, we have accounted for our investment in KPNQwest using the 
equity method of accounting for all periods presented. 

As discussed in Note 4-Merger, in connection with the allocation of the purchase price, we assigned a 
preliminary value of $7.935 billion to our investment in KPNQwest at June 30,2000. Prior to the Merger, Qwest's 
investment in KPNQwest had a book value of $552 million. In accordance with APB Opinion No. 18, "The Equity 
Method of Accounting for Investments in Common Stock," the excess basis related to our investment in KPNQwest of 
$7.383 billion was attributed to goodwill. This goodwill was initially assigned an estimated life of 40 years and was 
being amortized ratably over that period. The final determination of the estimated fair value of our investment in 
KPNQwest was completed in June 2001. This final determination resulted in an estimated fair value of $4.755 billion, 
or $3.180 billion less than our preliminary estimate of fair value. As a result, we recorded a $3.1 80 billion reduction to 
our investment in KPNQwest effective in the second quarter of 2001. Also at that time we changed the estimated life of 
the revised goodwill balance of $4.203 billion from 40 years to 10 years. 

On June 30,2001, we evaluated our investment in KPNQwest and concluded that there had been a decline in fair 
value that was other than temporary. Factors considered in reaching our conclusion that the decline was other than 
temporary included, among others, the following: a decline in the price of KPNQwest's publicly traded stock and the 
period of time over which such price had been below the carrying value of our investment; the change in analysts' 
expectations released during the second quarter of 200 1 indicating significant declines from their first quarter 
expectations; and the severe deterioration the European telecommunications sector experienced during the second 
quarter of 2001, including a number of bankruptcies, making the near-term prospects of a recovery of KPNQwest's 
stock less certain at June 30,2001. 

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

In our original December 31, 2001 review of the carrying value of our investment in KPNQwest, we concluded 
that a further other-than-temporary decline in value had not occurred as of December 3 1, 2001. We therefore did not 
adjust the carrying value of the investment at that date. In our internal analysis, we reconsidered the information that 
was available at the time we originally issued our 2001 consolidated financial statements and determined that our prior 
review did not consider all information that was available at the time Certain of that information indicated that the fair 
value of the KPNQwest investment had remained below its carrying value for an extended period 
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of time, indicating that there had been an other-than-temporary decline in value. Accordingly, we have recorded an 
adjustment in our restated consolidated financial statements to write-down the value of our KPNQwest investment by 
$156 million to reflect its estimated fair value of $1.1 SO billion at December 3 1,2001. This resulted in an increase of 
$1 56 million to our pre-tax loss for the year ended December 3 1,200 1. 

As a result of the continued decline in the fair value of KPNQwest subsequent to December 3 1,200 1, we recorded 
a further impairment to our investment for an other-than-temporary decline in value in the first quarter of 2002. In 
May 2002, KPNQwest filed for bankruptcy protection and ceased operations. We do not expect to recover any of our 
investment in KPNQwest. Consequently, in the second quarter of 2002, we wrote-off our remaining investment in 
KPNQwest to our consolidated statement of operations. 

The following table summarizes the available financial information for KPNQwest: 

Year Ended December 31, 

Total assets 

Total debt 
Other liabilities 

Total liabilities 

Revenue 
Loss from operations 
Net loss 
Our share of net loss 

2001 2000 

(unaudited) 

(Dollars in millions) 

$ 3,201 $ 2,7 

1,364 7 

7 

1 
868 775 

$ 2,232 $ 1,506 

The 2000 information was audited by auditors who have ceased operations. The 2001 information is unaudited 
and 2002 information is unavailable as a result of KPNQwest's filing for bankruptcy before completing its audited 
financial statements or filing its Annual Report on Form 20-F. Qwest has been informed that those financial statements 
have not and will not be completed, and therefore we cannot include the financial statements in this filing. Qwest does 
not have any affiliation with the administrators of KPNQwest's bankruptcy. 

Imestment in Qwest Digital Media, LLC In October 1999, pre-Merger Qwest and Anschutz Digital Media, Inc. 
("ADMI"), a subsidiary of Anschutz Company, formed a joint venture called QDM, which provided advanced digital 
production, post-production and transmission facilities; digital media storage and distribution services; and telephony- 
based data storage and enhanced access and routing services. Pre-Merger Qwest contributed capital of approximately 
$84.8 million in the form of a promissory note payable over nine years at an annual interest rate of 6%. At inception, 
pre-Merger Qwest and ADMI each owned 50% equity and voting interest in QDM. In June 2000, pre-Merger Qwest 
acquired an additional 25% interest in QDM directly from ADMI and paid $48.2 million for the interest; $4.8 million 
in cash at closing and the remaining $43 4 million in the form of a promissory note payable in December 2000, with an 
annual interest rate of 8%. As a result of this transaction, subsequent to the Merger, we owned a 75% economic interest 
and 50% voting interest in QDM, and ADMI owned the remaining 25% economic interest and 50% voting interest. We 
paid the note associated with this additional 25% interest in full, including approximately $1.8 million in accrued 
interest, in January 2001. Because we have never controlled QDM, we have accounted for our investment in QDM 
using the equity method of accounting for all periods presented. 

As discussed in Note 19-Related Party Transactions, in October 1999, pre-Merger Qwest entered into a long- 
term Master Services Agreement with QDM under which QDM agreed to purchase approximately $1 19 million of 
telecommunication services through October 2008, and we agreed to 
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extend credit to QDM for the purpose of making payments to us for the telecommunications services provided. Each 
October, QDM was required to pay an amount equal to the difference between certain specified annual commitment 
levels and the amount of services actually purchased under the Master Services Agreement at that time. In 
October 2001, we agreed to terminate the Master Services Agreement and release QDM from its obligation under such 
agreement to acquire telecommunications services from us. At the same time, QDM agreed to forgive the $84.8 million 
that we owed on the promissory note related to the original capital contribution from pre-Merger Qwest. Prior to the 
termination of the Master Services Agreement, we advanced QDM $3.8 million which was the amount owed to us 
under the agreement for accrued telecommunications services. QDM used that advance to pay us the amount owed, 
including interest on amounts past due. Concurrent with termination of the Master Services Agreement, QDM repaid us 
the $3.8 million advance under the Master Services Agreement with interest. 

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002, in conjunction 
with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment charge to our 2002 
consolidated statement of operations for the carrying amount of our investment in QDM of $2 million. During the 
remainder of 2002, we loaned QDM an additional $3.8 million and ADMI loaned QDM $300,000 in connection with 
the winding down of QDM's business and in response to certain loan requests made in 2001. As of December 3 1,2002, 
the aggregate principal balance and accrued interest outstanding on loans to QDM from us and ADMI was 
$12.4 million and $4.4 million, respectively. 

Marketable securities 

We have investments in publicly traded marketable securities and private company equity securities, which are 
classified as "available-for-sale'' under SFAS No. 1 15, "Accounting for Certain Investments in Debt and Equity 
Securities" ("SFAS No. 1 15"). In accordance with SFAS No. 1 15, we are required to carry these investments at their 
fair value. Unrealized gains and losses on these securities are recorded in other comprehensive income (loss), net of 
related income tax effects, in the consolidated statement of stockholders' (deficit) equity. 

In addition, we have investments in certain derivative instruments on marketable securities. As discussed in 
Note 2-Summary of Significant Accounting Policies, derivative financial instruments are measured at fair value and 
recognized as either assets or liabilities on our consolidated balance sheets. Changes in the fair values of derivative 
instruments that do not qualify as hedges and/or any portion of a hedge that is not effective as a hedge, are recognized 
as a gain or loss in the consolidated statement of operations in the current period. The following table summarizes the 
information related to our 
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investments in marketable equity securities and derivatives, for the years ended December 31,2002,2001 and 2000: 

Publicly 

Traded Private Company Total 

(Dollars in millions) 

Balance as of December 31,1999 (unaudited) 
Pre-Merger Qwest investments acquired 
Additions 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2000 (as restated, see 
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Note 3) 
Additions 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2001 (as restated, see 
Note 3) 

Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and mark- 
to-market adjustment of warrants 

Balance as of December 31,2002 

(69) (115) (184) 

Publicly traded marketable securities 

Global Crossing and related derivatives. U S WEST acquired 37 million shares of Global Crossing common stock 
in 1999 at a cost of $2.463 billion. During 1999, we sold approximately 24 million shares for $1.140 billion and 
recognized a loss of $367 million. In connection with that sale we entered into derivative contracts to create equity- 
return swaps (see discussion of equity-return swaps in the following paragraph). Our objective in entering into these 
equity-return swaps was to synthetically replace the 24 million shares of Global Crossing stock that we had sold. We 
recorded a loss of $447 million in the second quarter of 2000 to write the value of our remaining 13 million shares of 
Global Crossing common stock down to its fair value of $371 million. This was based on our determination that the 
decline in its fair value was other than temporary. We sold our remaining 13 million shares of Global Crossing stock in 
the third quarter of 2000 for $42 1 million in proceeds, recognizing a gain of $50 million. 

As noted in the prior paragraph, in December 1999, we entered into equity-return swaps in connection with the 
sale of approximately 24 million shares of Global Crossing common stock. Under these equity-return swaps we agreed 
with other parties to exchange payments based on a notional amount at specific intervals over a defined term. In 
exchange for making payments based upon an interest rate index, we received (rendered) payments based upon 
increases (decreases) in the market price of Global Crossing common stock. Amounts received on the equity-return 
swaps were tied to changes in the market price of Global Crossing common shares and the amounts paid were tied to 
one- and three-month London Interbank Offered Rates ("LIBOR"). Equity collars were also entered into in conjunction 
with certain of these equity-return swaps to limit the magnitude of any realized gains or losses. During 2001 and 2000, 
these swaps and collars were carried at fair value with changes in fair value included in other income in our 
consolidated statements of operations. During 2001 and 2000, we recognized a pre-tax loss of $7 million and 
$470 million, respectively, as a result of a decline in the market value of the equity-return swaps and collars. The fair 
value of these swaps and collars was 
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$90 million and $(56) million at December 3 1,2000 and 1999, respectively. These equity-return swaps matured in 
increments through August 2001. 

Investments in other publicly traded securities As of December 3 1,  2002 and 200 1 our portfolio of publicly 
traded marketable securities consisted principally of the warrants we held to purchase various public company equity 
securities, which had a fair value of approximately $1 million and $22 million, respectively. In accordance with SFAS 
No. 133 and SFAS No. 11 5, we mark the warrants to market and any changes in the fair value of these warrants are 
charged to the consolidated statement of operations. We recorded losses of $20 million, $6 million and $29 million, for 
the years ended December 3 1 ,  2002, 200 I and 2000, respectively, related to changes in the fair value of these warrants. 
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We had no other significant derivative financial instruments as of December 3 1,2002 or 2001. 

As of December 3 1,2000, our portfolio of marketable securities included holdings in Lucent Technologies Inc. 
and CoSign Communications, Inc. as well as various other publicly traded securities. During 2000, we sold our 
holdings in Nortel Networks Limited, Covad Communications Group, Inc., Redback Networks Inc., Critical Path, Inc. 
and Usinternetworking, Inc. From the sale of these and other smaller investments we received $488 million in cash 
proceeds and we realized a gain of $402 million. We also recorded charges related to other-than-temporary declines in 
value relating to our investments in other publicly traded securities during 2002, 2001 and 2000 totaling $8 million, 
$63 million and $121 million, respectively. During 2002 and 2001 we sold various holdings in our public and non- 
public investments for approximately $12 million and $98 million, respectively. We recorded a loss of $37 million in 
2002, and a gain of $72 million in 2001 associated with these sales. 

Investments in other derivatives. We occasionally enter into derivative financial instruments. The objective of 
our interest rate risk management program is to manage the level and volatility of our interest expense. We have also 
employed financial derivatives to hedge foreign currency exposures associated with certain debt. 

Prior to 2000, under a cross-currency swap, we agreed with another party to exchange U.S. dollars for foreign 
currency based on a notional amount, at specified intervals over a defined term. We designed this cross-currency swap 
as a hedge of our borrowings. This swap was effective during 2001. The cross-currency swap was carried at fair value 
on the consolidated balance sheet with changes in fair value included in other comprehensive income (loss) in the 
consolidated statement of stockholders' (deficit) equity. The cross-currency swap was tied to the Swiss Franc and had a 
fair value of negative $40 million at December 3 1,2000. The cross-currency swap expired in November 200 1 when the 
Swiss Franc borrowing matured. 

We were exposed to, but did not incur, losses from non-performance by counter-parties on these derivative 
financial instruments. 

Private company equity securities 

In addition to our holdings in publicly traded securities, we have investments and warrants to purchase equity 
securities in various private entities. As of December 31,2002,2001 and 2000, the carrying value of our investments 
and warrants in private entities was $22 million, $29 million and $144 million, respectively. We periodically review the 
carrying value of each investment to determine if it exceeds the investment's fair value. During 2002,2001, 2000 we 
recorded charges to our consolidated statement of operations totaling $2 million, $130 million, and $10 million, 
respectively, relating to other-than-temporary declines in the fair value of these investments. 
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Note 11: Borrowings 

Current borrowings 

As of December 3 1,2002,200 1 and 2000, our current borrowings consisted of 

December 3 1, 

2002 2001 2000 
Re4Mc-m E&?+%%W-/m -7- 

(As restated, 
see Note 3) 

(Dollars in millions) 

Commercial paper 
Short-term notes 
Current portion of credit facility 

$ ~ $ 3,165 $ 2,035 
750 124 - 

750 ___ - 
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Current portion of long-term borrowings 
Current portion of capital lease obligations 

Total current borrowings 

1,201 1,358 1,431 
85 160 150 

Commercial paper 

During 2001 and 2000, we utilized various commercial paper programs to finance our short-term operating cash 
needs. Our commercial paper programs were terminated in February 2002 and therefore we had no commercial paper 
borrowings outstanding at December 3 1, 2002. The weighted average interest rates on outstanding commercial paper 
borrowings at December 31,2001 and 2000 were 2.98% and 7.33%, respectively. 

Short-term notes 

In August 2002, Dex, our directory publishing business, borrowed $750 million under a term loan agreement 
("Dex Term Loan") due September 2004. Borrowings under the Dex Term Loan were completed in two tranches: 
Tranche A and Tranche B. As of December 3 1,2002, Tranche A borrowings were $213 million and Tranche A bears 
interest at either (i) an adjusted LIBOR plus 1 1 S O %  per annum, as calculated in accordance with the term loan 
agreement; or (ii) the base rate under the agreement plus 8.75% per annum. The interest rate on Tranche A was 12.90% 
at December 31,2002. As of December 3 1,2002, the Tranche B borrowings were $537 million and bore a fixed 
interest rate of 14.00%. 

The Dex Term Loan contained various financial covenants for Dex Holdings (parent of Dex) including, but not 
limited to: (i) a ratio of Dex Holdings' senior debt to Dex Holdings' consolidated earnings before interest, taxes, 
depreciation and amortization ("Dex Holdings' Consolidated EBITDA") of no greater than 1.75 to 1 .O after the sale of 
the Dex East business; and (ii) a ratio of Dex Holdings' Consolidated EBITDA to interest coverage of not less than 4.75 
to 1 .O after the sale of the Dex East business. This term loan also specified a minimum Dex Holdings' consolidated net 
worth requirement at least equal to its consolidated net worth as of June 30,2002, less $150 million. The Dex Term 
Loan contained certain other covenants including, but not limited to: (i) limitations on incurrence of indebtedness; 
(ii) limitations on restricted payments; (iii) limitations on transactions with affiliates; (iv) limitations on mergers, 
consolidations and asset sales; (v) limitations on investments; and (vi) limitations on liens. The Dex Term Loan also 
contained provisions relating to cross acceleration and cross default of any other debt obligations of Qwest Services 
Corporation ("QSC") and its subsidiaries in the aggregate in excess of $100 million. As of December 3 1,2002, we 
were in compliance with all the financial and other covenants of the Dex Term Loan. 

The Dex Term Loan was secured by a lien on the stock and certain assets of Dex and Dex Holdings and a 
secondary lien on the stock of our wholly owned subsidiary, Qwest Corporation ("QC"). 
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We classified this term loan as a current liability based upon the requirement to pay this debt in full upon the sale 
of the Dex West business which closed in September 2003. See Note 8-Assets Held for Sale including Discontinued 
Operations, for further discussion of the terms of the Dex Sale. On August 12,2003, the $750 million Dex Term Loan 
was paid in full. See Note 21-Subsequent Events-Debt-related matters for discussion of this redemption and sale of 
Dex. 

At December 31,2001, we had short-term notes of $124 million. These notes consisted of a $25 million overnight 
line of credit (which was paid in full on January 2,2002) at an interest rate of 2.7%, term loan notes of $75 million 
maturing on January 3 1, 2002 at an interest rate of 2.68% (LIBOR plus 0.75%), and a $24 million term loan note 
maturing on April 30, 2002 at an interest rate of 2.51% (LIBOR plus 0.40%). In March 2002, all of the term loan notes 
were paid in full. 

Long-term borrowings 
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At December 31, 2002, $1.083 billion of our long-term borrowings were held at Qwest and the remainder was 
held in four of our wholly owned subsidiaries: QC, QSC, Qwest Communications Corporation ("QCC") and Qwest 
Capital Funding ("QCF"). See Note 2 1-Subsequent Events-Debt-related matters, for a description of transactions 
affecting our long-term borrowings that occurred subsequent to December 3 1,2002. As of December 3 1,2002,200 1 
and 2000, long-term borrowings consisted of the following (for all notes with unamortized discount or premium, the 
face amount of the notes and the unamortized discount or premium are presented separately): 

December 3 1, 

Qwest Corporation: 
Notes with various rates ranging from 4.375% to 9.125% and 
maturities from 2002 to 2043 
Unamortized discount and other 
Capital lease obligations and other 

Qwest Services Corporation: 
Notes with various rates ranging from 13.00% to 14.00% and 
maturities from 2007 to 2014 
Unamortized premium 
Credit facility due 2005 with rate of LIBOR + 3.50% 

Qwest Communications Corporation: 
7.25% Senior Notes due in 2007 
Unamortized discount and other 
Capital lease obligations and other 

Qwest Capital Funding: 
Notes with various rates ranging from 5.875% to 7.900% and 
maturities from 2002 to 203 1 
Unamortized discount 

Qwest Communications International Inc.: 
7.50% Senior Notes due in 2008 
7.25% Senior Notes due in 2008 
Unamortized discount and other 
Senior Notes with various rates ranging from 8.29% to 
10.875% and maturities from 2007 to 2008 
Notes payable to QDM (Note IO-Investments) 
Note payable to ADMI (Note 19-Related Party Transactions) 

Other: 
Capital lease obligations 

Total long-term borrowings 
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2002 2001 2000 

(Dollars in millions) 

$ 6,137 $ 

(142) 
21 

3,298 
70 

1,250 

350 
(7) 
30 

7,665 
(20) 

750 
300 
(30) 

33 

34 
__ 

15 

5,817 $ 

86 
( 122) 

- 

- 

- 

350 

50 
(13) 

13,000 
(39) 

750 
300 
(35) 

33 

34 
~ 

19 

6,177 

195 
(125) 

- 
- 

- 

350 

26 
(14) 

6,800 
(17) 

750 
300 
(40) 

1,016 
85 
34 

4 

Our long-term borrowings had the following interest rates and maturities at December 3 1, 2002: 
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Maturities 

Interest rates 2003 2004 2005 2006 2007 Thereafter Total 

(Dollars in millions) 

u p  to 5% 
Above 5% to 6% 
Above 6% to 7% 
Above 7% to 8% 
Above 8% to 9% 
Above 9% to 10% 
Above 10% 

Total 

Capital leases and other 
Unamortized discount and other 
Less current borrowings 

Total long-term debt 

$ 800 $ - $ 1,250 $ - $ - $ - $ 2,05C 
24 1,087 46 6 78 328 1,569 
43 - 837 - 90 3,400 4,37C 

1,062 750 - 88 1 350 5,633 8,676 
- - - - - 1,772 1,772 

- 11 11 
750 - - - 547 2,751 4,048 
- - - - 

$ 2,679 $ 1,837 $ 2,133 $ 887 $ 1,076 $ 13,884 22,496 

173 
(129 

(2,786 

19,754 

QC notes 

At December 3 1, 2002,200 1 and 2000, QC had aggregate principal outstanding of $6.137 billion, $5.8 17 billion 
and $6.177 billion, excluding unamortized discounts of $142 million, $122 million and $125 million, respectively, of 
unsecured notes at interest rates ranging from 4.375% to 9.125% and with maturities from 2002 to 2043. The indentures 
governing these QC notes contain certain covenants including, but not limited to: (i) a prohibition on certain liens on the 
assets of QC and (ii) a limitation on mergers or sales of all, or substantially all, of the assets of QC, which limitation 
requires that a successor assume the obligation with regard to these notes. These indentures do not contain any cross- 
default provisions. We were in compliance with all of the covenants at December 3 1,2002. Included in the amounts 
listed above are the following issuances: 

In March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875% interest rate. At 
December 3 1,2002, the interest rate was 9.125%. Once we have registered the notes, the interest rate will return to 
8.875%, the original stated rate. 

In June 2000, QC issued $1 .O billion in notes with a three-year maturity due 2003 and an interest rate of 7.625%. 

QSC notes 

At December 3 1, 2002, QSC had aggregate principal outstanding of $3.298 billion, including 13% Notes due in 
2007 ("2007 Notes"), 13.5% Notes due in 2010 ("2010 Notes") and 14% Notes due in 2014 ("2014 Notes") pursuant to 
an indenture issued on December 26,2002. The total unamortized premium for these notes was $70 million. We are 
required to register these notes within the earlier of (a) 180 days after Qwest recommences the filing of its annual and 
quarterly reports with the Securities and Exchange Commission ("SEC") and (b) December 26,2003. In the event that 
we cannot complete the required registration of these notes, there will be additional interest of 0.25% per annum for the 
first 90-day period immediately following the required registration date, and up to an additional 0.25% or a maximum o 
0.50% per annum following the first 90-day period. The 2007 Notes, 2010 Notes, and 2014 Notes are callable on 
December 15 of 2005, 2006, and 2007 at 106.5%, 106.75%, and 107%, respectively. The QSC notes are secured by a 
lien on the stock of QSC and QCF and junior liens on certain of the same collateral that secures the QSC Credit Facility 
(discussed below) and the Dex Term Loan (which, as described in Note 2 I-Subsequent Events-Debt-related matters, 
has been repaid in 2003). 
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The QSC indenture contains certain covenants including, but not limited to: (i) limitations on incurrence of 
indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and other payment restrictions; 
(iv) limitations on asset sales; (v) limitations on transactions with affiliates; (vi) limitations on liens; and 
(vii) limitations on business activities. Under the QSC indenture we must repurchase the notes upon certain changes of 
control. This indenture also contains provisions for cross acceleration relating to any of our other debt obligations and 
the debt obligations of our restricted subsidiaries in the aggregate in excess of $100 million. We were in compliance 
with all QSC indenture covenants as of December 31,2002. 

QSC Credit Facility 

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

At December 3 1 ,  2002, we had $2.0 billion outstanding under the credit facility, which had been reconstituted as a 
revolving credit facility in August 2002, with QSC as the primary borrower ("QSC Credit Facility"). The QSC Credit 
Facility matures in May 2005 and bears interest at either (i) adjusted LIBOR plus 3.5% or (ii) base rate plus 2.5%. At 
December 31,2002, the QSC Credit Facility bore interest of 5.0%. We classified $750 million of the outstanding 
borrowings under the QSC Credit Facility at December 3 1,2002 as a current liability based upon the requirement that 
the QSC Credit Facility be reduced by $750 million to a balance of $1.25 billion upon the sale of the Dex West 
business, which occurred during September 2003. See Note 8-Assets Held for Sale including Discontinued 
Operations, for further discussion of the terms of the Dex Sale. In addition, we are required, on or before the dates 
noted in the following, to reduce the aggregate lending commitments under the credit facility by an amount equal to 
(a) the lesser of $500 million and an amount sufficient to reduce the outstanding lending commitments to $1.5 billion 
by June 1,2004 and (b) the lesser of $400 million and an amount sufficient to reduce the outstanding lending 
commitments to $1.25 billion by December 1,2004. See Note 2 1-Subsequent Events-Debt-related matters for 
information regarding our pay down of a portion of the outstanding balance under the QSC Credit Facility. 

The QSC Credit Facility contains financial covenants that (i) require us to maintain a debt-to-Consolidated 
EBITDA ratio (Consolidated EBITDA as defined in the QSC Credit Facility is a measure of EBITDA that starts with 
our net income (loss) and adds back taxes, interest and non-cash and non-recurring items) of not more than 6.0-to-1.0 
and (ii) require QC and its consolidated subsidiaries to maintain a debt-to-Consolidated EBITDA ratio of not more than 
2.5-to-1.0. The QSC Credit Facility contains certain other covenants including, but not limited to: (i) limitations on 
incurrence of indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and other payment 
restrictions; (iv) limitations on mergers, consolidations and asset sales; (v) limitations on investments; and 
(vi) limitations on liens. We must pay down the QSC Credit Facility upon certain changes of control. The QSC Credit 
Facility also contains provisions for cross acceleration and cross default relating to any other of our debt obligations 
and the debt obligations of our subsidiaries in the aggregate in excess of $100 million. As of December 31,2002, we 
were in compliance with all covenants under the QSC Credit Facility. We have obtained a waiver for non-compliance 
to provide certain annual and quarterly financial information to the lenders. The waiver extended the compliance date 
to provide annual financial information for 2002 to November 30,2003 and first and second quarter financial 
information for 2003 to December 3 1,2003. 

We pledged the stock of QC and granted secondary liens on the stock of Dex and Dex Holdings and certain assets 
of Dex as security for this facility. 
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QCC notes 

At December 3 1, 2002, 2001 and 2000, QCC had aggregate principal outstanding of $350 million, excluding 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc= 1 &pg=&T. ._ 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc


10k Wizard: SEC Filings Page 127 of 209 

unamortized discount of $7 million, $13 million and $14 million, respectively, of unsecured 7.25% Senior Notes, due 
2007. Prior to December 3 I ,  2001 these notes were the obligation of another one of our wholly owned subsidiaries. In 
connection with the acquisition by QCC of substantially all the assets of that other subsidiary as of December 3 1,2001, 
QCC assumed the obligation with regard to these notes. The indenture governing these notes contains certain covenants 
including, but not limited to: (i) a prohibition on certain liens on assets of QCC, and (ii) a limitation on mergers or sales 
of all, or substantially all, of the assets of QCC, which requires that a successor assume the obligation with regard to 
these notes. This indenture contains provisions relating to acceleration upon an acceleration of any other debt 
obligations of QCC in the aggregate in excess of $25 million. We were in compliance with all of the covenants as of 
December 3 1,2002. 

QCF notes 

At December 31, 2002,2001 and 2000, QCF had aggregate principal outstanding of $7.665 billion, $13.0 billion 
and $6.8 billion, excluding unamortized discounts of $20 million, $39 million and $17 million, respectively, of 
unsecured notes at rates ranging from 5.875% to 7.9% and with maturities from 2002 to 203 1. The indentures 
governing these QCF notes contain certain covenants including, but not limited to: (i) a prohibition on certain liens on 
the assets of QCF, and (ii) a limitation on mergers or sales of all, or substantially all, of the assets of QCF or us, which 
limitation requires that a successor assume the obligation with regard to these notes. These indentures do not contain 
any cross-default provisions. We were in compliance with all of the covenants as of December 3 1,2002. 

On December 26,2002, we completed an offer to exchange up to $12.9 billion in aggregate principal amount of 
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC and Qwest. (Because of the 
amount tendered no Qwest notes were required to be issued.) We received valid tender offers of approximately 
$5.2 billion in total principal amount of the QCF notes and issued in exchange $3.298 billion in face value of new debt 
securities of QSC under the indenture described above. This transaction was accounted for in accordance with the 
guidance in EITF Issue No. 96-19, "Debtor's Accounting for a Modification or Exchange of Debt Instruments." On 
December 26,2002, the present value of the cash flows under the terms of the revised debt instruments were compared 
to the present value of the remaining cash flows under the original debt instruments. The cash flows for nine of the new 
debt securities were considered "substantially" different to that of the exchanged debt securities. Accordingly, these 
debt exchanges were accounted for as debt extinguishments resulting in the recognition of a $1.8 billion gain in other 
expense (income) in the 2002 consolidated statement of operations. The cash flows for two of the new debt securities 
were not considered "substantially" different to that of the exchanged debt and therefore no gain was realized upon 
exchange. For these two debt instruments, the difference between the fair value of the new debt and the carrying 
amount of the exchanged debt of approximately $70 million is being amortized as a credit to interest expense using the 
effective interest method over the life of the new debt. 

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

In July 2001, QCF issued a total of $3.75 billion in notes that consisted of $1.25 billion in notes due in 2004 with 
an interest rate of 5.875%, $2.0 billion in notes due in 2009 with an interest rate of 7.O%, and $500 million in notes due 
in 2021 with an interest rate of 7.625%. 

In February 2001, QCF issued a total of $3.25 billion in notes that consisted of $2.25 billion in notes due in 201 1 
with an interest rate of 7.25% and $ 1  .O billion in notes due in 203 1 with an interest rate of 7.75%. 

In August 2000, QCF issued a total of $3.0 billion in notes that consisted of $1.25 billion in notes due in 2006 
with an interest rate of 7.75% and $1.75 billion in notes due in 20 I O  with an interest rate of 7.9%. 
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Qwest 2008 notes 

At December 3 1,2002,200 1 and 2000, we had an aggregate amount outstanding of $1.05 billion senior notes due 
in 2008, excluding unamortized discount of $30 million, $35 million and $40 million, respectively, which pre-Merger 
Qwest issued in November 1998. These notes consisted of $750 million issued with an interest rate of 7.50% and 
$300 million issued with an interest rate of 7.25%. As of December 26,2002, these senior notes have been secured 
equally and ratably with the QSC notes discussed above by a lien on the stock of QSC and QCF and by junior liens on 
certain of the same collateral that secures the QSC Credit Facility and Dex Term Loan discussed above. The indentures 
governing these senior notes contain certain covenants including, but not limited to: (i) limitations on consolidated 
debt; (ii) limitations on debt and preferred stock of restricted subsidiaries; (iii) limitations on restricted payments; 
(iv) limitations on dividend and other payment restrictions affecting restricted subsidiaries; (v) limitations on liens; 
(vi) limitations on issuance of certain guarantees by and debt securities of restricted subsidiaries; (vii) limitations on 
sale and leaseback transactions; (viii) limitations on asset dispositions; (ix) limitations on issuances and sales of 
common stock of restricted subsidiaries; (x) transactions with affiliates and related persons; and (xi) limitations on 
designations of unrestricted subsidiaries. Under these indentures we must repurchase the senior notes upon certain 
changes of control. These indentures also contain provisions relating to acceleration upon acceleration of any other of 
our debt obligations and the debt obligations of our restricted subsidiaries in the aggregate in excess of $10 million. We 
were in compliance with all of the covenants as of December 3 1,2002. 

Other @vest notes 

At December 3 1,2002,200 1 and 2000, we had an aggregate amount of other notes outstanding of $33 million, 
$33 million and $1.016 billion, respectively, including 8.29% Senior Notes due in 2008, 9.47% Senior Notes due in 
2007 and 10.875% Senior Notes due in 2007. In March 2001, we completed a cash tender offer to buy back the 
outstanding notes. In the tender offer, we purchased $995 million in principal of the outstanding notes. As a result of 
the repurchase, we incurred $106 million in premium payments and recorded this expense in other expense (income) in 
our 2001 consolidated statement of operations. The tender offer was undertaken to retire the notes because of their high 
coupon rates and to reduce interest cost. In connection with this tender offer, the remaining outstanding indentures 
governing the notes were amended to eliminate restrictive covenants and certain default provisions. 
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Interest 

The following table presents the amount of gross interest expense, capitalized interest and cash paid for interest 
during 2002,2001 and 2000: 

Gross interest expense 
Capitalized interest 

Net interest expense 

Cash interest paid 

Year Ended December 31, 

2002 2001 2000 

(Dollars in millions) 

$ 1,830 $ 1,624 $ 1,148 
(41) (187) (105) 
P -- 
$ 1,789 $ 1,437 $ 1,043 

Credit ratings 

Our credit ratings were lowered by Moody's Investor Services ("Moody's''), Standard and Poor's ("S&P") and 
Fitch Ratings ("Fitch") on multiple occasions during 2002. The table below summarizes our ratings for the years ended 
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December 3 1,2002 and 200 1 .  

December 31,2002 December 31,2001 

Moody's S&P Fitch Moody's S&P Fitch 

Corporate rating NA B- NA NA BBB+ NA 
Qwest Corporation Ba3 B- B A2 BBB+ A 
Qwest Services Corporation NR CCC+ NR NA NA NA 
Qwest Communications Corporation Caal CCC+ CCC+ Baal BBB+ BBB+ 
Qwest Capital Funding, Inc. Caa2 CCC+ CCC+ Baal BBB+ BBB+ 
Qwest Communications International Inc. Caal CCC+ CCC+ Baal BBB+ BBB+ 

NA = Not applicable 

NR = Not rated 

The December 3 1,2002 ratings are still in effect and represent ratings of long-term debt and loans at each entity. 

With respect to Moody's, a Ba rating is judged to have speculative elements, meaning that the future of the issuer 
cannot be considered to be well assured. Often the protection of interest and principal payments may be very moderate, 
and thereby not well safeguarded during both good and bad times. Issuers with Caa ratings are in poor standing with 
Moody's. These issuers may be in default, according to Moody's, or there may be present elements of danger with 
respect to principal and interest. The "1,2,3" modifiers show relative standing within the major categories, 1 being the 
highest, or best, modifier in terms of credit quality. 

With respect to S&P, any rating below BBB indicates that the security is speculative in nature. A B- rating 
indicates that the issuer currently has the capacity to meet its financial commitment on the obligation, but adverse 
business, financial or economic conditions will likely impair the issuers' capacity or willingness to meet its financial 
commitment on the obligation. A CCC+ indicates that the obligation is currently vulnerable to nonpayment and the 
issuer is dependent on favorable business, financial and economic conditions in order to meet its financial commitment 
on the obligation. The plus and minus symbols show relative standing within the major categories. 

With respect to Fitch, any rating below BBB is considered speculative in nature. A B rating is considered highly 
speculative, meaning that significant credit risk is present, but a limited margin of 
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safety remains. Financial commitments are currently being met; however, capacity for continued payment is contingent 
upon a sustained, favorable business and economic environment. A CCC+ rating indicates default is a real possibility. 
Capacity for meeting financial commitments is solely reliant upon sustained, favorable business or economic 
developments. The plus and minus symbols show relative standing within major categories. 

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

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

Leased fac ilit ies 

Prior to 2002, we entered into structured finance transactions under which we agreed to lease from unrelated 
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The 2002 activities included charges of $179 million for severance benefits and employee-related matters pursuant 
to established severance policies associated with a reduction in the number of employees. We identified approximately 
4,500 employees from various functional areas to be terminated as part of this reduction. As of December 31,2002, 
approximately 3,500 of the planned reductions had been accomplished and $123 million of the restructuring reserve 
had been used for severance payments and enhanced pension benefits. We expect the remaining employee reductions, 
severance payments and provision of benefits to be completed by December 3 1,2003. These charges were offset in  our 
2002 consolidated statement of operations by a reversal of $1 13 million of accruals established in 2001 as part of the 

~ 

parties certain real estate properties, including corporate offices, network operations centers and web hosting centers. 
These are referred to as synthetic lease facilities. These leases had terms of six years and were accounted for as 
operating leases. Under the terms of these leases, we had the option to purchase the leased properties at any time during 
the lease term. These synthetic lease facilities had a capacity of approximately $382 million, of which approximately 
$254 million had been utilized at December 3 1,200 1. These synthetic lease facilities also had certain financial 
covenants including $228 million of residual value guarantees and maximum debt to consolidated EBITDA ratios 
ranging from 3.5-to-1.0 to 3.75-to-1.0 across various facilities. EBITDA is a measure that starts with our net loss and 
adds back taxes, interest and certain non-cash and non-recurring items. The total debt held by the lessors related to the 
properties we leased under these synthetic leases was $254 million at December 3 1,2001. In March 2002, we paid the 
full amount necessary to acquire all properties subject to the synthetic lease agreements and terminated these 
agreements. The purchase price of all such properties was approximately $254 million. Upon the closing of the 
purchase we assessed the fair value of the buildings based on other comparable market activity and determined that the 
carrying cost of the buildings exceeded the fair value by $94 million. Consequently, we recorded a charge of 
$7 1 million in our 2002 consolidated statement of operations as restructuring and other charges net of a $23 million 
expected sublease loss recorded in 2001. As a result of the purchase, loan commitments totaling $382 million were 
terminated and we are no longer liable for residual value guarantees of up to $228 million that were only applicable if 
the leases expired at the end of their term. 

Note 12: Restructuring and Merger-Related Charges 

Restructuring and other charges 

2002 Activities 

During 2002, in response to shortfalls in employee reductions planned as part of the 2001 restructuring plan (as 
discussed below), and due to continued declines in our revenues and general economic conditions, we identified 
planned employee reductions in various functional areas and permanently abandoned a number of operating and 
administrative facilities. As a result, we established a restructuring reserve and recorded a charge to our consolidated 
statement of operations of $295 million to cover the costs associated with these actions as more fully described below. 
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An analysis of activity associated with our 2002 restructuring plan for the year ended December 3 1,2002 is as 
follows: 

Year ended December 31, 2002 

December 31, 
2002 2002 2002 

Provision Utilization Balance 

(Dollars in millions) 

Severance and employee-related charges $ 179 $ 123 $ 56 
Contractual settlements and legal contingencies 116 8 108 

Total 
>-hx *,+>=*__ut* d e t * M - , n z  
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sublease facilities and abandon certain capital projects and terminate certain operating leases. As a result, we 
established a restructuring reserve and took a charge to our consolidated statement of operations of $825 million to 

~ 

I 
cover the costs associated with these actions as more fully described below. 

restructuring plan as discussed below. 

I In order to streamline our business and consolidate operations to meet lower customer demand resulting from 
declining economic conditions, we implemented a plan to reduce employees, consolidate and sublease facilities, 
abandon certain capital projects, terminate certain operating leases and 

Also as part of the 2002 restructuring, we permanently abandoned 64 leased facilities and recorded a charge of 
$1 16 million to restructuring and other charges in our consolidated statement of operations. The abandonment costs 
include rental payments due over the remaining terms of the leases, net of estimated sublease rentals, and estimated 
costs to terminate the leases. These charges were offset in our 2002 consolidated statement of operations by a reversal 
of $1 8 million of accruals established in 200 1 as part of the restructuring plan as discussed below. As of December 3 1, 
2002 we had utilized $8 million of the established reserves primarily for payments of amounts due under the leases. We 
expect the balance of the reserve to be utilized over the remaining terms of the leases, which are up to five years. 

I 

In 2002, we recorded an additional $71 million charge primarily to increase the estimated cost of exiting our web 
hosting facilities. 

2001 Activities 
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recognize associated asset impairments. An analysis of activity associated with our 2001 plan for the years ended 
December 3 1,2002 and 2001 is as follows: 

Year ended December 31, 2002 

January 1, December 3 1, 
2002 2002 2002 2002 2002 

Balance Provision Utilization Reversal Balance 
d 6 - p  *-Ma---h 

(Dollars in millions) 

Severance and employee-related charges $ 301 $ - $  172 $ 113 $ 1 
Contractual settlements and legal 118 41 18 5 

Other charges 4 4 

- 

contingencies 
Sublease losses 367 71 152 28 - 

- __ - 

‘ w - !  M$”’,”** 

Total $ 790 $ 71 $ 365 $ 135 $ 36 

Year endedDecember 31, 2001 

Severance and employee-related charges 

December 31, 
2001 2001 2001 

Provision Utilization Balance 

(As restated, see Note 3) 
(Dollars in millions) 
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Contractual settlements and legal contingencies 
Sublease losses and leasehold write-offs 
Other charges 

Total 

120 2 118 
369 2 367 

4 

825 $ 35 $ 790 

- 4 

In 2001 we identified approximately 10,000 employees from various functional areas, to be terminated as part of 
an employee reduction and accrued a restructuring reserve of $332 million for severance benefits for those employees. 
As of December 3 1,2002, our restructuring activities under this plan were substantially complete. Approximately 
7,000 employees had been terminated and $203 million of the restructuring reserve had been used for severance 
payments, enhanced pension benefits and other employee-related outlays. As a result of actual terminations falling 
short of our original plan, we reversed $1 13 million of the severance reserve established in 2001. This reversal was 
recorded as a reduction of restructuring and other charges in our 2002 consolidated statement of operations. In 2002, in 
response to this shortfall in planned employee terminations, we reviewed our manpower complement in other 
functional areas and identified employees to be terminated as part of another staffing reduction. These planned 
reductions are discussed above in connection with our 2002 restructuring activities. 

Until the fourth quarter of 2001, we occupied certain administrative and network operations buildings under 
operating leases with varying terms. Due to our staffing reduction and consolidation of our operations, we accrued a 
restructuring reserve and recorded a charge to our 2001 consolidated statement of operations of $120 million. This 
restructuring reserve was associated with the expected termination of 40 operating lease agreements across the country. 
As of December 3 1,2002 we had utilized $43 million of the established reserve for payments associated with leases 
and losses on subleases and contract termination costs related to exiting these buildings. As a result of favorable 
settlement negotiations on the terminations of a number of our operating leases, we reversed $1 8 million of this reserve 
in 2002. The reversal was recorded as a reduction of restructuring and other charges in our 2002 consolidated statement 
of operations. 
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In 2001, we operated 16 web hosting centers across the country, all of which were subject to various operating 
leases. In 2001, we also had several web hosting centers under construction that required additional capital outlays 
before they would be functional. Additionally, we had certain web hosting facilities under lease where no construction 
had begun. As a result of the slowing economy and the excess capacity that existed for web hosting we suspended our 
plans to build web hosting centers where construction had not begun and halted work on those sites that were under 
construction. We identified ten web hosting centers that would be permanently abandoned. We expected to sublease the 
majority of the non-operational web hosting centers at rates less than our lease rates for the facilities. As a result, in 
2001, we established a restructuring reserve and recorded a charge of $369 million to cover the expected sublease 
losses. Certain of these leases are for terms of up to 20 years. 

As of December 3 1,2002, we had utilized $1 54 million of the established reserve primarily for payments made on 
the web hosting center leases and contract termination costs. 

A number of our web hosting centers were leased from third parties through synthetic lease arrangements as 
discussed in Note 1 1-Borrowings. In March 2002, we exercised our option under synthetic lease facilities through 
which the web hosting centers were financed and purchased the buildings. We paid $254 million to acquire the 
buildings pursuant to these options. We assessed the fair value of the buildings based on other comparable market 
activity and determined the guaranteed residual value under the synthetic lease facilities exceeded the fair value by 
$94 million. Consequently, we recorded a charge of $71 million primarily to increase the estimated costs of exiting 
these facilities, net of a $23 million expected sublease loss recorded in 2001. 

As a result of exiting the leased facilities described above, we also recorded a charge of $4 million in 2002, and a 
credit of $9 million in 200 1, to restructuring and other charges in our consolidated statements of operations related to 
deferred rent on certain of these facilities. 

Merger-related (credits) charges 
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An analysis of activity associated with our Merger-related accruals for the years ended December 31,2002,2001 
and 2000 is as follows: 

Year ended December 31, 2002 

January 1, December 31, 
2002 2002 2002 2002 2002 

Balance Provision Utilization Reversals Balance 

(Dollars in millions) 

Contractual settlements and legal 
contingencies $ 102 $ - $  29 $ 53 $ 20 
Severance and employee-related charges 9 7 2 - - 

Total Merger-related charges 

Year ended December 31, 2001 

January 1, December 31, 
2001 2001 2001 2001 2001 

Balance Provision Utilization Reversals Balance 

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

Contractual settlements and legal 
contingencies $ 307 $ 265 $ 320 $ 150 $ 102 
Severance and employee-related charges 130 176 253 44 9 
Other Merger-related charges 17 78 91 4 - 

p m m  f&??w--M- 

Total Merger-related charges 
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Year ended December 31, 2000 

December 31, 
2000 2000 2000 

Provision Utilization Balance 

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

Contractual settlements and legal contingencies 
Severance and employee-related charges 
Other Merger-related charges 

Total Merger-related charges 

$ 679 $ 372 $ 307 
584 454 130 
218 20 1 17 

H - - 6  

We considered only those costs that were incremental and directly related to the Merger to be "Merger-related.'' 

In 2000, in connection with the Merger, we established a Merger-related accrual and recorded a charge of 
$679 million to cover various contractual settlements and legal contingencies. In 200 I ,  in connection with finalizing 
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our purchase accounting, we increased this reserve by $265 million related to these matters and recognized this 
additional charge. The amounts accrued relate to the cancellation of various commitments no longer deemed necessary 
as a result of the Merger and the settlement of various claims related to the Merger. In 2001 we reversed $1.50 million 
of this accrual and in 2002 we reversed an additional $53 million of the accrual. The reversals resulted from favorable 
developments in the matters underlying contractual settlements and legal contingencies. The reversals were credited to 
Merger-related (credits) charges in the consolidated statement of operations for the applicable year. 

In connection with the Merger, we reduced employee and contractor levels by over 14,000 people, primarily by 
eliminating duplicate functions. We initially identified 10,000 employees in the third quarter of 2000. At various times 
throughout the fourth quarter of 2000 and the first and second quarters of 2001 we identified 4,000 additional 
employees to arrive at the total reduction of 14,000 people. In 2000, we established a Merger-related accrual of 
$584 million related to this staffing reduction and in 2001 we increased the reserve by $1 76 million. All of the 
identified employees were terminated prior to December 3 1,2001. Included in the severance and employee-related 
accrual in 2000 were $91 million of bonus payments that were subject to the successful completion of the Merger. The 
remainder of the 2000 accrual for severance and employee-related charges had to do with expected payments to 
employees expected to leave the Company under planned reductions subsequent to the consummation of the Merger. 
As of December 3 1,2002, $714 million, including the payment of $9 1 million in bonuses, of the accrual had been used 
for severance and enhanced pension payments. In 2001, upon completion of our Merger-related plans in this area and 
having achieved the planned reduction of 14,000 people, we reversed $44 million of the accrual that was no longer 
necessary. 

Other net Merger-related accruals were $218 million for 2000 and $74 million for 2001. These other charges were 
comprised of professional fees, re-branding costs and other incremental costs directly associated with the Merger. 

As of December 3 1,2002 total Merger-related accruals of $22 million are included on our consolidated balance 
sheet. These relate primarily to outstanding legal contingencies. As the matters identified as contract settlement and 
general legal contingencies are resolved, any amounts due will be paid and charged against our remaining accrual. Any 
differences between amounts accrued and actual payments made will be reflected in Merger-related (credits) charges in 
our consolidated statement of operations for the period in which the difference is identified. 
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Note 13: Other Financial Information 

Other liabilities 

Accrued expenses and other current liabilities consist of the following: 

December 3 1, 

2002 2001 2000 
_8--__1 

(As restated, 
see Note 3) 

(Dollars in millions) 

Accrued interest $ 402 

Accrued property and other taxes 456 
Property, plant and equipment accruals 84 
Accrued facilities costs 199 
Other 534 

Total accrued expenses and other current liabilities $ 2,008 

Employee compensation 333 

*- 

$ 480 $ 316 
427 46 I 
467 508 
233 3 92 
345 275 
568 759 

$ 2,520 $ 2,711 
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Note 14: Employee Benefits 

Pension, post-retirement and other post-employment benefits 

We have a noncontributory defined benefit pension plan (the "Pension Plan") for substantially all management and 
occupational (union) employees. In addition to this qualified Pension Plan we also operate a non-qualified pension plan 
for certain executives (the "Non-Qualified Pension Plan"). We maintain post-retirement healthcare and life insurance 
plans that provide medical, dental, vision and life insurance benefits for certain retirees. We also provide post- 
employment benefits for certain other former employees. As of December 3 1,2002,2001 and 2000, shares of our 
common stock accounted for less than 0.5% of the assets held in the pension plans and post-retirement healthcare and 
life trusts. 

In conjunction with the Merger, we made the following changes to our employee benefit plans for management 
employees only. Effective September 7,2000, employees were not eligible to receive retiree medical and life benefits 
unless they either had at least 20 years of service by December 31,2000 or would be service pension eligible by 
December 3 1,2003. The elimination of the retiree medical and life benefits decreased our post-retirement benefits 
expense for 2000 by approximately $17 million. In addition, the elimination of future benefits was accounted for in our 
restated consolidated financial statements as a negative plan amendment requiring deferral and amortization of the 
associated $106 million gain over a period of approximately 7 years. The amortization of the gain further reduced post- 
retirement benefits expense by $16 million, $16 million and $5 million for the years ended December 31,2002,2001 
and 2000, respectively. 

Management employees who retain the retiree medical and life benefits and retire after September 6, 2000 will 
begin paying contributions toward retiree medical and life benefits in 2004. The current collective bargaining 
agreement for our occupational (union) employees provides that those who retire after December 3 1, 1990 will begin 
paying contributions toward retiree medical benefits once they exceed our healthcare cost caps, but no sooner than 
January 2006. 

Prior to January 1,2001, Pension Plan benefits for management employees were based upon their salary and years 
of service while occupational (union) employees' benefits were generally based upon job classification and years of 
service. 

We also modified the Pension Plan benefits, effective January 1,200 1, for all former U S WEST management 
employees who did not have 20 years of service by December 3 1,2000, or who would not 
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be service pension eligible by December 3 1 ,  2003. For employees who did not meet these criteria, no additional years 
of service will be credited under the defined lump sum formula for years worked after December 31,2000. These 
employees' pension benefits will only be adjusted for changes in the employees' future compensation levels. Future 
benefits will equal 3% of pay, plus a return as defined in the Pension Plan. The minimum return an employee can earn 
on their account in a given year is based upon the Treasury Rate and the employee's account balance at the beginning of 
the year. All management employees, other than those who remain eligible under the previous formulas, will be eligible 
to participate in the 3%-of-pay plan. The impact of these changes on the pension credit for 2001 was an increase of 
approximately $10 million. 

Effective August 11,2000, the Pension Plan was amended to provide additional pension benefits to certain plan 
participants who were involuntarily separated from the Company between August 11, 2000, and June 30,2001. The 
Pension Plan was subsequently amended to provide termination benefits through June 30,2003. The amount of the 
benefit is based on pay and years of service. For 2002,2001 and 2000, the amounts of additional termination benefits 
paid were $226 million, $1 54 million and $27 million, respectively. In addition, special termination benefits of 
$3 million, $6 million and $1 million were paid from the Non-Qualified Pension Plan to certain executives during 
2002,2001 and 2000, respectively. 
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Pension and post-retirement health care and life insurance benefits earned by employees during the year, as well as 
interest on projected benefit obligations, are accrued currently. Prior service costs and credits resulting from changes in 
plan benefits are amortized over the average remaining service period of the employees expected to receive benefits. 
Pension and post-retirement costs are recognized over the period in which the employee renders services and becomes 
eligible to receive benefits as determined using the projected unit credit method. 

Our hnding policy is to make contributions with the objective of accumulating sufficient assets to pay all 
qualified pension benefits when due. No pension finding was required in 2002,2001 or 2000 and as of December 3 1, 
2002, the fair value of the assets in the qualified Pension Trust exceeded the accumulated benefit obligation of the 
qualified Pension Plan. In addition, we did not make any contributions to the post-retirement healthcare or life trusts in 
2002 or 2001; however, we did contribute $16 million to the post-retirement healthcare trust in 2000. 
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The components of the net pension credit, non-qualified pension benefit cost and post-retirement benefit cost are 
as follows: 

Pension Credit 
Year Ended 

Non-Qualified Pension Post-retirement 
Benefit Cost Benefit Cost 
Year Ended Year Ended 

December 31, December 31, December 31, 

2002 2001 2000 2002 2001 2000 2002 2001 2000 
s - m m  

(As restated, 
see Note 3) 

(Dollars in millions) 

Service cost 
Interest cost 
Expected return on plan 
asset 
Amortization of transition 
asset 
Amortization of prior 
service cost 
Plan settlement 
Special termination 
benefits 
Recognized net actuarial 
(gain) loss 

Net (credit) cost included 
in current eamingslloss 

$ 154 $ 187 $ 182 $ 3 
60 1 686 702 5 

(925) (1,101) (1,068) 

$ (235) $ (360) $ (319) $ 17 

$ 2 $  2 
5 7 

2 2 

~ - 

6 7 

6 1 

$ 27 $ 29 $ 49 
328 307 337 

(191) (224) (271) 

$ 121 $ 1 $ 15 

The net pension (credit) cost is allocated between cost of sales and selling, general and administrative expense in 
the consolidated statement of operations. 

Following is an analysis of the change in the projected benefit obligation for the pension and non-qualified 
pension plans, and accumulated post-retirement benefit obligation for the years ended December 3 1,2002,2001 and 
2000: 

Pension 
Year Ended 

December 31, 

Non-Qualified 
Pension 

Year Ended 

December 31, 

Post-retirement 
Year Ended 

December 31, 
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Benefit obligation 
accrued at beginning 
of year 
Service cost 
Interest cost 
Actuarial loss (gain) 
Plan amendments 
Special termination 
benefits 
Business divestitures 
Benefits paid 

Benefit obligation 
accrued at end of year 

2002 2001 2000 2002 2001 2000 2002 2001 2000 

(Dollars in millions) 

$ 9,625 $ 9,470 $ 8,877 $ 70 $ 75 $ 89 $ 4,700 $ 4,500 $ 4,344 
154 187 182 3 2 2 27 29 49 
60 1 686 702 5 5 7 328 3 07 337 

652 513 3 7 (10) 1,012 136 303 
(277) 

( 164) 
- - - - - - - - 

226 154 27 3 6 1 - - - 

(1,613) (1,524) (831) (13) (25) (14) (332) (272) (256) 
- - - - - - - (88) (27) 

$ 8,741 $ 9,625 $ 9,470 $ 71 $ 70 $ 75 $ 5,708 $ 4,700 $ 4,500 
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Following is an analysis of the change in the fair value of plan assets for the pension, non-qualified pension, and 
post-retirement plans for the years ended December 3 1,2002,2001 and 2000: 

Pension 
Year Ended 

Non-Qualified 
Pension 

Year Ended 
Post-retirement 

Year Ended 

December 31, December 31, December 31, 
rn **' **< **,a n-i l .  

2002 2001 2000 2002 2001 2000 2002 2001 2000 
ws%-- 

(As restated- 
see Note 3) 

(Dollars in millions) 

Fair value of plan 
assets at beginning of 
year $ 11,121 $ 13,594 $ 14,593 $ - $ - $ 
Actual loss on plan 

Net employer 
contributions 
(withdrawals) 13 25 

assets (1,001 1 (851) (78) - 
- 

- - - 

- Section 420 transfer (98) (90) - 

Business divestitures (80) 
__ 

- - - - 

Benefits paid (1,613) (1,524) (831) (13) (25) 

$ 2,045 $ 2,407 $ 2,886 

- (191) (148) (68) 

14 43 (40) (245) 
- - 98 90 
- - - - 

(14) (332) (272) (256) 

Fair value of plan 
assets at year end $ 8,427 $ 11,121 $ 13,594 $ - $ - $ - $ 1,565 $ 2,045 $ 2,407 

In December 2001 and 2000, under provisions of Section 420 of the Internal Revenue Code ("IRC"), $98 million 
and $90 million, respectively, of pension assets were transferred from the Pension Plan to the post-retirement benefit 
plan to pay for current year retiree health care benefits. In 2001 and 2000, $33 million and $300 million, respectively, 
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To compute the expected return on Pension Plan assets, we apply an expected rate of return to the market-related 
I asset value of the Pension Plan assets. The market-related asset value is a computed value that recognizes changes in 

fair value of plan assets over a period of time, not to exceed five years. This method has the effect of smoothing market I 
volatility that may be experienced from year to year. As a result, our expected return is not significantly impacted by 
the actual return on Pension Plan assets experienced in any given year. 

~ 

of Life Insurance and Welfare Trust assets were transferred to the Company to pay for employee welfare benefits 

The following table presents the funded status of the pension, non-qualified pension, and post-retirement plans as 
of December 31,2002,2001 and 2000: 

Non-Qualified 

Year Ended Year Ended Year Ended 

December 31, December 31, December 31, 

Pension Pension Post-retirement 

2002 2001 2000 2002 2001 2000 2002 2001 2000 

(Dollars in millions) 
7 

Funded (unfunded) status $ (314)$ 1,496 $ 4,124 $ (71)$ (70)$ (75)$ (4,143)$ (2,655)$ (2,093) 
Unrecognized net actuarial 
loss (gain) 1,460 (265) (2,922) 24 25 25 1,257 (133) (732) 
Unamortized prior service 

Unrecognized transition 
(asset) obligation (134) (229) (308) 9 11 14 - - - 

Prepaid benefit (accrued 
cost) $ 1012 $ 1002 $ 894 $ 

cost (benefit) - - - 1 1 1 (118) (138) (158) 

-- 

In computing the pension and post-retirement benefit costs, we must make numerous assumptions about such 
things as employee mortality and turnover, expected salary and wage increases, discount rate, expected rate of return on 
plan assets and expected future cost increases. Two of these items generally have the most significant impact on the 
level of cost: (1) discount rate and (2) expected rate of return on plan assets. 

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income investments 
available at the measurement date and expected to be available during the period to 
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maturity of the pension benefits. In making this determination we consider, among other things, the yields on Moody's 
AA corporate bonds as of year-end. 

The expected rate of return on plan assets is the long-term rate of return we expect to earn on the trust's assets. We 
establish the expected rate of return by reviewing the investment composition of the plan assets, obtaining advice from 
our actuaries, reviewing historical earnings on the trust assets and evaluating current and expected market conditions. 

Changes in any of the assumptions we make in computing the net of the pension credit and post-retirement benefit 
costs could have an impact on various components that comprise these expenses. If our assumed expected long-term 
rate of return on plan assets of 9.4% was 100 basis points lower, the impact for 2002,2001 and 2000 would have been 
to decrease the pension credit, net of post-retirement expenses, by $106 million, $141 million and $142 million, 
respectively. In response to current market conditions, effective January 1 ,  2003, we lowered our assumed expected 
long-term rate on plan assets to 9.0%. In addition, we decreased the discount rate to 6 75% and the rate of 
compensation increase remained the same at 4.65%. 
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The actuarial assumptions used to compute the net pension credit, non-qualified pension benefit cost and post- 
retirement benefit cost are as follows: 

Non-Qualified Pension Post-retirement 

Pension Credit Benefit Cost Benefit Cost 

2002 2001 2000 2002 2001 2000 2002 2001 2000 

Beginning of the year 

Discount rate 7.25% 7.75% 8.00% 7.25% 7.75% 8.00% 7.25% 7.75% 8.00% 
Rate of compensation increase 4.65% 4.65% 4.65% 4.65% 4.65% 4.65% N/A N/A NIA 
Expected long-term rate of return on 

End of the year 
plan assets 9.40% 9.40% 9.40% - - - 9.40% 9.40% 9.40% 

- - - Initial healthcare cost trend rate - - - 10.00% 8.25% 7.00% 
- - - - - - Ultimate healthcare cost trend rate 5.00% 5.00% 5.00% 

Year ultimate trend rate is reached 2013 2007 2011 - - - - - - 

A change of one percent in the assumed initial healthcare cost trend rate would have had the following effects in 
2002: 

One Percent Change 

Increase Decrease 
w-##mmse < 

(Dollars in millions) 

Effect on the aggregate of the service and interest cost components 
of net periodic post-retirement benefit cost (statement of 
operat ions) $ 19 $ (16) 
Effect on accumulated post-retirement benefit obligation (balance 
sheet) $ 329 $ (285) 

On January 5,2001, we announced an agreement with our major unions, the Communications Workers of 
America ("CWA") and the International Brotherhood of Electrical Workers ("IBEW"), to extend the existing union 
contracts for another two years, through August 2003. The extensions include a 3.5% wage increase in 2001, a 5% 
wage increase in 2002, a 6% pension increase in 2002, and a 10% pension increase in 2003. The appropriate changes 
were reflected in the pension and post-retirement benefit computations. In August 2003, we reached an agreement with 
the CWA and IBEW on a new two-year contract expiring on August 13,2005. The new agreements will not have a 
material impact on our pension and post-retirement benefit computations. 
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Other benefit plans 

401 (k) plan 

We currently sponsor a defined contribution benefit plan covering substantially all management and occupational 
(union) employees. Under this plan, employees may contribute a percentage of their annual compensation to the plan 
up to certain maximums, as defined by the plan and by the Internal Revenue Service. Currently, we match a percentage 
of employee contributions in our common stock. As a result of our failure to file various of our Quarterly Reports on 
Form 10-Q for periods through June 30,2003 and our failure to file our Annual Report on Form IO-K for the year 
ended December 3 1,2002, we suspended the investment of employee contributions in our common stock. As of 
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December 3 1,2002 the assets of the plan included approximately 84 million shares of our common stock as a result of 
the combination of our employer match and participant directed contributions. We made cash contributions in 
connection with our 401(k) plans of $8 million, $83 million and $1 16 million for 2002,2001 and 2000, respectively. In 
addition, we made contributions of our common stock of $77 million and $17 million in 2002 and 2001, respectively. 
We did not make any contributions of our common stock in 2000. During 2001 and 2000 we also managed the pre- 
Merger Qwest 401(k) Savings Plan. The net assets of this plan, in the amount of $121 million, were merged into our 
plan effective midnight December 30,2001. 

Deferred compensation plans 

We sponsor several deferred compensation plans for a select group of our current and former management and 
highly compensated employees, certain of which are open to new participants. Participants in these plans may, at their 
discretion, invest their deferred compensation in various investment choices including our common stock. 

Our deferred compensation obligation is included in our consolidated balance sheet in other long-term liabilities. 
Shares of our common stock owned inside the plans are treated as treasury stock and are included at cost in the 
consolidated balance sheet in treasury stock. Investment earnings, administrative expenses, changes in investment 
values and increases or decreases in the deferred compensation liability resulting from changes in the investment values 
are recorded in our consolidated statement of operations. The deferred compensation liability as of December 3 1, 2002, 
2001 and 2000 was $36 million, $62 million and $63 million, respectively. The value of the deferred compensation 
plans’ assets were $41 million, $33 million and $54 million at December 3 1,2002,2001 and 2000, respectively, and are 
included in other long-term assets in the consolidated balance sheets. 

Deferred compensation plan for non-employee directors 

We sponsor a deferred directors’ fees plan for members of our current and former Board of Directors. Under this 
plan, directors may, at their discretion, elect to defer all or any portion of the directors’ fees for the upcoming year for 
services they perform as a director of the Company. In the plan for the members of the current Board of Directors, we 
match 50% of the fees that are contributed to the plan. Participants in the plan are fully vested in both their deferred 
fees and the matching contribution. Participants can suspend or change the amount of deferred fees at their discretion. 

Quarterly, we credit the director’s account with “phantom units,“ which are held in a notational account. Each 
phantom unit represents a value equivalent to one share of our common stock and is subject to adjustment for cash 
dividends payable to our stockholders as well as stock dividends and splits, consolidations and the like that affect 
shares of our common stock outstanding. The account is ultimately distributed at the time elected by the director or at 
the end of the plan and is paid, at the director’s election, either in: (1) a lump-sum payment; (2) annual cash installments 
over periods up to 10 years; or (3) some other form selected by our Executive Vice President-Human Resources (or 
his or her designee). 
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Investment earnings, administrative expenses, changes in investment values and increases or decreases in the 
deferred compensation liability resulting from changes in the value of our common stock are recorded in our 
consolidated statement of operations. The deferred compensation liability as of December 3 1,2002, 2001 and 2000 for 
the plan was not significant nor was the expense associated with this plan significant in these years. However, 
depending on the extent of appreciation in the value of our common stock, expenses incurred under this plan could 
become significant in subsequent years. 

Note 15: Stock Incentive Plans 

Stock options 

Prior to the Merger, U S WEST adopted stock plans under which it could grant awards in the form of stock 
options, stock appreciation rights, restricted stock and phantom units, as well as substitute stock options and restricted 
stock awards. In connection with the Merger, all U S WEST options outstanding prior to the Merger announcement 
became fully vested. Options granted after that date and prior to June 30,2000 continue to vest according to the vesting 
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requirements in the plan. 

On June 23, 1997, pre-Merger Qwest adopted the Equity Incentive Plan, which was most recently amended and 
restated on October 4,2000. This plan permits the grant of non-qualified stock options, incentive stock options, stock 
appreciation rights, restricted stock, stock units and other stock grants. The maximum number of shares of our common 
stock that may be issued under the Equity Incentive Plan at any time pursuant to awards is equal to 10% of the 
aggregate number of our common shares issued and outstanding. Issued and outstanding shares are determined as of the 
close of trading on the New York Stock Exchange on the preceding trading day. As of December 3 1,2002, the 
maximum number of options available for grant under the Equity Incentive Plan was 170 million, with 112 million 
options outstanding and 58 million options available for grant. 

As a result of our failure to file with the SEC various of our Quarterly Reports on Form 10-Q for periods through 
June 30,2003 and our failure to file our Annual Report on Form 10-K for the year ended December 3 1,2002, we have 
suspended the ability of option holders to exercise their vested options. 

The sub-committee of the Compensation and Human Resources Committee of our Board of Directors, or its 
delegate, approves the exercise price for each option. Stock options generally have an exercise price that is at least 
equal to the fair market value of the common stock on the date the stock option is granted, subject to certain 
restrictions. Stock option awards generally vest in equal increments over the vesting period of the granted option 
(generally three to five years). Unless otherwise provided by the Compensation and Human Resources Committee, our 
Equity Incentive Plan provides that, on a "change in control," all awards granted under the Equity Incentive Plan will 
vest immediately. Options granted under the plan before June 1, 1998 were subject to a different definition of change in 
control that was triggered by the Merger. Options that we granted to our employees from June 1999 to September 2002 
typically provide for accelerated vesting if the optionee is terminated without cause following a change in control. 
Since September 2002, options that we grant to our executive officers (vice president level and above) typically provide 
for accelerated vesting and an extended exercise period upon a change of control, and options that we grant to all other 
employees typically provide for accelerated vesting if the optionee is terminated without cause following a change in 
control. Options granted in 2002,2001 and 2000 have ten-year terms. 

On October 3 1,2001, we announced a voluntary stock option exchange offer. Under the terms of the offer and 
subject to certain restrictions, our employees could exchange all or a portion of their stock options that had an exercise 
price of $35 or more. The offer was available only to our full-time, non-union employees (excluding 15 senior 
executives), for options granted by us or U S WEST. Options surrendered by employees were cancelled on 
November 30,2001 and new options were issued on June 3, 2002 on a share-for-share basis. On June 3,2002, 9,655 
employees received 26 million stock 
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options in the exchange. The exercise price on the new options is $5.10, the closing market price on the day the new 
options were granted. The new options vest ratably over a four-year period commencing on June 3,2002. 

Our stock incentive plans are accounted for using the intrinsic-value method under which no compensation 
expense is recognized for options granted to employees with a strike price that equals or exceeds the value of the 
underlying security on the measurement date. In certain instances, the strike price has been established prior to the 
measurement date, in which event any excess of the stock price on the measurement date over the exercise price is 
recorded as deferred compensation and amortized over the service period during which the stock option award vests, in 
accordance with FIN No. 28. We recorded stock-based compensation expense of $5 million, $28 million and 
$109 million in the years ended December 3 1,2002, 2001 and 2000, respectively. 

Summarized below is the activity of the U S WEST plan prior to the Merger, the pre-Merger Qwest plan prior to 
the Merger and our combined plan subsequent to the Merger: 

U S WEST Plan Qwest Equity Incentive Plan 

Number of  Weighted Average Number of Weighted Average 

Shares Exercise Price Shares Exercise Price 
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Outstanding December 3 1, 1999 
(unaudited) 

Granted 
Exercised 
Canceled or expired 

U S WEST options converted upon 
Merger 

Outstanding June 30,2000 
Granted 
Exercised 
Canceled or expired 

Outstanding December 3 1,2000 
Granted 
Exercised 
Tendered for cancellation 
Canceled or expired 

Outstanding December 3 1,200 1 
Granted 
Exercised 
Canceled or expired 

Outstanding December 3 1,2002 

(in thousands) 

52,024 $ 26.56 
13,198 41.20 

(6,932) 36.18 
(6,729) 21.20 

51,561 $ 29.71 

(in thousands) 

69,565 $ 2 1.52 
20,487 45.99 
(4 $2 3) 13.37 
(4,774) 29.08 

51,561 29.71 

132,2 16 28.52 
23,971 44.97 

(16,377) 17.09 
(6,200) 38.28 

133,610 32.32 
33,015 24.21 

( 12,280) 20.62 

37.92 

105,494 27.01 
49,701 4.66 

(34) 5.90 
19.97 

(29,129) 43.45 

- 2 -  

Options to purchase 49.3 million, 45.4 million and 49.7 million shares of Qwest common stock at weighted 
average exercise prices of $28.62, $28.40 and $25.32 were exercisable at December 31,2002,2001 and 2000, 
respectively. 
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The outstanding options at December 3 1, 2002 have the following characteristics (shares in thousands): 

Outstanding Options 

Range of Exercise 

Prices 
-vh4S-mam 

$0.01 - $ 5  10 
$5.1 1 - $20 00 

$20.01 - $35.00 
$35 01 - $39.00 
$39.01 - $49.00 
$49.01 - $60.00 

Total 

Number 

Outstanding 

24,64 1 
34,212 

5,190 
12,000 

464 

1 12,320 

Weighted Average 
Remaining Life 

(wars) -- - 
9.35 
5.07 
4.65 
5.67 
5.33 
5.97 

6.37 

Weighted 
Average 

Exercise Price 

$ 4.49 
13.83 
29.16 
36.66 
42.67 
50 85 

$ 19.81 
aw-rn- 

Exercisable Options 
mW55#&- 

Number Average 

Exercisable Exercise Price 
w8A2,,,da,m m _ j  r"- 

153 $ 4.18 
13,205 16.32 
22,870 29.09 

3,848 36.46 
8,994 41.92 

266 50.72 

49,336 $ 28 63 
-*-* s- 
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As required by SFAS No. 123 and SFAS No. 148, we have disclosed in Note 2-Summary of Significant 
Accounting Policies the pro forma amounts as if the fair value method of accounting had been used. These pro forma 
amounts may not be representative of the effects on reported net income or loss in future years because, the number of 
future shares to be issued under these plans is not known and the assumptions used to determine the fair value can vary 
significantly. 

Following are the weighted average assumptions used with the Black-Scholes option-pricing model to estimate the 
fair value of options granted in 2002,2001 and 2000: 

Risk-free interest rate 
Expected dividend yield 
Expected option life (years) 
Expected stock price volatility 
Weighted average grant date fair value 

Year Ended December 31, 

2002 2001 2000 

4.1% 4.1% 5.9% 
0.0% 0.2% 1.4% 
4.4 4.4 5.3 

57.6% 41.4% 29.5% 
$ 2.25 $ 9.40 $ 14.60 

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

Restricted stock 

In 2002,2001 and 2000, we granted 400,000, 650,000 and 441,247 shares of restricted stock under the Equity 
Incentive Plan and various U S WEST plans in 2000, with weighted-average grant date fair values of $6.85, $16.81 and 
$46.66 per share, respectively. Restricted stock awards granted in 2002 and 2001 generally vest ratably over four years. 
Restricted stock awards granted in 2000 generally vest immediately. Compensation expense of $13 million, $6 million 
and $17 million was recognized for restricted stock grants in 2002,2001 and 2000, respectively. 

Growth share plan 

Pre-Merger Qwest had a Growth Share Plan for certain of its employees and directors. A “Growth Share“ was a 
unit of value based on the increase in value of our common stock over a specified measurement period. Upon vesting, 
settlement of each Growth Share was made in our common stock. All Growth Share grants were made based on a 
beginning value of our common stock that was greater than or equal to the fair value of our common stock at the grant 
date. 
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The following table summarizes activity related to the shares of our common stock allocated for the settlement of 
outstanding Growth Shares: 

December 31, 1999 outstanding balance 
2000 settlements pre-Merger 
2000 settlements post-Merger 

December 3 1,2000 outstanding balance 
2001 settlements 

December 31,2001 outstanding balance 

Number of  

Shares 

522,438 
(25,360) 

(140,355) 

356,723 
(356,723) 

W-M-S 

r n * Y M M h l i n a  
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Due to the change in control as a result of the Merger, all Growth Shares were vested at June 30,2000 and 
approximately $29 million was included in other long-term liabilities in our consolidated balance sheet related to 
outstanding obligations to issue our common stock for Growth Shares. In the first quarter of 2001, we issued 
approximately 357,000 shares of our common stock in settlement of all remaining vested Growth Shares. 

Employee stock purchase plan 

In October 1998, pre-Merger Qwest instituted an Employee Stock Purchase Plan ("ESPP"). Under the ESPP, we 
are authorized to issue approximately 7.0 million shares of our common stock to eligible employees. Under the terms of 
the ESPP, eligible employees may authorize payroll deductions of up to 15% of their base compensation, as defined, to 
purchase our common stock at a price of 85% of the fair market value of the our common stock on the last trading day 
of the month in which our common stock is purchased. Shares purchased prior to the Merger were 249,234 in 2000. 
Shares purchased subsequent to the Merger were 3,680,443, 1,761,470 and 349,868 for the years ended December 31, 
2002,2001 and 2000, respectively. As a result of our failure to file with the SEC various of our Quarterly Reports on 
Form 10-Q for periods through June 30,2003 and our failure to file our Annual Report on Form 10-K for the year 
ended December 3 1,2002, we have suspended the ESPP. 

Note 16: Stockholders' Equity 

Common stock ($0.01 par value) 

In connection with the Merger, common stock shares outstanding have been adjusted to reflect the conversion rate 
of 1.72932 Qwest shares for every U S WEST share. 

Preferred stock 

Under our charter, our Board of Directors has the authority, without stockholder approval, to (1) create one or 
more classes or series within a class of preferred stock, (2) issue shares of preferred stock in such class or series up to 
the maximum number of shares of the relevant class or series of preferred stock authorized, and (3) determine the 
preferences, rights, privileges and restrictions of any such class or series, including the dividend rights, voting rights, 
the rights and terms of redemption, the rights and terms of conversion, liquidation preferences, the number of shares 
constituting any such class or series and the designation of such class or series. One of the effects of authorized but 
unissued and unreserved shares of capital stock may be to render more difficult or discourage an attempt by a potential 
acquirer to obtain control of us by means of a merger, tender offer, proxy contest or otherwise, and thereby protect the 
continuity of our management. The issuance of such shares of capital stock may have the effect of delaying, deferring 
or preventing a change in control of us without any further action by our stockholders. We have no present intention to 
adopt a stockholder rights plan, but could do so without stockholder approval at any future time. 
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As of December 3 1,2002,2001 and 2000, there were no shares of preferred stock issued or outstanding. 

Treasury stock 

In January 200 1, we repurchased 22.22 million shares of our common stock at fair value from BellSouth 
Corporation ("BellSouth") for $1 .O billion in cash As part of this transaction, we entered into an agreement with 
BellSouth in January 2001 under which BellSouth agreed to purchase services valued at $250 million from us over a 
five-year period (the "2001 Agreement"). The 2001 Agreement included provisions that allowed for termination of the 
arrangement prior to satisfaction of the entire purchase committment. The 2001 Agreement also provided that 
BellSouth could make payments for the services in our common stock based upon values as specified in the 2001 
Agreement. This provision in the 2001 Agreement represented a written put option. For accounting purposes the 
written put option vests as services are provided by us pursuant to the 2001 Agreement. Based on services performed, 
the value of put options vested in 2001 was $38 million, which was recorded in our consolidated statement of 
operations as a reduction in revenue and an increase in additional paid-in capital in our statement of 
stockholders' (deficit) equity 
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During 2001, BellSouth acquired services valued at approximately $92 million related to the 2001 Agreement. We 
recognized net revenue for such services of approximately $54 million. BellSouth paid for these services by remitting 
cash throughout the year of $18 million and, on December 10,200 1, tendering 1.2 million shares of our common stock. 
The fair value of the tendered shares at December 10,2001 of $1 5 million was recorded in treasury stock. The 
$43 million difference between (i) the fair value of the shares at December 10,2001 and (ii) the value of $58 million 
assigned to the shares under the 2001 Agreement was recorded as a reduction to additional paid-in capital. The unpaid 
balance of $16 million was recorded in accounts receivable. At December 31,2001, we reclassified $16 million from 
stockholders' equity to share repurchase commitment, a temporary equity classification in our consolidated balance 
sheet, to reflect the value of receivables that could be satisfied by BellSouth delivering shares of our common stock. 

During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at 
$13 million from BellSouth in partial satisfaction of the $16 million accounts receivable outstanding at December 31, 
2001. In addition, in accordance with the 2001 Agreement, we used $12 million of the $1 8 million in cash received 
from certain BellSouth affiliates to purchase approximately 253,000 shares of our common stock. The fair value of the 
stock tendered in the first quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference 
between (i) the fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million 
was recorded as a reduction to additional paid-in capital. 

The 2001 Agreement was cancelled as of January 16,2002. At that time, we entered into a second agreement with 
BellSouth under which BellSouth committed to purchase from us $350 million in services payable in cash over a four- 
year period. In consideration for terminating the 2001 Agreement, we gave BellSouth a non-cash credit of $71 million 
that we have included in our consolidated balance sheet as a deferred sales discount. The deferred sales discount will 
reduce revenue from BellSouth proportionately as we provide services under the new agreement. During 2002, we 
reduced our revenue by $1 7 million related to the amortization of the deferred sales discount. 

During the first quarter of 2002, we issued 9.88 million shares of our common stock in exchange for certain 
outstanding debt. The weighted average cost of treasury shares issued was $42.53 per share. For further information, 
see Note 1 1-Borrowings. 

Subsequent to December 3 1,2002, the remaining treasury shares related to the BellSouth repurchase were issued 
in connection with certain debt-for-stock exchanges as discussed in Note 2 1-Subsequent Events. 
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Deferred compensation 

Rabbi trusts established in 2000 for two of our deferred compensation plans held 387,000, 552,000 and 739,000 
shares of our common stock with a cost of $18 million, $26 million and $38 million at December 3 1,2002,2001 and 
2000, respectively. The shares are accounted for as treasury stock. 

Other comprehensive loss 

Other comprehensive income (loss) in the consolidated statement of stockholders' (deficit) equity includes the 
following components: 

Year Ended December 31, 

2002 2001 2000 

(As restated, 
see Note 3)  

(Dollars in millions) 

Unrealized gains (losses) on available-for-sale marketable 
securities, net of reclassification adjustments $ 36 $ 33 $ (456) 
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Foreign currency translation gains (losses) 40 (33) (7) 

comprehensive income (30) - 180 
Income tax (provision) benefit related to items of other 

Other comprehensive income (loss) 

Embedded in net unrealized gains and losses on available-for-sale marketable securities are reclassification 
adjustments. Reclassification adjustments are comprised of amounts that have been removed from other comprehensive 
income (loss) in the consolidated statement of stockholders' (deficit) equity and recognized in income or loss from 
operations in our consolidated statements of operations during the periods cited below: 

Year Ended December 31, 

(As restated, 
see Note 3) 

(Dollars in millions) 

Reversal of unrealized net gains (losses) on investments sold 
during the period $ 39 $ 19 $ (518) 

Reversal of foreign currency translation gain 40 - - 

Income tax benefit (expense) related to items reclassified into 
income or loss (31) (24) 240 

Other-than-temporary gains (losses) charged to income or loss - 44 (103) 

- %emWAm#+- P " W B  

Total reclassification adjustments $ 48 $ 39 $ (381) 
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Earnings per share 

The weighted average number of shares used for computing basic loss per share for the years ended December 3 1,  
2002,2001 and 2000 was 1.682 billion, 1.661 billion and 1.272 billion, respectively. The effect of approximately 
112 million, 105 million and 135 million of outstanding stock options were excluded from the calculation of diluted 
loss per share because the effect was anti-dilutive. 

Dividends 

We declared and paid dividends of $0.05 and $0.31 per share of common stock during 2001 and 2000, 
respectively. We did not declare any dividends during 2002. 

Note 17: Income Taxes 

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

Year Ended December 31, 

2002 2001 2000 
u . * m s  wm?+m(8(- 

(As restated see Note 3 
and Note 4) 
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(Dollars in millions) 

Current tax (benefit) provision: 
Federal 
State and Local 

Deferred tax (benefit) provision: 
Federal 
State and Local 
Change in valuation allowance 

Income tax benefit 

(3930 1) (579) 
(643) (186) 

1,677 - 

$ (2,500) $ (1,257) $ (592) 

The effective tax rate for our continuing operations differs from the statutory tax rate as follows: 

Year Ended December 31, 

2002 2001 2000 

(As restated see 
Note 3 and 

Note 4) 

(in percent) 

Federal statutory income tax rate 
State income taxes-net of federal effect 
Non-deductible KPNQwest investment writedown and losses 
Non-deductible goodwill impairment and amortization 
Non-deductible Merger-related charges 
Other 
Change in valuation allowance, State and Federal 

Effective income tax rate 

35.0% 35.0% 35.0% 
2.1 1.6 2.9 

(1.5) (16.6) (1.6) 
(14.8) (3.8) (6.4) 
- 

- (1.0) 
(0.1) 0.8 0.2 
(8.3) - - - 
12.4% 17.0% 29.1% 
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The components of the deferred tax assets and liabilities are as follows: 

December 31, 

2002 2001 2000 

As restated (see Note 3 and 
Note 4) 

(Dollars in millions) 
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Net operating loss carryforward 
Post-retirement benefits and pensions 
State deferred taxes-net of federal effect 
Property, plant and equipment 
Revenue recognition 
Deferred compensation 
Other 

Valuation allowance on deferred tax assets 

Total deferred tax assets 

Property, plant and equipment 
Intangible assets 
State deferred taxes-net of federal effect 
Revenue recognition 
Other 

Total deferred tax liabilities 

Net deferred tax assets (liabilities) 

$ 2,028 $ 2,274 
737 63 6 
372 358 
164 - 
- - 
___ 104 

496 47 1 

3,797 3,843 

2,120 3,843 

$ 882 
757 
262 

217 
126 
45 1 

- 

2,695 
- 

2,695 

- (2,616) (2,415) 
(849) (484) 

(241) (154) - 

- 

(80) (392) (342) 

(503) (211) (282) 

-- 
$ 1,296 $ (379) $ (828) 

We received $272 million and $574 million in net income tax refunds in 2002 and 2001 and made net cash 
payments of $86 million in 2000. 

As of December 3 1,2002, we had a net operating loss carryforward of $5.8 billion that will expire between 2003 
and 2022. We plan on utilizing approximately $3.3 billion of this carryforward in 2003 to offset the gain on the sale of 
the Dex West business. Unused net operating losses generated by pre-Merger Qwest are subject to special rules in the 
Internal Revenue Code. IRC Section 382 limits the amount of income that may be offset each year by unused net 
operating losses arising prior to a merger. The annual limitations are based upon the value of the acquired company at 
the time of the Merger times the federal long-term tax-exempt interest rate in effect at that date. Any unused limitation 
may be carried forward and added to the next year's limitations. We do not expect this limitation to impact Qwest's 
ability to utilize its net operating losses against future taxable income. 

Prior to the purchase of an additional equity interest in KPNQwest in November 2001, our investment in 
KPNQwest was deemed a foreign corporate joint venture whose basis difference was exempt from the recording of a 
deferred tax liability. At the end of 2001, the remaining unrecorded deferred tax liability associated with that exempt 
basis difference was $322 million. In 2002, the remaining book investment in KPNQwest was written off resulting in a 
$124 million deferred tax asset, which was recorded. We also own a foreign subsidiary with a deductible temporary 
basis difference for which a $1 9 million deferred tax asset has not been recorded because the basis difference is 
essentially permanent in duration and it is not apparent that it will be deducted in the foreseeable future. 

In the second quarter of 2002, we recorded a non-cash charge of $1.677 billion, to establish a valuation allowance 
against the 2002 net federal and state deferred tax assets. The valuation allowance is determined in accordance with the 
provisions of SFAS No. 109, which requires an assessment of both negative and positive evidence when measuring the 
need for a valuation allowance. Our losses in recent 
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years coupled with the asset impairments in 2002 represented sufficient negative evidence to require a valuation 
allowance under SFAS No. 109. We intend to maintain the valuation allowance until sufficient positive evidence exists 
to support realization of the federal and state deferred tax assets 

We had unamortized investment tax credits of $104 million, $1 19 million, and $ 1  51 million as of December 3 I ,  
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2002,2001 and 2000, respectively, included in other long-term liabilities on our consolidated balance sheets and as 
discussed in Note 2-Summary of Significant Accounting Policies, these are amortized over the life of the related 
asset. At the end of 2002 we also have $56 million ($34 million net of federal income tax) of state investment tax credit 
carryforwards that will expire between 20 10 and 20 15 if not utilized. 

Note 18: Segment Information 

SFAS No. 13 1, "Disclosures about Segments of an Enterprise and Related Information" ("SFAS No. 13 1") 
establishes standards for reporting information about operating segments in annual financial statements of public 
business enterprises and requires that those enterprises report selected information about operating segments in interim 
and annual financial reports issued to shareholders. Operating segments are components of an enterprise that engage in 
business activities from which revenues may be earned and expenses may be incurred, and for which discrete financial 
information is available and regularly evaluated by the chief operating decision maker ("CODM") of an enterprise. 

In December 2002, our CODM changed the way he views the results of our operations; therefore, we changed our 
segment reporting effective December 2002 to reflect the manner in which we now manage the business. The CODM 
of a business represents the highest level of management who is responsible for the overall allocation of resources 
within the business and assessment of the performance of the business. Our CODM is our Chief Executive Officer. Set 
forth below is revenue and operating expense information for the years ended December 3 1,2002,2001 and 2000 for 
three of the four segments utilized at the end of 2002: wireline services, wireless services and other services. 
Management evaluates the performance of each segment and allocates capital resources based on segment income, 
which does not include centrally managed costs such as depreciation, amortization, asset impairment charges, 
restructuring or certain other charges. The fourth segment that we operate is our directory publishing business, which as 
described in Note 8-Assets Held for Sale including Discontinued Operations, has been classified as discontinued 
operations and accordingly is not presented in our segment results below. 

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

Between January 1,2002 and November 30,2002, we managed our operations primarily from 10 segments. These 
segments were global business, national business, consumer, wholesale, directory, wireless, local network, worldwide 
network, facilities costs and other. 

Segment income consists of each segment's revenues and direct expenses. Segment revenues are based on the 
types of products and services offered as described below. The network infrastructure is designed to be scalable and 
flexible to handle multiple products and services. As a result, we do not allocate network infrastructure costs to 
individual products. Direct administrative costs include customer support, collections and marketing. Indirect 
administrative costs such as finance, information technology, real estate, and legal are included in the other services 
segment. We manage indirect administrative services cost centrally; consequently, the costs are not allocated to the 
wireline or 
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wireless services segments. Similarly, depreciation, amortization, interest expense, interest income and other income 
(expense) are not allocated to our operating segments. 

Our wireline services segment includes revenues from the provision of voice, data and Internet services Voice 
services consist of local voice services (such as basic local exchange services), long-distance voice services (such as 
IntraLATA long-distance services and InterLATA long-distance services) and other voice services (such as operator 
services, public telephone service, enhanced voice services and customer premises equipment, or CPE). Voice services 
revenues are also generated on a wholesale basis from switched-access service revenues (which are revenues generated 
principally from charges to interexchange carriers, or IXCs, for use of our local network to connect their customers to 
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their long distance networks. An IXC is a telecommunications company that provides long-distance services to end- 
users by handling calls that are made from a phone exchange in one local access transport area, or LATA, to an 
exchange in another LATA, wholesale long-distance service revenues (included in long-distance services revenues) and 
wholesale access revenues (included in local voice services revenues). Data and Internet services includes data services 
(such as traditional private lines, wholesale private lines, frame relay, asynchronous transfer mode, or ATM and related 
CPE) and Internet services (such as Digital Subscriber Line, or DSL, dedicated Internet access, or DIA, virtual private 
network, or VPN, Internet dial access, web hosting, professional services and related CPE). Revenues from optical 
capacity transactions are also included in revenues from data services. Depending on the product or service purchased, 
a customer may pay an up-front fee, a monthly fee, a usage charge, or a combination of these fees and charges. 

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

Our other services segment consists of revenues and expenses from other operating segments and functional 
departments that do not meet the quantitative threshold requirements of SFAS No. 13 1. Other services revenue is 
predominately derived from subleases of some of our unused real estate assets, such as space in our office buildings, 
warehouses and other properties. Our other services segment expenses include unallocated corporate expenses for 
functions such as finance, information technology, legal, marketing services and human resources, which we centrally 
manage. 

Information for all periods has been conformed to the 2002 presentation, as described above. Other than as already 
described herein, the accounting principles used are the same as those used in our consolidated financial statements. 
The revenues shown below for each segment are derived from transactions with external customers. Internally, we do 
not separately track the total assets of our 
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wireline or other segments. As such, total asset information for the three segments shown below is not presented. 

For the Year Ended December 31, 

2002 2001 2000 
wM#Hsw**-%ax> 

(As restated, see Note 3) 

(Dollars in millions) 

Operating revenues: 
Wireline services 
Wireless services 
Other services 

Total operating revenues 

Operating expenses: 
Wireline services 
Wireless services 
Other services 

Total segment expenses 

$ 14,634 $ 15,777 $ 13,675 
694 688 422 

57 59 51 

$ 15,385 $ 16,524 $ 14,148 
d* a- w-am 

$ 8,122 $ 9,104 $ 6,395 
506 75 1 527 

2,6 17 2,291 2,339 

$ 12,146 $ 9,261 
-&-"e* *-,- 
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Segment income (loss): 
Wireline services 
Wireless services 
Other services 

Total segment income 

Capital expenditures: 
Wireline 
Wireless 
Other 

Total capital expenditures 
Non-cash investing activities 

Total cash capital expenditures 

$ 6,512 $ 6,673 $ 7,280 
188 (63) (105) 

(2,560) (2,232) (2,288) 

$ 4,140 $ 4,378 $ 4,887 

$ 1,833 $ 7,146 $ 6,037 
55 310 32 1 

903 967 1,059 

2,791 8,423 7,4 17 

$ 2,764 $ 8,042 $ 7,135 

The following table reconciles segment operating income to net loss for each of the years ended December 3 1, 
2002,2001 and 2000: 

For the Year Ended December 31, 

Segment income 
Depreciation 
Goodwill and other intangible assets amortization 
Goodwill impairment charge 
Asset impairment charges 
Restructuring and other charges 
Merger-related (charges) credits 
Total other expense- net 
Income tax benefit 
Income and gain from sale of discontinued operations 
Cumulative effect of accounting change 

Net loss 
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2002 2001 2000 

(As restated, see Note 3) 

(Dollars in millions) 

$ 4,140 $ 4,378 $ 4,887 
(3,268) (3,704) (2,555) 

(579) (1,660) (785) 

(10,525) (251) (340) 
(235) (816) - 

53 (321) (1,481) 
(1,228) (5,021) (1,760) 
2,500 1,257 592 
1,957 51 1 446 

- (8,483) - 

(22,800) 24 (41) 

$ (38,468) $ (5,603) $ (1,037) 
--A* 

Set forth below is revenue information for the years ended December 31,2002,2001 and 2000 for revenues 
derived from external customers for our products and services. 

For the Year Ended December 31, 
, 8  
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2002 2001 2000 

(As restated, see Note 3) 

(Dollars in millions) 

Operating revenues: 
Wireline voice services $ 10,815 $ 11,876 $ 10,955 
Wireline data and Internet services and other 3,819 3,901 2,720 
Wireless services 694 688 422 
Other services 57 59 51 

Total operating revenues 

We provide a variety of telecommunications services on a national and international basis to global and national 
businesses, small businesses, governmental agencies and residential customers. It is impractical for us to provide 
revenue information about geographic areas. 

We do not have any single major customer that provides more than ten percent of the total of our revenues derived 
from external customers. 

Note 19: Related Party Transactions 

As discussed in Note 10-Investments, pre-Merger Qwest and ADMI, a subsidiary of Anschutz Company, formed 
QDM in October 1999. At inception, pre-Merger Qwest and ADMI each owned 50% equity and voting interest in 
QDM. In June 2000, pre-Merger Qwest acquired an additional 25% interest in QDM directly from ADMI. Following 
this transaction, pre-Merger Qwest owned a 75% economic interest and 50% voting interest in QDM, and ADMI 
owned the remaining 25% economic interest and 50% voting interest. 

In January 2002, we and ADMI each loaned QDM approximately $1.3 million. In February 2002, in conjunction 
with ADMI, we agreed to cease the operations of QDM. This resulted in an impairment charge in our 2002 
consolidated statement of operations for the carrying amount of our investment in QDM of $2 million. During the 
remainder of 2002, we loaned QDM an additional $3.8 million and ADMI loaned QDM $300,000. As of December 3 1, 
2002, the aggregate principal and accrued interest outstanding on loans to QDM from us and ADMI was $12.4 million 
and $4.4 million, respectively. 

As discussed in Note 10-Investments, we entered into a long term Master Services Agreement with QDM under 
which QDM agreed to purchase telecommunications services from us. QDM made purchases of $0.7 million, 
$3.3 million and $1.4 million during 2002, 2001 and 2000, respectively. 

In October 1999, pre-Merger Qwest agreed to purchase certain telephony-related assets and all of the stock of 
Precision Systems, Inc., a telecommunications solutions provider, from ADMI in exchange for a promissory note in the 
amount of $34 million. The note bears interest at 6% annually with semi-annual interest payments and annual principal 
payments due through 2008. During 2002, 2001 and 2000, respectively, we paid $0, $2.0 million, and $2.1 million in 
interest, and $0, $340,000, and $0 in principal, on the note. At December 3 I ,  2002, the outstanding accrued interest on 
the note was $2.4 million and the outstanding principal balance on the note was $33.7 million. 

As discussed in Note 1 0-Investments, pre-Merger Qwest and KPN formed KPNQwest in April 1999. In 
November 200 1, we purchased approximately 14 million additional shares and Anschutz Company purchased 
approximately six million shares of KPNQwest common stock from KPN for $4.58 per share. Anschutz Company's 
stock purchase was at our request and with the approval of the 
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disinterested members of our Board of Directors. After giving effect to this transaction, we held approximately 47.5% 
of KPNQwest's outstanding shares. 

During 2002, 2001 and 2000, we entered into several transactions with KPNQwest for the purchase and sale of 
optical capacity assets and the provisioning of services, including but not limited to private line, web hosting, IP transit 
and DIA. We made purchases of these assets and services from KPNQwest totaling $1 69 million, $2 18 million and 
$70 million in 2002,2001 and 2000, respectively. We recognized revenue on products and services sold to KPNQwest 
in the amount of $12 million, $18 million and $26 million in 2002,2001 and 2000, respectively. At December 3 1, 
2002,2001 and 2000, Qwest had a receivable from KPNQwest for these products and services of $5 million, 
$12 million and $3 million, respectively. Due to KPNQwest's bankruptcy, the full amount ofthe balance outstanding as 
of December 3 1, 2002 is provided for in our allowance for doubtful accounts. Pricing for these services was based on 
what we believed to be the fair market value at the time the transactions were consummated. Some of KPNQwest's 
sales to us were in accordance with the distribution agreement with KPNQwest, whereby we were, in certain 
circumstances, the exclusive distributor of certain of KPNQwest's services in North America. As of December 3 1, 
200 1, we had a remaining commitment tq purchase up to 81 million Euros (or $72 million based on a conversion rate at 
December 3 1,2001) worth of network capacity through 2002 from KPNQwest. In connection with KPNQwest's 
bankruptcy, as discussed in Note 10-Investments, the purchase commitment terminated during June 2002. 

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. ("GTS") for convertible 
notes of KPNQwest with a face amount of 21 1 million Euros ($186 million based on a conversion rate at March 18, 
2002), among other consideration, under an agreement entered into in October 2001. As disclosed to our Board of 
Directors, a subsidiary of Anschutz Company had become a creditor of GTS in 2001. We understand that in 2002 and 
2001, as part of a group of GTS bondholders, an Anschutz Company subsidiary also provided interim financing to 
GTS. In connection with the consummation of KPNQwest's acquisition of the GTS assets, the Anschutz Company 
subsidiary received a distribution of notes with a face amount of approximately 37 million Euros ($33 million based on 
a conversion rate at March 18,2002). We understand that the allocation of notes to the Anschutz Company subsidiary 
was determined by a creditor committee for GTS which did not include any representatives of Anschutz Company, and 
neither the KPNQwest notes nor the shares referenced above, both of which are still held by Anschutz Company, have 
any current value. 

In 2000, Qwest decided to sell an aircraft and purchase a different aircraft. Qwest decided to do so in the form of a 
"like-kind exchange" transaction under Section 103 1 of the Internal Revenue Code, as amended. A like-kind exchange 
transaction is one in which a company sells an asset and purchases a similar, or like-kind, asset. In order to qualify as a 
like-kind exchange, the sale of the old asset and the purchase of the new asset must take place within six months of 
each other. In November 2000, Qwest engaged a third party to facilitate the aircraft exchange, and in December 2000, 
transferred its aircraft to this party and acquired from the same party another aircraft, which it had acquired on Qwest's 
behalf. Qwest also began marketing the aircraft it intended to sell through an aircraft broker. At the end of March 2001, 
Qwest received an offer from an independent third party to purchase the aircraft for $7.65 million. However, the sale 
was not completed because the third party failed to consummate the purchase. In early May 2001, after Qwest had not 
found another party to acquire the aircraft it intended to sell, and as the six-month period to complete the like-kind 
exchange was nearing an end, a subsidiary of Anschutz Company agreed to purchase the aircraft for $7.6 million, 
which resulted in significant tax deferrals and savings for Qwest. This transaction was approved by the disinterested 
members of our board of directors. 

We loaned Afshin Mohebbi, one of our former officers, $600,000 under a promissory note dated May 18, 1999. 
The loan was unsecured and did not bear interest. The promissory note provided that the principal amount was to be 
forgiven in 36 equal monthly increments beginning July 1, 1999 and ending on June 1, 2002. Effective April 1,2002, 
we loaned Mr. Mohebbi an additional $4 million, 

which bears interest at the rate of 5.54%, compounded semi-annually. Mr. Mohebbi has agreed to use a portion of the 
loan to pay the premium on a life insurance policy covering his life. The outstanding principal balance of the loan, 
together with any accrued and unpaid interest thereon, will be due and payable within 90 days following Mr. Mohebbi's 
death or earlier upon the occurrence of any transfer or surrender of the life insurance policy, any borrowing against or 
withdrawals of cash from the policy, any pledge of or encumbrance on the policy, or any reduction in the face amount 
of the policy that results in a distribution of cash value. Mr. Mohebbi is the owner of the life insurance policy. 
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Note 20: Commitments and Contingencies 

Com mitments 

Future contractual obligations 

The following table summarizes our future contractual cash obligations, including interest due, as of December 3 1, - 
2002: 

Payments Due by Period 

Future Contractual Cash Obligations 
Long-term debt (Note 1 1-Borrowings) 
Capital lease obligations 
Operating leases 
Purchase commitment obligations: 

Telecommunications commitments 
IRU operating and maintenance 
ob1 igations 
Advertising and promotion 

Total future contractual cash 
obligations 

After 

Total 1 Year Year2 Year3 Year4 Year5 5Years 

(Dollars in millions) 

$ 22,496 $ 2,679 $ 1,837 $ 2,133 $ 887 $ 1,076 $ 13,884 
176 97 30 12 4 4 29 

3,278 304 296 284 25 1 236 1,907 

2,735 1,085 840 513 274 4 19 
1,200 62 59 59 58 57 905 

575 168 70 63 32 24 218 

$ 30,460 $ 4,395 $ 3,132 $ 3,064 $ 1,506 $ 1,401 $ 16,962 

Capital leases 

We lease certain office facilities and equipment under various capital lease arrangements. Assets acquired through 
capital leases during 2002, 2001 and 2000 were $36 million, $1.215 billion and $629 million, respectively. Assets 
recorded under capitalized lease agreements included in property, plant and equipment consisted of $391 million, 
$2.01 1 billion and $965 million of cost less accumulated amortization of $191 million, $362 million and $246 million 
at December 3 1,2002,2001 and 2000, respectively. 
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The future minimum payments under capital leases as of December 3 1,2002 are reconciled to our balance sheet as 
follows: 

(Dollars in 
millions) 

Total minimum payments 
Less: amount representing interest 

$ 176 
(25) 

Present value of minimum payments 
Less: current portion 

151 
(85) 

Long-term portion $ 66 
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A portion of our fiber optic broadband network includes facilities that were purchased or are leased from third 
parties. These agreements are generally 20 to 25 years in length and generally include the requirement for us to pay 
operating and maintenance fees to a third party for the term of the agreement. ~ 

I 

Operating leases 

I 159 

Certain office facilities, real estate and equipment are subject to operating leases. We also have easement (or right- 
of-way) agreements with railroads and public transportation authorities that are accounted for as operating leases. Rent 
expense, net of sublease rentals, under these operating leases was $504 million, $696 million and $528 million during 
2002,2001 and 2000, respectively. Minimum operating lease payments have not been reduced by minimum sublease 
rentals of $164 million due in the future under non-cancelable subleases. In 2002, 2001 and 2000, contingent rentals 
representing the difference between the fixed and variable rental payments were not material. 

Purchase commitment obligations 

We have purchase commitments with CLECs, IXCs and third-party vendors that require us to make payments to 
purchase network services, capacity and telecommunications equipment primarily through December 3 1,2006. These 
commitments require us to maintain minimum monthly and/or annual billings, in certain cases based on usage. We 
believe we will meet substantially all minimum payment commitments. In the unlikely event that the requirements are 
not met, we will record the appropriate charges. Also included in the telecommunications commitments are purchase 
commitments that we entered into with certain telecommunications services companies, including KMC and Calpoint, 
in connection with sales of equipment to those entities at the time we entered into facilities management service 
agreements with them. 

In connection with the KMC and Calpoint arrangements, we also agreed to pay the monthly service fees directly 
to trustees that serve as paying agents on debt instruments issued by special purpose entities sponsored by KMC and 
Calpoint. These unconditional purchase obligations require us to pay at least 75% of the monthly service fees for the 
entire term of the agreements, regardless of whether KMC or Calpoint provide us services. Our remaining 
unconditional purchase obligations under these agreements were $1.04 billion at December 3 1, 2002. 

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

Concurrent with the closing of the sale of the Dex East business, we also entered into an advertising and 
telecommunications purchase commitment with the Buyer. Pursuant to that commitment, we agreed to purchase from 
the Buyer at least $20 million of advertising per year for 15 years (which did not increase upon the sale of the Dex 
West business) and the Buyer agreed to exclusively purchase from us those telecommunication services that it uses 
from time to time during this same period, subject to availability from us. In addition, we have various long-term, non- 
cancelable purchase commitments for advertising and promotion services, including advertising with online service 
providers as well as marketing at sports arenas, stadiums and other venues and events through 201 5 .  

Letters of credit and guarantees 

We maintain letter of credit arrangements with various financial institutions for up to $67 million. At 
December 3 1,2002, the amount of letters of credit outstanding was $67 million and we had outstanding guarantees of 
approximately $2 million. 

Contingencies 
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Rights of Way. We have transferred optical capacity assets on our network primarily to other 
telecommunications service carriers in the form of IRU transactions involving specific channels on our "lit" network or 
specific dark fiber strands. These IRUs provide for the exclusive right to use a specified amount of capacity or fiber for 
a specified period reflecting the estimated useful life of the optical capacity asset, typically 20 years or more. Typically, 
at or before the end of the IRU term, ownership to the optical capacity asset will have passed to the customer. Our fiber 
optic broadband network is generally located in real property pursuant to an agreement with the property owner or 
another person with rights to the property. It is possible that we may lose our rights under one or more of such 
agreements, due to their termination or their expiration. If we lose any such rights of way and are unable to renew them, 
we may find it necessary to move or replace the affected portions of the network. However, we do not expect any 
material adverse impacts as a result of the loss of any such rights. 

Investigations 

On April 3,2002, the SEC issued an order of investigation that made formal an informal investigation initiated on 
March 8, 2002. We are continuing in our efforts to cooperate fully with the SEC in its investigation. The investigation 
includes, without limitation, inquiry into several specifically identified Qwest accounting practices and transactions and 
related disclosures that are the subject of the various adjustments and restatements described in this Form 10-K. See 
Note 3-Restatement of Results above for more information about our restatement. The investigation also includes 
inquiry into disclosure and other issues related to transactions between us and certain of our vendors and certain 
investments in the securities of those vendors by individuals associated with us. 

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

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

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,2001. The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from our acquisition of 
U S WEST. On November 2 1, 200 1, the SEC staff informed us of its intent to recommend that the SEC authorize an 
action against us that would allege we should have included in the earnings release a statement of our earnings in 
accordance with GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our 
current discussions with the staff of the SEC result in a settlement, such settlement will include allegations concerning 
the January 24,2001 earnings release. 

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

Securities actions and derivative actions 

Since July 27,2001, thirteen putative class action complaints have been filed in federal district court in Colorado 
against us alleging violations of the federal securities laws. One of those cases has been dismissed. By court order, the 
remaining actions have been consolidated into a consolidated securities action (the "consolidated securities action"). 
Plaintiffs in the consolidated securities action name as defendants in the Fourth Consolidated Amended Class Action 
Complaint ("Fourth Consolidated Complaint"), which was filed on or about August 21,2002, us, our former Chairman 
and Chief Executive Officer, Joseph P. Nacchio, our former Chief Financial Officers, Robin R. Szeliga and Robert S. 
Woodruff, other of our former officers and current directors, and Arthur Andersen LLP. The Fourth Consolidated 
Complaint is purportedly brought on behalf of purchasers of our publicly traded securities between May 24, 1999 and 
February 14,2002, and alleges, among other things, that during the putative class period, we and certain of the 
individual defendants made materially false statements regarding the results of our operations in violation of section 10 
(b) of the Securities Exchange Act of 1934 ("Exchange Act"), that certain of the individual defendants are liable as 
control persons under section 20(a) of the Exchange Act, and that during the putative class period, certain of the 
individual defendants sold some of their shares of our common stock in violation of section 20A of the Exchange Act. 
The Fourth Consolidated Complaint also alleges that our financial results during the putative class period and 
statements regarding those results were false and misleading due to the alleged: (i) overstatement of revenue, 
(ii) understatement of costs, (iii) manipulation of employee benefits in order to increase profitability, and 
(iv) misstatement of certain assets and liabilities. The Fourth Consolidated Complaint further alleges that we and 
certain of the individual defendants violated Section 11 of the Securities Act of 1933, as amended (the "1 933 Act"), and 
that certain of the 
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individual defendants are liable as control persons under Section 15 of the 1933 Act by preparing and disseminating 
false registration statements and prospectuses for: (1) the registration of 897,907,706 shares of our common stock to be 
issued to U S WEST shareholders dated June 21, 1999, as amended August 13, 1999 and September 17, 1999; (2) the 
exchange of $3.25 billion of our notes dated July 12,2001; and (3) the exchange of $3.75 billion of our notes dated 
October 30, 2001. The Fourth Consolidated Complaint seeks unspecified compensatory damages and other relief. 
However, lead counsel for the plaintiffs has indicated that plaintiffs will seek damages in the billions of dollars. On 
September 20,2002, both we and the individual defendants filed motions to dismiss the Fourth Consolidated 
Complaint. Those motions are currently pending before the court. On November 4,2002, lead plaintiffs in the 
consolidated securities action filed a motion for a temporary restraining order and preliminary injunction seeking to 
enjoin the Dex Sale or, in the alternative, to place the proceeds of such sale in a constructive trust for the benefit of the 
plaintiffs. The court denied both motions. 

On October 22, 2001, an alleged derivative lawsuit was filed in the United States District Court for the District of 
Colorado, naming as defendants each of the then members of our Board of Directors, and naming us as a nominal 
defendant. The derivative complaint is based upon the allegations made in the consolidated securities action and 
alleges, among other things, that the Board members intentionally or negligently breached their fiduciary duties to us 
by failing to oversee implementation of securities laws that prohibit insider trading. The derivative complaint also 
alleges that the Board members breached their fiduciary duties to us by causing or permitting us to commit alleged 
securities violations, thus (i) causing us to be sued for such violations, and (ii) subjecting us to adverse publicity, 
increasing our cost of raising capital and impairing earnings The derivative complaint further alleges that certain 
directors sold shares between April 26, 2001 and May 15,2001 using non-public information about us. On or about 
October 3 I ,  2001, the court filed an order consolidating this derivative lawsuit with the consolidated securities action. 
In December 2001, the derivative lawsuit was stayed, pending further order of the court, based on the fact that the 
merits of the derivative lawsuit are intertwined with the resolution of the consolidated securities action. In March 2002, 
plaintiffs filed a first amended derivative complaint. The first amended derivative complaint adds allegations relating to 
the disclosures of our consolidated financial results from April 2000 through February 2002. On or about November 5, 
2002, plaintiffs filed a second amended derivative complaint. The second amended complaint adds as defendants to the 
lawsuit certain former officers, including Robin R. Szeliga, Robert S Woodruff, and others. The second amended 
complaint contains allegations in addition to those set forth in the prior complaints, stating, among other things that 
(i) certain officers and/or directors traded our stock while in the possession of inside information, and ( i i )  certain 
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officers andor directors caused the restatement of more than $1 billion in revenue by concealing improper accounting 
practices. Plaintiffs seek, among other remedies, disgorgement of alleged insider trading profits. The lawsuit remains 
stayed. 

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

Since March 2002, seven putative class action suits were filed in federal district court in Colorado purportedly on 
behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan and predecessor plans (the "Plan") 
from March 7, 1999 until the present. By court order, five of these putative class actions have been consolidated, and 
the claims made by the plaintiff in the sixth case were subsequently included in the Second Amended and Consolidated 
Complaint described below. We expect the seventh putative class action to be consolidated with the other cases since it 
asserts substantially the same claims. The consolidated amended complaint filed on July 5 ,  2002 (the "consolidated 
ERISA action") names as defendants, among others, us, several former and current directors, officers and employees, 
Qwest Asset Management, the Plan's Investment Committee, and the Plan Administrative Committee of the pre-Merger 
Qwest Communications 401 (k) Savings Plan. Plaintiffs filed a Second Amended and Consolidated Complaint on 
May 2 1,2003, naming as additional defendants a former employee and Qwest's Plan Design Committee. The 
consolidated ERISA action, which is brought under the Employee Retirement Income Security Act ("ERISA"), alleges, 
among other things, that the defendants breached fiduciary duties to the Plan members by allegedly excessively 
concentrating the Plan's assets invested in our stock, requiring certain participants in the Plan to hold the matching 
contributions received from us in the Qwest Shares Fund, failing to disclose to the participants the alleged accounting 
improprieties that are the subject of the consolidated securities action, failing to investigate the prudence of investing in 
our stock, continuing to offer our stock as an investment option under the Plan, failing to investigate the effect of the 
U S WEST Merger on Plan assets and then failing to vote the Plan's shares against it, preventing plan participants from 
acquiring our stock during certain periods, and, as against some of the individual defendants, capitalizing on their 
private knowledge of our financial condition to reap profits in stock sales. Plaintiffs seek equitable and declaratory 
relief, along with attorneys' fees and costs and restitution. Plaintiffs moved for class certification on January 15,2003, 
and we have opposed that motion, which is pending before the court. Defendants filed motions to dismiss the 
consolidated ERISA action on August 22,2002. Those motions are also pending before the court. 

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder against us, The 
Anschutz Family Investment Co., Philip Anschutz, Joseph P. Nacchio, and Robin R. Szeliga on behalf of purchasers of 
our stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The complaint 
alleges, among other things, that we and the individual defendants issued false and misleading statements and engaged 
in improper accounting practices in order to accomplish the U S WEST Merger, to make us appear successful, and to 
inflate the value of our stock. The complaint asserts claims under Sections 1 1, 12, 1 5 and 17 of the 1933 Act. The 
complaint seeks unspecified monetary damages, disgorgement of illegal gains, and other relief. On July 3 1,2002, the 
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defendants removed this state court action to federal district court in Colorado and subsequently moved to consolidate 
this action with the consolidated securities action identified above. The plaintiffs have moved to remand the lawsuit 
back to state court. Defendants have opposed that motion, which is pending before the court. 

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

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

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

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

The consolidated securities action, the consolidated ERISA action, and the CalSTRS and New Jersey actions 
described above and the State Universities Retirement System of Illinois ("SURSI") action described in Note 2 1- 
Subsequent Events-Contingencies present material and significant risk to us. Some of the allegations in these lawsuits 
include many of the same subjects that the SEC and U S .  Attorney's Office are investigating. Moreover, the size, scope 
and nature of the restatements that we are making in this report affect the risk presented by these cases. While we 
intend to defend against these matters vigorously, the ultimate outcomes of these cases are very uncertain, and we can 
give no assurance as to the impacts on our financial results or financial condition as a result of these matters. Each of 
these cases is in a preliminary phase. None of the plaintiffs or the defendants has advanced evidence concerning 
possible recoverable damages, and we have not yet conducted discovery on these and other relevant issues. Thus, we 
are unable at this time to estimate reasonably a range of loss that we would incur if the plaintiffs in one or more of these 
lawsuits were to prevail. Any settlement of or judgment on one or more of these claims could be material, and we 
cannot give any assurance that we would have the resources available to pay such judgments. Also, our ability to meet 
our debt service obligations and our financial condition could be materially and adversely affected. 

Regulatory matters 

On February 14,2002, the Minnesota Department of Commerce filed a formal complaint against us with the 
Minnesota Public Utilities Commission alleging that we, in contravention of federal and state law, failed to file 
interconnection agreements with the Minnesota Commission relating to certain of our wholesale customers, and 
thereby allegedly discriminated against other CLECs. On October 2 1 ,  2002, the Minnesota Commission adopted in full 
a proposal by an administrative law judge that we committed 26 individual violations of federal law by failing to file, 
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as required under Section 252 of the Telecommunications Act, 26 distinct provisions found in 12 separate agreements 
with individual CLECs for regulated services in Minnesota. The order also found that we agreed to provide and did 
provide to McLeod USA ("McLeod") and Eschelon Telecom, Inc. ("Eschelon"), discounts on regulated wholesale 
services of up to 10% that were not made available to other CLECs, thereby unlawfully discriminating against them. 
The order found we also violated state law, that the harm caused by our conduct extended to both customers and 
competitors, and that the damages to CLECs would amount to several million dollars for Minnesota alone. 

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

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

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

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

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

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

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal proceedings 
regarding our alleged failure to file required agreements in those states. On July 25,2003, we entered into a settlement 
with the staff of the Arizona Corporation Commission to settle this and several other proceedings. The proposed 
settlement, which must be approved by the Arizona Commission, requires that we provide approximately $2 1 million 
in consideration in the form of a voluntary contribution to the Arizona State Treasury, contributions to certain 
organizations and/or infrastructure investments and refunds in the form of bill credits to CLECs. New Mexico has 
issued an order providing its interpretation of the standard for filing these agreements, identified certain of our contracts 
as coming within that standard and opened a separate docket to consider further proceedings. Colorado has also opened 
an investigation into these matters. On June 26,2003, we received from the Federal Communications Commission 
("FCC") a letter of inquiry seeking information about these matters. We submitted our initial response to this inquiry on 
July 3 1,2003. The proceedings and investigations in New Mexico, Colorado, Washington and at the FCC could result 
in the imposition of fines and other penalties against us. Iowa and South Dakota have concluded their inquiries 
resulting in no imposition of penalties or obligations to issue credits to CLECs in those states. 

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

As a part of the approval by the FCC of the U S WEST Merger, the FCC required us to engage an independent 
auditor to perform an attestation review of our compliance with our divestiture of in-region InterLATA services and 
our ongoing compliance with Section 271 of the 1996 Telecommunications Act. In 2001, the FCC began an 
investigation of our compliance with the divestiture of in-region InterLATA services and our ongoing compliance with 
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Section 27 1 for the audit years 200 1 and 2000. In connection with this investigation, we disclosed certain matters to the 
FCC that occurred in 2000,2001,2002, and 2003. These matters were resolved with the issuance of a consent decree 
on May 7, 2003, by which the investigation was concluded. As part of the consent decree, we made a voluntary 
payment to the U.S. Treasury in the amount of $6.5 million, and agreed to a compliance plan for certain future 
activities. Separate from this investigation, we disclosed matters to the FCC in connection with our 2002 compliance 
audit, including a change in traffic flow related to wholesale transport for operator services traffic and certain toll-free 
traffic, certain bill mis-labeling for commercial credit card bills, and certain billing errors for public telephone services 
originating in South Dakota and for toll free services. The FCC has not yet instituted an investigation into the latter 
categories of matters. If it does so, an investigation could result in the imposition of fines and other penalties against us. 

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

Notice of rescission from insurance carriers and demandfor arbitration 

On October 17,2002, we received a Notice and Demand for Arbitration filed with the American Arbitration 
Association ("AAA") by several of our insurance carriers, including the primary carrier on our Director and Officer 
("D&O") Liability insurance policies, the primary carrier on our Employee Benefit Plan Fiduciary Liability insurance 
policies and several insurance companies that are excess carriers on these policies. The Notice stated that the insurance 
carriers have determined to rescind their respective policies, and the Demand for Arbitration sought a ruling rescinding 
the policies based on alleged material misstatements and omissions made in our consolidated financial statements and 
other publicly filed documents with the SEC. Two other excess carriers filed similar Demands for Arbitration on 
November 15 and 18,2002, respectively, and all Demands for Arbitration were consolidated into one AAA proceeding. 

On November 5,2002, we filed a lawsuit in the Court of Chancery of the State of Delaware to compel non- 
binding mediation of the dispute and enjoin the carriers from arbitrating the matter, pursuant to provisions in the 
insurance polices which allow us to choose the form of alternative dispute resolution to resolve coverage disputes. By 
order dated December 20,2002, the Court of Chancery permanently enjoined the carriers from pursuing arbitration and 
directed the carriers to submit to mediation. Following the court's decision, we and the carriers postponed formal 
mediation and entered into informal discussions in an effort to resolve our disputes. Those discussions are ongoing and 
include two additional excess carriers that were not parties to the AAA arbitration or the Delaware lawsuit, but have 
subsequently provided notice to us of rescission or denial of coverage of their respective policies. 

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

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

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

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

Other matters 

In January 200 1, an amended purported class action complaint was filed in Denver District Court against us and 
certain current and former officers and directors on behalf of stockholders of U S WEST. The complaint alleges that we 
have a duty to pay a quarterly dividend to U S WEST stockholders of record as of June 30,2000. Plaintiffs further 
claim that the defendants attempted to avoid paying the dividend by changing the record date from June 30, 2000 to 
July 10,2000. In September 2002, we filed a motion for summary judgment on all claims. Plaintiffs filed a cross- 
motion for summary judgment on their breach of contract claims only. On July 15,2003, the court denied both 
summary judgment motions. 

In August 200 1, we filed a complaint in state court in Colorado and an arbitration demand against Touch 
America, Inc. ("Touch America"). In response, also in August 2001, Touch America filed a complaint against us in 
federal district court in Montana, which was later dismissed. Touch America also filed answers and counterclaims in 
the arbitration and in the Colorado lawsuit. The disputes between us and Touch America relate to various billing, 
reimbursement and other commercial disputes in connection with certain agreements entered into on or about June 30, 
2000 for the sale to Touch America of our InterLATA business in our local service area (Arizona, Colorado, Idaho, 
Iowa, Minnesota, Montana, Nebraska, New Mexico, North Dakota, Oregon, South Dakota, Utah, Washington 
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and Wyoming). Touch America also alleged that we violated state and federal antitrust laws, the Telecommunications 
Act (including claims alleging that our sale of indefeasible rights of use is in violation of the Telecommunications Act) 
and our FCC tariff. Each party seeks damages against the other for amounts billed and unpaid and for other disputes. 
The Colorado lawsuit has not yet progressed beyond a preliminary stage. On March 26, 2003, we received an interim 
opinion and award in the arbitration filed by us. The arbitrator determined that Touch America is obligated to pay us a 
net amount of approximately $59.6 million plus interest (in an amount to be determined). The interim opinion and 
award resolved the majority of issues in the arbitration. However, the arbitrator retained jurisdiction to decide certain 
issues raised during or immediately after the arbitration hearing, and in some cases to determine whether any further 
dispute remains on issues the arbitrator had previously addressed. In addition to the litigation and arbitration, Touch 
America also filed two administrative complaints at the FCC alleging violations of the Telecommunications Act by us. 
Touch America and we have agreed to resolve all of these matters in a settlement agreement that must be approved by 
the United States Bankruptcy Court for the District of Delaware, the terms of which are described below. Touch 
America and we have requested, and the FCC has granted, requests to stay the two FCC complaints pending approval 
of the settlement agreement by the Bankruptcy Court. 

On June 19,2003, Touch America filed a voluntary petition commencing a case under Chapter 1 I of the United 
States Bankruptcy Code in the United States Bankruptcy Court for the District of Delaware. The aforementioned 
arbitration, Colorado lawsuit, and FCC complaints were stayed either as a result of the filing of Touch America's 
bankruptcy petition or by subsequent agreement of the parties. Immediately prior to Touch America's bankruptcy filing, 
Touch America and Qwest negotiated a settlement agreement, the terms of which are memorialized in a Proposal for 
Global Settlement between Touch America and us dated June 22,2003 ("Settlement Proposal"). The Settlement 
Proposal provides for: (a) the mutual general release of some or all claims known or unknown, suspected or 
unsuspected as of the effective date of the settlement; (b) the immediate termination of proceedings and dismissal with 
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prejudice of all arbitration proceedings, complaints and other proceedings pending before the FCC, and all litigation 
between Touch America and us: (c) Touch America's forgiveness of a $23 million obligation due from us to Touch 
America; (d) the adjustment to zero by Touch America and us of all accounts payable and receivable for services 
delivered one to the other prior to May 3 1,2003; (e) our agreement to loan Touch America $10 million under a debtor 
in possession financing agreement, the balance of which loan will be forgiven by us if the settlement agreement is 
approved by the bankruptcy court prior to October 3 1,2003 or repaid by Touch America if the settlement is not 
approved; ( f )  Touch America's agreement to continue to provide or contract for the provisioning of services currently 
provided to us; and (g) our agreement to purchase certain fiber assets necessary to our in-region operations from Touch 
America for a total price of $8 million. The terms of the settlement proposal were further detailed and agreed to in the 
global settlement and release agreement between the debtors and Qwest, dated August 6,2003. 

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

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

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

On October 3 1,2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal 
securities laws and engaged in fraudulent behavior in connection with an investment by the plaintiff in securities of 
KPNQwest. We are a defendant in this lawsuit along with Qwest B.V., Joseph Nacchio, and John McMaster, the 
former President and Chief Executive Officer of KPNQwest. The plaintiff trust claims to have lost $10 million in its 
investment in KPNQwest. 

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

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

We have provided for certain of the above matters under this caption "Other Matters" in our consolidated financial 
statements as of December 3 1, 2002. We intend to defend against these matters vigorously. However, the ultimate 
outcomes of these matters are uncertain and we can give no assurance as to whether or not they will have a material 
effect on our financial results. 

Intellectual property 

We frequently receive offers to take licenses for patent and other intellectual rights, including rights held by 
competitors in the telecommunications industry, in exchange for royalties or other substantial consideration. We also 
regularly are the subject of allegations that our products or services infringe upon various intellectual property rights, 
and receive demands that we discontinue the alleged infringement. We normally investigate such offers and allegations 
and respond appropriately, including defending ourself vigorously when appropriate. There can be no assurance that, if 
one or more of these allegations proved to have merit and involved significant rights, damages or royalties, this would 
not have a material adverse effect on us. We have provided for certain of the above intellectual property matters in our 
consolidated financial statements as of December 3 1,2002. Although the ultimate resolution of these claims is 
uncertain, we do not expect any material adverse impacts as a result of the resolution of these matters. 

Note 21: Subsequent Events 

Con ling en cies 
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On January 10, 2003, the State Universities Retirement System of Illinois ("SURSI") filed a lawsuit similar to the 
CalSTRS and New Jersey lawsuits in the Circuit Court of Cook County, Illinois. SURSI filed suit against us, certain of 
our former officers and certain current directors, and several other defendants, including Arthur Andersen LLP and 
several investment banks. SURSI alleges that defendants engaged in fraudulent conduct that caused it to lose in excess 
of $12.5 million invested in our common stock and debt and equity securities. The complaint alleges, among other 
things, that in press releases and other public statements, defendants represented that we were one of the highest 
revenue producing telecommunications companies in the world, with highly favorable results and prospects. SURSI 
alleges that defendants were engaged, however, in a scheme to falsely inflate our revenues and decrease our expenses. 
The complaint purports to state causes of action against us under: (i) the Illinois Securities Act; (ii) the Illinois 
Consumer Fraud and Deceptive Business Practice Act; (iii) common law fraud; (iv) common law negligent 
misrepresentation; and (v) Section 1 1 of the 1933 
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Act. SURSI seeks, among other relief, punitive and exemplary damages, costs, equitable relief including an injunction 
to freeze or prevent disposition of the defendants' assets and disgorgement. On March 28,2003, SURSI filed a First 
Amended Complaint. The amended complaint adds twelve defendants, including one current officer and several of our 
former officers or employees, Calpoint, KMC, KPNQwest and Koninklijke KPN, N.V. In addition, SURSI 
supplements its earlier allegations by contending, among other things, that we: (i) improperly recognized $100 million 
from a transaction involving Genuity in September 2000; (ii) fraudulently recognized $34 million in revenue in the 
second quarter of 2001 in a transaction involving the Arizona School Facilities Board; and (iii) otherwise improperly 
accounted for certain revenue in connection with transactions with, among others, Calpoint and KMC. On October 1, 
2003, plaintiff filed a motion to dismiss without prejudice its claims against three of the individual defendants and 
defendant KMC, all of whom had been added as defendants in the First Amended Complaint. 

In August 2003, we entered into a services agreement with a subsidiary of Sprint Corporation that allows us to 
resell Sprint wireless services, including access to Sprint's nationwide PCS wireless network, to consumer and business 
customers, primarily within our local service area. We plan to begin offering these Sprint services under our brand 
name in early 2004. Our wireless customers who are currently being serviced through our proprietary wireless network 
will be transitioned at our cost onto Sprint's network. We are still evaluating both the operational effects of this new 
wholesale wireless arrangement and the financial effects; however, due to the anticipated decrease in usage of our own 
wireless network we anticipate that we will record a charge related to additional impairment of our wireless network 
during 2003. This impairment charge is currently estimated to be in the range of $200 million to $300 million. We have 
not adjusted our consolidated financial statements for the year ended December 3 1,2002 for any potential impacts of 
this agreement. 

Debt-related matters 

Subsequent to year-end, through September 30,2003, we exchanged, through direct transactions, $797 million 
face amount of debt issued by QCF. In the debt-for-equity exchanges, we issued 50 million shares of our common 
stock out of treasury as well as newly issued shares with an aggregate value of $194 million and recorded a gain on the 
debt extinguishment of $43.8 million. The trading prices for our shares at the time the exchange transactions were 
consummated ranged from $3.22 per share to $5.1 1 per share. In the other exchanges, we exchanged $406 million of 
new QSC notes similar to the notes issued in December 2002. The debt-for-debt transactions were accounted for in 
accordance with the guidance in EITF Issue No. 96-19. On the date of the exchange, the present value of the cash flows 
under the terms of the revised debt instruments were compared to the present value of the remaining cash flows under 
the original debt instruments The cash flows were not considered "substantially" different to that of the exchanged 
debt; therefore, no gain was realized on the exchanges and the difference between the fair value of the new debt and the 
carrying amount of the exchanged debt of $83 million is being amortized as a credit to interest expense using the 
effective interest rate method over the life of the new debt. 

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

The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of 6.50%) per annum 
and the fixed rate tranche bears interest at 6.95% per annum. The lenders funded 
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the entire principal amount of the loan subject to original issue discount for the floating rate tranche of 1 .OO% and for 
the fixed rate tranche of 1.652%. Also, in connection with this QC issuance, we reduced our obligation under the QSC 
Credit Facility by approximately $429 million to a balance of $1.57 billion. 

On August 12,2003, the $750 million Dex Term Loan was paid in full. 

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

Other matters 

In September 2003, we restructured our arrangements with Calpoint and another vendor that effectively eliminated 
our services agreements and settled certain claims of the parties. We paid $174 million to restructure these 
arrangements but will continue to make payments to a trustee related to the Calpoint agreement for 75% of an 
unconditional purchase obligation. This obligation will be paid to the trustee ratably through 2006. In connection with 
these transactions, our third quarter 2003 consolidated financial statements will reflect a liability of $346 million and a 
pretax charge of $393 million. In addition, we expect to realize a cash savings of approximately $1 18 million in 2004 
as a result of these restructurings and additional cash savings through 2006. 
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Note 22: Quarterly Financial Data (Unaudited) 

Quarterly Financial Data 
P S P  ---- --- 

First Second Third Fourth 

Quarter Quarter Quarter Quarter Total 

(Dollars in millions, except per share amounts) 
- _I e- 

2002( 1 ) 
Revenues 
Operating (loss) income 
Net (loss) income from continuing operations* 

Net (loss) income 
Net (loss) income per share from continuing 
operations*: 
Basic and diluted 
Net (loss) income per share: 
Basic and diluted 

2001 
Revenues 

$ 3,985 $ 3,915 $ 3,776 $ 3,709 $ 15,385 
( 19,265) 76 38 1 ( 1  8,895 
(17,581) (1 18) 1,054 (17,625 

(17,554(3) (2(4) 2,738(5) (38,468 
1 ) 

(89) 
(980) 

) 
(23,650(2 

(0.59) 

( 1 4.1 9) 

( 1  0.48) (0.07) 0.62 (10.48 

( 1  0.46) (0.00) 1.61 (22.85 

$ 4,110 $ 4,070 $ 4,212 $ 4,132 $ 16,524 
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Operating loss (267) (767) (90) (1,250) (2,374 
Net loss from continuing operations* (609) (3,835) (474) (1,220) (6,138 

Net loss (461(6) (3,71 l(7) (338(8) (1,093(9) (5,603 
Net (loss) income per share from continuing 
operations * : 
Basic and diluted (0.37) (2.3 1) (0.29) (0.73) (3.69 
Net loss per share: 

) 1 1 1 

Basic and diluted (0.28) (2.23) (0.20) (0.66) (3.35 

Income (loss) from continuing operations is before results from discontinued operations and cumulative effect of 
change in accounting principle. 

Balances for the quarter ended March 3 1,2002 have been restated. See discussion of the restatement in Note 3- 
Restatement of Results. As we have not previously filed our Quarterly Reports on Form 10-Q for the quarters 
ended June 30,2002 and September 30,2002, these numbers have not been restated. All amounts for 2001 and 
2000 have also been restated. 

Includes an after-tax charge of $614 million for losses and impairment of investment in KPNQwest; after-tax 
income of $130 million related to the operation of our directory publishing business which was recorded as 
income from discontinued operations; and an after-tax charge of $22.800 billion relating to the reduction in the 
carrying value of goodwill recorded as a cumulative effect of adopting SFAS No. 142 effective January 1,2002. 

Includes an after-tax charge of $8.483 billion for impairment under SFAS No. 142 of the entire remaining 
balance of goodwill; an after-tax charge of $6.445 billion for the impairment of assets (primarily property, plant 
and equipment) under SFAS No. 144; an after-tax charge of $452 million for losses and impairment of 
investment in KPNQwest; a non-cash charge of $1.7 billion to establish a valuation allowance against the 2002 
deferred tax assets; and after-tax income of $28 million related to the operation of our directory publishing 
business which was recorded as income from discontinued operations. 

Includes an after-tax charge of $83 million for restructuring charges and after-tax income of $1 16 million relatec 
to the operation of our directory publishing business which was recorded as income from discontinued 
operations. 

Includes an after-tax gain of $1.124 billion on the early retirement of debt, and after-tax income and gain of 
$1.683 billion related to the Operation and partial sale of directory publishing services business which was 
recorded as income and gain from discontinued operations. 

Includes an after-tax amount of $88 million for Merger charges; an after-tax loss of $65 million on sales and 
write downs on investments; an after-tax loss of $65 million related to the early retirement of debt; and after-tax 
income of $125 million related to the operation of our directory publishing business which was recorded as 
income from discontinued operations. 

Includes "catch up" depreciation of $136 million (after-tax) for access lines that were reclassified as "held for 
use"; an after-tax amount of $208 million for Merger charges; an after-tax charge of $3.059 billion for losses anc 
impairment of investment in KPNQwest; and after-tax income of $123 million related to the operation of our 
directory publishing business which was recorded as income from discontinued operations. 

Includes after-tax income of $136 million related to the operation of our directory publishing business which wa 
recorded as income from Discontinued Operations. 

Includes an after-tax charge of $104 million primarily for abandonment of web hosting centers and impairment 
of capitalized software costs; an after-tax amount of $500 million for restructuring charges; a net after-tax credit 
of $101 million primarily for accrual reversals relating to Merger legal and severance costs; an after-tax charge 
of $204 million for losses and impairment of investment in KPNQwest; and after-tax income of $127 million 
related to the operation of our directory publishing business which was recorded as income from discontinued 
operations. 
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The table below reconciles the quarterly information as previously reported to the restated amounts. 

Quarterly Financial Data 

First Second Third Fourth 

Quarter Quarter Quarter Quarter Total 

(Dollars in millions, except per share amounts) 

2002 
Revenues, as previously reported 
Restatement adjustments 
Reclassification for discontinued operations 

Revenues 

$ 4,369 $ $ $ $ 
27 

(41 1) 
3,985 3,915 3,776 3,709 15,385 

Operating income, as previously reported 
Restatement Adjustments 
Reclassification for discontinued operations 

Operating (loss) income 

314 
(191) 
(212) 

(89) (19,265) 76 38 1 (1 8,897) 

Net loss from continuing operations*, as 
previously reported 
Restatement Adjustments 
Reclassification for discontinued operations 

Net (loss) income from continuing 
operations* (980) (17,581) (118) 1,054 (17,625) 

(698) 
(22,952) 
(23,650) (1 7,554) (2) 2,738 (38,468) 

Net loss, as previously reported 
Restatement Adjustments 

Net (loss) income 

Net (loss) income per share from continuing 
operations*: 
Basic and diluted, as previously reported 
Restatement Adjustments 
Reclassification for discontinued operat ions 

Basic and diluted 

(0.42) 
(0.09) 

(0.59) 
(0.08) 

(10.48) (0.07) 0.62 (1 0.48) 

Net (loss) income per share: 
Basic and diluted, as previously reported 
Restatement Adjustments 

Basic and diluted 

(0.42) 
(13.77) 
(1 4.1 9) (0.00) 1.61 (22.87) (1 0.46) 

2001 
Revenues, as previously reported 
Restatement adjustments 
Reclassification for discontinued operations 

Revenues 

5,222 $ 
(752) 
(400) 

4,070 

4,766 $ 4,656 $ 
(1 47) (1 13) 
(407) (41 1 )  

4,2 12 4,132 

19,695 
(1,543) 
(1,628) 
16.524 

Operating income, as previously reported 
Restatement Adjustments 
Reclassification for discontinued operations 

Operating loss 
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Net loss from continuing operations*, as 
previously reported 
Restatement Adjustments 
Reclassification for discontinued operations 

Net loss from continuing operations* 

Net loss, as previously reported 
Restatement Adjustments 

Net loss 

Net (loss) income per share from continuing 
operations*: 
Basic and diluted, as previously reported 
Restatement Adjustments 
Reclassification for discontinued operations 

Basic and diluted 

Net loss per share: 
Basic and diluted, as previously reported 
Restatement Adjustments 

Basic and diluted 

(46) 
(43 8) 
(125) 
(609) 

(46) 
(415) 
(461) 

(0.03) 
(0.27) 
(0.07) 
(0.37) 

(0.03) 
(0.25) 
(0.28) 

(3,306) 
(406) 
(1 23) 

(3,835) 

(3,306) 
(405) 

(3271 1) 

(1.99) 
(0.25) 
(0.07) 
(2.3 1) 

(1.99) 
(0.24) 
(2.23) 

(142) 
(196) 
(136) 
(474) 

( 142) 
(196) 
(338) 

(0.09) 
(0.12) 
(0.08) 
(0.29) 

(0.09) 
(0.1 1) 
(0.20) 

(529) 
(564) 
(127) 

(1,220) 

(529) 
(564) 

(1,093) 

(0.32) 
(0.33) 
(0.08) 
(0.73) 

(0.32) 
(0.34) 
(0.66) 

(2.42) 
(0.96) 
(0.3 1) 
(3.69) 

(2.42) 
(0.95) 
(3.37) 

* Income (loss) from continuing operations is before results from discontinued operations and cumulative effect 
of change in accounting principle. These amounts are also adjusted to reclassify a previously reported 
extraordinary loss of the extinguishment of debt to loss from continuing operations. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

Prior to May 29,2002, we had not engaged independent auditors for 2002. Based on the recommendation of the 
Audit Committee of our Board of Directors, on May 29,2002 our Board of Directors decided, effective immediately, 
not to re-engage Arthur Andersen LLP ("Andersen") as our independent auditor. 

Effective May 29,2002, our Board of Directors engaged KPMG LLP to serve as our independent auditor for 
2002. 

Andersen's reports on our consolidated financial statements for the years ended December 31,2001 and 2000 did 
not contain an adverse opinion or disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit 
scope or accounting principles. During the years ended December 31,2001 and 2000 and through May 29,2002, there 
were ( I )  no disagreements with Andersen on any matter of accounting principles or practices, financial statement 
disclosure, or auditing scope or procedure which, if not resolved to Andersen's satisfaction, would have caused it to 
make reference to the subject matter in connection with its report on our consolidated financial statements, and (2) no 
reportable events, as listed in Item 304(a)(l)(v) of Regulation S-K. 

During the years ended December 3 I ,  2001 and 2000 and prior to May 29,2002, we did not consult KPMG with 
respect to the application of accounting principles to a specified transaction, either completed or proposed, or the type 
of audit opinion that might be rendered on our consolidated financial statements, or any other matters or reportable 
events listed in Items 304(a)(2)(i) and (ii) of Regulation S-K. 

Following our decision not to re-engage Andersen and the engagement of KPMG, we decided to revise certain of 
our previous accounting practices and policies. Prior to making these revisions, we sought Andersen's input and 
cooperation and notified Andersen of our determinations prior to their public announcement. During August 2002, we 
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received a letter from Andersen, indicating its disagreement with our proposed restatement to revise the accounting for: 
( 1 )  contemporaneous sales and purchases of optical capacity; (2) optical capacity asset sales and (3) revenue 
recognition for our directory publishing business. Although we have continued to seek Andersen's input following 
Andersen's letter as we made further determinations about the restatement of these and other issues, we have not 
responded to the August correspondence from Andersen. Following our notification to Andersen of certain restatement 
issues we contemplated discussing with the staff of the SEC, during February 2003, we received a second letter from 
Andersen indicating it had not received a response to its positions, noting Andersen's continued disagreement with our 
proposed restatement for the items listed above and expressing Andersen's disagreement with the other restatement 
issues that we had identified. Andersen has not withdrawn its previously issued opinion related to our financial 
statements for the three years ended December 3 1,200 1. 

ITEM 9A. CONTROLS AND PROCEDURES 

The effectiveness of our or any system of disclosure controls and procedures is subject to certain limitations, 
including the exercise of judgment in designing, implementing and evaluating the controls and procedures, the 
assumptions used in identifying the likelihood of future events, and the inability to eliminate misconduct completely. 
As a result, there can be no assurance that our disclosure controls and procedures will prevent all errors or fraud or 
ensure that all material information will be made known to appropriate management in a timely fashion. 

We have completed an evaluation of the effectiveness of the design and operation of our disclosure controls and 
procedures pursuant to Rule 13a-14 under the Securities Exchange Act of 1934, as amended (the "Exchange Act"). This 
evaluation has allowed us to make conclusions in 2003, as set 
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forth below, regarding the state of our disclosure controls and procedures as of December 3 1, 2002. This evaluation 
included the following actions: 

Beginning in July 2002, our new auditors, KPMG, at the direction of senior management, the Audit 
Committee and our Board of Directors, conducted a review of our internal controls over financial 
reporting and communicated to the Audit Committee and senior management its findings with respect to 
approximately 150 internal control issues. 

Starting in May 2002, our accounting personnel engaged in an extensive effort to analyze and reconcile 
each of our quarterly balance sheets. These continuing efforts, along with efforts to satisfy the 
certification requirements under the Sarbanes-Oxley Act of 2002 and related rules, identified a number 
of the items for review. 

Our internal audit group conducted a comprehensive company-wide risk assessment beginning in the 
fall of 2002. As part of this assessment, our internal audit group and our controller's organization 
scrutinized a number of items for potential internal control deficiencies. Our internal audit group also 
reviewed unresolved issues identified in past internal audits for potential internal control deficiencies. 

Our substantial efforts to restate our 2001 and 2000 financial statements included an effort to identify 
the internal controls over financial reporting that could or should have prevented or mitigated the error. 
These efforts and the audit of the restated 2001 and 2000 financial statements were designed to provide 
reasonable assurance that we have recorded all material adjustments. 

As a result of our efforts in 2002 and 2003 to evaluate the effectiveness of the design and operation of our 
disclosure controls and procedures, we have now concluded that the following internal control deficiencies constituted 
"material weaknesses" or "significant deficiencies," as defined under standards established by the American Institute of 
Certified Public Accountants, during the three fiscal years that were the subject of the audit: 

Deficiencies related to the structure and design of certuin finuncird in formation und reporting 
processes. These deficiencies related to our complex multiple practices and processes that were not fully 
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integrated following the Merger. Certain of these deficiencies were a consequence of the manual 
intervention that became necessary as a result of the lack of complete integration. Among the problems 
evidencing these deficiencies were those that had occurred in our accounting processes for intercompany 
transactions, and for the recognition of revenue in the Company's wireless business. 

Deficiencies related to design of policies and execution of processes related to accounting for 
operating activities. These deficiencies included problems that occurred in our accounting policies and 
processes for verifying account balances and transactions such as accounts receivable, posting cash to 
the general ledger, balance sheet reconciliations, facilities costs, and fixed assets and inventory. In 2002 
and 2003, we confirmed our restatement findings with detailed activity reconciliations. 

Deficiencies related to inadequate or ineffective policies for complex transactions and certain other 
matters. These deficiencies related to problems that occurred in accounting for complex transactions 
and, in connection with our policies and practices for bad debts and collections, accounting for stock 
options and other equity transactions. In 2002, we implemented a new policy for the initiation and 
processing of complex transactions and we introduced interim and mitigating controls that address 
certain of these other issues. 

Deficiencies related to the internal control environment. As a result of the various issues raised in 
connection with the restatement process, current management has also concluded that 
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deficiencies in the internal control environment (relating to accounting, financial reporting and internal 
controls) during the three fiscal years subject to audit constituted, at times, a material weakness and, at 
other times, a significant deficiency. In 2002, the Board appointed new senior management, and the 
Company undertook subsequent efforts to resolve internal control problems. The Audit Committee and 
the Company also took steps to address these issues and continue to emphasize the importance of 
establishing the appropriate environment in relation to accounting, financial reporting and internal 
controls. 

In October 2003, in connection with the delivery of the Statement on Auditing Standards No. 61 report on the 
audit of our financial statements for 2002 and our restated financial statements for 2001 and 2000, KPMG reported to 
management and the Audit Committee reportable conditions consistent with the items described above and 
characterized them as material weaknesses. The Company, in performing its evaluation, also considered KPMG's 
findings. 

We believe that many of the restatement adjustments are the result of the Company's ineffective internal control 
policies and procedures, as indicated above. We also believe that, in some cases, certain of our employees did not 
follow our policies, processes and procedures. We have taken these cases into account when evaluating our 
responsibilities to restate certain matters that otherwise may not have met quantitative standards of materiality. 

While performing our internal analysis, we identified various transactions in which employees misapplied policies 
or procedures in a manner that permitted us to prematurely recognize revenue Our analysis of contemporaneous 
transfers of optical capacity assets, for example, led us to believe that in some cases the documentation did not properly 
reflect the timing of the transaction, and in other cases the documentation may not have appropriately reflected 
statements made to the other party in the transaction. Several employees were disciplined after we determined that they 
had engaged in misconduct in transactions that allowed us to prematurely recognize revenue. 

We also focused our analysis on instances where some of our employees failed to follow policies, processes and 
procedures that were in place for transactions involving sales of equipment. The SEC has filed a complaint against 
some of our former employees, and one current employee, in connection with two of these transactions. In the case of 
our transaction with Genuity, the SEC has alleged, among other things, that the sale of equipment was not at fair 
market value and, without the recognition of revenue as previously reported, we would not have met certain analysts' 
revenue estimates. In our transaction with the Arizona School Facilities Board, the SEC has also alleged, among other 
things, that without the recognition of the revenue as previously reported we would not have met certain analysts' 
revenue estimates. We have taken disciplinary action against certain employees who were involved in this transaction. 
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In our review of the matters leading to the restatement of our wireless revenue, we determined that some of our 
employees violated our policies by failing to report known errors to proper management personnel and attempting to 
correct the errors only prospectively. We have taken disciplinary action against the employees who did not follow our 
policies. 

Since mid-2002, we have taken a number of steps that will impact the effectiveness of our internal controls, 
including the following: 

We appointed a new Chairman and Chief Executive Officer ("CEO"), following the resignation of the 
former Chairman and Chief Executive Officer. 

We appointed a new Chief Financial Officer, a new Senior Vice President-Finance and Controller, and 
a number of other new individuals in our finance and controller groups. We also restructured the finance 
group in a manner that places greater emphasis on control and accountability issues. 
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After completing an extensive balance sheet review and reconciliation process, we identified improved 
processes and procedures that have been or are being implemented. 

We substantially increased the number of employees in our internal audit group. 

We appointed a new Chief Compliance Officer who reports to the CEO. 

We improved the effectiveness of our corporate compliance programs. This effort included the hiring of 
additional personnel and the establishment of a management compliance committee that is staffed by 
senior-level business unit employees. 

We amended our Code of Conduct and Compliance Policies to include company-wide principles and 
procedures for maintaining the integrity of our compliance, accounting and reporting systems. We have 
established compliance training programs in connection with the amended Code of Conduct. 

We reevaluated prior policies and procedures and established new policies and procedures for such 
matters as complex transactions, account reconciliation procedures and contract management 
procedures. 

We established a Disclosure Committee, consisting of senior personnel from the business units and the 
finance and legal groups, and we now follow an extensive review and certification process in connection 
with our filings with the SEC. 

We have taken advantage of significant outside resources to supplement our finance and controller 
groups and to support the preparation of financial statements and reports that are to be filed with the 
SEC. 

We have developed and implemented interim mitigating controls, involving manual procedures by a 
substantial number of employees, in order to reduce to a low level the risk of material misstatement in 
the financial statements. 

We modified our Audit Committee Charter so that it complies with the Sarbanes-Oxley Act of 2002 and 
the rules issued thereunder. 

We believe that these efforts have addressed the material weaknesses and significant deficiencies that affected our 
internal controls in 2000,2001 and 2002 The Company continues to improve and refine its internal controls. This 
process is ongoing, and the Company seeks to foster an exemplary internal control environment. However, the 
Company can give no assurances that all material weaknesses and significant deficiencies have been entirely corrected 
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Our management, including our Chief Executive Officer and Chief Financial Officer, has concluded that, except for the 
internal control deficiencies as described herein and taking into account the efforts to address those deficiencies 
described herein, as of the evaluation date, our disclosure controls and procedures are designed, and are effective, to 
give reasonable assurance that information we must disclose in reports filed with the SEC is properly recorded, 
processed, and summarized, and then reported within the time periods specified in the rules and forms of the SEC. 

Other than as summarized above, since the evaluation date there have been no significant changes in our internal 
controls over financial reporting or in other factors that could significantly affect the internal controls. We will continue 
to assess our disclosure controls and procedures as we prepare our remaining delinquent filings and will take any 
further actions that we deem necessary. 
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PART111 

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 

Board of Directors 

Below you can find information, including biographical information, about the members of our Board of 
Directors: 

Name 

Philip F. Anschutz(4)(6)(8) 

Richard C. Notebaert(6)( 10) 

Linda G. Alvarado(3)(9) 

Craig R. Barrett(6) 

Thomas J. Donohue(4)(7)(8) 

Jordan L. Haines(3)(4)(7)(8)(9) 

Cannon Y. Harvey(7)(8) 

Peter S. Hellman(3)(9) 

Vinod Khosla 

Frank P. Popoff(4)(5)(6)(7)(9) 

Craig D. Slater(4)(6)(7) 

W. Thomas Stephens(3)(9) 

(1) As of September 30, 2003. 

Age(1) 

63 

56 

52 

64 

65 

76 

62 

53 

48 

67 

46 

61 

Position 
- l w d * m % *  

Class 111 Director 

Class I11 Director 

Class I1 Director 

Class I1 Director 

Class I Director 

Class I Director 

Class I1 Director 

Class I Director 

Class I Director 

Class 111 Director 

Class I1 Director 

Class I1 Director 

Year 
Began as 

Director 
"-- 

1993 

2002 

2000 

2000 

200 1 

1997 

1996 

2000 

1998 

2000 

1996 

1997 

Year Term 

Expires(2) 

2003 

2003 

2005 

2005 

2004 

2004 

2005 

2004 

2004 

2003 

2005 

2005 

(2) The current term of the Class 111 Directors expires at the 2003 Annual Meeting. The term for persons elected at 
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the 2003 Annual Stockholders' Meeting as Class I11 Directors will expire in 2006. 

Member of the Audit Committee. Peter S. Hellman is the Chairman of the Audit Committee. 

Member of the Compensation and Human Resources Committee. Frank P. Popoff is the Chairman of the 
Compensation and Human Resources Committee. 

Member of the Equity Incentive Plan Subcommittee of the Compensation and Human Resources Committee. 
Frank P. Popoff is the Chairman of the Equity Incentive Plan Subcommittee of the Compensation and Human 
Resources Committee. 

Member of the Executive Committee. Philip F. Anschutz is the Chairman of the Executive Committee. 

Member of the Finance Committee. Craig D. Slater is the Chairman of the Finance Committee. 

Member of the Nominating and Governance Committee. Cannon Y. Harvey is the Chairman of the Nominating 
and Governance Committee. 

Member of the Ad Hoc Committee. W. Thomas Stephens is the Chairman of the Ad Hoc Committee. 
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(10) Under the terms of Mr. Notebaert's employment agreement dated May 14,2003, we have agreed that, during the 
term of the agreement and while Mr. Notebaert is employed by us, we will use our best efforts to cause him to 
be appointed as one of our Class 111 directors and to include him in the Board's slate of nominees for election as 
a Class 111 director at the applicable annual meeting of our stockholders and will recommend to our 
stockholders that he be elected as a Class I11 director. Mr. Notebaert's employment agreement is described more 
fully in Item 1 1 below under "Employment Contracts and Termination of Employment and Change-In-Control 
Arrangements." 

Philip F. Anschutz is our founder and served as non-executive Chairman of the Board until June 2002. He has 
been a director and Chairman of the Board of Anschutz Company, our largest stockholder, for more than five years. 
Anschutz Company is a holding company for Anschutz's portfolio of companies with holdings in energy, 
transportation, communications, professional sports, agriculture, entertainment and real estate. Mr. Anschutz is the non- 
executive Vice Chairman and a director of Union Pacific Corporation, and is a director of Regal Entertainment Group 
and Pacific Energy GP, Inc., general partner of Pacific Energy Partners, L.P. Mr. Anschutz holds a bachelor's degree in 
business from the University of Kansas. 

Richard C Notebaert has been our Chairman and Chief Executive Officer since June 2002. From August 2000 to 
June 2002, Mr. Notebaert was President and Chief Executive Officer of Tellabs, a communications equipment 
provider. Prior to that, Mr. Notebaert was Chairman and Chief Executive Officer of Ameritech Corporation from 
April 1994 to December 1999, and, in his 30-year career with that organization, had numerous other appointments 
including President of Ameritech Mobile Communications (l986), President of Indiana Bell (1 989), President of 
Ameritech Services (1992), and President and Chief Operating Officer (1993) and President and Chief Executive 
Officer (1 994) of Ameritech Corporation. Ameritech Corporation is a telecommunications provider that was acquired 
by SBC Communications Inc. in 1999. Mr. Notebaert currently serves as a director of Aon Corporation, Cardinal 
Health, Inc., and the Denver Center for the Performing Arts. Mr. Notebaert received a bachelor of arts degree in 1969 
and an M.B.A. in 1983, both from the University of Wisconsin. 

Linda G Alvarado has been President and Chief Executive Officer of Alvarado Construction, Inc., a commercial 
general contractor, construction management, design and build, development and property management company, since 
1978. Ms. Alvarado currently serves as a director of 3M Company, Pepsi Bottling Group, Lennox International and 
Pitney Bowes, Inc. Ms. Alvarado earned a bachelor's degree from Pomona College. 
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Craig R. Barrett has been Chief Executive Officer of Intel Corporation since 1998 and a member of the Intel 
board of directors since 1992. Mr. Barrett held various senior executive positions at Intel from 1984 to 1998, including 
Executive Vice President and Chief Operating Officer from 1993 to 1997. Mr. Barrett held various technology, 
engineering and manufacturing management positions with Intel from 1974 to 1984. Intel manufactures computer, 
networking and communications products. Mr. Barrett was a professor of engineering at Stanford University from 1965 
to 1974. Mr. Barrett earned a bachelor's degree, master's degree and a Ph.D. (all in materials science) from Stanford 
University and is a member of the National Academy of Engineering. 

Thomas J.  Donohue has been the President and Chief Executive Officer of the U.S. Chamber of Commerce, a 
business federation in Washington, D.C., since 1997. He was President and Chief Executive Officer of the American 
Trucking Association from 1984 to 1997 and an executive with the U.S. Postal Service from 1969 to 1976 and Fairfield 
University from 1967 to 1969. Mr. Donohue serves on the board of directors of Union Pacific Corporation, XM 
Satellite Radio Holdings Inc., Sunrise Senior Living Corporation and Marymount University. Mr. Donohue earned a 
bachelor's degree from St. John's University and an M.B.A. from Adelphi University. 

Jordan L. Haines was the President, Chairman and Chief Executive Officer of Fourth Financial Corporation, a 
Kansas-based bank holding company, and its subsidiary, Bank IV Wichita, N.A., from 

181 

1968 until 1991. Mr. Haines retired from Fourth Financial Corporation in 1991. Mr. Haines earned a bachelor's degree 
and a J.D. from the University of Kansas. 

Cannon Y. Harvey has been President and Chief Operating Officer of Anschutz Company and The Anschutz 
Corporation since December 1996. Anschutz Company is the parent company of The Anschutz Corporation and is a 
holding company for Anschutz's portfolio of companies with holdings in energy, transportation, communications, 
professional sports, agriculture, entertainment and real estate. From February 1995 until September 1996, he served as 
Executive Vice President, Finance and Law of Southern Pacific. From March 1989 to February 1995, he held several 
senior positions at Southern Pacific, including General Counsel. Before joining Southern Pacific, Mr. Harvey was a 
partner in the law firm of Holme Roberts & Owen LLP for more than 20 years. Mr. Harvey earned a bachelor's degree 
from the University of Missouri. He also earned a master's degree from Harvard University and an LL.B. degree from 
Harvard Law School. 

Peter S. Hellman has been the Chief Financial and Administrative Officer of Nordson Corp., a designer, 
manufacturer and marketer of industrial equipment, since 2000 and a director of that entity since 2001. Mr. Hellman 
was the President and Chief Operating Officer and a director of TRW, Inc. from 1995 to 1999, the Assistant President 
of TRW from 1994 to 1995, and Chief Financial Officer of TRW from 1991 to 1994. Mr. Hellman held a variety of 
positions with BP America from 1979 to 1989 and The Irving Trust Company from 1972 to 1979. Mr. Hellman earned 
a bachelor's degree from Hobart College and an M.B.A. from Case Western Reserve University. 

Vinod Khosla was a co-founder of Daisy Systems and founding Chief Executive Officer of Sun Microsystems, 
where he pioneered open systems and commercial RISC processors. Mr. Khosla has also been a general partner of the 
venture capital firm Kleiner Perkins Caufield & Byers since 1986. He serves on the board of directors of Juniper 
Networks, Inc. and SEEC Inc., as well as several private companies. Mr. Khosla earned a bachelor of technology 
degree in electrical engineering from the Indian Institute of Technology in New Delhi and a master's degree in 
biomedical engineering from Carnegie Mellon University and an M.B.A. from the Stanford Graduate School of 
Business. 

Frank P. Popoffwas Chairman of The Dow Chemical Company, which manufactures chemical, plastic and 
agricultural products, from 1992 until his retirement in October 2000. From 1987 to 1995, Mr. Popoff served as the 
Chief Executive Officer of Dow. Mr. Popoff currently serves as a director of American Express Company, Chemical 
Financial Corporation, Shin-Etsu Chemical Co. Ltd. and United Technologies Corporation. Mr. Popoff earned a 
bachelor's degree in chemistry and an M.B.A. from Indiana University. 

Craig D. Slater has been President of Anschutz Investment Company since August 1997 and Executive Vice 
President of Anschutz Company and The Anschutz Corporation since August 1995. Mr. Slater served as Corporate 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc= 1 &pg=&T. .. 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 177 of 209 

Secretary of Anschutz Company and The Anschutz Corporation from September 1991 to October 1996 and held 
various other positions with those companies from 1988 to 1995. Anschutz Company is the parent company of 
Anschutz Investment Company and The Anschutz Corporation and is a holding company for Anschutz's portfolio of 
companies with holdings in energy, transportation, communications, professional sports, agriculture, entertainment and 
real estate. He is a director of Forest Oil Corporation and Regal Entertainment Group. Mr. Slater earned a bachelor's 
degree in accounting from the University of Colorado-Boulder, a master's degree in tax from the University of Denver 
and a master's degree in finance from the University of Colorado-Denver. 

W. Thomas Stephens served as President, Chief Executive Officer and a director of MacMillan Bloedel Limited, 
Canada's largest forest products company, from 1996 to 1999. He served from 1986 until his retirement in 1996 as 
President and Chief Executive Officer of Manville Corporation, an international manufacturing and resources 
company. He also served as a member of the Manville Corporation board of directors from 1986 to 1996, and served as 
Chairman of the Board from 1990 to 1996. Mr. Stephens is a director of Trans Canada Pipelines, NorskeCanada 
(formerly Norske Skog 
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Canada Ltd.), The Putnam Funds, and Xcel Energy Inc. Mr. Stephens earned a bachelor's and a master's degree in 
industrial engineering from the University of Arkansas. 

Executive Officers and Management 

Below you can find information, including biographical information, about our current executive officers (other 
than Mr. Notebaert, whose biographical information appears above): 

Oren G. Shaffer 

Clifford S. Holtz 

Richard N. Baer 

Paula Kruger 

61 Vice Chairman and Chief Financial 
Officer 

44 Executive Vice President, Business 
Markets Group 

46 Executive Vice President, General 
Counsel and Corporate Secretary 

54 Executive Vice President, Consumer 
Markets Group 

(1) As of September 30, 2003. 

Oren G. ShafSer has been our Vice Chairman and Chief Financial Officer since July 2002. Prior to joining Qwest, 
Mr. Shaffer was President and Chief Operating Officer of Sorrento Networks, a maker of optical products, beginning in 
2000. From 1994 to 2000, he was Chief Financial Officer of Ameritech Corporation, a telecommunications provider 
that was acquired by SBC Communications Inc. in 1999. He has also served as President of Virgo Cap Inc., an 
investment firm, and from 1968 to 1992 in various positions (including Executive Vice President, Chief Financial 
Officer and director) at Goodyear Tire & Rubber Co. Mr. Shaffer serves on the board of directors of The Thai Capital 
Fund, Inc., The Singapore Fund, Inc. and The Japan Equity Fund, Inc. He holds a bachelor of science degree in 
business administration from the University of California at Berkeley and an M.S. degree in management from the 
Massachusetts Institute of Technology. 

CliffordS. Holtz has been our Executive Vice President, Business Markets Group, since July 2002, and previously 
served as Executive Vice President of National Business Accounts and, prior to that, as Executive Vice President of 
Small Business Accounts. Prior to joining Qwest in 2001, Mr. Holtz served as Senior Vice President of consumer 
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business at Gateway, Inc., a computer manufacturer, from February 2000 to January 2001. From January 1997 to 
February 2000, Mr. Holtz was AT&T's President of Metro Markets, a telecommunications business serving small to 
mid-sized business customers. From June 1984 to January 1997, he also held a variety of general management, 
operations, strategy, sales and marketing assignments with AT&T. Mr. Holtz earned a bachelor of science degree in 
business administration from the State University of New York in Albany and an M.B.A. from the University of 
Chicago. 

Richard N .  Baer has been our Executive Vice President, General Counsel and Corporate Secretary since 
December 2002. Mr. Baer, who joined Qwest in 2001, served as our Deputy General Counsel from January 2001 to 
July 2002 and as Special Legal Counsel to our Chairman and CEO from July 2002 to December 2002. From 1998 to 
December 2000, Mr. Baer was chairman of the litigation department at the Denver law firm of Sherman & Howard. 
Mr. Baer received his bachelor of arts degree from Columbia University in 1979 and his juris doctor degree from Duke 
University in 1983. 

Paula Kruger has served as our Executive Vice President, Consumer Markets, since September 2003. From 
December 2001 to September 2003, Ms. Kruger served as President of the 
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Customer Relationship Management service line at Electronic Data Systems Corporation, a technology company. From 
September 1999 to January 2002, Ms. Kruger was a search consultant for Taylor Winfield and for Heidrick & 
Struggles, both executive search firms. From March 1997 to September 1999, Ms. Kruger served as Executive Vice 
President of Operations at Excel Communications, Inc., a provider of integrated media communications. Ms. Kruger 
earned a bachelor of arts degree in economics from C.W. Post-Long Island University and an M.B.A. from C.W. 
Post-Roth Graduate School of Business. 

Section 16(a) Beneficial Ownership Reporting Compliance 

Section 16(a) of the Exchange Act requires our directors and executive officers, and persons who own more than 
10% of a registered class of our equity securities, to file with the SEC initial reports of ownership and reports of 
changes in ownership of our common stock and other equity securities. Officers, directors and greater than 10% 
stockholders are required by SEC regulations to furnish us with copies of all Section 16(a) forms they file. 

I 

To our knowledge, based solely on a review of the copies of such reports furnished to us and written 
representations that no other reports were required, during and for the fiscal year ended December 3 1,2002, all 
Section 16(a) filing requirements applicable to our officers, directors and greater than 10% beneficial owners were 
complied with, except that each of Afshin Mohebbi, Robin R. Szeliga and Drake S. Tempest filed late a Form 5 
reporting the receipt of options to purchase 1,500,000, 350,000 and 1,250,000 shares of common stock, respectively, in 
July 2002. 

ITEM 11. EXECUTIVE COMPENSATION 

Director Compensation I 
Directors who are also our officers or employees do not receive the compensation described below for their 

service as a director. Mr. Notebaert is our only director who is also an officer or employee of Qwest. 

Each director who is neither an officer nor an employee of Qwest is paid $30,000 per year for serving as a director 
and $2,000 for each meeting of the Board or any committee meeting attended. The chairman of each committee is also 
paid an additional $5,000 annually, in quarterly installments, with the exception of the chairman of the Audit 
Committee, who is paid an additional $20,000 annually, in quarterly installments. 

Directors may elect, on a quarterly basis, to receive their directors' fees in cash or in shares of our common stock 
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under the Qwest Communications International Inc. Equity Compensation Plan for Non-Employee Directors. In 
addition, directors may elect to defer their directors' fees for the upcoming year pursuant to the Qwest Communications 
International Inc. Deferred Compensation Plan for Non-Employee Directors. A director's election to defer fees must be 
made within 30 days of the director's appointment to the Board (with respect to fees not yet earned) and thereafter 
either on an annual basis in the calendar year before the director earns the fees or three months before the director's fees 
would be payable if we ask all of the directors to elect to defer their fees. We match 50% of any fees deferred. As the 
fees would have been payable, we credit the director's account with "phantom units," which are held in a notational 
account. Each phantom unit represents a value equivalent to one share of our common stock and is subject to 
adjustment for cash dividends payable to our stockholders as well as stock dividends and splits, consolidations and the 
like that affect shares of our common stock outstanding. The account is ultimately distributed at the time elected by the 
director or at the end of the plan and is paid (at the director's election) either in: (1) a lump-sum cash payment; 
( 2 )  annual cash installments over a period of up to 10 years; or (3) some other form selected by the Executive Vice 
Resident-Human Resources (or his or her designee). 
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In addition to cash compensation, each year we typically grant stock options covering 5,000 shares of our common 
stock to each of our non-employee directors. However, during 2002, we did not grant any stock options to our non- 
employee directors. We also typically grant to each newly appointed, non-employee director a stock option covering 
20,000 shares of our common stock concurrent with his or her appointment to the Board. 

All options granted to our directors have an exercise price set by the Compensation and Human Resources 
Committee or its subcommittee, as applicable. The options granted to our directors typically vest over four years at 
25% per year or over five years at 20% per year. The options will terminate: (1) if not exercised by the tenth 
anniversary of the date they were granted; or ( 2 )  to the extent not vested, on the director's removal or resignation from 
the Board. Generally, the options will fully vest upon a change in control, as described below under the caption 
"Employment Contracts and Termination of Employment and Change-in-Control Arrangements." 
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Executive Compensation 

The following table summarizes for the periods indicated the compensation paid to or accrued for the benefit of 
each person who served as our Chief Executive Officer during 2002, our next four most highly compensated executive 
officers serving as of December 3 1 ,  2002 and two of our other former executive officers (collectively referred to herein 
as the "named executive officers"). The position identified in the table for each person is their current position with us 
unless otherwise indicated. 

SUMMARY COMPENSATION TABLE 

Long Term Compensation 

Awards Payouts 
Annual Compensation 

Number o f  
Restricted Securities 

Other Annual Stock Underlying LTlP All Other 
NamelPrincipal 

Year Salary(1) Bonus(1) Compensation(2) Awards(3) --- - P -m&r'!!<-- 

Executive Officers as 
of December 31,2002 
Richard C Notebaert 2002 $ 613,462 $ 825 000 $ 252,126(5) $ I,000,000 5,000,000 $ - $ 3,810(6) 
Chairman and Chief 
Fwcuttve Officer(4) 
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OrenG Shaffer 
Vice Chairman and 
Chief Financial OMicer 
(7) 

Clifford S. Holtz 
Executive Vice 
President, Business 
Markets Group( IO)  

Richard N. Baer 
Executive Vice 
President, General 
Counsel and Corporate 
Secretary( 13) 

Annette M. Jacobs 
Former Executive Vice 
President, Consumer 
Markets Group( 17) 

Former Executive 
Oflicen 

Joseph P Nacchio 
Former Chairman and 
Chief Executive Officer 
(20) 

Afshin Mohebbi 
Former President and 
Chief Operating Officer 
(25) 

Drake S .  Tempest 
Former Executive Vice 
President, General 
Counsel and Corporate 
Secretary(28) 

2002 $ 

2002 $ 
2001 $ 

2002 $ 

2002 $ 

2002 $ 
2001 $ 
2000 $ 

2002 $ 
2001 $ 
2000 $ 

2002 $ 
2001 $ 
2000 $ 

369,231 $ 600,000 $ 

$ 
259,615 $ 287,500 $ 
427,885 $ - 

353,654 $ 617,500(14)$ 

$ 400,865 $ - 

$ 
1,753,846 $ 2,736,281 $ 
1,279,616 $ 7,949,858 $ 

1,104,808 $ - 

$ 
766,923 $ 593,306 $ 
561,058 $ 703,279 $ 

1,006,538 $ - 

$ 
475,385 $ 443,080 $ 
298,077 $ 406,662 $ 

692,154 $ - 

50,000(8) $ $ __ 2,000,000 $ - 8,603(9) 

50,531(1 I)$ 870,000 750,000 $ - $ 228,741(12) 
109,222( 1 1 )$ - 525,000 $ - $ 5,510 

27,166(15)$ - 1,100,000 $ - $ 4,202( 16) 

48,044( IS)$ $ 350,000 $ - 5,523 19) 

479,984(21)$ - - $  - $ 12,233,288(24) 
329,7 l4(2 I)$ - 7,250,000 $ 24,374,091(22)$ 8,770 
151,592 $ - - $ 1,107,913(23)$ 5,269 

- $ 4,806,390(27) 308,685(26)$ - 1,500,000 $ 
81,549(26)$ - 2,500,000 $ - $ 6,018 
- $ - 400,000 $ - $ 965 

155,696(29)$ - 1,250,000 $ - $ 1,802,908(30) 
145,120(29)$ 3,362,000 600,000 $ - $ 2,916 
73,008(29)$ - 200,000 $ - $ 3,308 

( 1 )  Amounts shown include salary or bonus earned by each of the named executive officers, including payments made with respect to paid vacation or 
sick-leave, as well as salary or bonus earned but deferred at the election of the named executive oficer. Salary and bonus figures reported for each 
of Messrs. Nacchio, Mohebbi and Tempest for each of the 2000 and 2001 fiscal years have been adjusted from amounts previously repotted to 
include salary or bonus earned but deferred at the election of the named executive officer Bonus amounts reported for each year have been adjusted 
to (a) include amounts earned with respect to performance in the fourth quarter of that year but paid in the following year, and (b) exclude amounts 
earned with respect to performance in the fourth quarter of the previous year but paid in the year shown. 
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Amounts shown include the value of perquisites and other personal benefits for the named executive officer in the year indicated Flexible benefits 
paid to the named executive officers are cash payments made at the beginning of the year in lieu of various perquisites commonly paid to executive 
officers. Named executive officers are not required to apply these payments to any particular purpose. 

Dollar amounts shown equal the number of shares of restricted stock granted multiplied by the stock price on the grant date, which was $5 00 per 
share in the case of Mr. Notebaert, $8 70 per share in the case of Mr. Holtz, and $16 81 per share in the case of Mr Tempest. The valuation does not 
take into account the diminution in value attributable to the restrictions applicable to the shares The number and dollar value of shares of restricted 
stock held hy the named executive officers on December 31,2002, based on the closing price of our common stock on December 31,2002 ($5.00 
per share), were: Mr. Notebaert-200,OOO shares ($l,OOO,OOO), and Mr Holtz-I 00,000 shares ($500,000) The grant of restricted stock to 
Mr Notebaert vests 33% each year on the anniversary of the grant, and the grant to Mr Hole vests ( I )  25% on the earliest to occur of (a) the date 
on which we are current in our SEC filings, (b) the date on which Mr Holtz's employment with LIS terminates, and (c) Febmary 1, 2004, and (2) an 
additional 25% each year on February 1 from 2004 until 2006. Dividends are paid on all shares of our restricted stock at the same rate as on our 
unrestricted shares. 

Mr. Notebaert joined Qwest in June 2002 

Amount includes $75,000 in flexible benefits paid to Mr Notebaert and reimbursement of relocdtion expenses of $99,178 (including tax gross-up) 

Represents imputed income on life insurance policy 

Mr Shafferjoined Qwest in July 2002 
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Amount includes $50,000 in flexible benefits paid to Mr. Shaffer 

Amount includes 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of $3,503 

Mr Holtz joined Qwest in April 2001 

Amount for 2002 includes $35,000 in flexible benefits paid to Mr. Holtz; and amount for 2001 includes reimbursement of relocation expenses of 
$74,036 (including tax gross-up). 

Amount includes reimbursement of $223,025 forfeited by Mr. Holtz in connection with the termination of his prior employment, 401(k) company- 
matching contributions of $5,100 and imputed income on life insurance policy of $616. 

Mr Baerjoined Qwest in January 2001 

Represents the first two installments of a cash retention bonus paid to Mr. Baer during 2002 in consideration of Mr Baer's continued employment. 
The third and final installment of the cash retention bonus, in the amount of $308,750, was paid on January 31, 2003. 

Amount includes $25,000 in flexible benefits paid to Mr. Baer. 

Amount includes 401(k) company-matching contributions of $3,617 and imputed income on life insurance policy of $585 

Ms Jacobs became an executive officer in 2002 and resigned from Qwest on September 5,2003 

Amount includes $35,000 in flexible benefits paid to Ms. Jacobs 

Amount includes 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of $425 

Mr. Nacchio resigned from Qwest on June 16,2002 

Amount for 2002 includes payment for unused guard services of $170,759; and amount for 2001 includes imputed income for personal use of 
corporate aircraft of $140,967, 

In accordance with Mr. Nacchio's I996 employment agreement, we granted Mr. Nacchio 300,000 growth shares in 1996 under OUT Growth Share 
Plan, with a five-year performance cycle commencing January 1, 1997. The amount represents what we paid Mr. Nacchio in 2001 under his growth 
share agreement for the remaining portion of his growth shares that vested in 2001 (the last year of the five-year performance cycle). We paid 
Mr Nacchio for these vested shares by issuing to him, net of certain taxes, 356,723 shares of our common stock and by paying $4,500,000 in 
premiums on two life insurance policies covering the lives of Mr. and Mrs. Nacchio, pursuant to the terms of a split dollar arrangement among us, 
Mr and Mrs Nacchio and their life insurance trust. This amount represents the final payment due to Mr. Nacchio under his growth share agreement. 

Amount represents what we paid Mr Nacchio for his growth shares under his growth share agreement Mr Nacchio received shares of our common 
stock as payment for his growth shares 

Amount includes severance of $l2,226,027,401(k) company-matching contributions of $4,846 and imputed income on life insurance policy of 
$2,415 Does not include amounts paid out to Mr Nacchio under Qwest's Pension Plan in connection with the termination of his employment See 
"Pension Plans" below 

Mr Mohebbi served as our President and Chief Operating Offcer until December 4, 2002 and resigned from Qwest on December 31, 2002 

Amount for 2002 includes reimbursement of relocation expenses of $206,000, and amount for 2001 includes $35,000 in flexible benefits paid to 
Mr Mohebbi and imputed income for personal use of corporate aircraft of $21,004 Amounts for 2001 and 2000 do not include previously disclosed 
amounts for forgiveness of and imputed interest relating to a loan from us, as such amounts have now been deemed for tax purposes to apply to 
1999, the year the loan was made 

Amount includes severance of $4,800,000, 401(k) company-matching contributions of $5,100 and imputed income on life insurance policy of 
$1,290 Does not include amounts paid out to Mr Mohebbi under Qwest's Pension Plan in connect~on with the termination of his employment See 
"Pension Plans" below 

Mr Tempest resigned from Qwest on December 8,2002 

Amount for 2002 includes $38,952 in tlexible benefits paid to Mr Tempest and $54,480 reimbursement for travel and living expenses, amount for 
2001 includes $52,264 reimbursement for travel and living expenses and imputed income for personal use of corporate aircraft of $44,253, and 
amount for 2000 includes $31,152 reimbursement for travel and living expenses and imputed income for personal use of corporate aircraft of 
$29,605 

Amount includes severance of $1,800,000 and 401(k) company-matching contributions of $2,908 Does not include amounts paid out to 
Mr Tempest under Qwest's Pension Plan in connection with the termination of his employment See "Pension Plans" below 
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Stock Option Grants 

The following table provides details regarding the stock options that we granted in 2002 to each of our named 
executive officers: 

OPTION GRANTS IN LAST FISCAL YEAR(1) 

Number of Percent of 

Potential Realizable Value 
at Assumed Annual Rates 

of Share Price Appreciation 

Securities Total Options for Option Term(3) 
Underlying Granted to 

Options All Employees Exercise Expiration 

Name Granted(2) During 2002 Price Date 5 Ye 10% 

Executive Officers as of 
December 31,2002 
Richard C. Notebaert 

Oren G. Shaffer 

Clifford S. Holtz 

Richard N. Baer 

Annette M. Jacobs 

Former Executive Officers 

Joseph P. Nacchio 

Afshin Mohebbi 

Drake S. Tempest 
wmw= 

5,000,000 

2,000,000 

325,000 
425,000 

350,000 
750,000 

350,000 

- 

1,500,000 

1,250,000 

10.1%$ 5.10 6-16-2012 $ 

4.0%$ 2.10 7-8-2012 $ 

0.7%$ 16.81 2-28-2012 $ 
0.9%$ 2.10 7-8-2012 $ 

0.7%$ 5.03 4-30-2012 $ 
1.5%$ 4.62 12-3-2012 $ 

0.7%$ 2.10 7-8-2012 $ 

- - - 

3.0%$ 2.10 7-8-2012 $ 

2.5%$ 2.10 7-8-2012 $ 

16,036,813 $ 

2,641,357 $ 

3,435,809 $ 
561,288 $ 

1,107,169 $ 
2,179,120 $ 

462,238(4) $ 

1,981,018(5) $ 

1,650,848(6) $ 

40,640,433 

6,693,718 

8,707,013 
1,422,4 15 

2,805,784 
5,522,3 18 

1,171,401 (4) 

__ 

5,020,289(5) 

4,183,574(6) 

Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to file our annual 
and periodic reports under the securities laws. 

Each option vests over four years at a rate of 25% per year and vests immediately upon a change in control of 
Qwest, as more fully described below under "Employment Contracts and Termination of Employment and 
Change-In-Control Arrangements." 

The potential realizable value is based on the appreciated value of our common stock minus the per share 
exercise price, multiplied by the number of shares subject to the option. The appreciated value of our common 
stock is calculated assuming that the fair market value of our common stock on the date of grant appreciates at 
the indicated rate, compounded annually, for the entire term of the option. The 5% and 10% rates of 
appreciation are set by the Securities and Exchange Commission and do not represent our estimate or projection 
of future increases in the price of our shares of common stock. The closing price of our stock on September 30, 
2003 was $3.40 per share. 

The vested portion of this option will be cancelled on or before October 24,2003 pursuant to a Severance 
Agreement and General Release, as more fully described below under "Employment Contracts and Termination 
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~ of Employment and Change-In-Control Arrangements.” 

(5) Mr. Mohebbi served as our President and Chief Operating Officer until December 4,2002 and resigned from 
Qwest on December 3 1,2002. The option expired unexercised on March 3 1,2003. 

(6) Mr. Tempest resigned from Qwest on December 8,2002, and the option expired unexercised on March 8,2003. 
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Option Exercises and Holdings 

The following table provides information for the named executive officers concerning options they exercised 
during 2002 and unexercised options they held at the end of 2002: 

Aggregated Option Exercises in Last Fiscal Year and 
Fiscal Year-End Option Values(1) 

Number of Securities 
Underlying Unexercised 

Options at Fiscal Year End 

Value of Unexercised 
In-the-Money Options 

at Fiscal Year End(2) 

Name 

Executive Officers as 
of December 31,2002 
Richard C. Notebaert 
Oren G. Shaffer 
Clifford S. Holtz 
Richard N. Baer 
Annette M. Jacobs 

Former Executive 
Officers 

Joseph P. Nacchio 
Afshin Mohebbi 
Drake S. Tempest 

Shares Acquired 

on Exercise 

Value 

Realized 

- 
- 
- 
- 

- 

Exercisable Unexercisable 

- 5,000,000 
- 2,000,000 

131,250 1,143,750 
144,500 1,368,500 
105,750 732,250 

Exercisable Unexercisable 

- - 

- $ 5,800,000 
- $ 1,232,500 
- $  285,000 
- $ 1,015,000 

- 8,135,35 1 4,640,902 - - 

7 10,000 2,180,000 - $ 3,625,000 
- 3,235,000 3,865,000 - $ 4,350,000 
- 

(1) Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to file our annual 
and periodic reports under the securities laws. 

(2) Based on the last sales price of our shares of common stock on December 3 1,2002 ($5.00), minus the per share 
exercise price of the unexercised options, multiplied by the number of shares represented by the unexercised 
options. The last sales price of our shares of common stock on September 30, 2003 was $3.40 per share. 

Pension Plans 

Executive officers are eligible to participate in the Qwest Pension Plan. Under this plan, an amount equal to 3% of 
each officer’s eligible pay (generally defined as the executive’s salary and bonus) is credited to a hypothetical account 
balance. At the end of each year, the hypothetical account balance is also credited with interest based on the average 
30-year Treasury bond rate. In addition, through the end of 2004, an additional interest credit will be made if the 
cumulative rate of appreciation in the price of our common stock from the end of the year each pay credit is made is 
greater than the interest credited using the average 30-year Treasury bond rate. When a participant terminates 
employment, the amount in the hypothetical account balance is converted to an annuity payable for the participant’s 
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life. The participants may also elect to receive their benefit in the form of a lump-sum payment. A non-qualified 
pension plan also exists which authorizes the payment of benefits which may exceed the limits otherwise imposed 
under applicable tax and employee benefit regulations. 

The following table sets forth the estimated lump-sum benefits payable under the account balance formula in the 
Qwest Pension Plan assuming the executives continue to be employed at Qwest until age 
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65,  interest credited to the account balances is 6% per year and each executive's eligible compensation under the plan 
increases at the rate of 4% per year. 

Name 

Richard C. Notebaert 
Oren G. Shaffer 
Clifford S. Holtz 
Richard N. Baer 
Annette M. Jacobs 
Joseph P. Nacchio 
Afshin Mohebbi 
Drake S. Tempest 

Estimated Lump Sum 
Benefit Payable at Age 65 Under 

Qwest Account Balance Formula 

$ 1,235,000 
$ 355,000 
$ 1,755,000 
$ 1,615,000 
$ 1,545,000 

- 
- 

- 

In addition, the following amounts were paid out to our former executive officers under the plan in connection 
with the termination of their employment during 2002: Mr. Nacchio, $1 54,208; Mr. Mohebbi, $98,540; and 
Mr. Tempest, $5 1,144. 

Pursuant to their employment agreements, Messrs. Notebaert and Shaffer will also receive additional pension 
benefits equal to the excess of the benefits calculated based on the applicable pension formulas that were in place when 
they left their previous employer, SBC Communications Inc., including the service they had at SBC, over the benefits 
they receive under the Qwest plans outlined above and the pension benefits they received from SBC. The following 
table sets forth the estimated lump-sum value of these additional pension benefits assuming the executives continue to 
be employed at Qwest until age 65, interest rates are equal to 6% in calculating the lump-sum and each executive's 
eligible compensation increases at the rate of 4% per year. 

Estimated Lump Sum 
Benefit Payable at Age 65 Under 
the Provisions of Employment 

Name Contracts 

Richard C. Notebaert $ 13,090,000 
Oren G. Shaffer $ 3,295,000 

Employment Contracts and Termination of Employment and Change-In-Control Arrangements 

The following is a description of the terms and conditions of each employment or change in control agreement that 
we have (or had during 2002) with our named executive officers: 

Richard C. Notebnert. The terms of Mr. Notebaert's employment are governed by an employment agreement 
dated as of May 14,2003. The agreement provides for Mr. Notebaert's employment as Chairman and Chief Executive 
Officer of Qwest, and requires us to use our best efforts to include Mr. Notebaert in the Boards slate of nominees for 
election as a Class I 1 1  director at applicable annual meetings. The term of the agreement is for two years beginning on 
June 17,2002 and will be automatically extended by twelve months on the first anniversary of June 17, 2002 and on 
each anniversary thereafter unless one party provides at least 90 days' written notice of non-renewal to the other. The 
agreement provides for a base salary of $1,100,000 per year, subject to increase (but not decrease) on an annual basis 
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by the Compensation and Human Resources Committee. Mr. Notebaert's target bonus will not be less than 150% of his 
base salary for the year, provided that we achieve the applicable financial and strategic objectives established for that 
year, and he must receive a minimum bonus of $825,000 for 2002 and $825,000 for the first six months of 2003. 
Mr. Notebaert received non-qualified options to purchase 5,000,000 shares of our common stock at an exercise price of 
$5.10 per share on June 17,2002. In addition, he will receive options to purchase a minimum of 250,000 shares of our 
common stock each calendar year during the agreement term, together with additional 
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options as may be authorized in the discretion of the Compensation and Human Resources Committee, with an exercise 
price equal to the closing price of our common stock on the applicable award date. Each of the option awards under the 
agreement will vest in four equal installments on each of the first four anniversaries of the award. Mr. Notebaert also 
received a grant of 200,000 shares of our restricted stock on June 17,2002, to vest in equal increments on each of the 
first three anniversaries thereafter. To the extent not fully vested, on the earliest to occur of a change in control (as 
defined below), Mr. Notebaert's termination by reason of his death or disability, termination of his employment by us 
without cause (as defined below), a constructive discharge of Mr. Notebaert, or non-renewal by us of the agreement on 
any renewal date, all outstanding options and restricted stock will vest immediately. For purposes of Mr. Notebaert's 
agreement, a "change in control" is defined as any of (1) the intentional acquisition by any person (within the meaning 
of Section 13(d) or 14(d) of the Exchange Act), other than Qwest, our subsidiaries, any person holding more than 15% 
of our outstanding common stock as of June 17,2002 (a "15% Stockholder"), or any of our employee benefit plans, of 
20% or more of the combined voting power of our then outstanding voting securities (provided also that this amount is 
greater than that held by any 15% Stockholder), or (2) at any time during any period of two consecutive years, 
individuals who at the beginning of such period constitute our Board (and any new director whose election to the Board 
or whose nomination for election by our stockholders was approved by a vote of at least two-thirds of the directors then 
still in office who either were directors at the beginning of such period or whose election and nomination for election 
was previously so approved) cease for any reason to constitute a majority thereof, or (3) consummation of a 
reorganization, merger or consolidation or sale or other disposition of substantially all of our assets, unless the holders 
of our outstanding voting securities before the transaction still hold more than 50% of the combined voting power 
following the transaction, no person (other than any 15% Stockholder, the company resulting from the transaction or 
one of our benefit plans) holds 20% or more of the voting power of the resulting company and at least a majority of the 
board members of the resulting company served on our Board prior to the transaction, or (4) approval by our 
stockholders of a complete liquidation or dissolution of Qwest; "cause" is defined as conviction of a felony or any 
crime involving moral turpitude, or a reasonable determination by two-thirds of our directors, after provision of notice 
and opportunity to be heard, that the executive has willfully and continuously failed to substantially perform his duties 
or has engaged in gross neglect or gross misconduct resulting in material harm to Qwest; and "constructive discharge" 
means a reduction in the executive's compensation below levels provided for in the agreement, removal of the 
executive from the positions provided for in the agreement (including the failure of Mr. Notebaert to be nominated or 
reelected to our Board), any action by us that results in a significant diminution of the executive's authority, any failure 
by us to obtain a satisfactory agreement from our successor or assignee to honor our obligations under the agreement, a 
breach by us of our material obligations under the agreement that is not cured within 30 days, or the occurrence of a 
change in control. 

Mr. Notebaert is also entitled under the agreement to be provided with health and other employee benefits, fringe 
benefits and perquisites on the same basis as provided to our other senior executives. Mr. Notebaert's benefits also 
include use of corporate aircraft (including tax gross-up), reimbursement for expenses related to the negotiation of the 
agreement and temporary housing in Denver (including tax gross-up), pension benefits, business club memberships 
(including tax gross-up), home security (including tax gross-up), financial planning, and (following termination of his 
employment for any reason other than cause and only for so long as he fulfills certain non-competition and non- 
solicitation covenants) payment of reasonable costs for a private office, executive assistant and certain office equipment 
and services for the rest of his life. 

If Mr. Notebaert is terminated without cause, resigns for constructive discharge, or is notified by us of our 
decision not to renew the agreement upon any expiration date, he is entitled to receive a pro-rated annual bonus for the 
year of termination and the sum of two years' base salary and annual bonus at the then-current rate. However, if such 
termination, resignation or notification of non-renewal 
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occurs within two years after a change in control, Mr. Notebaert is entitled to receive (i) pension benefits calculated as 
if he had two additional years of service at his then-current rate and were two years older and (ii) a pro-rated annual 
bonus for the year of termination and the sum of three years' base salary and annual bonus at the then-current rate. 
Mr. Notebaert is also entitled to reimbursement for any excise taxes to which he may be subject in connection with 
amounts or benefits he receives under the agreement. We have agreed to indemnify Mr. Notebaert against all liabilities 
and expenses incurred in any proceeding, and to reimburse reasonable expenses incurred by Mr. Notebaert in the 
defense of or participation in any proceeding, to which Mr. Notebaert is a party because of his service to us. 

Mr. Notebaert has agreed that for two years following the termination of his employment for any reason, he will 
not directly or indirectly (i) engage in any business which is in direct competition with our business or any of our 
subsidiaries in the telecommunications business, (ii) hire any person who was employed by us or our subsidiaries or 
affiliates in a non-clerical professional position within the six month period preceding the date of hire or (iii) solicit any 
person doing business with us or our subsidiaries or affiliates to terminate such relationship. 

Oren G. Shaffer. The terms of Mr. Shaffer's employment are governed by an employment agreement dated as of 
May 14,2003. The agreement provides for Mr. Shaffer's employment as Vice Chairman and Chief Financial Officer of 
Qwest. The term of the agreement is for two years beginning on July 8,2002 and will be automatically extended by 
twelve months on the first anniversary of July 8,2002 and on each anniversary thereafter unless one party provides at 
least 90 days' written notice of non-renewal to the other. The agreement provides for a base salary of $800,000 per 
year, subject to increase (but not decrease) on an annual basis by the Compensation and Human Resources Committee. 
Mr. Shaffer's target bonus will not be less than 150% of his base salary for the year, provided that we achieve the 
applicable financial and strategic objectives established for that year, and he must receive minimum bonuses of 
$600,000 for 2002 and $600,000 for the first six months of 2003. Mr. Shaffer received non-qualified options to 
purchase 2,000,000 shares of our common stock at an exercise price of $2.10 per share on July 8,2002. The option 
award will vest in four equal installments on each of the first four anniversaries of the award. To the extent not h l ly  
vested, on the earliest of a change in control, Mr. Shaffer's termination by reason of his death or disability, termination 
of his employment by us without cause, a constructive discharge of Mr. Shaffer, or non-renewal by us of the agreement 
on any renewal date, all outstanding options and restricted stock will vest immediately. The definitions of change in 
control, cause and constructive discharge are identical to those in Mr. Notebaert's agreement. Mr. Shaffer is also 
entitled under the agreement to be provided with health and other employee benefits, fringe benefits and perquisites on 
the same basis as provided to our other senior executives. Mr. Shaffer's benefits also include reimbursement for 
expenses related to the negotiation of the agreement (including tax gross-up), pension benefits and (following 
termination of his employment for any reason other than cause) payment of reasonable costs for a private office, 
executive assistant and certain office equipment and services for a period of five years. 

1. 

If Mr. Shaffer is terminated without cause, resigns for constructive discharge, or is notified by us of our decision 
not to renew the agreement upon any expiration date, he is entitled to receive a pro-rated annual bonus for the year of 
termination and the sum of two years' base salary and annual bonus at the then-current rate. However, if such 
termination, resignation or notification of non-renewal occurs within two years after a change in control, Mr. Shaffer is 
entitled to receive (i) pension benefits calculated as if he had two additional years of service at his then-current rate and 
were two years older and (ii) a pro-rated annual bonus for the year of termination and the sum of three years' base 
salary and annual bonus at the then-current rate. Mr. Shaffer is also entitled to reimbursement for any excise taxes to 
which he may be subject in connection with amounts or benefits he receives under the agreement. We have agreed to 
indemnify Mr. Shaffer against all liabilities and expenses incurred in any 
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proceeding, and to reimburse reasonable expenses incurred by Mr. Shaffer in the defense of or participation in any 
proceeding, to which Mr. Shaffer is a party because of his service to us. 

Mr. Shaffer has agreed that for two years following the termination of his employment for any reason, he will not 
directly or indirectly (i) engage in any business which is in direct competition with our business or any of our 
subsidiaries in the telecommunications business, (ii) hire any person who was employed by us or our subsidiaries or 
affiliates in a non-clerical professional position within the six month period preceding the date of hire or (iii) solicit any 
person doing business with us or our subsidiaries or affiliates to terminate such relationship. 
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CliffordS. Holtz Mr. Holtz's current base salary is $450,000 per year, and his current target bonus is 100% of 
his annual base salary. Other terms of Mr. Holtz's employment are governed by a severance agreement dated July 2 1, 
2003, which is described below under "Other Change in Control Arrangements-Severance Agreements." 

Richard N. Baer. Mr. Baer's current base salary is $500,000 per year, and his current target bonus is 150% of 
his annual base salary. Other terms of Mr. Baer's employment are governed by a severance agreement dated July 2 1, 
2003, which is described below under "Other Change in Control Arrangements-Severance Agreements." In addition, 
on May 8,2002, Mr. Baer and we entered into a retention agreement that provided for cash payments, each in the 
amount of $308,750, to be made to Mr. Baer on May 17,2002, December 6,2002 and January 3 1,2003, provided 
Mr. Baer remained employed on those dates. These payments were made to Mr. Baer on such dates. 

Annette M. Jacobs. Ms. Jacobs served as our Executive Vice President, Consumer Markets until her resignation 
on September 5,2003. Prior to her resignation, Ms. Jacobs' base salary was $450,000 per year, and her target bonus 
was 100% of her annual base salary. In connection with her resignation, Ms. Jacobs and we entered into a Severance 
Agreement and General Release dated as of September 17,2003. Pursuant to this agreement, we are required to pay 
Ms. Jacobs severance of $675,000 and a gross bonus amount of $336,575 on or before October 24,2003. In addition, 
we must pay Ms. Jacobs $183,750 on or before October 24,2003 to compensate her for her inability to exercise 87,500 
vested stock options with an exercise price of $2.10 during the 90 day period following her resignation. In exchange for 
this payment, these vested options will be cancelled. Ms. Jacobs has also agreed that, for one year after her resignation, 
she will not alone or with others (i) compete with us anywhere in the United States where we do business, (ii) solicit 
any of our employees to leave our employment, and (iii) disclose or use any of our confidential information or trade 
secrets. 

Joseph P. Nacchio. Prior to Mr. Nacchio's resignation in June 2002, the terms of his employment were 
governed by an employment agreement dated as of October 24,200 1. In connection with his resignation, Mr. Nacchio 
and Qwest entered into a Resignation and Consulting Agreement, dated June 16, 2002. Pursuant to this agreement, 
Mr. Nacchio's resignation was treated as a termination without Cause as defined in, and for purposes of, Mr. Nacchio's 
employment agreement. As such, Mr. Nacchio received a severance payment in the amount of $10,500,000, equal to 
two times the sum of his then-current base salary and target bonus under the employment agreement. In addition, 
Mr. Nacchio received a payment of approximately $1.7 million for accrued obligations of Qwest (including a pro-rated 
annual bonus for 2002), other benefits payable pursuant to the terms of welfare, pension, deferred compensation and 
other plans, two years' continuation of retirement and welfare benefits, retiree medical benefits for Mr. Nacchio and his 
spouse for life and for his current dependents for as long as they remain his dependents, continued indemnification 
against liabilities and expenses incurred in any proceeding which Mr. Nacchio is a party because of his service to us, 
reimbursement for financial planning services, ten years' free long-distance and other telecommunications services, and 
two years' office space and secretarial support. 
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All of Mr. Nacchio's unvested options were cancelled upon his resignation, and all vested options continue to be 
governed by the terms of the applicable option agreements, except that the exercise period of certain options received 
by Mr. Nacchio in 1997 to purchase 4,640,902 shares was extended to June 22,2007. These latter options may not be 
exercised until after January 1,2004 and will be forfeited by Mr. Nacchio if he fails to comply with the terms of the 
Resignation and Consulting Agreement (including all applicable covenants regarding confidentiality, non-solicitation 
and non-competition). In addition, Mr. Nacchio has agreed to serve through June 30,2004 as a consultant to us with 
respect to transitional matters relating to our business, for which he is to receive a monthly consulting fee of $125,000 
(pro-rated for partial months) and reimbursement of expenses. 

Mr. Nacchio also agreed that for one year following the termination of his employment, he would not directly or 
indirectly engage in any activity competitive with our business or the telecommunications businesses of any of our 
subsidiaries or affiliates, present or future. 

Afshin Mohebbi. Mr. Mohebbi served as our President and Chief Operating Officer until December 4,2002 and 
resigned from Qwest on December 3 1,2002. Prior to his resignation, the terms of Mr. Mohebbi's employment were 
governed by an amended and restated employment agreement dated January 1.2002. In accordance with that 
agreement. we paid Mr. Mohebbi a severance payment in the amount of $4,800,000, accrued vacation pay in the 
amount of $1 14,423 and relocation costs of approximately $206,000 (including tax gross-up) in connection with the 
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termination of his employment. In addition, under the agreement, we are required to pay for continued health care 
coverage for Mr. Mohebbi and his family for a maximum of 30 months or until he accepts other employment and to 
continue to indemnify Mr. Mohebbi as provided in the agreement. 

In connection with the execution of the amended and restated employment agreement, Mr. Mohebbi signed a Non- 
compete, Non-solicitation and Non-disclosure Agreement. The agreement prohibits Mr. Mohebbi from competing with 
us anywhere in the United States, soliciting employees from us, or disclosing any confidential information for 
30 months after his employment with us terminated. In addition, pursuant to the terms of Mr. Mohebbi's prior 
employment agreement, we loaned Mr. Mohebbi $600,000 under a promissory note dated May 18, 1999. The loan was 
unsecured and did not bear interest. The promissory note provided that the principal amount was to be forgiven in 36 
equal monthly increments beginning July 1, 1999 and ending on June 1,2002. Effective April 1,2002, we loaned 
Mr. Mohebbi an additional $4 million, which bears interest at the rate of 5.54%, compounded semi-annually. 
Mr. Mohebbi has agreed to use a portion of the loan to pay the premium on a life insurance policy covering his life. 
The outstanding principal balance of the loan, together with any accrued and unpaid interest thereon, will be due and 
payable within 90 days following Mr. Mohebbi's death or earlier upon the occurrence of any transfer or surrender of the 
life insurance policy, any borrowing against or withdrawals of cash from the policy, any pledge of or encumbrance on 
the policy, or any reduction in the face amount of the policy that results in a distribution of cash value. Mr. Mohebbi is 
the owner of the life insurance policy. 

Drake S. Tempest. Prior to Mr. Tempest's resignation effective December 8, 2002, the terms of his employment 
were governed by letter agreements dated October 6 ,  1998 and October 3 1,2001. In connection with Mr. Tempest's 
resignation and pursuant to a Severance Agreement and General Release dated November 14,2002, we paid 
Mr. Tempest $1,800,000, which was the amount due to him under the letter agreements. In addition, Mr. Tempest 
received discounted medical benefits for a period of 18 months and benefits payable pursuant to the terms of welfare, 
pension, deferred compensation and other plans. 

Mr. Tempest also agreed that for 18 months following his resignation, he will not directly or indirectly induce, 
solicit, recruit or entice away any person who, at any time during the immediately preceding three months, is a 
managerial level (or higher) Qwest employee; provided that the foregoing restriction does not apply if the person is no 
longer employed by us. 

195 

Other Change in Control Arrangements 

Equity Incentive Plan. Unless otherwise provided by the Compensation and Human Resources Committee, our 
Equity Incentive Plan provides that, on a "change in control," all awards granted under the Equity Incentive Plan will 
vest immediately. For this purpose, a "change in control" will be deemed to occur if either (1) any individual, entity or 
group (within the meaning of Section 13(d)(3) or 14(d)(2) of the Exchange Act), other than Anschutz Company, The 
Anschutz Corporation, any entity or organization controlled by Philip F. Anschutz, or a trustee or other fiduciary 
holding securities under an employee benefit plan of Qwest, acquires beneficial ownership of 50% or more of either 
(A) the then-outstanding shares of common stock or (B) the combined voting power of our then-outstanding voting 
securities entitled to vote generally in the election of directors or (2) at any time during any period of three consecutive 
years after June 23, 1997, individuals who at the beginning of such period constitute our Board of Directors (and any 
new director whose election by our Board of Directors or whose nomination for election by our stockholders was 
approved by a vote of at least two-thirds of the directors then still in office who either were directors at the beginning of 
such period or whose election or nomination for election was previously so approved) cease for any reason to constitute 
a majority thereof. Options granted under the plan before June 1 ,  1998 were subject to a different definition of change 
in control that was triggered by the U S WEST merger. Options that we granted to our employees from June 1999 to 
September 2002 typically provide for accelerated vesting if the optionee is terminated without cause following a 
change in control. Since September 2002, options that we grant to our officers (vice president level and above) 
typically provide for accelerated vesting and an extended exercise period upon a change of control, and options that we 
grant to all other employees typically provide for accelerated vesting if the optionee is terminated without cause 
following a change in control. 

Severance Agreements. On July 2 1,2003, we entered into Severance Agreements with Messrs. Baer and Holtz. 
Pursuant to these agreements, if we terminate any of these executives without "cause" (as defined below), the executive 
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is entitled to receive a severance amount equal to one-and-one-half times the executive's highest annual base salary in 
effect during the preceding 12 months, payable over an 1 8-month period. In addition, if at the end of the 18-month 
period the executive has not breached or threatened to breach any part of the agreement, the executive will also receive 
a lump-sum payment equal to one-and-one half times the executive's highest target annual bonus in effect during the 12 
months preceding the termination. If we terminate the executive without cause, or the executive terminates his or her 
employment with "good reason" (as defined below), in either case within two years following a "change in control" as 
defined in our Equity Incentive Plan, the executive will receive a severance payment equal to three times the 
executive's annual base salary in effect at the time of termination (or at the change in control, if greater), plus three 
times the executive's target annual bonus in effect at the time of termination (or at the change in control, if greater), 
plus a prorated bonus for the portion of the bonus payment measurement period during which the executive was 
employed prior to the termination. For the purposes of the severance agreements, "cause" means (1) commission of an 
act of dishonesty, fraud, misrepresentation or other act of moral turpitude that would reflect negatively upon us or 
compromise the performance of the executive's duties, (2) unlawful conduct resulting in material injury to us, 
(3) conviction of a felony or misdemeanor involving moral turpitude, (4) continued failure to perform the executive's 
duties, or (5) willful violation of our code of conduct or other policies resulting in injury to us; and "good reason" 
means (i) a reduction of the executive's compensation, (ii) a material reduction of the executive's responsibilities, 
(iii) our material breach of the agreement, (iv) our failure to obtain the agreement of any successor to honor the terms 
of the agreement, or (v) a requirement that the executive's primary work location be moved to a location more than 35 
miles from the executive's prior primary work location. 

In order to receive any severance payment, the executive must execute a full waiver and release agreement with 
us. The waiver agreement contains a provision requiring the executive to pay back to us 
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any severance received by the executive if after the payments are made it is determined that the executive engaged in 
conduct constituting "cause" while employed by us. Under the agreements, in the event of a covered termination we 
will also be required to pay the executive's premiums for continuing health care coverage under COBRA for up to 
18 months, plus an amount necessary to cover any excise taxes to which the executive might become subject as a result 
of the above benefits. The agreements prohibit the executive from disclosing or making use of our confidential 
information after a termination of employment, and from competing against us for 18 months, or inducing any of our 
employees from leaving our employment for twelve months, after such termination. 

Compensation Committee Interlocks and Insider Participation 

Our Compensation and Human Resources Committee consisted of Philip F. Anschutz, Thomas J.  Donohue, Jordan 
L. Haines, Frank P. Popoff and Craig D. Slater during 2002. Messrs. Haines and Popoff acted as a separate 
subcommittee of the Compensation and Human Resources Committee that generally considered matters relating to 
compensation and perquisites that were referred or delegated to it by the Compensation and Human Resources 
Committee. No member of the Compensation and Human Resources Committee of our Board has been an officer or 
employee of Qwest or any of our subsidiaries at any time. None of our executive officers serves as a member of the 
board of directors or compensation committee of any other company that has one or more executive officers serving as 
a member of our Board or the Compensation and Human Resources Committee of our Board. 

Mr. Anschutz is a director and Chairman of Anschutz Company, our largest stockholder. Mr. Slater is the 
Executive Vice President of Anschutz Company. Mr. Harvey is the President and Chief Operating Officer of Anschutz 
Company. Certain transactions and relationships that took place or existed in 2002 between us and Anschutz Company 
or its affiliates are described below. You can find information about transactions and relationships that took place or 
existed prior to 2002 in our previous filings with the SEC. 

An affiliate of Mr. Anschutz and Anschutz Company indirectly provides facilities to us at prevailing market rates. 
We rent one of our corporate offices in Denver, Colorado from an entity in which Mr. Anschutz holds an interest. The 
rental charges and related operating expenses paid to the landlord for these facilities totaled approximately $4.6 million 
for 2002. During 2002, we exercised our rights under the lease to reduce the amount of rented space and terminate the 
lease with respect to several floors, effective September 30, 2002. We paid the landlord a termination fee of 
approximately $1 9 million upon entering into the lease amendment 
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During 2002, we reimbursed various subsidiaries of Anschutz Company at their cost for approximately $63,000 of 
transportation, lodging and other business expenses incurred on our behalf. We also paid various Anschutz Company 
subsidiaries in 2002 approximately $60,000 in travel savings allocations and rebates related to travel discounts from 
certain airlines and travel agencies and approximately $46,000 in worker's compensation payments. During 2002, 
various Anschutz Company subsidiaries paid us at prevailing market rates approximately $2.3 million for telephone 
and related services. In addition, during 2002, an affiliate of Anschutz Company paid us at prevailing market rates 
approximately $32,000 for web hosting and related services. 

In April 1999, we entered into a registration rights agreement with Anschutz Company generally covering all of 
the shares owned by Anschutz Company and one of its affiliates. The agreement provides for eight demand 
registrations and unlimited piggyback registrations. Demand registrations must cover at least 5 million shares. 

In October 1999, we and Anschutz Digital Media, Inc. ("ADMI"), a subsidiary of Anschutz Company, formed a 
joint venture called Qwest Digital Media, LLC ("QDM"), which provided advanced digital production, post-production 
and transmission facilities; digital media storage and distribution services; telephony-based data storage; and enhanced 
access and routing services. We 
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contributed capital of approximately $84.8 million in the form of a promissory note payable over nine years at an 
annual interest rate of 6%. At inception, we and ADMI each owned 50% equity and voting interest in the joint venture. 
In June 2000, we acquired an additional 25% interest in QDM directly from ADMI and paid $48.2 million for the 
interest; $4.8 million in cash at closing and the remaining $43.4 million in the form of a promissory note payable in 
December 2000, with an annual interest rate of 8%. As a result of this transaction, we owned a 75% economic interest 
and 50% voting interest in QDM, and ADMI owned the remaining 25% economic interest and 50% voting interest. We 
paid the note associated with this additional 25% interest in full, including approximately $1.8 million in accrued 
interest, in January 200 1. 

In October 1999, we entered into a long-term Master Services Agreement with QDM under which QDM agreed to 
purchase approximately $1 19 million of telecommunication services through October 2008, and we agreed to extend 
credit to QDM for the purpose of making payments for the telecommunications services. Each October, QDM was 
required to pay us an amount equal to the difference between certain specified annual commitment levels and the 
amount of services actually purchased under the Master Services Agreement at that time. In October 2001, we agreed 
to terminate the Master Services Agreement and release QDM from its obligation to acquire telecommunications 
services from us. At the same time, QDM agreed to forgive the remaining balance of $84.8 million that we owed on the 
promissory note related to our original capital contribution. Prior to the termination of the Master Services Agreement, 
we advanced QDM $3.8 million, which was the amount it owed to us under the agreement for accrued 
telecommunications services. QDM used that advance to pay us the amount owed, including interest on amounts past 
due. Concurrently with terminating the Master Services Agreement, QDM repaid the $3.8 million advance under the 
Master Services Agreement with interest. QDM made purchases of $0.7 million during 2002. 

In September 2001, Anschutz Entertainment Group, Inc., an affiliate of Anschutz Company, purchased furniture 
and equipment from QDM for $3.4 million in cash, a 3-year $600,000, non-interest bearing note and the assumption of 
approximately $1.7 million in future lease payment obligations. QDM originally acquired the assets as part of ADMI's 
contribution to QDM's capital and at the time of the contribution the assets were valued at $6.9 million. At the time of 
sale, the assets had a book value of $4.2 million. The price of the assets sold was determined based on a competitive 
bid process that resulted in a sale to the highest bidder. As of December 3 1,2002, Anschutz Entertainment Group, Inc. 
had made payments aggregating $200,000 on the note. The second payment of $200,000 was paid in September 2003, 
and the final payment of $200,000 is due in September 2004. 

In January 2002, ADMI and we each loaned QDM approximately $1.3 million. In February 2002, ADMI and we 
decided to cease the operations of QDM. During the remainder of 2002, ADMI and we loaned QDM an additional 
$300,000 and $3.8 million, respectively, in connection with the winding down of QDMs business or in response to 
loan requests made during 2001. As of December 3 1,2002, the aggregate principal balance and accrued interest 
outstanding on loans to QDM from ADMI and us was $4.4 million and $12.4 million, respectively. During 2002, we 
also paid QDM approximately $305,000 for digital media products and services provided to us in the ordinary course 
of business. In addition, during 2002, ADMI and we made capital contributions to, and received capital distributions 
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from, QDM in proportion to our respective economic interests of 25% and 75%. 

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of Precision 
Systems, Inc., a telecommunications solutions provider, from ADMI in exchange for a promissory note in the amount 
of $34 million. The note bears interest at 6% annually with semi-annual interest payments and annual principal 
payments due through 2008. During 2002, we did not pay any interest or principal on the note. At December 31,2002, 
the outstanding accrued interest on the note was approximately $2.4 million, and the outstanding principal balance on 
the note was approximately $33.7 million. 
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In April 1999, we and KPN Telecom B.V. ("KPN") formed KPNQwest, a joint venture, to create a pan-European 
Internet Protocol-based fiber optic network, linked to our network in North America, for data and multimedia services. 
We and KPN each initially owned 50% of KPNQwest. In November 1999, KPNQwest consummated an initial public 
offering in which 50.6 million shares of common stock were issued to the public generating approximately $1.0 billion 
in proceeds. As a result of KPNQwest's initial public offering, the public owned approximately 11% of KPNQwest's 
shares, and the remainder was owned equally by us and KPN. Originally, contractual provisions restricted our ability to 
sell or transfer any of our shares through 2004. In November 2001, we purchased approximately 14 million additional 
shares, and Anschutz Company purchased approximately six million shares, of KPNQwest common stock from KPN 
for $4.58 per share. Anschutz Company's purchase was at our request and with the approval of the disinterested 
members of our Board of Directors. After giving effect to this transaction, we held approximately 47.5% of 
KPNQwest's outstanding shares. In connection with this transaction, the restrictions on our ability to transfer shares 
were removed. 

During 2002, we entered into several transactions with KPNQwest for the purchase and sale of optical capacity 
assets and the provisioning of services, including but not limited to private line, web hosting, IP transit and DIA. In 
2002, we made purchases of these assets and services from KPNQwest totaling approximately $169 million and 
recognized revenue on products and services sold to KPNQwest in the amount of approximately $12 million. At 
December 3 1,2002, we had a receivable from KPNQwest for these products and services of approximately $5 million. 
Pricing for these services was based on what we believed to be the fair market value at the time the transactions were 
consummated. Some of KPNQwest's sales to us were in accordance with the distribution agreement with KPNQwest, 
whereby we were, in certain circumstances, the exclusive distributor of certain of KPNQwest's services in North 
America. As of December 3 1,2001, we had a remaining commitment to purchase up to 8 1 million Euros (or 
$72 million based on a conversion rate at December 3 1,2001) worth of network capacity through 2002 from 
KPNQwest. In connection with KPNQwest's bankruptcy, the purchase commitment terminated during June 2002. 

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. ("GTS") for convertible 
notes of KPNQwest with a face amount of 2 1 1 million Euros, among other consideration, under an agreement entered 
into in October 200 1. As disclosed to our Board of Directors, a subsidiary of Anschutz Company had become a creditor 
of GTS in 2001. We understand that in 2001 and 2002, as part of a group of GTS bondholders, the Anschutz Company 
subsidiary also provided interim financing to GTS. In connection with the consummation of KPNQwest's acquisition of 
the GTS assets, the Anschutz Company subsidiary received a distribution of such notes with a face amount of 
approximately 37 million Euros. We understand that the allocation of notes to the Anschutz Company subsidiary was 
determined by a creditor committee for GTS which did not include any representatives of Anschutz Company, and 
neither the KPNQwest notes nor the shares referenced above, both of which are still held by Anschutz Company, have 
any current value. 

We are a party to a tax sharing agreement with the Anschutz Company with respect to federal and state income 
taxes attributable to periods prior to June 1998 and during which we were included in Anschutz Company's 
consolidated tax returns. During 2002, we incurred approximately $72,000 in legal fees and expenses in connection 
with litigation currently pending in the United States Tax Court against the Anschutz Company concerning tax 
liabilities for the 1994 through 1996 fiscal years. We have assumed responsibility for the defense of this action because 
the matters at issue relate solely to our operations and the outcome of the litigation could affect our tax liability with 
respect to subsequent tax years. 
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELA TED STOCKHOLDER MA TTERS 

Security Ownership of Certain Beneficial Owners and Management 

The following table sets forth certain information regarding the beneficial ownership of our shares of common 
stock as of September 30,2003 (except where another date is indicated) by: 

each person known by us to beneficially own more than five percent of our common stock; 

each director and nominee for director; 

each of the named executive officers listed in the Summary Compensation Table in Part 111, Item 11 
above; and 

all directors and executive officers as a group. 

Unless otherwise indicated, the business address of each person shown below is 1801 California Street, Denver, 
Colorado 80202. Information regarding former executive officers is based on the most recent information available to 
us. 

Name 

5% Owners 
Philip F. Anschutz, Director 

AXA Financial, Inc. 

FMR Corp. 

Legg Mason, Inc 

Address 

555 Seventeenth Street 
Denver, CO 80202 
1290 Avenue of the Americas 
New York, NY 10 104 
82 Devonshire Street 
Boston, MA 02 109 
100 Light Street 
Baltimore, MD 2 1202 

Directors and Executive 
Officers as of December 31, 
2002 
Richard C. Notebaert 
Linda G. Alvarado 
Craig R. Barrett 
Thomas J. Donohue 
Jordan L. Haines 
Cannon Y. Harvey 
Peter S. Hellman 
Vinod Khosla 
Frank P. Popoff 
Craig D. Slater 
W. Thomas Stephens 
Oren G. Shaffer 
Clifford S. Holtz 
Richard N.  Baer 
Annette M .  Jacobs c/o Patrick Folan 

St. John, Wallace, Brennan & Folan 
LLP 
2 15 15 Hawthorne Boulevard, 
Suite 1120 

Percent of 
Amount and Nature of Outstanding 

Beneficial Ownership(1) Shares@) 

300,428,004(3) 17.1% 

170,336,149(4) 9.7% 

166,699,433(5) 9.5% 

117,041,118(6) 6.6% 

1,450,000(7) 
57,168(8) 
80,656(9) 
1 1,024( 10) 
5,250(11) 

79,400( 12) 
58,896( 13) 

5,244( 14) 
105,415( 15) 
123,400( 16) 

18,809(17) 
500,000( 18) 
636,250( 19) 
266,500(20) 
174,156(2 1) 

* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 
* 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc= 1 &pg=&T.. . 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=2376387&num=&doc


10k Wizard: SEC Filings Page 193 of 209 

I 

~ * Less than one percent. 

Torrance, CA 90503 
Directors and executive 
officers as a group 
(1 6 persons) 
Former Executive Officers 
Joseph P. Nacchio c/o Stillman & Friedman 

425 Park Avenue 
New York, NY 10022 
565 5th Avenue, 1 Oth Floor 
New York, NY 100 17 
153 East 53rd Street 
New York, NY 10022 

Afshin Mohebbi 

Drake S. Tempest 

200 I 

304,000,172(22) 17.3% 

8,704,576(23) * 

27,458 

6.373 

(1) The number of shares beneficially owned by each entity, person, director or named executive officer is 
determined under rules of the Securities and Exchange Commission, and the information is not necessarily 
indicative of beneficial ownership for any other purpose. Under such rules, each entity or individual is 
considered the beneficial owner of any shares as to which they have the sole or shared voting power or 
investment power. Such persons are also deemed under the same rules to beneficially own any shares that they 
have the right to acquire by November 29, 2003, through the exercise of stock options or other similar rights. 
Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to file our annual 
and periodic reports under the securities laws. The amounts shown also include, where applicable, shares of 
restricted stock and shares of stock held for the account of each person pursuant to Qwest's 401(k) and 
Employee Stock Purchase Plans. Unless otherwise indicated, each person has sole investment and voting power 
(or, under applicable marital property laws, shares such powers with his or her spouse) with respect to the 
shares set forth in the table above. Figures do not include phantom equity units that we credit to accounts for 
our non-employee directors, based on their election to defer their director's fees earned in a given year. As of 
September 30, 2003, the following phantom equity units had been credited to accounts for our non-employee 
directors: (a) Ms. Alvarado, 119,042.26; (b) Mr. Barrett, 65,793.92; (c) Mr. Donohue, 73,872.39; 
(d) Mr. Haines, 114,098.51; (e) Mr. Harvey, 75,094.99; (f) Mr. Hellman, 136,875.58; (g) Mr. Khosla, 
51,912.15; (h) Mr. Popoff, 110,032.76; (i) Mr. Slater, 88,639.35; and (j) Mr. Stephens, 96,590.70. Each 
phantom equity unit represents a value equivalent to one share of our common stock. 

(2) Ownership percentage is reported based on 1,761,634,561 shares of common stock outstanding on 
September 30, 2003, plus, as to the holder thereof only and no other person, the number of shares (if any) that 
the person has the right to acquire by November 29, 2003, through the exercise of stock options or other similar 
rights. 

(3) Includes, as of September 30,2003, (a) 283,208,000 shares deemed owned by Anschutz Company, a 
corporation wholly owned by Mr. Anschutz, (b) 17,200,000 shares held by Anschutz Family Investment 
Company LLC, of which Anschutz Company is the manager and a one percent equity owner, and (c) 20,000 
shares held as custodian for Mr. Anschutz's children. Mr. Anschutz disclaims beneficial ownership of the 
20,000 shares. Of the 283,208,000 shares shown as owned by Anschutz Company, (a) 6,075,000 are subject to 
forward sale contracts pursuant to which Anschutz Company holds no investment control but could, under 
certain circumstances, reacquire voting power, and (b) 19,208,000 are owned by a trust (over which Anschutz 
Company has no voting control) created in I998 for holders of Trust Enhanced Distribution Securities 
("TrENDS"). The terms of the TrENDS Trust require that Anschutz Company either cause the trust to assign 
such shares to the TrENDS holders on November 17,2003 or provide cash to the trust to settle such obligation 
at the average closing price of the shares in the 20 trading days prior to November 17, 2003. If the TrENDS 
obligation is settled for cash, Anschutz Company would become the owner of the shares Because a cash 
settlement of the TrENDS could occur within 60 days of the date of the information presented in the table 
above, the shares in the TrENDS trust are shown as owned by Anschutz Company 
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(4) Beneficial ownership information is based on information contained in Amendment No. 1 to Schedule 13G filed 
with the SEC on February 12,2003 by AXA Financial, Inc. ("Financial") on behalf of itself and affiliated 
entities. According to the schedule, the shares are also beneficially owned by the following French affiliates of 
AXA Financial, Inc.: AXA Assurances I.A.R.D. Mutuelle; AXA Assurances Vie Mutuelle; AXA Conseil Vie 
Assurance Mutuelle; AXA Courtage Assurance Mutuelle; and AXA (collectively with Financial, the "AXA 
Group"). Of the reported shares, the AXA Group reports that it has sole voting power with respect to 
89,519,990 shares, that it shares voting power with respect to 18,907,230 shares, and that is has sole dispositive 
power with respect to 170,336,149 shares. The AXA Group reports that its shares are deemed to be beneficially 
owned by the following subsidiaries of AXA: AXA Konzem AG (Germany) (3,108 shares) and AXA 
Investment Managers Paris (France) (1 8,200 shares) and by the following subsidiaries of AXA Financial, Inc.: 
Alliance Capital Management L.P. (170,152,689 shares) and The Equitable Life Assurance Society of the 
United States (1 62,152 shares). 

(5) Beneficial ownership information is based on information contained in Amendment No. 2 to Schedule 13G filed 
with the SEC on February 14,2003 by FMR Corp. on behalf of itself and affiliated persons and entities. The 
schedule contains the following information regarding beneficial ownership of the shares: (a) Fidelity 
Management & Research Company (a wholly owned subsidiary of FMR Corp.) is the beneficial owner of 
141,927,542 shares. Edward C. Johnson 111, FMR Corp. and the Fidelity Funds each has sole power to dispose 
of the shares. Neither Edward C. Johnson 111 nor FMR Corp. has the sole power to vote or direct the voting of 
the shares owned by the Fidelity Funds; such shares are voted by the Board of Trustees for the Fidelity Funds; 
(b) Fidelity Management Trust Company (a wholly owned subsidiary of FMR Corp.) is the beneficial owner of 
10,324,968 shares. Edward C. Johnson 111 and FMR Corp. each has sole power to dispose of 10,324,968 shares, 
sole power to vote or direct the voting of 9,753,768 shares and no power to vote or direct the voting of 571,200 
shares; (c) Strategic Advisers, Inc. (a wholly owned subsidiary of FMR Corp.) is the beneficial owner of 415 
shares. It has the sole power to dispose of the shares and sole power to vote or direct the voting of the shares; 
(d) Geode Capital Management, LLC (a wholly owned subsidiary of Fidelity 

20 I 

Investors 111 Limited Partnership, some of whose limited partners and the members of whose general partner are 
shareholders and employees of FMR Corp.) is the beneficial owner of 6,008 shares; and (e) Fidelity 
International Limited (a subsidiary of FMR Corp.) is the beneficial owner of 14,440,500 shares. It has sole 
power to dispose of the shares and sole power to vote or direct the voting of the shares. 

(6) Beneficial ownership information is based on information contained in a report on Schedule 13G filed with the 
SEC on February 13,2003 by Legg Mason, Inc. ("Legg Mason") as parent holding company for the following 
subsidiaries: Bartlett & Co.; Berkshire Asset Management, Inc.; Bingham Legg Advisers, LLC; Gray, Seifert & 
Co., Inc.; Legg Mason Capital Management, Inc.; Legg Mason Focus Capital, Inc.; Legg Mason Funds 
Management, Inc.; Legg Mason Trust, fsb; and Legg Mason Wood Walker, Inc. According to the schedule, 
Legg Mason has shared voting and dispositive power over all of the indicated shares. 

(7) Includes 1,250,000 shares subject to options that are exercisable on or before November 29, 2003. 

(8) Includes 56,130 shares subject to options that are exercisable on or before November 29,2003. 

(9) Includes 56,130 shares subject to options that are exercisable on or before November 29,2003 

(1 0) lncludes 9,250 shares subject to options that are exercisable on or before November 29, 2003. 

(1 1) Includes 4,250 shares subject to options that are exercisable on or before November 29, 2003. 

(12) Includes 54,400 shares subject to options that are exercisable on or before November 29, 2003. 

( I  3) 

(14) 

Includes 56,130 shares subject to options that are exercisable on or before November 29,2003. 

Includes 4,250 shares subject to options that are exercisable on or before November 29, 2003. 
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~ 

Total 

(15) Includes: (a) 20,000 shares owned as trustee for the Frank P. Popoff Revocable Living Trust, and (b) 61,318 
shares subject to options that are exercisable on or before November 29,2003. 

(16) Includes 99,400 shares subject to options that are exercisable on or before November 29,2003. 

(17) Includes 4,250 shares subject to options that are exercisable on or before November 29,2003. 

(1 8) Includes 500,000 shares subject to options that are exercisable on or before November 29,2003. 

(19) Includes 53 1,250 shares subject to options that are exercisable on or before November 29,2003. 

(20) Includes 266,500 shares subject to options that are exercisable on or before November 29,2003. 

(21) Includes 170,750 shares subject to options that are exercisable on or before November 29,2003. 

(22) Includes 3,124,008 shares subject to options that are exercisable on or before November 29, 2003 by the 
directors and executive officers as of December 3 1,2002 as a group. 

(23) Includes (a) 3,200 shares owned by or for the benefit of Mr. Nacchio's children, (b) 90,000 shares held by the 
Nacchio Family Limited Partnership, of which Mr. Nacchio and his spouse each own a 1% general partnership 
interest and the remaining 98% is held in trust for Mr. Nacchio's children, (c) 476,025 shares held by his spouse 
and (d) 8,135,351 shares subject to options that are exercisable on or before November 29, 2003. Mr. Nacchio 
disclaims beneficial ownership of the 476,025 shares held by his spouse and the 3,200 shares owned by or for 
the benefit of his children. 
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Equity Compensation Plan Information 

We currently maintain four compensation plans under which shares of our common stock are authorized for 
issuance to employees and non-employees: our Equity Incentive Plan; our Employee Stock Purchase Plan; our 
Nonqualified Employee Stock Purchase Plan and our Equity Compensation Plan for Non-Employee Directors. Our 
Equity Incentive Plan and Employee Stock Purchase Plan have been approved by our stockholders. Our Nonqualified 
Employee Stock Purchase Plan and our Equity Compensation Plan for Non-Employee Directors, each of which is 
described in more detail below, have not been approved by our stockholders. The following table provides information 
as of December 3 1,2002 about outstanding options and shares reserved for future issuance under these plans: 

Pian Category 

Equity compensation plans 
approved by security holders 
Equity compensation plans not 
approved by security holders 

Number of  securities to 
be issued upon exercise 
of outstanding options, 

warrants and rights(]) 

112,320,486 

Weighted-average 
exercise price o f  

outstanding options, 

warrants and rights(1) 
** 

- 
$ 19.81 

Number of securities 
remaining available 

for 
future issuance under 
equity compensation 

plans 
(excluding securities 

reflected in 

column (a)) 

57,705,93 l(2) 

10,083,267(3) 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc=l &pg=&T.. . 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 196 of 209 

(1) Options issued under our Equity Incentive Plan are not currently exercisable due to our failure to file our annual 
and periodic reports under the securities laws. Includes 83,355,721 shares issuable upon the exercise of 
outstanding options originally granted under plans we assumed in connection with acquisitions, including the 
US WEST merger. The weighted average exercise price of these options is $21.47. We do not intend to grant 
any new options under these plans. 

(2) Does not include shares of our common stock that may be approved for future issuance under our Equity 
Incentive Plan at our 2003 Annual Stockholders' Meeting. Includes 57,216,076 shares available for future 
issuance under our Equity Incentive Plan and 489,855 shares available for future issuance under our Employee 
Stock Purchase Plan. 

(3) Includes 10,000,000 shares available for future issuance under our Nonqualified Employee Stock Purchase Plan 
and 83,267 shares available for future issuance under our Equity Compensation Plan for Non-Employee 
Directors. 

In 1997, our Board of Directors adopted an Equity Compensation Plan for Non-Employee Directors, under which 
directors who are not officers or employees of Qwest may receive shares of our common stock. Under the plan, eligible 
directors may elect on a quarterly basis to receive any or all of their annual and meeting fees for that quarter in shares 
of our common stock. With respect to each quarter for which an election is made, the total number of shares granted to 
the electing director equals the amount of the director's total annual and meeting fees divided by the fair market value 
of our common stock on the last business day of that quarter. Shares issued under the plan are to be issued as soon as 
practicable after the end of each quarter. 

In 2002, our Board of Directors adopted a Nonqualified Employee Stock Purchase Plan; however we have not 
commenced any offers nor issued any shares of our common stock under the plan. If used, the Nonqualified Employee 
Stock Purchase Plan will provide eligible employees of Qwest with an opportunity to purchase shares of our common 
stock. The maximum number of shares of common stock that may be purchased under the Nonqualified Employee 
Stock Purchase Plan is, in the aggregate, 10,000,000. Under the plan, offers to purchase common stock will be made on 
the first day 
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of each calendar month and last for a period of one calendar month, unless otherwise determined by the Compensation 
and Human Resources Committee of our Board of Directors. An eligible employee may participate in any offer under 
the plan by authorizing payroll deductions of up to 15% of his or her base salary and commissions paid per pay period. 
Amounts withheld will be held for the credit of the participant as part of our general funds and will not accrue interest. 
On the last day of each calendar month, the entire account balance of a participating employee will be applied to 
purchase shares of our common stock at a purchase price equal to 85% of the fair market value of the common stock on 
the last trading day of that month. In no event, however, will an employee be permitted to purchase more than 20,000 
shares of common stock through the plan in any single offer. Participants may not transfer shares of common stock 
purchased under the plan until after the last day of the sixth month following the month in which the shares were 
purchased. We have the right to terminate or amend the plan at any time. If not previously terminated by our Board of 
Directors, the plan will terminate on the date as of which participants have purchased a number of shares equal to or 
greater than the number of shares then subject to the plan 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

See "Compensation Committee Interlocks and Insider Participation" in Part 111, Item 12 above for descriptions of 
certain relationships and transactions between us and Mr. Anschutz, Anschutz Company or one or more of their 
affiliates. 

We loaned Afshin Mohebbi, a former executive officer, $600,000 under a promissory note dated May 18, 1999. 
The loan was unsecured and did not bear interest. The promissory note provided that the principal amount was to be 
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forgiven in 36 equal monthly increments beginning July 1, 1999 and ending on June 1,2002. Effective April 1, 2002, 
we loaned Mr. Mohebbi an additional $4 million, which bears interest at the rate of 5.54%, compounded semi-annually. 
Mr. Mohebbi has agreed to use a portion of the loan to pay the premium on a life insurance policy covering his life. 
The outstanding principal balance of the loan, together with any accrued and unpaid interest thereon, will be due and 
payable within 90 days following Mr. Mohebbi's death or earlier upon the occurrence of any transfer or surrender of the 
life insurance policy, any borrowing against or withdrawals of cash from the policy, any pledge of or encumbrance on 
the policy, or any reduction in the face amount of the policy that results in a distribution of cash value. Mr. Mohebbi is 
the owner of the life insurance policy. 

Joseph Nacchio has agreed to serve through June 30,2004 as a consultant to us with respect to transitional matters 
relating to our business, for which he is to receive a monthly consulting fee of $125,000 (pro-rated for partial months) 
and reimbursement of expenses. 

Vinod Khosla, one of our directors, is a general partner of Kleiner, Perkins, Caufield and Byers ("KPCB"), a 
venture capital firm. From time to time, KPCB or entities controlled by it have taken and may take positions (including 
control positions) in, and have designated and may designate persons (including Mr. Khosla) on the boards of, 
companies with which we may conduct business. 

Marilyn Carlson Nelson, one of our directors from June 2000 until her resignation in June 2002, has been 
Chairman, President and Chief Executive Officer of Carlson Companies, Inc. ("CCI") since 1998. She is also a member 
of the Board of Directors of CWT Holdings B.V., in which CCI has, through its affiliates, a 50% interest. CWT 
Holdings B.V is the parent company of Carlson Wagonlit Travel, Inc. We paid Carlson Wagonlit Travel, Inc. for travel 
agency services approximately $630,000 in 2002. We also paid the Carlson Marketing Group, Inc., a wholly owned 
subsidiary of CCI, for marketing and other services supplied by Carlson Marketing Group, Inc., and for goods or travel, 
hospitality or other services supplied by third parties, approximately $306,000 in 2002, of which we understand 
$100,000 was the approximate net revenue to the Carlson Marketing Group. During 2002, CCI and its affiliates paid us 
at prevailing market rates approximately $1.6 million for telephone and related services. 
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Since September of 2001, W. Thomas Stephens, one of our directors, has been the Deputy Chair of the Board of 
NorskeCanada (formerly Norske Skog Canada Ltd.). Pacifica Papers, Inc., which was acquired by Norske Skog 
Canada Ltd. in 2001, is a supplier of paper products to our former directories business, Qwest Dex, under a ten-year 
contract beginning in 1994. In connection with that contract, which terminates on December 3 1,2003, we paid Pacifica 
Papers approximately $17 million in 2002. Mr. Stephens is also a director of Xcel Energy Inc., a power company that 
supplies power to us in certain states. 

In addition, several of our directors are directors or executive officers of or are otherwise associated with or have 
investments in companies to which we provide telephone and related services from time to time in the ordinary course 

lTEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 

Pre-Approval Policies and Procedures 

The Audit Committee of our Board of Directors is responsible for the appointment, compensation and oversight of 
the work of our independent public accountant. Pursuant to the Audit Committee's charter, which was amended and 
restated on May 8,2003, the Audit Committee pre-approves all auditing and permissible non-auditing services 
provided by our independent auditor. The approval may be given as part of the Audit Committee's approval of the 
scope of the engagement of our independent auditor or on an individual basis. The pre-approval of non-auditing 
services may be delegated to one or more of the Audit Committee's members, but the decision must be presented to the 
full Audit Committee. Our independent auditor may not be retained to perform the non-auditing services specified in 
Section lOA(g) of the Exchange Act. 

Fees Paid to the Independent Auditor 
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As indicated in Item 9 of this Form 10-K, we engaged KPMG to be our independent auditor on May 29,2002. The 
aggregate fees billed to us for professional accounting services, including the audit of our annual financial statements 
by KPMG for the fiscal year ended December 3 1,2002 (based on fees billed to us through the date of this report) and 
by Arthur Andersen for the fiscal year ended December 3 I ,  2001, are set forth in the table below. These amounts do not 
include approximately $4,200,000 of fees billed to us by Arthur Andersen in 2002 related to non-auditing services for 
management reporting and other matters. 

2002 2001 

(Dollars in thousands) 

Audit fees 
Audit-related fees 
Tax fees 

Subtotal 
All other fees 

Total fees 

$ 28,988 $ 2,765 
4,806 1,672 

645 1,995 

For purposes of the preceding table, the professional fees are classified as follows: 

Audit Fees-These are fees for professional services performed for the audit of our and certain of our 
subsidiaries' annual financial statements and review of financial statements included in our IO-Q filings, 
services that are normally provided by our independent accountant in connection with statutory and 
regulatory filings or engagements, and services that generally only our independent accountant 
reasonably can provide, such as comfort letters, statutory audits, 
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attest services, consents and assistance with and review of documents filed with the SEC. Included in the 
2002 category for KPMG are (i) fees for the re-audit of our 2001 and 2000 financial statements and 
(ii) fees incurred for audits of the financial statements of certain of our subsidiaries performed in 
connection with acquisitions or dispositions of such subsidiaries, or in compliance with such 
subsidiaries' independent legal reporting obligations. 

Audit-Related Fees-These are fees for assurance and related services that traditionally are performed 
by our independent accountant. More specifically, these include: employee benefit plan audits; due 
diligence related to mergers, acquisitions and dispositions; internal control reviews; attestation services 
that are not required by statute or regulation; and consultation concerning financial accounting and 
reporting standards. 

Tax Fees-These are fees for all professional services performed by professional staff in our 
independent accountant's tax division except those services related to the audit of our financial 
statements. These include fees for tax compliance, tax planning and tax advice. Tax compliance involves 
preparation of original and amended tax returns, refund claims and tax payment services. Tax planning 
and tax advice encompass a diverse range of subjects, including assistance with tax audits and appeals, 
tax advice related to mergers, acquisitions and dispositions, and requests for rulings or technical advice 
from taxing authorities. 

All Other Fees (2002 KPMG)-These are fees for other permissible work performed that do not meet 
the above category descriptions, including assistance with the internal audit department's company-wide 
risk assessment. 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763 87&num=&doc= 1 &pg=&T.. . 4/13/2004 

http://ccbn.tenkwizard.com/print.php?repo=tenk&ipage=23763


10k Wizard: SEC Filings Page 199 of 209 

All Other Fees (2001 Arthur AndersenbThese are fees for other permissible work performed that do 
not meet the above category descriptions, including consulting services for litigation, information 
technology, management reporting and other matters. Certain of these fees related to non-auditing 
services that are no longer permissible as specified in Section 10A(g) of the Exchange Act. KPMG does 
not perform these types of non-auditing services for the Company. 

SEC rules effective as of May 6,2003 require our Audit Committee to pre-approve all auditing and permissible 
non-auditing services provided by our independent auditor (with certain limited exceptions). Since the effective date of 
these rules, all of the services performed by KPMG described above under the captions "Audit-Related Fees," "Tax 
Fees" and "All Other Fees" were approved in advance by our Audit Committee. 
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PART IV 

ITEM 15. EXHIBITS, FINANCIAL STATEMENTSCHEDULES, AND REPORTS ON FORM 8-K 

(a) Documents filed as part of this report: 

(1) Independent Auditors' Report 

Financial Statements covered by the Report of Independent Public 
Accountants: 

Consolidated Statements of Operations for the years ended 
December 3 1,2002,2001 and 2000 

Consolidated Balance Sheets as of December 31,2002,2001 and 
2000 

Consolidated Statements of Cash Flows for the years ended 
December 31,2002,2001 and 2000 

Consolidated Statements of Stockholders' (Deficit) Equity for the 
years ended December 3 1,2002,200 1 and 2000 

Notes to the Consolidated Financial Statements for the years ended 
December 3 1,2002,200 1 and 2000 

Page 

84 

85 

86 

87 

88 

89 

(b) Reports on Form 8-K: 

We filed the following reports on Form 8-K during the fourth quarter of 2002 

(1) On October 29, 2002, we filed a report on Form 8-K to update the status of certain accounting 
matters. 

(2) On October 30, 2002, we filed a report on Form 8-K regarding our results of operations for the 
third quarter of 2002. Included as exhibits to the Form 8-K were the following financial 
statements: condensed consolidated statements of operations for the three and nine months ended 
September 30,2002 and 2001-as reported and as normalized; condensed consolidated balance 
sheets as of September 30,2002 and December 31,2001; condensed consolidated statements of 
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cash flows for the nine months ended September 30, 2002 and 2001; and certain selected 
consolidated financial data. 

(3) On November 14, 2002, we filed a report on Form 8-K containing certain financial disclosure 
including discussions about the expected restatement of our results, results of operations for the 
three and nine months ended September 30,2002, liquidity and capital resources, an update on 
the status of our impairment charges, certain commitments and contingencies and an update on 
regulatory matters. Included as exhibits to the Form 8-K were the following financial statements: 
condensed consolidated statements of operations for the three and nine months ended 
September 30,2002 and 2001; condensed consolidated balance sheets as of September 30,2002 
and December 31,2001; and condensed consolidated statements of cash flows for the nine 
months ended September 30,2002 and 2001. 

(4) On November 15,2002, we filed a report on Form 8-K to announce the completion of the first 
phase of the sale of the directory publishing business of our subsidiary, Qwest Dex. We also 
announced that a portion of the sale proceeds were made available to our subsidiary, Qwest 
Services Corporation ("QSC"), to pay $1.35 billion in outstanding loans 
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(5) 

under its Amended and Restated Credit Agreement dated as of August 30,2002, reducing the 
lending commitments under such revolving credit facility to $2.0 billion. 

On November 19,2002, we filed a report on Form 8-K/A to amend the Form 8-K previously 
filed on November 15,2002. 

On November 20,2002, we filed a report on Form 8-K to announce the commencement of a 
private offer to exchange $12,902,653,000 aggregate principal amount of outstanding debt 
securities of our subsidiary, Qwest Capital Funding, Inc. ("QCF"), in a private placement for new 
debt securities. 

On November 26,2002, we filed a report on Form 8-K to announce an agreement with a 
majority of the lenders in our $2.0 billion syndicated credit facility to amend the agreement 
governing the facility. 

On December 6,2002, we filed a report on Form 8-K to announce that in connection with our 
previously announced private offer to exchange outstanding debt securities of QCF in a private 
placement for new debt securities, a complaint had been filed in the United States District Court 
for the Southern District of New York against us, QCF and QSC and certain named individual 
defendants. 

On December 23,2002, we filed a report on Form 8-K to announce the voluntary dismissal of 
the complaint filed by certain QCF noteholders in connection with our $12.9 billion debt 
exchange offer and to announce the successful results of our offer to exchange $12.9 billion 
aggregate principal amount of outstanding debt securities of QCF in a private placement for new 
debt securities. 

(c) Exhibits required by Item 601 of Regulation S-K: 

Exhibits identified in parentheses below are on file with the SEC and are incorporated herein by 
reference. All other exhibits are provided as part of this electronic submission 

Exhibit 

Number Description 
em,--* L 

(2.1) Separation Agreement, dated June 5, 1998, between U S 
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WEST, Inc. (renamed "MediaOne Group, Inc.") ("Mediaone 
Group") and USW-C, Inc (renamed U S WEST, Inc.) ("U S 
WEST") (incorporated by reference to U S WEST's Current 
Report on Form 8-WA dated June 26, 1998, File No. 1-14087). 

Amendment to the Separation Agreement between MediaOne 
Group and U S WEST dated June 12, 1998 (incorporated by 
reference to U S WEST's Annual Report on Form 1 0-WA for the 
year ended December 31, 1998, File No. 1-14087). 

Amended and Restated Certificate of Incorporation of Qwest 
(incorporated by reference to Qwest's Registration Statement on 
Form S-4/A, filed September 17, 1999, File No. 333-81 149). 

Amended and Restated Bylaws of Qwest, adopted as of July 1, 
2002. 

Indenture, dated as of October 15, 1997, with Bankers Trust 
Company (including form of Qwest's 9.47% Senior Discount 
Notes due 2007 and 9.47% Series B Senior Discount Notes due 
2007 as an exhibit thereto)(incorporated by reference to 
exhibit 4.1 of Qwest's Form S-4 as declared effective on 
January 5,  1998, File No. 333-42847). 
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(4.2)* * 

(4.3)** 

(4.4) 

(4.5) 

(4.6) 

Indenture, dated as of August 28, 1997, with Bankers Trust 
Company (including form of Qwest's 107/8% Series B Senior 
Discount Notes due 2007 as an exhibit thereto). 

Indenture, dated as of January 29, 1998, with Bankers Trust 
Company (including form of Qwest's 8.29% Senior Discount 
Notes due 2008 and 8.29% Series B Senior Discount Notes due 
2008 as an exhibit thereto). 

Indenture, dated as of November 4, 1998, with Bankers Trust 
Company (including form of Qwest's 7.50% Senior Discount 
Notes due 2008 and 7.50% Series B Senior Discount Notes due 
2008 as an exhibit thereto) (incorporated by reference to Qwest's 
Registration Statement on Form S-4, filed February 2, 1999, File 
NO. 333-71603). 

Indenture, dated as of November 27, 1998, with Bankers Trust 
Company (including form of Qwest's 7.25% Senior Discount 
Notes due 2008 and 7.25% Series B Senior Discount Notes due 
2008 as an exhibit thereto) (incorporated by reference to Qwest's 
Registration Statement on Form S-4, filed February 2, 1999, File 
NO. 333-71603). 

Indenture, dated as of June 23, 1997, between LCI 
International, Inc. and First Trust National Association, as trustee, 
providing for the issuance of Senior Debt Securities, including 
Resolutions of the Pricing Committee of the Board of Directors 
establishing the terms of the 7.25% Senior Notes due June 15, 
2007 (incorporated by reference to LCI's Current Report on 
Form 8-K, dated June 23, 1997). 
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(4.7) 

(4.8) 

(4.9) 

(4.10) 

(4.1 1) 

(4.12) 

(10.1) 

(1  0.2) 

(1 0.3) 

Indenture, dated as of June 29, 1998, by and among U S WEST 
Capital Funding, Inc., U S WEST, Inc., and The First National 
Bank of Chicago (now known as Bank One Trust Company, 
National Association), as Trustee (incorporated by reference to 
U S WEST’S Current Report on Form 8-K, dated November 18, 
1998, File No. 1- 14087). 

First Supplemental Indenture, dated as of June 30,2000, by and 
among U S WEST Capital Funding, Inc., U S WEST, Inc., Qwest 
Communications International Inc., and Bank One Trust 
Company, as Trustee (incorporated by reference to Qwest’s 
Quarterly Report on Form 10-Q for the quarter ended June 30, 
2000). 

First Supplemental Indenture, dated as of February 16,2001, to 
the Indenture, dated as of January 29, 1998, with Bankers Trust 
Company (including form of Qwest’s 8.29% Senior Discount 
Notes due 2008 and 8.29% Series B Senior Discount Notes due 
2008 as an exhibit thereto) (incorporated by reference to Qwest‘s 
Quarterly Report on Form 10-Q for the quarter ended March 3 1, 
2001). 

First Supplemental Indenture, dated as of February 16, 200 1, to 
the Indenture, dated as of October 15, 1997, with Bankers Trust 
Company (including form of Qwest‘s 9.47% Senior Discount 
Notes due 2007 and 9.47% Series B Senior Discount Notes due 
2007 as an exhibit thereto) (incorporated by reference to Qwest’s 
Quarterly Report on Form 10-Q for the quarter ended March 3 1, 
2001). 
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First Supplemental Indenture, dated as of February 16, 2001, to 
the Indenture, dated as of August 28, 1997, with Bankers Trust 
Company (including form of Qwest’s 107/8% Series B Senior 
Discount Notes due 2007 as an exhibit thereto) (incorporated by 
reference to Qwest’s Quarterly Report on Form 10-Q for the 
quarter ended March 3 1,200 1). 

Indenture, dated as of December 26,2002, between Qwest, Qwest 
Services Corporation, Qwest Capital Funding, Inc. and Bank One 
Trust Company, N.A., as Trustee (incorporated by reference to 
Qwest’s Current Report on Form 8-K filed on January 10,2003, 
File No. 1- 15577). 

Growth Share Plan, as amended, effective October 1, 1996 
(incorporated by reference to Qwest’s Form S-1 as declared 
effective on June 23, 1997, File No. 333-25391).* 

Equity Incentive Plan, as amended (incorporated by reference 
from Qwest‘s 2000 Proxy Statement for the Annual Meeting of 
Stockholders). * 

Employee Stock Purchase Plan (incorporated by reference to 
Qwest’s 2001 Proxy Statement for the Annual Meeting of 
Stockholders).* 
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10.4 Nonqualified Employee Stock Purchase Plan.* 

(10.5) Deferred Compensation Plan (incorporated by reference to 
Qwest's Annual Report on Form 10-K for the year ended 
December 3 1, 1998).* 

(10.6)** Equity Compensation Plan for Non-Employee Directors.* 

(1 0.7) Deferred Compensation Plan for Nonemployee Directors 
(incorporated by reference to Qwest's Annual Report on Form 10- 
K for the year ended December 3 1,2000).* 

(1 0.8) 40 1 -K Plan (incorporated by reference to Qwest's Annual Report 
on Form 10-K for the year ended December 31, 1998).* 

(1 0.9) Registration Rights Agreement, dated as of April 18, 1999, with 
Anschutz Company and Anschutz Family Investment Company 
LLC (incorporated by reference to Qwest's Current Report on 
Form 8-K/A, filed April 28, 1999). 

(1 0.10) Common Stock Purchase Agreement, dated as of April 19, 1999, 
with BellSouth Enterprises, Inc. (incorporated by reference to 
Qwest's Current Report on Form 8-WA, filed April 28, 1999). 

(1 0.1 1) Securities Purchase Agreement, dated January 16,200 1, with 
BellSouth Corporation (incorporated by reference to Qwest's 
Annual Report on Form 10-K for the year ended December 3 1, 
2000). 

(1 0.12) Employee Matters Agreement between MediaOne Group and U S 
WEST, dated June 5, 1998 (incorporated by reference to U S 
WEST's Current Report on Form 8-WA, dated June 26, 1998, 
File No. 1-14087). 

(1 0.13) Tax Sharing Agreement between MediaOne Group and U S 
WEST, dated June 5, 1998 (incorporated by reference to U S 
WEST's Current Report on Form 8-WA, dated June 26, 1998, 
File No. 1-14087). 
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(10.14) Purchase Agreement, dated July 3,2000, among Qwest, Qwest 
Capital Funding, Inc. and Salomon Smith Barney Inc. 
(incorporated by reference to Qwest's Quarterly Report on 
Form 10-Q for the quarter ended June 30,2000). 

(10.1 5 )  Purchase Agreement, dated August 16,2000, among Qwest, 
Qwest Capital Funding, Inc., Salomon Smith Barney Inc. and 
Lehman Brothers Inc., as Representatives of the several initial 
purchasers listed therein (incorporated by reference to Qwest's 
Quarterly Report on Form 10-Q for the quarter ended 
September 30,2000). 

(1 0.16) Purchase Agreement, dated February 7, 200 1, among Qwest, 
Qwest Capital Funding, Inc., Banc of America Securities LLC 
and Chase Securities Inc. as Representatives of the several initial 
purchasers listed therein (incorporated by reference to Qwest's 
Annual Report on Form 10-K for the year ended December 3 1 ,  
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(10.17) 

( 1 0.1 8) 

( 1 0.1 9) 

(1 0.20) 

(10.21 

(10.22) 

(1 0.23) 
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2000). 

Purchase Agreement, dated July 25,2001, among Qwest, Qwest 
Capital Funding, Inc., Lehman Brothers Inc. and Merrill Lynch & 
Co., Inc., as Representatives of the several initial purchasers listed 
therein (incorporated by reference to Qwest's Quarterly Report on 
Form 10-Q for the quarter ended June 30,2001). 

Registration Rights Agreement, dated July 30,2001, among 
Qwest, Qwest Capital Funding, Inc., Lehman Brothers Inc. and 
Merrill Lynch & Co., Inc., as Representatives of the several initial 
purchasers listed therein (incorporated by reference to Qwest's 
Quarterly Report on Form 10-Q for the quarter ended June 30, 
2001). 

Registration Rights Agreement, dated as of December 26,2002, 
among Qwest, Qwest Services Corporation, Qwest Capital 
Funding, Inc. and Bank One Trust Company, N.A., as Trustee 
(incorporated by reference to Qwest's Current Report on Form 8- 
K, dated January 10,2003, File No. 1-15577). 

Purchase Agreement, dated as of August 19,2002, between 
Qwest, Qwest Service Corporation, Qwest Dex, Inc., Qwest Dex 
Holdings, Inc. and Dex Holdings LLC (incorporated by reference 
to Qwest's Current Report on Form 8-K, dated August 22,2002, 
File No. 1-15577). 

Purchase Agreement, dated as of August 19,2002, between 
Qwest, Qwest Service Corporation, Qwest Dex, Inc., Qwest Dex 
Holdings, Inc. and Dex Holdings LLC (incorporated by reference 
to Qwest's Current Report on Form 8-K, dated August 22,2002, 
File No. 1-15577). 

Second Amended and Restated Credit Agreement, dated as of 
August 30,2002, by and among Qwest, Qwest Services 
Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the 
Banks listed therein and Bank of America, N.A., as Agent 
(incorporated by reference to Qwest's Current Report on Form 8- 
K, dated September 5,2002, File No. 1-15577). 

Term Loan Agreement, dated as of August 30,2002, by and 
among Qwest Services Corporation, Qwest Dex Holdings, Inc., 
Qwest Dex, Inc., the Lenders listed therein and Bank of America, 
N.A., as Agent (incorporated by reference to Qwest's Current 
Report on Form 8-K, dated September 5,2002, File No. 1- 
15577). 

21 1 

(1 0.24) Security and Pledge Agreement, dated as of August 30,2002, by 
and among Qwest Services Corporation, Qwest Dex 
Holdings, Inc., Qwest Dex, Inc. and Bank of America, N.A., as 
Agent (incorporated by reference to Qwest's Current Report on 
Form 8-K, dated September 5, 2002, File No. 1-15577). 

(10.25 Amendment No. 1 ,  dated as of November 6,2002, to Second 
Amended and Restated Credit Agreement dated as of August 30, 
2002, by and among Qwest, Qwest Services Corporation, Qwest 
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Dex Holdings, Inc., Qwest Dex, Inc., the Banks listed therein and 
Bank of America, N.A., as Agent (incorporated by reference to 
Qwest's Current Report on Form 8-K, dated November 26,2002, 
File No. 1-15577). 

(10.26) Term Loan Agreement, dated as of June 9,2003, by and among 
Qwest Corporation, the Lenders listed therein, and Merrill 
Lynch & Co., Merrill Lynch, Pierce, Fenner & Smith 
Incorporated, as sole book-runner, joint lead arranger and 
syndication agent, and Credit Suisse First Boston, acting through 
its Cayman Islands branch as joint lead arranger and 
administrative agent, and Deutsche Bank Trust Company 
Americas, as documentation agent and Deutsche Bank 
Securities, Inc. as arranger. (incorporated by reference to Qwest's 
Current Report on Form 8-K, dated June 10,2003, File No. 1- 
15577). 

(1 0.27) Amended and Restated Employment Agreement, dated January 1, 
2002, by and between Qwest Services Corporation and Afshin 
Mohebbi (incorporated by reference to Qwest's Annual Report on 
Form 10-K for the year ended December 3 1,200 1).* 

10.28 Promissory Note, dated March 18,2002, payable by Afshin 
Mohebbi to Qwest Communications International Inc. 

(10.29) Employment Agreement, dated October 24,2001, by and between 
Qwest and Joseph P. Nacchio (incorporated by reference to 
Qwest's Annual Report on Form 10-K for the year ended 
December 31,2001).* 

10.30 Resignation and Consulting Agreement, dated June 16,2002, by 
and between Qwest and Joseph P. Nacchio* 

(10.3 1) Letter Agreement, dated October 6, 1998, by and between Qwest 
and Drake Tempest (incorporated by reference to Qwest's Annual 
Report on Form 10-K for the year ended December 3 1,2000).* 

10.32 Letter Agreement, dated October 31, 2001, by and between 
Qwest and Drake Tempest.* 

10.33 Severance Agreement and General Release, dated November 14, 
2002, by and between Drake S. Tempest and Qwest Services 
Corporation. * 

10.34 Separation Date Release Agreement, dated December 6, 2002, by 
and between Drake S. Tempest and Qwest Services Corporation. 

10.35 Employment Agreement, dated May 14,2003, by and between 
Richard C. Notebaert and Qwest Services Corporation.* 

10.36 Employment Agreement, dated May 14,2003, by and between 
Oren G .  Shaffer and Qwest Services Corporation.* 
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10.37 Retention Agreement, dated May 8, 2002, by and between Qwest 
and Richard N.  Baer.* 



10k Wizard: SEC Filings Page 206 of 209 

10.38 

10.39 

10.40 

10.4 1 

0.42 

0.43 

12 

(16) 

21 

24 

31.1 

31.2 

32 

Severance Agreement, dated July 21,2003, by and between 
Qwest and Richard N. Baer.* 

Severance Agreement, dated July 2 1,2003, by and between 
Qwest and Clifford S. Holtz.* 

Letter Agreement, dated April 19,2001, by and between Qwest 
and Annette M. Jacobs.* 

Severance Agreement and General Release, dated September 17, 
2003, by and between Qwest and Annette M. Jacobs.* 

Letter Agreement, dated August 20,2003, by and between Qwest 
and Paula Kruger." 

Severance Agreement, dated September 8,2003, by and between 
Qwest and Paula Kruger.* 

Calculation of Ratio of Earnings to Fixed Charges. 

Letter from Arthur Andersen LLP to the Securities and Exchange 
Commission dated June 1 1,2002 (incorporated by reference to 
Qwest's Current Report on Form 8-WA, filed June 11,2002, File 
NO. 1-15577). 

Subsidiaries of Qwest. 

Power of Attorney. 

Chief Executive Officer Certification 

Chief Financial Officer Certification. 

Certification pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

( ) Previously filed. 

* Executive Compensation Plans and Arrangements. 

Incorporated by reference in Qwest's Form 1 0-K for the year ended December 3 1, 1997. * * 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Denver, State 
of Colorado, on October 16,2003. 

QWEST COMMUNICATIONS INTERNATIONAL INC., 
A DELAWARE CORPORATION 

By: / s i  OREN C. SHAFFER 
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Oren G. Shaffer 
Vice Chairman and Chief Financial OfJicer 

(Principal Financial and Accounting Oficer) 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities indicated on the 16th day of October, 2003. 

Signature Titles 

Director, Chairman and Chief Executive Officer 
(Principal Executive Officer) 

/s/ RICHARD C. NOTEBAERT 

Richard C. Notebaert 

/s/ OREN G. SHAFFER 

Oren G. Shaffer 

* 

Philip F. Anschutz 

* 

Linda G. Alvarado 

* 

Craig R. Barrett 

* 

Thomas J. Donohue 

* 

Jordan L. Haines 

Cannon Y. Harvey 

Vice Chairman and Chief Financial Officer 
(Principal Financial and Accounting Officer) 

Director 

Director 

Director 

Director 

Director 

Director 
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* 

Peter S. Hellman 

* 

Vinod Khosla 

* 

Director 

Director 
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Frank P. Popoff 

* 

Craig D. Slater 

* 

W. Thomas Stephens 

NOTEBAERT 
*By: Is1 RICHARDC. 

Richard C. Notebaert 
As Attorney-In-Fact 
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Director 

Director 

Director 
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Independent Auditors' Report 

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

Under date of October 8,2003, we reported on the consolidated balance sheets of Qwest Communications International 
Inc. and subsidiaries as of December 3 1,2002,2001, and 2000, and the related consolidated statements of operations, 
stockholders' (deficit) equity, and cash flows for each of the years then ended, as contained in the annual report on the 
2002 Form 10-K. In connection with our audits of the aforementioned consolidated financial statements, we also 
audited the related accompanying consolidated financial statement schedule, Schedule 11-Valuation and Qualifying 
Accounts. This financial statement schedule is the responsibility of the Company's management. Our responsibility is 
to express an opinion on this financial statement schedule based on our audits. 

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial 
statements taken as a whole, presents fairly, in all material respects, the information set forth therein. 

As discussed in Notes 3 and 4 to the consolidated financial statements, the Company has restated its consolidated 
balance sheets as of December 3 1,200 1 and 2000, and the related consolidated statements of operations, 
stockholders' (deficit) equity, and cash flows for each of the years then ended, which consolidated financial statements 
were previously audited by other independent auditors who have ceased operations. 

Is1 KPMG LLP 

Denver, Colorado 
October 8,2003 

s- 1 

QWEST COMMUNICATIONS INTERNATIONAL INC. 

(DOLLARS IN MILLIONS) 
SCHEDULE 11-VALUATION AND QUALIFYING ACCOUNTS 

Balance at Balance at 
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Allowance for uncollectibles: 
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beginning Merger Charged to end of 

of period(1) adjustment(2) expense Deductions period 

$ 402 - 51 1 553 $ 360 
305 - 61 5 518 402 

88 69 388 240 305 

2002 
200 1 
2000 

(1) January 1,2000 balance is unaudited 

(2) The Merger adjustment represents pre-Merger Qwest's allowance for uncollectibles at the time of the Merger 
(June 30,2000). 

s-2 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 
SECURITIES EXCHANGE ACT OF 1934 
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Or 
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Securities registered pursuant to Section 12(b) of the Act: 

Title of Each Class Name of Each Exchange on Which Registered 
__I v " , s r w / % % \ ~ / ~  

Qwest Common Stock 
($0.0 1 per share, par value) 

New York Stock Exchange 

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

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of 
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was 
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes El No 0. 

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

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

On January 3 1 ,  2004, 1,771,80 1,427 shares of Qwest common stock were outstanding. The aggregate market 
value of the Qwest voting stock held by non-affiliates as of June 30,2003 was approximately $4.8 billion. 

DOCUMENTS INCORPORATED BY REFERENCE 

Information required by Part I11 (Items 10, 1 1, 12, 13 and 14) is incorporated by reference to portions of Qwest's 
definitive proxy statement for its 2004 Annual Meeting of Stockholders, which will be filed with the Securities and 
Exchange Commission within 120 days of December 31,2003. 

Item 

1 .  
2. 
3. 
4. 

5 .  
6 .  
7. 

7A. 
8. 
9. 

9A. 

10. 
1 1 .  
12. 
13. 

TABLE OF CONTENTS 

Business 
Properties 
Legal Proceedings 
Subiii ission of Matters to a Vote of Security 

Description 

PART I 

lolders 
PART I 1  

Market for Registrant's Common Equity and Related Stockholder Matters 
Selected Financial Data 
Management's Discussion and Analysis of Financial Condition and Results of Operations 
Quantitative and Qualitative Disclosures About Market Risk 
Consolidated Financial Statements and Supplementary Data 
Changes in and Disagreements with Accountants on Accounting and Financial Disclosure 
Controls and Procedures 

Directors and Executive Officers of the Registrant 
Executive Compensation 
Sectrrit4 Ch riership of Certain Beneficial O\ni ixrs and Manageiiient and Relatccl Stockholder Matters 
Certain Relationships and Related Transactions 

PART I11 
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PART i V  

2 
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Unless the context requires otherwise, references in this report to "@vest," "we, " "us" and "our" refer to @est 
Communications International Inc. and its consolidated subsidiaries. 

PART I 

ITEM 1. BUSINESS 

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

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

For a discussion of certain risks applicable to our business, financial condition and results of operations, including 
risks associated with our outstanding legal matters, see the risk factors described in "Special Note Regarding Fonvard- 
Looking Statements" in Part 11, Item 7 below. 

Recent Developments 

As we have previously disclosed, we have engaged in preliminary discussions for purposes of resolving certain of 
the investigations and securities matters to which we are subject. These matters are described in detail in Item 3-Legal 
Proceedings. We most recently engaged in these preliminary discussions after we announced our 2003 financial results 
on February 19,2004. These most recent discussions and further analysis have led us to conclude that a reserve should 
be provided. Accordingly, we have recorded a reserve in our consolidated financial statements for the estimated 
minimum liability associated with these matters. However, the ultimate outcomes of these matters are still uncertain 
and there is a significant possibility that the amount of loss we ultimately incur could be substantially more than the 
reserve we have provided. At this time, we believe that it is probable that all but $100 million ofthe recorded reserve 
will be recoverable out of a portion of the insurance proceeds, but the use and allocation of these proceeds has yet to be 
resolved between us and individual insureds. See Item 3-Legal Proceedings-Matters Resolved in the Fourth Quarter 
of 2003 and Note 1 0-Other Financial Information in Item 8 of this report. 

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



10k Wizard: SEC Filings Page 4 of 147 

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

3 

Operations 

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

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

Wireline Services 

We offer a wide variety of wireline products and services in a variety of categories that help people and businesses 
communicate. Our w ireline products and services are offered through our telecommunications network, which consists 
of both our traditional telephone network and our fiber optic broadband network. The traditional telephone network is 
defined as all equipment used in processing telecommunications transactions within our local service area and forms a 
portion of the public switched telephone network, or PSTN. The PSTN refers to the worldwide voice telephone 
network that is accessible to every person with a telephone and a dial tone. Our traditional telephone network is made 
up of both copper cables and fiber optic broadband cables and serves approximately 16.2 million access lines. Access 
lines are telephone lines reaching from a central office to customers' premises. 

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

Wireline Products and Services 

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

Local voice services-consumer, business and wholesale. 
originate and terminate local voice services within local exchange service territories as defined by the state Public 
Utility Commissions, or PUCs. These local voice services include: 

Through our traditional telephone network, we 

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

switching services for customers' internal communications through facilities that we own; 
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various custom calling features such as Caller ID, Call Waiting, Call Return and 3-Way Calling: 

enhanced voice services, such as voice mail; 

operator services, including directory assistance; 

public telephone service; 

voice customer premises equipment, or CPE; and 

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

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

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

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

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

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

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

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

For the years ended December 3 1,2003,2002 and 2001, revenue from voice services (i.e. local voice services, 
long-distance voice services and access services) accounted for approximately 69%, 7 1 YO and 72%, respectively, of our 
total revenue from continuing operations. 

Duta und Internet serviLes-consurner, busrnesb and wholesale We offer a broad range of products and 
professional services to enable our customers to transport voice, data and video 
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telecommunications at speeds ranging from 14.4 kilobits per second to 10 gigabits per second. Our customers use these 
products and services in a variety of ways. Our business customers use them to facilitate internal and external data 
transmissions, such as transferring files from one location to another. Our consumer customers use them to access 
email and the Internet under a variety of connection speeds and pricing packages. We provide our data and Internet 
services in our local service area, nationally and internationally. 

Some of our data and Internet services are described below. 

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

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

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

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

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

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

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

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

Web hosting, which provides data center services. In its most basic form, web hosting includes space, 
power and bandwidth. We also offer a variety of server and application management and professional 
web design services. We currently operate ten web hosting centers, or CyberCentersSM; and 

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

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

For the years ended December 31,2003,2002 and 2001, revenue from data and Internet services accounted for 
approximately 2790, 25% and 24%, respectively, of our total revenue from continuing operations. 
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Distribution Channels 

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

Wireline Services Revenue 

For the years ended December 3 1,2003,2002 and 2001, revenue from wireline services accounted for 
approximately 96%, 95% and 96%, respectively, of our total revenue from continuing operations. 

Wireless Services 

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

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

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

Other Services 

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

Directory Publishing 

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

For the years ended December 3 I ,  2003, 2002 and 2001, revenue from directory publishing was included in 
income from discontinued operations. For additional information see Note 6-Assets Held for Sale including 
Discontinued Operations to our consolidated financial statements in Item 8 of this report. 

7 
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Customer Service Initiatives 

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

Importance, Duration and Effect of Patents, Trademarks and Copyrights 

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

Competition 

Wireline Services 

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

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

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

Our competitors, mainly CLECs and CLEC/IXC combinations, have accelerated their use of unbundled network 
element-platforms, or UNE-P. This service, which we are required to provide at wholesale rates as a matter of current 
federal and state laws and regulations, allows our competitors to purchase all of the elements they need to provide 
competitive local services to our customers. Bell Operating Companies, or BOCs such as Qwest Communications, are 
required to make their network elements available to the competitors, which allows CLECs and CLEC/IXC 
combinations an alternative to building their own telecommunications facilities. Consequently, we believe these 
competitors are able to provide local service at a cost advantage, allowing them to gain market share. Meanwhile, the 
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obligation to provide UNEs reduces our revenue and margin We believe the offering of UNE services will continue to 
cause downward pressure on our margins and result in incremental retail access line losses. 

h tt p : //c c b n t c I? k \\ i 7 a r-d . c o ~n/p  I- i 11 t . p h p?re po- t e n k & i page= 2 6 62 2 94 LQ nu m = d oc = 1 c9( p g= cgi T . . . 4/6/2 0 0 4 



10k Wizard: SEC Filings Page 9 of 147 

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

Competition in the long-distance consumer market is based primarily on price, customer service, quality and 
reliability. We are the market share leader in providing IntraLATA long-distance service within our local service area, 
but face increasing competition from national carriers, which have substantial financial and technical resources. 
Competition in the business market is based on similar factors, as well as the ability to offer a ubiquitous solution 
nationwide . 

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

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

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

Outside of our local service area, our investment in improving the reach and quality of our network has helped our 
competitive position. With regards to our hosting business, while many of our 

9 

competitors, such as Global Crossing Ltd. and Sprint, have abandoned or largely reduced their hosting businesses, 
competition remains high due to over-capacity from large providers such as Cable & Wireless PLC. 

Wireless Services 

The market for wireless services within our local service area remains highly competitive. We compete with 
AT&T Wireless Services, Inc., Verizon Communications lnc., 7'-Mobile International, Cingular Wireless LLC, Sprint 
and Nextel Communications, among others. Although we expect our competitive position to improve through offering 
Sprint's nationwide wireless service under our brand name to customers in our local service area, we continue to face 
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heavy competition from national, and some regional, wireless carriers. Competition may increase as additional 
spectrum is made available within our local service area, both to new competitors and to current wireless providers who 
may acquire additional spectrum in order to increase their coverage areas and service quality. Competition in the 
wireless market is based primarily on price, coverage area, services, features, handsets, technical quality and customer 
service. Our future competitive position will depend on our ability to successfully integrate Sprint services into our 
branded service offerings and our ability to offer new features and services in packages that meet our customers' needs. 

Regulation 

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

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

Interconnection 

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

In May 2002, the D.C. Circuit Court of Appeals issued an order on the FCC's rules that determined the UNEs are 
required to be made available to competitors. The court reversed the FCC, finding that the agency had not given 
adequate consideration to or properly applied the "necessary and impair" standard of the Telecommunications Act. The 
court also ruled that the FCC impermissibly 

10 

failed to take into account the relevance of competition by other types of service providers, including cable and satellite 
companies. Finally, the court overturned a separate order of the FCC that had authorized "line sharing" where a CLEC 
purchases only a portion of the copper line connecting the end-user. This enables the CLEC to provide high-speed 
broadband services utilizing DSL technology. The D. C. Circuit stayed its order vacating the FCC's rules to permit the 
FCC to complete an ongoing rulemaking to determine what elements should be unbundled. 

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

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

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

11  

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

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

Access Pricing 

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

On May 3 I ,  2000, the FCC adopted the access reform and universal service plan developed by the Coalition for 
Affordable Local and Long-Distance Service, or CALLS. The adoption of the CALLS proposal resolved a number of 
outstanding issues before the FCC. The CALLS plan has a five-year life and provides for the following: (i) elimination 
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of the residential pre-subscribed IXC charge; (ii) increases in subscriber line charges; (iii) reductions in switched access 
usage rates; (iv) the removal of certain implicit universal service support from access charges and direct recovery from 
end-users; and (v) commitments from participating IXCs to pass through access charge reductions to end-users. We 
have opted into the five-year CALLS plan. 

Advanced Telecommunications Services 

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

Intercarrier Compensation 

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

On April 27,200 1 ,  the FCC issued an Order with regard to intercarrier compensation for ISP-bound traffic. The 
Order required carriers serving 1SP-bound traffic to reduce reciprocal compensation rates over a 36-month period 
beginning with an initial reduction to $0.0015 per minute of use and ending with a rate of $0.0007 per minute of use. In 
addition, a cap was placed on the number of minutes of use on which the terminating carrier may charge such rates. 
This reduction lowered costs that we paid CLECs for delivering such traffic to other carriers, but has not had, and is not 
likely to have, a material effect on our results of operations. 

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

Wireless Local Number Portability 

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

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

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

Voice Over Internet Protocol 

On December 1,2003, the FCC conducted a public forum hearing to  gather information concerning 
advancements, innovations, and regulatory issues related to VoIP services. Chairman Powell of the FCC has announced 
an intention to make VoIP a higher priority on the FCC's agenda in the next year. Furthermore, on February 12,2004, 
the FCC issued a press release announcing that it would shortly institute a formal rulemaking proceeding addressing 
many issues related to VolP. This rulemaking will likely raise issues that overlap, to a degree, with the rulemaking 
concerning ILEC Broadband Telecommunications Services and the Intercarrier Compensation proceeding. There are a 
number of issues that have been presented to the FCC that concern VoIP and that could affect our business. One is 
whether VoIP, and/or other forms of VoIP, should be subject to ordinary intercarrier compensation requirements and 
other federal or state requirements such as those that impose a fee to support "universal service" and support the 
extension of telecommunications and Internet facilities to rural areas and to public schools and facilities in inner cities. 
Another issue is whether VoIP providers should have any exemption or immunity from either federal or state regulation 
and, if so, what should be the parameters of this exemption or immunity. We are following these developments closely, 
as our network is capable of VoIP transport and similarly can be used to cany combinations of voice and 
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other forms of data in an IP-addressed packet format. We are committed to development of VoIP for our customers, 
and our VoIP offerings are likely to grow as the technology matures and the regulatory situation is clarified. 

Employees 

As of December 3 1,2003, we employed approximately 47,000 people. This does not include approximately 1,450 
of our former employees who were transferred to a new company in September 2003 in connection with the completion 
of our sale of Dex. 

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

Financial Information about Geographic Areas 

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

Website Access 

Our website address is www.qwest.com. You may obtain free electronic copies of our annual reports on Form 10- 
K, quarterly reports on Form 10-0, current reports on Form 8-K, and all amendments to those reports at our investor 
relations website, www. qwesf com/about/investor/, under the heading "SEC Filings." These reports are available on our 
investor relations' website as soon as reasonably practicable after we electronically file them with the Securities and 
Exchange Commission, or SEC. 

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

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

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

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

December 31, 

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

Total 

2003 2002 

8% 8% 
42% 42% 
43% 42% 

6% 7% 
1% 1% 

100% 100% 

Land and buildings consist of land, land improvements, central office and certain administrative office buildings. 
Communications equipment primarily consists of switches, routers and transmission electronics. Other network 
equipment primarily includes conduit and cable. General-purpose computers and other consists principally of 
computers, office equipment, vehicles and other general support equipment. We own substantially all of our 
telecommunications equipment required for our business. Total gross investment in plant, property and equipment was 
approximately $45.1 billion and $44.6 billion at December 3 1,  2003 and 2002, respectively, before deducting 
accumulated depreciation. 

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

ITEM 3. LEGAL PROCEEDINGS 

The investigations and securities actions described below present material and significant risks to us. The size, 
scope and nature of the recent restatements of our consolidated financial statements for fiscal 2001 and 2000 affect the 
risks presented by these matters, and we can give no assurance as to the impacts on our financial results or financial 
condition that may ultimately result from these matters. As we have previously disclosed, we have engaged in 
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While we are continuing in our efforts to cooperate fully with the SEC and the U S .  Attorney's Office in each of 
their respective investigations, we cannot predict the outcome of those investigations. We have engaged in discussions 

preliminary and we cannot predict the likelihood of whether those discussions will result in a settlement and, if so, the 
terms of such settlement. However, settlements typically involve, among other things, the SEC making claims under 
the federal securities laws in a complaint filed in United States District Court that, for purposes of the settlement, the 
defendant neither admits nor denies. Were such a settlement to occur, we would expect such claims to address many of 
the accounting practices and transactions and related disclosures that are the subject of the various restatements we 
have made as well as additional transactions. In addition, any settlement with the SEC may also involve, among other 
things, the imposition of disgorgement and a civil penaltj, the amounts of which could be substantially in excess of our 
recorded reserve. and the entry of a court order that would require, among other things, that we and our officers and 
directors comply with provisions of the federal securities laws as to which there have been allegations of prior 

I with the SEC staff in an effort to resolve the issues raised in the SEC's investigation of us. Such discussions are 
~ 

~ 

preliminary discussions for purposes of resolving certain of these matters. We most recently engaged in these 
preliminary discussions after we announced our 2003 financial results on February 19,2004. These most recent 
discussions and further analysis have led us to conclude that a reserve should be provided. Accordingly, we have 
recorded a reserve in our consolidated financial statements for the estimated minimum liability associated with these 
matters. However, the ultimate outcomes of these matters are still uncertain and there is a significant possibility that the 
amount of loss we ultimately incur could be substantially more than the reserve we have provided. 

At this time, we believe that it is probable that all but $ IO0 million of the recorded reserve will be recoverable out 
of a portion of the insurance proceeds, consisting of cash and letters of credit, which 

were placed in a trust to cover our losses and the losses of individual insureds. However, the use and allocation of these 
proceeds has yet to be resolved between us and individual insureds. See Matters Resolved in the Fourth Quarter of 
2003 below and Note 1 0 4 t h e r  Financial Information in Item 8 of this report. 

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

Investigations 

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

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

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



10k Wizard: SEC Filings Page 16 of 147 

violations. 

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,2001. The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from the Merger. On 
November 2 1,200 1, the SEC staff informed us 
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of its intent to recommend that the SEC authorize an action against us that would allege we should have included in the 
earnings release a statement of our earnings in accordance with GAAP. At the date of this filing, no action has been 
taken by the SEC. However, we expect that if our current discussions with the staff of the SEC result in a settlement, 
such settlement will include allegations concerning the January 24, 200 1 earnings release. 

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

Securities Actions and Derivative Actions 

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

On August 21,2002, plaintiffs in the consolidated securities action filed their Fourth Consolidated Amended Class 
Action Complaint, or the Fourth Consolidated Complaint, which defendants moved to dismiss. On January 13,2004, 
the United States District Court for the District of Colorado granted the defendants' motions to dismiss in part and 
denied them in part. In that order, the court allowed plaintiffs to file a proposed amended complaint seeking to remedy 
the pleading defects addressed in the court's dismissal order and ordered that discovery, which previously had been 
stayed during the pendency of the motions to dismiss, proceed regarding the surviving claims. On February 6,2004, 
plaintiffs filed a Fifth Consolidated Amended Class Complaint, or the Fifth Consolidated Complaint. The Fifth 
Consolidated Complaint attempts to expand the putative class period previously alleged in the Fourth Consolidated 
Complaint, seeks to restore the claims dismissed by the court, including claims against certain individual defendants 
who were dismissed as defendants by the court's dismissal order, and to add additional individual defendants who have 
not been named as defendants in plaintiffs' previous complaints. The Fifth Consolidated Complaint also advances 
allegations related to a number of matters and transactions that were not pleaded in the earlier complaints. The Fifth 
Consolidated Complaint is purportedly brought on behalf of purchasers of publicly traded securities of Qwest between 
May 24, 1999 and July 28,2002, and names as defendants Qwest, Qwest's former Chairman and Chief Executive 
Officer, Joseph P. Nacchio, Qwest's former Chief Financial Officers, Robin R. Szeliga and Robert S. Woodruff, other 
of Qwest's former officers and current directors and Arthur Andersen LLP. The Fifth Consolidated Complaint alleges, 
among other things, that during the putative class period, Qwest and certain of the individual defendants made 
materially false statements regarding the results of Qwest's operations in violation of section 10(b) of the Securities 
Exchange Act of 1934, or the Exchange Act, that certain of the individual defendants are liable as control persons 
under section 20(a) of the Exchange Act and that certain of the individual defendants sold some of their shares of 
Qwest's common stock in violation of section 20(a) of the Exchange Act. The Fifth Consolidated Complaint further 
alleges that Qwest and certain other defendants violated section 11 of the Securities Act of 1933, as amended, or the 
Securities Act, by preparing and disseminating false registration statements and prospectuses for the registration of 
Qwest common stock to be issued to 
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U S WEST shareholders in connection with the merger of the two companies, and for the exchange of $3 billion of 
Qwest's notes pursuant to a registration statement dated January 17, 2001, $3.25 billion of Qwest's notes pursuant to a 
registration statement dated July 12, 2001, and $3.75 billion of Qwest's notes pursuant to a registration statement dated 
October 30, 2001. Additionally, the Fifth Consolidated Complaint alleges that certain of the individual defendants are 
liable as control persons under section 15 of the Securities Act by reason of their stock ownership, management 
positions and/or membership or representation on the Company's Board of Directors, or the Board. The Fifth 
Consolidated Complaint seeks unspecified compensatory damages and other relief. However, counsel for plaintiffs has 
indicated that the purported class will seek damages in the tens of billions of dollars. On March 8, 2004, Qwest and 
other defendants filed motions to dismiss the Fifth Consolidated Complaint. 

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

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder against us, The 
Anschutz Family Investment Co., Philip Anschutz, Joseph P. Nacchio and Robin R. Szeliga on behalf of purchasers of 
Qwest's stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The 
complaint alleges, among other things, that Qwest and the individual defendants issued false and misleading statements 
and engaged in improper accounting practices in order to accomplish the Merger, to make Qwest appear successful and 
to inflate the value of Qwest's stock. The complaint asserts claims under sections 1 1, 12, 15 and 17 of the Securities 
Act. The complaint seeks unspecified monetary damages, disgorgement of illegal gains and other relief. On July 3 1, 
2002, the defendants removed this state court action to federal district court in Colorado and subsequently moved to 
consolidate this action with the consolidated securities action identified above. The plaintiffs have moved to remand the 
lawsuit back to state court. Defendants have opposed that motion, which is pending before the court. 
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On December 10,2002, the, California State Teachers' Retirement System, or CalSTRS, filed suit against Qwest, 
certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including 
Arthur Andersen LLP and several investment banks, in the Superior Court of the State of California in and for the 
County of San Francisco. CalSTRS alleged that the defendants engaged in fraudulent conduct that caused CalSTRS to 
lose in excess of $150 million invested in Qwest's equity and debt securities. The complaint alleges, among other 
things, that defendants engaged in a scheme to falsely inflate Qwest's revenue and decrease its expenses so that Qwest 
would appear more successful than it actually was during the period in which CalSTRS purchased and sold Qwest 
securities. The complaint purported to state causes of action against Qwest for (i) violation of California Corporations 
Code section 25400 et seq. (securities laws); (ii) violation of California Corporations Code section 17200 et seq. (unfair 
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competition); (iii) fraud, deceit and concealment; and (iv) breach of fiduciary duty. Among other requested relief, 
CalSTRS sought compensatory, special and punitive damages, restitution, pre-judgment interest and costs. Qwest and 
the individual defendants filed a demurrer, seeking dismissal of all claims. In response, CalSTRS voluntarily dismissed 
the unfair competition claim but maintained the balance of the complaint. The court denied the demurrer as to the 
California securities law and fraud claims, but dismissed the breach of fiduciary duty claim against Qwest with leave to 
amend. The court also dismissed the claims against Robert S. Woodruff and Robin R. Szeliga on jurisdictional grounds. 
On or about July 25,2003, plaintiff filed a First Amended Complaint. The material allegations and the relief sought 
remain largely the same, but plaintiff no longer alleges claims against Mr. Woodruff and Ms. Szeliga following the 
court's dismissal of the claims against them. CalSTRS reasserted its claim against Qwest for breach of fiduciary duty as 
a claim of aiding and abetting breach of fiduciary duty. Qwest filed a second demurrer to that claim, and on 
November 17, 2003, the court dismissed that claim without leave to amend. Discovery is proceeding in the CalSTRS 
litigation. 

On November 27,2002, the State of New Jersey (Treasury Department, Division of Investment), or New Jersey, 
filed a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer County. On October 17,2003, New 
Jersey filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and 
certain current directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by 
employing improper accounting practices, and by issuing false statements about Qwest's business, revenues and profits. 
As a result, New Jersey contends that it incurred hundreds of millions of dollars in losses. New Jersey's complaint 
purports to state causes of action against Qwest for: (i) fraud; (ii) negligent misrepresentation; and (iii) civil conspiracy. 
Among other requested relief, New Jersey seeks from the defendants, jointly and severally, compensatory, 
consequential, incidental and punitive damages. On November 17,2003, Qwest filed a motion to dismiss. That motion 
is pending before the court. 

On January 10,2003, the State Universities Retirement System of Illinois, or SURSI, filed a lawsuit similar to the 
CalSTRS and New Jersey lawsuits in the Circuit Court of Cook County, Illinois. SURSI filed suit against Qwest, 
certain of Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen 
LLP and several investment banks. On October 29,2003, SURSI filed a second amended complaint which alleges, 
among other things, that defendants engaged in fraudulent conduct that caused it to lose in excess of $12.5 million 
invested in Qwest's common stock and debt and equity securities and that defendants engaged in a scheme to falsely 
inflate Qwest's revenues and decrease its expenses by improper conduct related to transactions with the Arizona School 
Facilities Board, Genuity, Calpoint LLC, KMC Telecom Holdings, Inc., KPNQwest N.V., and Koninklijke KPN, N.V. 
The second amended complaint purports to state the following causes of action against Qwest: (i) violation of the 
Illinois Securities Act; (ii) common law fraud; (iii) common law negligent misrepresentation; and (iv) violation of 
section 1 1 of the Securities Act. SURSI seeks, among other relief, punitive and exemplary damages, costs, equitable 
relief, including an injunction to freeze or prevent disposition of the defendants' assets, and disgorgement. All the 
individual defendants moved to dismiss the action against them for lack of personal jurisdiction. To 
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date, neither Qwest nor the individual defendants have filed a response to the second amended complaint, and the 
Illinois' court's schedule does not contemplate that answers or motions to dismiss be filed until after the challenges to 
jurisdiction have been resolved. 

On February 9,2004, the Stichting Pensioenfonds ABP, or SPA, filed suit against us, certain of our current and 
former directors, officers, and employees, as well as several other defendants, including Arthur Andersen LLP, 
Citigroup Inc. and various affiliated corporations of Citigroup Inc., in the United States District Court for the District of 
Colorado. SPA alleges that the defendants engaged in fraudulent conduct that caused SPA to lose more than 
$100 million related to SPA'S investments in Qwest's equity securities purchased between July 5,2000 and March 1 1, 
2002. The complaint alleges, among other things, that defendants created a false perception of Qwest's revenues and 
growth prospects. SPA alleges claims against Qwest and certain of the individual defendants for violations of sections 
18 and 1 O(b) of the Exchange Act and SEC Rule 1 Ob-5, violations of the Colorado Securities Act and common law 
fraud, misrepresentation and conspiracy. The complaint also contends that certain of the individual defendants are 
liable as "control persons" because they had the power to cause Qwest to engage in the unlawful conduct alleged by 
plaintiffs in violation of section 20(a) of the Exchange Act, and alleges other claims against defendants other than 
Qwest. SPA seeks, among other things, compensatory and punitive damages, rescission or rescissionary damages, pre- 
judgment interest, fees and costs. 
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On October 22, 2001, a purported derivative lawsuit was filed in the United States District Court for the District of 
Colorado, or the Federal Derivative Litigation. On February 6,2004, a third amended complaint was filed in the 
Federal Derivative Litigation, naming as defendants certain of Qwest's present and former directors and certain former 
officers and naming Qwest as a nominal defendant. The Federal Derivative Litigation is based upon the allegations 
made in the consolidated securities action and alleges, among other things, that the defendants breached their fiduciary 
duties to Qwest by engaging in self-dealing, insider trading, usurpation of corporate opportunities, failing to oversee 
implementation of securities laws that prohibit insider trading, failing to maintain appropriate financial controls within 
Qwest, and causing or permitting Qwest to commit alleged securities violations, thus (1) causing Qwest to be sued for 
such violations and (2) subjecting Qwest to adverse publicity, increasing its cost of raising capital and impairing 
earnings. The Federal Derivative Litigation has been consolidated with the consolidated securities action. Plaintiff 
seeks, among other remedies, disgorgement of alleged insider trading profits. 

On August 9, 2002, a purported derivative lawsuit was filed in the Court of Chancery of the State of Delaware. A 
separate alleged derivative lawsuit was filed in the Court of Chancery of the State of Delaware on or about August 28, 
2002. On October 30,2002, these two alleged derivative lawsuits, or cot lectively, the Delaware Derivative Litigation, 
were consolidated. The Second Amended Complaint in the Delaware Derivative Litigation was filed on or about 
January 23,2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest 
as a nominal defendant. In the Second Amended Complaint the plaintiffs allege, among other things, that the individual 
defendants: (i) breached their fiduciary duties by allegedly engaging in illegal insider trading in Qwest's stock: 
(ii) failed to ensure compliance with federal and state disclosure, anti-fraud and insider trading laws within Qwest, 
resulting in exposure to it; (iii) appropriated corporate opportunities, wasted corporate assets and self-dealt in 
connection with investments in initial public offering securities through Qwest's investment bankers; and 
(iv) improperly awarded severance payments to Qwest's former Chief Executive Officer, Mr. Nacchio and Qwest's 
former Chief Financial Officer, Mr. Woodruff. The plaintiffs seek recovery of incentive compensation allegedly 
wrongfully paid to certain defendants, all severance payments made to Messrs. Nacchio and Woodruff, disgorgement, 
contribution and indemnification, repayment of compensation, injunctive relief, and all costs including legal and 
accounting fees. On March 17,2003, defendants moved to dismiss the Second Amended 
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Complaint, or, in the alternative, to stay the action. As described below, a proposed settlement of the Delaware 
Derivative Litigation has been reached. 

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

Beginning in May 2003, the parties to the Colorado Derivative Litigation and the Delaware Derivative Litigation 
participated in a series of mediation sessions with former United States District Judge Layn R. Phillips. On 
November 14,2003, as a result of this process, the parties agreed in principle upon a settlement of the claims asserted 
in the Colorado Derivative Litigation and the Delaware Derivative Litigation, subject to approval and execution of 
formal settlement documents, approval by the Denver District Court and dismissal with prejudice of the Colorado 
Derivative Litigation, the Delaware Derivative Litigation and the Federal Derivative Litigation. From November 14, 
2003 until February 17,2004, the parties engaged in complex negotiations to resolve the remaining issues concerning 
the potential settlement. On February 17,2004, the parties reached a formal Stipulation of Settlement, which was filed 
with the Denver District Court. The stipulation of settlement provides, among other things, that if approved by the 
Denver District Court and upon dismissal with prejudice of the Delaware Derivative Litigation and the Federal 
Derivative Litigation, $25 million of the $200 million from the insurance settlement with certain of our insurance 
carriers (described below in Matters Resolved in the Fourth Quarter of 3003) will be designated for the exclusive use of 
Qwest to pay losses and Qwest will implement a number of corporate governance changes. The Stipulation of 
Settlement also provides that the Denver District Court may enter awards of attorneys' fees and costs to derivative 
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plaintiffs' counsel from the $25 million in amounts not to exceed $7.5 million and $125,000, respectively. On 
February 17,2004, the Denver District Court entered a Preliminary Approval Order and scheduled a hearing to take 
place on June 15, 2004, to consider final approval of the proposed settlement and derivative plaintiffs' counsels' request 
for an award of fees and costs. Pursuant to the Preliminary Approval Order, Qwest mailed, on February 27, 2004, 
notice of the proposed settlement and hearing to stockholders of its Common stock as of February 17,2004. 

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

Regulatory Mutters 

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

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

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

grant all CLECs other than Eschelon and McLeodUSA monthly credits of $13 to $16 per UNE-P line 
(subject to certain offsets) purchased during the months of November 2000 through February 200 1 ; 

pay all CLECs other than Eschelon and McLeodUSA monthly credits of $2 per access line (subject to 
certain offsets) purchased during the months of July 200 1 through February 2002; and 

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

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

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal proceedings 
regarding our alleged failure to file required agreements in those states. On July 25,2003, we entered into a settlement 
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with the staff of the Arizona Corporation Commission, or the Arizona Commission, to settle this and several other 
proceedings. The proposed settlement, which must be approved by the Arizona Commission, requires that we provide 
approximately $2 1 million in consideration in the form of a voluntary contribution to the Arizona State Treasury, 
contributions to certain organizations and/or infrastructure investments and refunds in the form of bill credits to 
CLECs. On December 1,2003, an administrative law judge issued a recommended decision denying the proposed 
settlement. The judge also recommended final orders requiring us to pay approximately $1 1 million in penalties and to 
issue credits to CLECs for a 24-month period from October 2000 to September 2002 equal to 10% of all sales of 
wholesale intrastate services provided by us. We filed exceptions to the recommended decision with the full Arizona 
Commission. New Mexico has issued an order providing its interpretation of the standard for filing these agreements, 
identified certain of our contracts as coming within that standard and opened a separate docket to consider further 
proceedings. Colorado has also opened an investigation into these matters, and on February 27,2004, the Staff of the 
Colorado PUC submitted its Initial Comments. The Colorado Staffs Initial Comments recommended that the PUC 
open a show cause proceeding based upon the Staffs view that Qwest and CLECs had willfully and intentionally 
violated federal and state law and Commission rules. The Staff also detailed a range of remedies available to the 
Commission, including but not limited to an 
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assessment of penalties and an obligation to extend credits to CLECs. On June 26,2003, we received from the FCC a 
letter of inquiry seeking information about related matters. We submitted our initial response to this inquiry on July 3 1 ,  
2003. The proceedings and investigations in New Mexico, Colorado and Washington and at the FCC could result in the 
imposition of fines and other penalties against us that could be material. Iowa and South Dakota have concluded their 
inquiries resulting in no imposition of penalties or obligations to issue credits to CLECs in those states. Also, some 
telecommunications providers have filed private actions based on facts similar to those underlying these administrative 
proceedings. These private actions, together with any similar, future actions, could result in additional damages and 
awards that could be significant. 

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

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

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

Other Matters 

In January 2001, an amended purported class action complaint was filed in Denver District Court against Qwest 
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and certain current and former officers and directors on behalf of stockholders of U S WEST. The complaint alleges 
that Qwest had a duty to pay a quarterly dividend to U S WEST stockholders of record as of June 30,2000. Plaintiffs 
further claim that the defendants attempted to avoid paying the dividend by changing the record date from June 30, 
2000 to July 10,2000. In September 2002, Qwest filed a motion for summary judgment on all claims. Plaintiffs filed a 
cross-motion for summary judgment on their breach of contract claims only. On July 15,2003, the court denied both 
summary judgment motions. Plaintiffs' claims for breach of fiduciary duty and breach of contract remain pending. The 
case is now in the class certification stage, which Qwest is challenging. 
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From time to time we receive complaints and become subject to investigations regarding "slamming" (the practice 
of changing long-distance carriers without the customer's consent), "cramming" (the practice of charging a consumer 
for goods or services that the consumer has not authorized or ordered) and other sales practices. Through 
December 2003, we resolved allegations and complaints of slamming and cramming with the Attorneys General for the 
states of Arizona, Colorado, Idaho, Oregon, Utah and Washington. In each of those states, we agreed to comply with 
certain terms governing our sales practices and to pay each of the states between $200,000 and $3.75 million. We may 
become subject to other investigations or complaints in the future and any such complaints or investigations could 
result in further legal action and the imposition of fines, penalties or damage awards. 

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

On October 3 1,2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal 
securities laws and breached their fiduciary duty in connection with an investment by the plaintiff in securities of 
KPNQwest. Qwest is a defendant in this lawsuit along with Qwest B.V., Joseph Nacchio and John McMaster, the 
former President and Chief Executive Officer of KPNQwest. The plaintiff trust claims to have lost $10 million in its 
investment in KPNQwest. On January 27,2004, the Arizona Superior Court granted Qwest's motion to dismiss the 
state and federal securities law claims. The claim for breach of fiduciary duty remains pending. 

On October 4,2002, a putative class action was filed in the federal district court for the Southern District of New 
York against Willem Ackermans, the former Executive Vice President and Chief 
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Financial Officer of KPNQwest, in which we were a major shareholder. The complaint alleges, on behalf of certain 
purchasers of KPNQwest securities, that Ackermans engaged in a fraudulent scheme and deceptive course of business 
in order to inflate KPNQwest revenue and securities. Ackermans was the only defendant named in the original 

executives who were also on the supervisory board of KPNQwest, and others. 
I complaint. On January 9,2004, plaintiffs filed an amended complaint adding as defendants us, certain of our former 
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We have built our international network outside North America primarily by entering into long-term agreements 
to acquire optical capacity assets. We have also acquired some capacity from other telecommunications service carriers 
within North America under similar contracts. Several of the companies from which we have acquired capacity appear 
to be in financial difficulty or have filed for bankruptcy protection. Bankruptcy courts have wide discretion and could 
deny us the continued use of the assets under the optical capacity agreements without relieving us of our obligation to 
make payments or requiring the refund of amounts previously paid. If such an event were to occur, we would be 
required to write-off the cost of the related optical capacity assets and accrue a loss based on the remaining obligation, 
if any. We believe that we are taking appropriate actions to protect our investments and maintain ongoing use of the 
acquired optical capacity assets. At this time, it is too early to determine what effect the bankruptcies will have with 
respect to the acquired capacity or our ability to use this acquired optical capacity. 

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

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

Matters Resolved in the Fourth Quarter of 2003 

Since August 2001, we have been in several disputes with Touch America, Inc. relating to, among other things, 
various billing, reimbursement and other commercial disputes and allegations by Touch America that we violated 
certain state and federal antitrust and other laws. We recently agreed to resolve all of these matters in a settlement 
agreement with Touch America that was approved by the United States Bankruptcy Court for the District of Delaware 
on November 13,2003, and which became a final order on November 24,2003. The settlement agreement, as approved 
by the Bankruptcy Court, provides for: (a) the mutual general release of claims, except for bills for services provided 
after September 1,2003; (b) the termination of all proceedings pending before the FCC, and all litigation between 
Touch America and us; (c) Touch America's forgiveness of a $23 million obligation due from us to Touch America; 
(d) the adjustment to zero by Touch America and us of all accounts payable and receivable for services delivered from 
one to the other prior to September 1,2003; (e) our forgiveness of a $10 million loan to Touch America under a debtor 
in possession financing agreement; (f) Touch America's agreement to continue to provide or contract for the 
provisioning of services currently provided to us; (8) our agreement to purchase certain fiber assets necessary to our in- 
region operations 
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from Touch America for a total price of $8 million; (h) our agreement to purchase certain FrameiATM assets and 
customers from Touch America; (i) our agreement to give Touch America $3 million in billing credits; and (i) Touch 
America's agreement to reject and abandon a lit fiber indefeasible rights of use, or IRU, Qwest sold to Touch America 
in 2000. 
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As disclosed in our 2002 Form 10-K, we were involved in discussions to resolve disputes with several of our 
insurance carriers over their attempts to rescind or otherwise deny coverage under our director and officer, or D&O, 
liability insurance policies and employee benefit plan fiduciary liability insurance policies. The insurance policies that 
the carriers sought to rescind or otherwise deny coverage comprised: (i) the Qwest D&O Liability Runoff Program (for 
the policy period June 30, 2000 to June 30, 2006), which otherwise provided coverage of up to $250 million for claims 
that at least in part involve conduct pre-dating the U S WEST Merger; (ii) the Qwest D&O Liability Ongoing Program 
(for the policy period June 30,2000 to June 30,2003), which otherwise provided coverage of up to $250 million for 
claims exclusively involving post-Merger conduct; and (iii) the Qwest Fiduciary Liability Program (for the policy 
period June 12, 1998 to June 30,2003), which otherwise provided coverage of up to $100 million for claims in 
connection with Employee Benefit Plans. The insurance carriers sought to rescind these policies and any coverage that 
these policies could provide for, among other things, the consolidated securities action, the actions by CalSTRS, New 
Jersey and SURSI, the Colorado (federal and state) and Delaware derivative actions, the consolidated ERISA action, 
the SEC investigation and the U.S. Attorney’s Office investigation, which are described above. These matters involve 
conduct that could give rise to coverage under policies with collective limits of $350 million. 

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

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

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

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

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

Votes For Votes Withheld 

1,286,519,107 326,452,958 
1,550,706,146 62,265,919 
1,456,3 12,378 156,659,687 

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

1,3 17,759,575 45,261,230 14,135,656 235,815,604 
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3. Stockholder proposal requesting that we exclude as a factor in determining annual or short-term incentive 
compensation for executive officers any impact on our net income from pension credits 
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Votes For 

Broker Non- 

Votes Against Votes Abstained Votes 

1,548,480,762 47,7 18,100 16,773,203 NIA 

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

1,562,140,860 37,25 1,094 13,580,111 NIA 
-- 

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

1,558,396,355 38,918,821 15,656,889 NIA 

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

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

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

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

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

Broker Non- 

Votes For Votes Against Votes Abstained Votes 

62 I ,  I 83,300 733,194,917 22,77 8,244 235,815,604 

9. Stockholder proposal requesting that we establish a policy of expensing in our financial statements the costs of  
all future stock options issued by us 
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Votes For 

556,841,903 

Votes Against Votes Abstained 

780,274,356 40,040,202 
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Broker Non- 

Votes 

235,815,604 

PART 11 

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

Market for Qwest Common Stock 

The United States market for trading in our common stock is the New York Stock Exchange. As of January 3 1 ,  
2004, our common stock was held by approximately 408,000 stockholders of record. The following table sets forth the 
high and low sales prices per share of our common stock for the periods indicated. 

Market Price 

2003 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 
2002 
First quarter 
Second quarter 
Third quarter 
Fourth quarter 

High 

$ 6.02 
5.23 
5.09 
4.32 

$ 14.93 
8.00 
3.60 
5.69 

L O W  

$ 3.10 
3.48 
3.40 
3.32 

$ 7.27 
1.79 
1.11 
1.95 

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

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

Sales of Unregistered Securities 

During the three months ended December 3 1,2003, we issued approximately 2.4 million shares of our common 
stock that were not registered under the Securities Act in reliance on an exemption pursuant to Section 3(a)(9) of that 
Act. These shares of common stock were issued in a number of separately and privately negotiated direct exchange 
transactions occurring on various dates throughout the quarter for $9.8 million in face amount of debt issued by Qwest 
Capital Funding, Inc., or QCF, a wholly owned subsidiary and guaranteed by Qwest. The trading prices for our shares 
at the time the exchange transactions were consummated ranged from $3.42 per share to $3.58 per share. No 
underwriters or underwriting discounts or commissions were involved. 
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ITEM 6. SELECTED FINANCIAL DATA 

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

Years Ended December 31, 

2003 2002 2001 2000 (Unaudited) 

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

Operating revenue 
Operating expenses 
Operating (loss) income 
(Loss) income from continuing 
operations 
Net income (loss)( 1) 
(Loss) earnings per share(2) 

Continuing operations: 
Basic 
Diluted 

Basic 
Diluted 

Net income (loss): 

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

Basic 
Diluted 

Dividends per common share 

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

Other data: 
Cash provided by operating 
activities 
Cash used for investing 
activities 
Cash (used for) provided by 
financing activities 
Capital expenditures 

$ 14,288 $ 15,371 $ 16,530 $ 14,148 $ 
14,542 34,288 18,882 14,422 

(254) (1 8,917) (2,352) (274) 

$ (0.76) $ (10.48) $ (3.68) $ (1.13) $ 
$ (0.76) $ (10.48) $ (3.68) $ (1.13) $ 

$ 0.87 $ (22.87) $ (3.37) $ (0.82) $ 
$ 0.87 $ (22.87) $ (3.37) $ (0.82) $ 

1,738,766 1,682,056 1,661,133 1,272,088 
1,738,766 1,682,056 1,661,133 1,272,088 

$ 0.00 $ 0.00 $ 0.05 $ 0.31 $ 

$ 26,216 $ 29,345 $ 72,166 $ 72,816 $ 
17,508 22,540 25,037 19,157 
106.16% 1 14.36% 4 1.42% 3 1.55% 

$ 2,175 $ 2,388 $ 3,001 $ 3,762 $ 

(2,340) (2,738) (8,152) 

(4,856) (789) 4,660 
2,088 2,764 8,042 

5,256) 

1,268 
7,135 

1 1,746 
9,101 
2,645 

884 
1,084 

1.01 
1 .oo 

1.24 
1.23 

872,309 
880,753 

1.36 

22,914 
13,071 
94.04% 

4,546 

(6,462 

1,945 
3,944 

Amounts that follow in this footnote are on an after-tax basis. Also, as described in footnote (2), all share and 
per share amounts for the periods 1999 through 2000 assume the conversion of U S WEST common stock into 
Qwest common stock. 

2003. The 2003 net income includes a charge of $140 million ($0.08 per basic and diluted share) for an 
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impairment of assets (primarily cell sites, switches, related tools and equipment inventory and certain 
information technology systems supporting the wireless network), a net gain of $206 million ($0.12 per basic 
and diluted share) resulting from the adoption of SFAS No. 143, "Accounting for Asset Retirement 
Obligations", or SFAS No. 143, relating to the reversal of net 
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removal costs where there was not a legal removal obligation, anet charge of $241 million ($0.14 per basic and 
diluted share) resulting from the termination of services arrangements with Calpoint and another service 
provider, a net charge of $69 million ($0.04 per basic and diluted share) for restructuring charges, a net charge 
of $61 million ($0.04 per basic and diluted share) for litigation related losses, a net gain of $23 million ($0.01 
per basic and diluted share) relating to the early retirement of debt and a net gain on sale of discontinued 
operations of $2.619 billion ($1.51 per basic and diluted share). 

2002. 2002 net loss includes a charge of $22.800 billion ($13.55 per basic and diluted share) for a transitional 
impairment from the adoption of a change in accounting for goodwill and other intangible assets, charges 
aggregating $14.927 billion ($8.87 per basic and diluted share) for additional goodwill and asset impairments, a 
net charge of $ I  12 million ($0.07 per basic and diluted share) for Merger-related, restructuring and other 
charges, a charge of $1.190 billion ($0.7 1 per basic and diluted share) for the losses and impairment of 
investment in KPNQwest, a gain of $1.122 billion ($0.67 per basic and diluted share) relating to the gain on the 
early retirement of debt and income from and gain on sale of discontinued operations of $1.950 billion ($1.16 
per basic and diluted share). 

2001. 
restructuring and other charges, a charge of $3.300 billion ($1.99 per basic and diluted share) for the losses and 
impairment of investment in KPNQwest, a charge of $136 million ($0.08 per basic and diluted share) for a 
depreciation adjustment on access lines returned to service, a charge of $163 million ($0. I O  per basic and 
diluted share) for investment write-downs, a charge of $154 million ($0.09 per basic and diluted share) for asset 
impairments, a charge of $65 million ($0.04 per basic and diluted share) for the early retirement of debt and a 
gain of $3 I million ($0.02 per basic and diluted share) for the sale of rural exchanges. 

2001 net loss includes charges aggregating $697 million ($0.42 per diluted share) for Merger-related, 

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

2000 net loss includes a charge of $907 million ($0.71 per basic and diluted share) for Merger-related 

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

1999 net income includes expenses of $282 million ($0.32 per basic and diluted share) related to a 

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

Amounts include outstanding commercial paper borrowings of $3.165 billion, $2.035 billion and $1.265 billion 
for 200 I ,  2000 and 1999, respectively, and exclude future purchase commitments, operating leases, letters of 
credit and guarantees. There were no commercial paper borrowings outstanding as of December 3 I ,  2003 and 
2002. At December 31,2003, the amount of those future purchase commitments, operating leases, letters of 
credit and guarantees was approximately $7.359 billion. 

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

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

Business Overview and Presentation 

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

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

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

Restatement of Prior Years' Consolidated Financial Statements 

Our 2002 Form 10-K was filed in October 2003 and contains, among other things, our restated consolidated 
financial statements for the years ended December 3 1,200 1 and 2000. In our 2002 Form 1 0-K, we also attempted to 
address comments received from the SEC on our previous filings. To date, we have not received comments from the 
SEC regarding our restatement, the 2002 Form IO-K or the adequacy of our responses to its previous comments. 

Business Trends 

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

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

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

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

Expense Trends 

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

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

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

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

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

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

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

Years Ended December 31, Increase/(Decrease) Percentage Change 

2003 v 2002 v 2003 v 2002 v 

1_* 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions, except per share amounts) 

Operating revenue $ 14,288 $ 15,371 $ 16,530 $ (1,083) $ (1,159) (7)% (7)% 
Operating expenses, 
excluding goodwill and 
asset impairment charges 14,312 15,280 18,63 1 (968) (3935 1 )  (6)% (IS)% 
Goodwill impairment 

Asset impairment charges 230 10,525 25 1 (1 0,295) 10,274 (98)’?? nm 
- charge - 8,483 (8,483) 8,483 nm nm 

Operating loss (254) (1 8,9 17) (2,352) 18,663 (1 6,565) 99% nm 
Other expense-net 1,578 1,198 5,010 380 (338 12) 32% (76)Yo 

Loss before income taxes, 
discontinued operations 
and cumulative effect of 
changes in accounting 
principles (1,832) (20,l 15) (7,362) 18,283 (12,753) 91% (173)?’0 
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Income tax benefit 

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

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

Net income (loss) 

Basic and diluted income 
(loss) per share 

(1,313) (17,618) (6,117) 16,305 (1 1,501) 93% (188)% 

2,6 19 1,950 490 669 1,460 34% Iltn 
P P 

1,306 (15,668) (5,627) 16,974 (10,041) nm (1 78)0/, 

206 (22,800) 24 23,006 (22,824) nm nm 
" mzw%'%"-aem 

$ 1,512 $ (38,468) $ (5,603) $ 39,980 $ (32,865) run nm 

$ 0.87 $ (22.87) $ (3.37) $ 23.74 $ (19.50) nm nm 

nm-not meaningful 
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Operating Revenue 

The following table compares operating revenue for 2003, 2002 and 2001: 

Years Ended December 31, Increase/(Decrease) Percentage Change 

2003 v 2002 v 2003 v 2002 v 

2003 2002 2001 2002 2001 2002 

(Dollars in millions) 

Operating revenue 

Wireline revenue 

Business local voice 
Consumer local voice 
Wholesale local voice 

Total local voice 

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

Total long-distance 

$ 2,277 $ 2,534 $ 2,687 $ (257) $ (153) (IO)% (6)% 
3,933 4,298 4,4 19 (365) (121) (8)% (3)% 

806 888 1,046 (82) (158) (9)% (15)% 

7,016 7,720 8,152 (704) (432) (9)% (5)0/, 

775 809 875 (34) (66) (4)% (8)yo 
297 335 554 (3 8) (219) ( I  1)Yo (4o)yo 
826 952 1,087 ( 126) ( 135) ( 1 3)Yo ( I2)Yo -- -,- - -- 

1,898 2,096 2,516 (198) (420) (9)% (17)0/, 
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Business access 
Consumer access 
Wholesale access 

Total access 

Total voice services 

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

Total data and Internet 

Total wireline revenue 

Wireless revenue 

Other services revenue 

Total operating revenue 

87 76 77 11 (1) 14% (1)% 
I02 97 100 5 (3) 5 yo (3)% 
756 849 1,052 (93) (203) (11)’h (19)% 

945 1,022 1,229 (77) (207) (8>% (17)% 

9,859 10,838 1 1,897 (979) (1,059) (9)% (9)% 

2,291 2,230 1,990 61 240 3 yo 12% 
216 194 212 22 (18) 11% (8)Yo 

1,284 1,373 1,704 (89) (33 1) (6)Yo (19)?? 

- (3)% 3,791 3,797 3,906 (6) (1 09) 

13,650 14,635 15,803 (985) (1,168) (7)% (7)% 

594 694 688 (100) 6 (14)% 1 Yo 

44 42 39 2 3 5 yo 8% 

$ 14,288 $ 15,371 $ 16,530 $ (1,083) $ (1,159) (7)% (7)% 

Wireline Revenue 

Wireline revenue declined by $985 million, or 7%, in 2003 and by $1.168 billion, or 7%, in 2002. Data and 
Internet revenue, as a percentage of total wireline revenue, increased to 28% in 2003, from 26% in 2002 and 25% in 
2001. Voice services revenue, as a percentage of total wireline revenue, declined to 72% in 2003, from 74% in 2002 
and 75% in 200 1. Changes in the components of wireline revenue are described in more detail below. 

Voice Services 

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

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

Long-distance revenue decreased $198 million, or 9%, in 2003 and decreased $420 million, or 17%, in 2002. In 
2002, we evaluated specific long-distance services sold primarily outside of our local service area. Based upon that 
evaluation, we de-emphasized and stopped promoting certain products, including IntraLATA long-distance in the 
consumer and business markets and wholesale long-distance, which resulted in a decline in both our 2003 and 2002 
revenue. However, in 2003, we re-entered the long-distance market within our local service area and expanded our 
offerings to provide complementary local and long-distance services. As a result, InterLATA long-distance revenue 
within our service area increased due to the addition of 2.3 million new customers, partially offsetting other 2003 long- 
distance revenue declines. The 2002 decline was also due to downward pressure on our prices by our competitors. 

Access services 

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

Data and Internet Services 

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

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

Wireless Revenue 

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

Other Services Revenue 

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

h t t p . //c c b II t c n k IV i 7 urd c o M 'p I i n t ph p?rc p o= t c n I< 62 i p:i v e-2 6 62 2 9 4 ct 13 u ni = doc = 1 Kr p c= c'? T . 4/6/2 004 



10k Wizard: SEC Filings Page 35 of 147 

8%, in 2003 and by 4.9 million square feet, or lo%, in 2002. 

Operating Expenses 

The following table provides further detail regarding our operating expenses: 

Percentage 

Years Ended December 31, Increase/(Decrease) Change 

2003 v 2002v 2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 
P 

(Dollars in millions) 

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

Total operating expenses 

$ 6,386 $ 6,032 $ 6,634 $ 354 $ (602) 6% (9)% 
4,646 5,219 5,496 (573) (277) ( 1  I)% (9% 
2,739 3,268 3,704 (529) (436) (16>0? (12)% 

42 8 579 1,660 (1 5 1) (1,08 1) (26)'Xo (69% 
- 8,483 - (8,483) 8,483 nm nrn 

230 10,525 251 (10,295) 10,274 (98)Yo nrn 

113 182 1,137 (69) (955) (38)% (84)Yo 
v-s 

$ 14,542 $ 34,288 $ 18,882 $ (19,746)$ 15,406 (58)% 82% 

m-not meaningful 
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Cost of Sales 

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

Percentage 

Years Ended December31, Increase/(Decrease) Change 

2003v 2 0 M v  2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Facility costs $ 3,294 $ 2,962 $ 3,042 $ 332 $ (80) 11% (3)% 
Network costs 39 1 3 84 538 7 (154) 2% (29)0/, 
Employee and service-related costs 1,988 1,888 1,868 100 20 5% 1% 
Non-employee related costs 713 798 1,186 (85) (388) ( 1  I ) %  (33)yo 

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

Cost of sales includes: facility costs, network costs, salaries and wages directly attributable to products or services, 



10k Wizard: SEC Filings Page 36 of 147 

benefits, materials and supplies, contracted engineering services, computer systems support and the cost of CPE sold. 

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

Facility costs increased $332 million, or 11%, in 2003 and decreased $80 million, or 3%, in 2002. The increase in 
2003 was primarily due to a $393 million charge resulting from the termination of our services arrangements with 
Calpoint and another service provider. Exclusive of this one time charge, facility costs decreased $61 million, or 2%, as 
the result of reduced third-party network services and declines in our out-of-region long-distance volumes. The 
decrease in 2002 was due to network optimization savings whereby we eliminated excess capacity from the network 
and migrated from lower-speed services to more cost efficient higher-speed services where applicable. Beginning in the 
fourth quarter of 2003, we satisfied certain FCC requirements that allowed us to begin providing in-region InterLATA 
long-distance using our proprietary network assets, thereby reducing our reliance on third-party facility providers. 

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

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

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

Selling, General and Administrative Expenses 

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

Percentage 

Years Ended December 31, Increase/( Decrease) Change 
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2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Property and other taxes $ 451 $ 540 $ 437 $ (89)$ 103 (16)% 24% 
Bad debt 3 04 51 1 615 (207) (104) (41)% (17>0h 
Employee and service-related costs 2,464 2,743 3,276 (279) (533) (lo)% (16)% 
Non-employee related costs 1,427 1,425 1,168 2 257 - 22% 

Total SG&A $ 4,646 $ 5,219 $ 5,496 $ (573)$ (277) (ll)% (5)% 

SG&A expenses include taxes other than income taxes, bad debt charges, salaries and wages not directly 
attributable to products or services, benefits, sales commissions, rent for administrative space, advertising, professional 
service fees and computer systems support. 

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

Property and other taxes, such as taxes on owned or leased assets and real estate, and transactional items such as 
certain sales, use and excise taxes, decreased $89 million, or 16%, in 2003 and increased $103 million, or 24%, in 
2002. The decrease in 2003 is primarily a result of reduced property taxes, which resulted from lower asset valuations 
related to our impairments. The increase in our 2002 expense is attributable to higher levels of capital expansion for 
both the traditional telephone network and global fiber optic broadband network that took place during the years ended 
December 3 1,200 1 and 2000. 

Bad debt expense decreased $207 million, or 41%, in 2003 and decreased $104 million, or 17%, in 2002. Bad debt 
decreased as a percentage of revenue to 2.1 YO for 2003 from 3.3% for 2002 and 3.7% for 200 1. The decrease in our 
2003 expense as compared to 2002 was primarily caused by large provisions associated with uncollectible receivables 
from MCI, Touch America and others which we recorded in 2002, improved collection practices and tighter credit 
policies in 2003. The 2002 decrease 
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as a percentage of revenue was due primarily to improved collections practices and tighter credit policies offset by 
bankruptcies of certain wholesale customers. 

Employee and service-related costs, such as salaries and wages, benefits, sales commissions and professional fees 
(such as telemarketing and customer service costs) decreased $279 million, or IO%, in 2003 and decreased 
$533 million, or 16%, in 2002. The decrease in 2003 was due to reduced salaries and wages resulting from staffing 
reductions implemented in 2003 and 2002, reduced professional fees to third-party vendors as we re-incorporated 
certain previously outsourced customer service functions into our operations, and reduced sales commissions due to 
lower revenues and a revision to our sales compensation plan. These cost reductions were partially offset by increases 
in incentive compensation and increases in our pension and post-retirement benefit plan expenses due to the change to a 
net benefit expense of $84 million in 2003 from a net credit of $57 million in 2002, as described more fully below. The 
decrease in 2002 was due to reduced salaries and wages resulting from staffing reductions implemented in 2002 and 
200 1, reduced professional fees, reduced incentive compensation and reduced sales commissions. Partially offsetting 
these decreases were expenses associated with the settlement of outstanding litigation and increases in our pension and 
post-retirement benefit plan expenses. 

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

Pension and Post-Retirement Benefits 

Our results include pension credits and post-retirement benefit expenses, which we refer to on a combined basis as 
a net pension expense or credit. We recorded a net pension expense of $209 million in 2003, a net pension credit of 
$97 million in 2002 and a net pension credit of $337 million in 2001. The net pension expense or credit is a function of 
the amount of pension and post-retirement benefits earned, interest on projected benefit obligations, amortization of 
costs and credits from prior benefit changes and the expected return on the assets held in the various plans. The net 
pension expense or credit is allocated primarily to cost of sales and the remaining balance to SG&A. 

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

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

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003, or the Act, 
became law in the United States. The Act introduces a prescription drug benefit under Medicare as well as a federal 
subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to the 
Medicare benefit. In accordance with Financial 
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Accounting Standards Board, or FASB, Staff Position FAS No. 106-1, “Accounting and Disclosure Requirements 
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003”, we elected to defer 
recognition of the effects of the Act in any measures of the benefit obligation or cost. Specific authoritative guidance on 
the accounting for the federal subsidy is pending and that guidance, when issued, could require us to change previously 
reported information. Currently, we do not believe we will need to amend our plan to benefit from the Act. 

For additional information on our pension and post-retirement plans see Note 1 1-Employee Benefits to our 
consolidated financial statements in Item 8 of this report. Also, for a discussion of the accounting treatment and 
assumptions regarding pension and post-retirement benefits, see the discussion of “Critical Accounting Policies and 
Estimates” below. 

Depreciation 

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

Amortization expense decreased $1 51 million, or 26%, in 2003 and decreased $1 .OS1 billion, or 65%, in 2002. 
The decrease in 2003 was primarily the result of the asset impairment charge we recorded as of June 30,2002, which 
included an impairment charge of approximately $1.2 billion to other intangible assets with finite lives, reducing the 
amortizable basis by that amount. The decrease in 2002 was the result of the adoption of SFAS No. 142 "Goodwill and 
Other Intangible Assets", or SFAS No. 142, which required us to cease amortization of indefinite-lived intangible 
assets effective January 1,2002, and the June 30,2002 impairment charge. The impact of the impairment reduced our 
annual amortization expense by approximately $400 million, beginning July 1,2002. The impact of the discontinuance 
of amortization on indefinite-lived intangibles reduced our annual amortization expense by approximately $1 .O billion, 
beginning January 1,2002. 

Goodwill Impairment Charges 

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

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

Asset Impairment Charges 

During 2003,2002 and 2001, we recorded asset impairment charges of $230 million, $1 0.525 billion and 
$25 1 million, respectively, detailed as follows: 

Years Ended December 31, 

2003 2002 2001 

(Dollars in millions) 

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

16 

Total asset impairments $ 230 $ 10,525 $ 251 

- 

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

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

In accordance with SFAS No. 144, "Accounting for the Impairment or Disposal of Long-lived Assets", or SFAS 
No. 144, we compared gross undiscounted cash flow projections to the carrying value of the wireless network assets 
and determined that the carrying value of those assets was not expected to be recovered through future projected cash 
flows. We then estimated the fair value using recent selling prices for comparable assets and determined that our cell 
sites, switches, related tools and equipment inventory and certain information technology systems that support the 
wireless network were determined to be impaired by an aggregate amount of $230 million. 

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

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

Approximately $1.9 billion in accumulated depreciation was eliminated in connection with the accounting for the 
impairments. The impact of the impairments reduced our annual depreciation and amortization expense by 
approximately $1.3 billion, beginning July 1,2002. 
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As part of our restructuring activities in 2001, we reviewed all of our existing construction projects. Following this 
review, we recorded asset impairment charges of $1 34 million related to the abandonment of certain of the web hosting 
centers and other internal use construction projects. 

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

Restructuring and Merger-related Charges 

During the year ended December 3 1,2003, as part of an ongoing effort of evaluating costs of operations, we 
reviewed employee levels in certain areas of our business. As a result, we established a reserve and recorded a charge 
to our 2003 consolidated statement of operations for $1 3 1 million to cover the related costs of this plan. The 2003 
activities include charges of $107 million for severance benefits and other charges pursuant to established severance 
policies. As part of this plan we identified approximately 2,300 employees from various functional areas to be 
terminated. Through December 3 1,2003, approximately 1,600 of the planned reductions had been completed. The 
remaining 700 reductions will occur over the next year. Severance payments generally extend for two to 12 months. In 
addition, we established a reserve of $24 million for real estate obligations, which primarily include estimated future 
net payments on abandoned operating leases. As a result of these restructuring activities, we expect to realize annual 
cost savings of approximately $170 million. Also during 2003, we reversed $18 million of the 2001 and 2002 
restructuring plan reserves as those plans were complete and the actual cumulative costs associated with those plans 
were less than had been anticipated. 

In response to shortfalls in employee reductions as part of the 2001 restructuring plan (as discussed below), during 
2002 we identified employee reductions in several functional areas. As a result, we established a reserve and recorded a 
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charge to our 2002 consolidated statement of operations of $299 million for these restructuring activities. This reserve 
was comprised of $179 million for severance costs and $120 million for real estate exit costs. The 2002 restructuring 
plan included the termination of 4,500 employees. During 2002 we recorded an additional charge of $71 million 
relative to the 2001 restructuring plan, which was associated with higher than originally anticipated real estate exit 
costs. In addition, during 2002 we reversed $135 million of severance and real estate exit related accruals relative to the 
2001 restructuring plan, as actual terminations and real estate exit costs were lower than had been planned. The 2001 
plan reversal was comprised of $1 13 million of severance and $22 million of real estate exit costs. Also during the year 
ended December 3 I ,  2002, in relation to the Merger, we reversed $53 million of reserves that were originally recorded 
in 2000. The reversals resulted from favorable developments relative to matters underlying the related contractual 
settlements. 

During the fourth quarter of 2001, a plan was approved to reduce employee levels and consolidate or abandon 
certain real estate locations and projects. As a result, we established a reserve and recorded a charge to our 2001 
consolidated statement of operations of $825 million for these restructuring activities. This reserve was comprised of 
$332 million for severance costs and $493 million for real estate exit costs. This reserve was partially offset by a 
reversal of $9 million of leased real estate-related reserves. The 2001 restructuring plan included the anticipated 
termination of 10,000 employees. In relation to the Merger as earlier described, during 2001, we charged to our 
consolidated statement of operations $189 million for additional contractual settlements, legal contingencies and other 
related costs, and $132 million for additional severance charges, net of Merger reversals. The additional provisions and 
reversals of Merger-related costs were due to additional Merger-related activities and modification to the previously 
accrued Merger-related activities. 

Total Other Expense-Net 

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

Percentage 

Years Ended December 31, Increase/( Decrease) Change 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Interest expense 
Losses and impairment of investment in 
KPNQwest 
Loss on sale of investments and other 
investment write-downs 
(Gain) loss on early retirement of debt 
Gain on sales of fixed assets 
Other income-net 

Total other expense-net 

$ 1,757 $ 1,789 $ 1,437 $ (32)s 352 (21% 24% 

- 1,190 3,300 (1,190) (2,1 I O )  (100)Yo (64)% 

13 88 267 (75) (179) (85)% (67)% 
(38) (1,836) 106 1,798 (1,942) 98% nm 

__ 51 nm nm - (51) - 
( 1 54) (33) (49) (121) 16 nm 33% 

$ 1,578 $ 1,198 $ 5,010 $ 380 $ (3,812) 32% (76)% 

nm-not meaningful 

lnterest expense. lnterest expense was $1.757 billion for 2003, compared to $1.789 billion for 2002 and 
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$1.437 billion for 2001. This decrease was primarily due to a reduction of our total outstanding debt by $5.0 billion 
during 2003 and more specifically due to the reduction of the credit facility held by Qwest Services Corporation, or the 
QSC Credit Facility, by $750 million in September 2003. As a result of the timing of these repayments, there was only 
a minimal impact on interest expense for 2003. 

Interest expense was $1.789 billion for 2002, compared to $1.437 billion for 2001. The increase in interest 
expense was attributable to the issuance of new indebtedness during 2002. In March 2002 we issued $1.5 billion often- 
year bonds at an 8.875% interest rate. These bonds ultimately replaced short-term debt, which consisted primarily of 
commercial paper that had a weighted-average interest rate of 2.59% at December 3 1 ,  200 1 .  In the first quarter of 2002, 
we borrowed $4.0 billion from our syndicated credit facility to fund the repayment of approximately $3.2 billion of 
outstanding commercial paper, which had a lower interest rate than the new credit facility. Our directory publishing 
business borrowed $750 million in August 2002. Finally, interest expense in 2002 was higher due to $146 million 
decrease in capitalized interest as a result of lower capital expenditures. 

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

Loss (gain) on sale of investments and other investment write-downs. We review our portfolio of equity 
securities on a quarterly basis to determine whether declines in value on individual securities are other-than-temporary. 
If we determine that a decline in value of an equity security is other-than-temporary, we record a charge in the 
statement of operations to reduce the carrying value of the security to its estimated fair value. We recorded write-downs 
of our investments for other-than-temporary declines of $19 million, $7 million and $1 15 million for the years ended 
December 3 1,2003,2002 and 2001, respectively. 
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Our portfolio of equity securities includes a number of warrants to purchase securities in other entities. We carry 
these securities at fair market value and include any gains or losses recognized in our consolidated statement of 
operations. We recorded losses of $1 million, $20 million and $6 million for the years ended December 3 1,2003,2002 
and 2001, respectively. 

We also have owned a number of other public and private investments. During 2002 and 200 1 we recorded 
charges totaling $8 million and $63 million, respectively, related to other-than-temporary declines in value relating to 
our investments in publicly traded marketable securities. There were no charges recorded during 2003. During 2002 
and 2001 we sold various equity investments. As a result of these sales we received approximately $12 million and 
$2 million in cash and recognized a loss of $37 million and a loss of $22 million for the years ended December 31, 
2002 and 2001, respectively. We had no significant sales of investments in 2003. 

Qwest owned an interest in Qwest Digital Media, LLC as discussed in Note 7-Investments to our consolidated 
financial statements in Item 8 of this report. We accounted for this investment under the equity method of accounting. 
We recorded charges of $14 million and $20 million in the years ended December 3 I ,  2002 and 2001, respectively, 
representing primarily our equity share of losses in this investment. 

(Gain) loss on early retirement of debr. On December 22,2003, we completed a cash tender offer for the 
purchase of $3 billion aggregate face amount of outstanding debt of Qwest, Qwest Services Corporation, or QSC, and 
QCF for approximately $3 billion in cash. As a result, we recorded a loss of $15 million on the early retirement of this 
debt. In addition, during 2003, we exchanged $454 million of face amount of existing QCF and Qwest 
Communications Corporation, or QCC, notes for $198 million of cash and 52.5 million shares of our common stock 
with an aggregate value of $202 million. As a recult. a gain of $53 million was recorded on the early retirement of this 
debt. 
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On December 26,2002, we completed an offer to exchange up to $12.9 billion in aggregate principal face amount 
of outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC. We received valid tenders 
of approximately $5.2 billion in total principal amount of the QCF notes and issued in exchange approximately 
$3.3 billion in face value of new debt securities of QSC. The majority of these debt exchanges were accounted for as 
debt retirements resulting in the recognition of a $1.8 billion gain. The cash flows for two of the new debt securities 
were not considered "substantially" different than the exchanged debt and therefore no gain was realized upon 
exchange. For these two debt instruments, the difference between the fair value of the new debt and the carrying 
amount of the exchanged debt of approximately $70 million was recorded as a premium and is being amortized as a 
credit to interest expense using the effective interest method over the life of the new debt. 

In March 2001, we completed a tender offer to buy back certain outstanding debt. In the tender offer, we 
repurchased approximately $995 million in principal of the outstanding debt for $ I .  1 billion in cash. As a result, a loss 
of $1 06 million was recorded on the early retirement of this debt. 

Other (income) expense-net. Other (income) expense-net, which primarily includes interest income and early 
contract termination income, decreased $12 I million in 2003 and increased $16 million in 2002. Interest income 
increased $19 million to $47 million in 2003 as compared to $28 million in 2002 due to increases in our cash balances 
resulting from the Dex proceeds. Interest income was essentially flat in 2002 as compared to 2001. 

Included in other (income) expense-net for 2003 were gains totaling $82 million related to the early termination 
of services contracts and IRU arrangements with certain customers. Under these arrangements, we received cash up- 
front and we were recognizing revenue over the multi-year terms of the related agreements. In these cases where the 
customers elected to terminate the agreements prior 
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to their contractual end and we had no continuing obligations, we recognized the remaining portion of the deferred 
revenue as other income as of the termination date. 

Income Tax Benefit 

Our continuing operations effective tax benefit rate was 28.3% in 2003, 12.4% in 2002 and 16.9% in 2001. Our 
2003 effective tax benefit rate was less than the expected rate of 38.9% because of an increase in beginning of year 
valuation allowance of $195 million. Our 2003 effective tax benefit increased primarily because 2002 included 
significant non-deductible impairments that were not included in our 2003 income tax benefit. Our 2002 effective tax 
benefit rate also decreased compared to 200 1, due to the non-deductible charges we recorded related to the impairment 
of our goodwill, and the deferred tax asset valuation allowance we recorded in the second quarter of 2002. We recorded 
a non-cash charge of $1.677 billion to establish a valuation allowance against the 2002 net federal and state deferred 
tax assets. The valuation allowance is determined in accordance with the provisions of SFAS No. 109, "Accounting for 
Income Taxes", or SFAS No. 109, which requires an assessment of both negative and positive evidence when 
measuring the need for a valuation allowance. Our losses in recent years represented sufficient negative evidence to 
require a valuation allowance beginning in 2002 under SFAS No. 109. We intend to maintain the valuation allowance 
until sufficient positive evidence exists to support realization of the federal and state deferred tax assets in excess of 
deferred tax liabilities. In the future, until we generate taxable income, we do not expect to record any significant net 
tax benefit in our consolidated statement of operations. 

Income from and gain on sale of Discontinued Operations-net of tax 

Income from discontinued operations increased $669 million, or 34%, in 2003 and increased $1.460 billion, or 
298%, in 2002. Income from discontinued operations in all years predominately relates to our directory publishing 
business, Dex, and has been adjusted to reflect a change in the composition of our other discontinued operations. The 
increase in income from discontinued operations in 2003 is primarily the result of the completion of the sale of the Dex 
West business resulting in a gain on sale of $4.3 billion ($2.5 billion after tax). The increase in income from 
discontinued operations in 2002 is primarily the result of the completion of the sale of the Dex East business resulting 
in a gain on sale of $2.6 billion ($1.6 billion after tax). 
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Segment Results 

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

The wireline segment utilizes our traditional telephone and our fiber optic broadband networks to provide voice 
services and data and Internet services to consumer and business customers. The wireless segment, which operates a 
PCS wireless network, serves consumer and business customers in a select area within our local service area. The 
August, 2003 services agreement with Sprint will allow us to expand our wireless service by reselling access to Sprint's 
nationwide PCS wireless network, primarily within our local service area. The other services segment primarily 
contains results of sublease activities of unused real estate assets. 
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Segment income consists of each segment's revenue and direct expenses. Segment revenue is based on the types of 
products and services offered as described in "Results of Operations" above. Segment expenses include employee and 
service-related costs, facility costs, network expenses and non-employee related costs such as customer support, 
collections and marketing. We manage indirect administrative services costs such as finance, information technology, 
real estate and legal centrally; consequently, these costs are allocated to the other services segment. Our network 
infrastructure is designed to be scalable and flexible to handle multiple products and services. As a result, we do not 
allocate network infrastructure costs, which include all engineering expense, design, repair and maintenance costs and 
all third-party facilities costs, to individual products. We evaluate depreciation, amortization, interest expense, interest 
income, and other income (expense) on a total company basis. As a result, these charges are not allocated to any 
segment. 

SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities", or SFAS No. 146, establishes 
standards for reporting information about restructuring activities. Effective for exit or disposal activities initiated after 
December 3 1,2002, SFAS No. 146 requires disclosure of the total amount of costs expected to be incurred in 
connection with these activities for each reportable segment. The 2003 restructuring provisions for our wireline, 
wireless and other services segments were $87 million, $0 million and $44 million, respectively. We do not include 
restructuring costs in the segment results which are reviewed by our CODM. As a result, we have excluded 
restructuring costs from our presentation below. For additional information on restructuring costs by segment please 
see Note 9-Restructuring and Merger-related Charges to our consolidated financial statements in Item 8 of this report. 

Set forth below is revenue and operating expense information for the years ended December 3 1,2003,2002 and 
2001. Since all expenses have not been allocated to the segments, we have disclosed segment expenses without 
distinguishing between cost of sales and SG&A. 

Years Ended December 31, 

2003 2002 2001 

(Dollars in millions) 

Operating revenue: 
Wireline 
Wireless 
Other services 

Total operating revenue 

$ 13,650 $ 14,635 $ 15,803 
594 694 688 
44 42 39 

$ 14,288 $ 15,371 $ 16,530 
-*<8eswmsm 
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Operating expenses: 
Wireline 
Wireless 
Other services 

Total segment expenses 

Segment income (loss): 
Wireline 
Wireless 
Other services 

Total segment income 
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$ 7,840 $ 8,130 $ 8,996 
349 507 75 1 

2,843 2,614 2,383 

$ 11,032 $ 11,251 $ 12,130 

$ 5,810 $ 6,505 $ 6,807 
245 187 (63) 

(2,799) (2,572) (2,344) 

$ 3,256 $ 4,120 $ 4,400 
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Wireline 

Wireline Revenue 

For a discussion of wireline revenue please see “Results of Operations-Operating Revenue-Wireline Revenue” 
above. Since it is expected to continue to be by far the largest component of our business, this segment will continue to 
be our primary focus going forward. 

Wireline Expenses 

The following table sets forth additional expense information to provide greater detail as to the composition of 
wireline expenses for the years of 2003,2002 and 200 1 .  

Percentage 

Years Ended December 31, Increase/( Decrease) Change 

2003v 2002 v 2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Facility costs $ 3,289 $ 2,955 $ 2,999 $ 334 $ (44) 11% (1)% 
Network expenses 268 252 312 16 (60) 6% (19)% 
Bad debt 252 440 531 (188) (91) (43)% (17)oh 
Employee and service-related costs 2,999 3,205 3,696 (206) (491) (6)% (13)’?? 
Non-employee related costs 1,032 1,278 1,458 (246) (180) (19)% (12)% 

Total wireline operating expenses $ 7,840 $ 8,130 $ 8,996 $ (290)$ (866) (4)% (10)Yo 

Wireline operating expenses decreased $290 million, or 4%, in 2003 and decreased $866 million, or IO%, in 2002 
The decreases were due primarily to reduced outlays in employee and service-related costs and non-employee related 
costs. These factors and other items are discussed in more detail below. 
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Facility costs increased $334 million, or 11%, in 2003 and decreased $44 million, or 1%, in 2002. The 2003 
increase was primarily due to the termination of services contracts with Calpoint and another service provider. 
Exclusive of this one-time charge, facilities costs decreased in both 2003 and 2002 as we eliminated excess capacity 
that had been provided by third-party vendors. 

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

Bad debt expense decreased $188 million, or 43%, in 2003 and decreased $91 million, or 17%, in 2002. Wireline 
bad debt expense declined to 1.8% of revenue in 2003 from 3.0% of revenue in 2002 and 3.4% of revenue in 2001. The 
2003 decrease in bad debt expense was primarily due to improved collection practices and the 2002 provisions for 
bankrupt customers. 

Employee and service-related costs, such as salaries and wages, benefits, commissions and overtime, decreased 
$206 million, or 6%, in 2003 and decreased $491 million, or 13%, in 2002. Reduced headcount levels resulting from 
our recent restructuring activities have reduced salaries and wages in both 2003 and 2002. The reduced staffing 
requirements resulted from efficiently managing resources to repair and maintain our network and reduced demand for 
our services. Additionally, we re-incorporated certain previously outsourced functions into our operations, resulting in 
a reduction of professional fees. Commission expense has declined due to lower revenue and the implementation of a 
new commission plan in 2003. The 2003 reductions were partially offset by increases in the combined benefits and 
post-retirement plan expenses, discussed previously. 
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Non-employee related costs, such as network real estate, cost of sales for CPE and reciprocal compensation 
payments, decreased $246 million, or 19%, in 2003 and decreased $180 million, or 12%, in 2002. Reciprocal 
compensation costs, which are charges we must pay other carriers to terminate local calls, declined in 2003 and 2002 
due to the decrease in local voice services revenue. In 2003 we experienced a decline in CPE revenue, thus 
precipitating reductions in our CPE costs. In addition, we experienced reductions in our per unit cost of CPE. In 2002 
we reduced marketing and advertising efforts due to cost cutting measures, which partially offset settlement charges we 
recorded which related to outstanding litigation. 

Wireless 

Wireless Revenue 

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

Wireless Expenses 

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

Percentage 

Years Ended December 31, Increase/(Decrease) Change 

2003v 2002v 2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Network expenses 
Bad debt 

$ 118 $ 126 $ 230 $ (8) $ (104) (6)% (45)% 
52 71 84 (19) (13) (27)?? (15)% 
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As previously noted, other services includes unallocated corporate expenses for functions such as finance, 
information technology, real estate, legal, marketing services and human resources, which we centrally manage. The 
following table sets forth additional expense information to provide greater detail as to the composition of other 
services expenses for the years of 2003,2002 and 2001. 

~ 

Employee and service-related costs 100 206 310 (106) (104) (51)% (%)yo 
Non-employee related costs 79 104 127 (25) (23) (24)% (18)% 

Total wireless operating expenses $ 349 $ 507 $ 751 $ (158) $ (244) (31)% (32)% 

Wireless operating expenses decreased $158 million, or 3 I%, in 2003 and decreased $244 million, or 32%, in 
2002. 

Network expenses, such as handset costs, roaming fees, and third-party expenses to repair and maintain the 
network, decreased $8 million, or 6%, in 2003 and decreased $104 million, or 45%, in 2002. The 2003 decline was 
associated with lower purchases of handsets due to fewer new customers. The 2002 decline was associated with 
purchasing handsets at more competitive prices and lower costs associated with fewer new subscribers. Additionally, in 
2002 we reduced our reliance on third-party contractors to provide network maintenance services. Pursuant to the 
agreement with Sprint, our wireless customers who are currently being serviced through our proprietary wireless 
network will be transitioned onto Sprint's network over time. The cost to complete the transition of our customers to 
Sprint's network is estimated to be $55 million, of which $10 million had been incurred as of December 3 1,2003. 
Some of these costs may be capitalized. 

Bad debt expense decreased $19 million, or 27%, in 2003 and decreased $13 million, or 15%, in 2002. Wireless 
bad debt as a percentage of revenue declined to 8.8% in 2003 from 10.2% in 2002 and 12.2% in 2001. The decreases in 
bad debt expense can be attributed to lower customer acquisitions and tighter credit policies. 

Employee and service-related costs, such as salaries and wages, benefits, commissions, overtime, telemarketing 
and customer service costs, decreased $106 million, or 51%, in 2003 and decreased $104 million, or 34%, in 2002. The 
2003 reduction was primarily a result of reduced sales activity and 
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reduced reliance on third-party vendors for customer care services. The 2002 reduction was due to reduced salaries and 
wages and reduced professional fees for customer care services. 

Non-employee related costs, such as real estate and marketing and advertising expense, decreased $25 million, or 
24%, in 2003 and decreased $23 million, or 18Y0, in 2002. The 2003 decrease was primarily a result of lower postage 
and shipping costs and a decrease in the costs associated with providing wireless accessories to our customers. The 
2002 decrease resulted from lower marketing and advertising costs associated with our strategic decision to de- 
emphasize the sale of wireless services on a stand-alone basis. 

Other Services 

Other Services Revenue 

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

Other Services Expense 

Percentage 

Years Ended Dccember 31, Increase/( Decrease) Change 



10k Wizard: SEC Filings Page 48 of 147 

2003v 2002v 2003v 2002v 

2003 2002 2001 2002 2001 2002 2001 

(Dollars in millions) 

Property and other taxes $ 451 $ 540 $ 437 $ (89) $ 103 (16)% 24% 

Employee and service-related costs 1,354 1,220 1,137 134 83 11% 7% 
Non-employee related costs 629 432 373 197 59 46% 16% 

Real estate costs 409 422 436 (13) (14) (3)% (3)% 

Total other services expenses 

Other services operating expenses increased $229 million, or 9%, in 2003 and increased $23 1 million, or 1 O%, in 
2002. 

Property and other taxes decreased $89 million, or l6%, in 2003 and increased $103 million, or 24%, in 2002. The 
decrease in 2003 was primarily a result of reduced property taxes, which resulted from lower asset valuations. The 
increase in 2002 was attributable to valuations for capital expansion to local telephone and global fiber optic broadband 
networks that occurred during the years ended December 3 1,2001 and 2000. 

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

Employee and service-related costs, such as salaries and wages, benefits and overtime, increased $134 million, or 
1 1 %, in 2003 and increased $83 million, or 7%, in 2002. The increase was primarily due to the increase in the 
combined benefits and post-retirement plan expenses as discussed above and increased employee incentive 
compensation costs. Additionally, in 2002 we incurred professional fees as part of our re-entry into the InterLATA 
long-distance market. 

Non-employee related costs increased $197 million, or 46%, in 2003 and increased $59 million, or 16%, in 2002. 
The 2003 increase was driven by losses related to litigation, increases in marketing and ' 
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advertising costs and a shift of information technology resources to maintenance activities from development activities 
that were eligible for capitalization. The 2002 increase primarily resulted from software costs related to our re-entry 
into the InterLATA long-distance market and a shift of information technology resources to maintenance activities 
from development activities that were eligible for capitalization. 

Liquidity and CapitaI Resources 

Near-Term View 

Our working capital deficit, or the amount by which our current liabilities exceed our current assets, was 
$1 .I32 billion, $510 million and $5.522 billion as of December 31,2003,2002 and 2001, respectively. Our working 
capital deficit increased $622 million in 2003 compared to 2002 and decreased by $5.012 billion in 2002 compared to 
200 1.  Our working capital deficit increased during 2003 primarily due to payments on long-term borrowings, which 
were partially funded by proceeds from sale of the Dex West business. Our working capital position improved during 
2002, primarily due to refinancing of current borrowings to long-term and receipt of proceeds from sale of the Dex East 
business. As described below, in early 2004 we refinanced a portion of our borrowings that were due in 2004. 
Consequently. even if we are unable to access capital markets to refinance our current portion of debt, we believe that 
our cash on hand together with our cash flows from operations would be sufficient to meet our cash needs for the 
remainder of 2004. However, if we become subject to significant judgments andor settlements as further discussed in 
"Legal Proceedings" in ltem 3 of this report, we may need to obtain additional financing or explore other methods to 
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generate cash. Therefore, in the event of an adverse outcome in one or more of these matters, our ability to meet our 
debt service obligations and our financial condition could be materially and adversely affected. In addition, the 2004 
QSC Credit Facility contains various limitations, including a restriction on using any proceeds from the facility to pay 
settlements or judgments relating to investigations and securities actions discussed in "Legal Proceedings" in Item 3 of 
this report. 

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

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

We continue to pursue our strategy to improve our near-term liquidity and our capital structure in order to reduce 
financial risk. Since December 3 1,2003, we have taken the following measures to improve our near term financial 
position: 

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

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

On February 26, 2004, we completed a cash tender offer for the purchase of $921 million aggregate 
principal face amount of QCF's 5.875% notes due in August 2004 with $939 million in cash. A loss of 
$2 1 million was recorded for the early retirement of debt which will be included in 2004 results. 

Long-Term View 

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

In addition to our periodic need to obtain financing in order to meet our debt obligations as they come due, we 
may also need to obtain additional financing or investigate other methods to generate cash (such as further cost 
reductions or the sale of non-strategic assets) if cash provided by operations does not improve, if revenue and cash 
provided by operations continue to decline, if economic conditions do not improve or if we become subject to 
significant judgments andor settlements as further discussed in "Legal Proceedings" in Item 3 of this report. Therefore, 
in the event of an adverse outcome in one or more of these matters, our ability to meet our debt service obligations and 
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, (3) Interest expense in all years will differ due to refinancing of debt. In February 2004, we have refinanced long- 
term debt. See Note I 8-Subsequent Events to our consolidated financial statements in Item 8 of this report for 
additional information. Interest on our floating rate debt was calculated for all years using the rates effective as 

I of December 3 1,2003. 

our financial condition could be materially and adversely affected. In addition, the 2004 QSC Credit Facility contains 
various limitations, including a restriction on using any proceeds from the facility to pay settlements or judgments 
relating to investigations and securities actions discussed in "Legal Proceedings" in Item 3 of this report. 

Payment Obligations and Contingencies 

Payment obligations 

The following table summarizes our fbture contractual cash obligations as of December 3 I ,  2003: 

Payments Due by Period 

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

Telecommunications commitments 
IRU operating and maintenance 
obligations 
Advertising and promotion 
Services 

- 

Total future contractual cash 
obligations 

2004 2005 2006 2007 2008 Thereafter Total 

(Dollars in millions) 

$ 1,834 $ 1,391 $ 491 $ 2,246 $ 592 $ 10,859 $ 17,413 
1,421 1,301 1,247 1,160 1,032 8,215 14,376 

47 28 5 5 5 34 124 
325 313 268 247 219 1,534 2,906 

706 517 158 65 60 10 1,516 
54 52 52 52 52 776 1,038 

53 50 32 26 26 219 406 
282 259 234 199 196 254 1,424 

$ 4,722 $ 3,911 $ 2,487 $ 4,000 $ 2,182 $ 21,901 $ 39,203 

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

Purchase Commitment Obligations. We have telecommunications commitments with CLECs, IXCs and third- 
party vendors that require us to make payments to purchase network services, capacity and telecommunications 
equipment. These commitments generally require us to maintain minimum monthly and/or annual billings, based on 
usage. 
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Included in the telecommunications commitments are purchase commitments that we entered into with KMC in 
connection with sales of equipment to KMC. At that time we also entered into facilities management services 
agreements with them. In connection with the KMC arrangements, we also agreed to pay the monthly service fees 
directly to trustees that serve as paying agents on debt instruments issued by special purpose entities sponsored by 
KMC. These unconditional purchase obligations require us to pay at least 75% of the monthly service fees for the entire 
term of the agreements, regardless of whether KMC provides us services. Our remaining unconditional purchase 
obligations under this agreement were $4 18 million as of December 3 1,2003. 

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

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

Letters of Credit and Guarantees 

At December 3 1,2003, we had letters of credit of approximately $67 million and guarantees of approximately 
$2 million. 

Contingencies 

We are a defendant in a number of legal actions and the subject of a number of investigations by federal and state 
agencies. While we intend to defend against these matters vigorously, the ultimate outcomes of these cases are very 
uncertain, and we can give no assurance as to the impacts on our financial results or financial condition as a result of 
these matters. For a description of these legal actions and the potential impact on our liquidity, please see "Legal 
Proceedings" in Item 3 of this report and the "Near-Term View" and the "Long-Term View" above. 

Historical View 

Operating activities. We generated cash from continuing operating activities of $2.175 billion, $2.388 billion 
and $3.001 billion in 2003,2002 and 2001, respectively. The $213 million decrease in cash 
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provided by continuing operating activities in 2003 compared to 2002 resulted primarily from a decrease in income 
from continuing operations of $1.098 billion after adjusting for non-cash items including depreciation, amortization, 
cumulative effect of changes in accounting principles and asset impairments. The decrease in income from continuing 
operations was primarily due to the continued trend of decreasing revenues. The 7% annualized decrease in revenue 
over the last two years is attributed to increasing competition and general downturn in the economy and 
telecommunications industry evidenced by access line losses, pricing declines and reduction in access services revenue. 
During 2003 the reduction in cash from declines in revenue was partially offset by reductions in cash outlays for 
operating expenditures. 

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

Cash provided by continuing operating activities in 2001 was negatively impacted by the payment of $492 million 
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in accounts payable and accrued expenses and the build-up in accounts receivable of $439 million due to higher sales 
resulting from the Merger, and an overall slowdown in receipts from customers as a result of the weak economic 
environment. 

Znvesting activities. Cash used in continuing investing activities was $2.340 billion, $2.738 billion and 
$8.152 billion in 2003, 2002 and 2001, respectively. Cash used in continuing investing activities in 2003 decreased 
$398 million compared to 2002 primarily as a result of a $676 million reduction in capital expenditures in 2003 
partially offset by the purchase of marketable securities investments of $198 million during 2003. 

Cash used in continuing investing activities in 2002 decreased $5.414 billion compared to 2001 primarily as a 
result of a $5.278 billion reduction in capital expenditures in 2002. The decrease in capital expenditures was the result 
of our decision to reduce our expansion efforts as a result of the general economic downturn and the completion of 
many of our major capital projects in 2001. 

Financing activities. Cash (used) provided by financing activities was ($4.856) billion in 2003, ($789) million in 
2002 and $4.660 billion in 2001. During 2003, we were able to obtain new debt, refinance current debt with long-term 
debt and retire some long-term debt with cash, new long-term debt or stock. At December 3 1, 2003 we were in 
compliance with all provisions or covenants of our borrowings. For additional information regarding the covenants of 
our existing debt instruments, see Note 8-Borrowings to our consolidated financial statements in Item 8 of this report. 

2003 Financing activities 

On June 9,2003, Qwest Corporation, or QC, entered into a senior term loan with two tranches for a total of 
$1.75 billion principal amount of indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in 
2007, and a $500 million fixed rate tranche, due in 2010. The term loan is unsecured and ranks equally with all of QC's 
current indebtedness. The floating rate tranche is non-prepayable for two years and thereafter is subject to prepayment 
premiums through 2006. There are no mandatory prepayment requirements. The covenant and default terms are 
substantially the same as other senior QC indebtedness. The net proceeds were used to refinance QC's debt that was 
due in 2003 and to fund or refinance QC's investment in telecommunications assets. Concurrently with this issuance, 
our obligation under the QSC Credit Facility was paid down by $429 million to a balance of $1.57 billion. 
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The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of 6.50%) and the 
fixed rate tranche bears interest at 6.95% per annum. The interest rate on the floating rate tranche was 6.5% at 
December 3 1, 2003. The lenders funded the entire principal amount of the loan subject to the original issue discount for 
the floating rate tranche of 1 .OO% and for the fixed rate tranche of 1.652%. 

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

On September 9, 2003, we completed the sale of the Dex West business. The gross proceeds from the sale of the 
Dex West business were $4.3 billion and were received in cash. We used $32 1 million of the cash proceeds to reduce 
our QSC Credit Facility obligation to $1.25 billion. We have used some of the proceeds from the Dex West sale to 
redeem indebtedness in December 2003. We expect to use the remainder of the proceeds from the Dex West sale to 
invest in telecommunications assets and/or to redeem other indebtedness. 

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

In December of 2003, the QSC Credit Facility was reduced by an additional $500 million. At December 3 1,2003 
the outstanding balance of the QSC Credit Facility was $750 million. The QSC Credit Facility was paid in full and 
terminated in February 2004 as discussed above. 

During 2003, we exchanged $454 million of existing QCF and QCC notes for $ I98 million of cash and 
52.5 inillion shales of our common stock with an aggregate value of $202 million. The trdding prices of our shares at 
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the time the exchange transactions were consummated ranged from $3.22 to $5.1 1 per share. During 2003, we also 
exchanged $406 million of new QSC notes for $560 million face amount of QCF notes. The new QSC notes have 
interest rates ranging from 13.0% to 13.5% with maturities of 2007 and 2010 while the QCF notes had interest rates 
ranging from 6.875% to 7.90%. 

We paid no dividends in 2003. 

2002 Financing activities 

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

In March 2002, we amended the Credit Facility and converted the $4.0 billion balance into a one-year term loan 
due May 2003, with $3.0 billion designated to QCF and $1.0 billion designated to QC. QC used approximately 
$608 million of the proceeds from its March 2002 bond offering discussed below to reduce the total amount 
outstanding under the Credit Facility. Following this repayment, the Credit Facility had $3.39 billion outstanding as of 
March 3 1, 2002, all of which was allocated to QCF. 

Also in March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875% interest rate. At 
December 3 1, 2003, the interest rate was 9.125%. Once we have registered the notes with the SEC, the interest rate will 
return to 8.875%, the original stated rate. The proceeds from the sale of the bonds were used to repay $608 million on 
the Credit Facility, short-term obligations and currently maturing long-term borrowings. 
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During the first quarter of 2002, we exchanged, through private transactions, $97 million in face amount of debt 
issued by QCF. In exchange for the debt, we issued approximately 9.88 million shares of our common stock with a fair 
value of $87 million. The trading prices for our shares at the time the exchange transactions were consummated ranged 
from $8.29 per share to $9.18 per share. 

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

In August 2002, Dex borrowed $750 million under a term loan agreement, or the Dex Term Loan, due 
September 2004 to fund costs in connection with the construction, installation, acquisition and improvement of 
telecommunications assets. We classified this term loan as a current liability based upon the requirement to pay this 
debt in full  upon the sale of the Dex West business. On August 12,2003, this loan was paid in full. See Note &Assets 
Held for Sale including Discontinued Operations to our consolidated financial statements in Item 8 of this report, for 
further discussion of the terms of the Dex sale. 

On November 8, 2002, we completed the sale of the Dex East business. The gross proceeds from the sale of the 
Dex East business were approximately $2.75 billion and were received in cash. We used approximately $1.4 billion of 
the cash proceeds we received from the sale of the Dex East business to reduce our obligations under the QSC Credit 
Facility to $2 0 billion 

On December 26,2002, we completed an exchange of approximately $5.2 billion in total face amount of QCF 
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notes for approximately $3.3 billion of new debt securities of QSC. The new QSC notes consist of 13.0% notes due 
2007, 13.5% notes due 2010 and 14.0% notes due 2014 that were issued on December 26,2002. 

We paid no dividends in 2002. 

2001 Financing activities 

In January 2001, we repurchased 22.22 million shares of our common stock from BellSouth for $1 .O billion in 
cash. As part of this transaction, we entered into an agreement with BellSouth under which BellSouth agreed to 
purchase services valued at $250 million from us over a five-year period, or the 2001 Agreement. The 2001 Agreement 
provided that BellSouth could pay for the services with our common stock based upon share values specified in the 
200 1 Agreement. 

During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at 
$13 million from BellSouth in partial satisfaction of the $16 million accounts receivable outstanding at December 31, 
2001. In addition, in accordance with the 2001 Agreement, we used $12 million of the $1 8 million in cash received 
fi-om certain BellSouth affiliates to purchase approximately 253,000 shares of our common stock. The fair value of the 
stock tendered in the first quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference 
between (i) the fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million 
was recorded as a reduction to additional paid-in capital. For additional information concerning transactions with 
BellSouth, see Note 15-Stockholders' Equity to the consolidated financial statements in Item 8 of this report. 
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In February 2001, QCF issued a total of $3.25 billion in notes which consisted of $2.25 billion in notes due 201 1 
with an interest rate of 7.25% and $1 .O billion in notes due 203 1 with an interest rate of 7.75%. The net proceeds from 
the notes were used to repay outstanding commercial paper and for general corporate purposes. 

In March 200 1, we completed a cash tender to buy back certain outstanding debt. In the tender offer, we 
repurchased approximately $995 million in principal of outstanding debt using $1.1 billion of cash. In connection with 
this tender offer, the indentures were amended to eliminate restrictive covenants and certain default provisions. 

In July 2001, QCF issued a total of $3.75 billion in notes which consisted of $ 1  2 5  billion in notes due 2004 with 
an interest rate of 5.875%, $2.0 billion in notes due 2009 with an interest rate of 7.O%, and $500 million in notes due 
202 1 with an interest rate of 7.625%. The net proceeds from the notes were used to repay outstanding commercial 
paper and maturing debt. 

On May 2,2001, our Board approved a dividend of $0.05 per share on our common stock which was paid to 
stockholders of record as of the close of business on June 1,2001 in satisfaction of any prior statement by us in 
connection with or following the Merger regarding the payment or declaration of dividends. As a result, dividends of 
$83 million were paid on common stock in 200 1. 

Credit ratings 

Our credit ratings were lowered by Moody's Investor Services, Standard and Poor's and Fitch Ratings on multiple 
occasions during 2002. The table below summarizes our ratings for the years ended December 3 1,2003 and 2002. 

December 31,2003 December 31,2002 

Moody's S&P Fitch Moody's S&P Fitch 

Corporate rating NA B- NA NA B- NA 
Qwest Corporation Ba3 B- B Ba3 B- E3 
Qwest Services Corporation NR CCC+ NR NR CCCt NR 
Qwest Communications Corporation Caal CCC+ CCC+ Caal CCC+ CCC+ 
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Qwest Capital Funding, Inc. C a d  CCC+ CCC+ Caa2 CCC+ CCC+ 
Qwest Communications International Inc. Caal CCC+ CCC+ Caal CCC+ CCC+ 

NA = Not applicable 

NR = Not rated 

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

With respect to Moody's, a Ba rating is judged to have speculative elements, meaning that the future of the issuer 
cannot be considered to be well-assured. Often the protection of interest and principal payments may be very moderate, 
and thereby not well safeguarded during both good and bad times. Issuers with Caa ratings are in poor standing with 
Moody's. These issuers may be in default, according to Moody's, or there may be present elements of danger with 
respect to principal and interest. The "1,2,3" modifiers show relative standing within the major categories, 1 being the 
highest, or best, modifier in terms of credit quality. 
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With respect to S&P, any rating below BBB indicates that the security is speculative in nature. A B- rating 
indicates that the issuer currently has the capacity to meet its financial commitment on the obligation, but adverse 
business, financial or economic conditions will likely impair the issuers' capacity or willingness to meet its financial 
commitment on the obligation. A CCC+ indicates that the obligation is currently vulnerable to nonpayment and the 
issuer is dependent on favorable business, financial and economic conditions in order to meet its financial commitment 
on the obligation. The plus and minus symbols show relative standing within the major categories. 

With respect to Fitch, any rating below BBB is considered speculative in nature. A B rating is considered highly 
speculative, meaning that significant credit risk is present, but a limited margin of safety remains. Financial 
commitments are currently being met; however, capacity for continued payment is contingent upon a sustained, 
favorable business and economic environment. A CCC+ rating indicates default is a real possibility. Capacity for 
meeting financial commitments is solely reliant upon sustained, favorable business or economic developments. The 
plus and minus symbols show relative standing within major categories. 

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

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

Critical Accounting Policies and Estimates 

We have identified the policies and estimates below as critical to our business operations and the understanding of 
our results of operations. For a detailed discussion on the application of these and other significant accounting policies, 
see Note 2-Summary of Significant Accounting Policies to the consolidated financial statements in Item 8 of this 
report. These policies and estimates are considered "critical" because they have the potential to have a material impact 
on our financial statements, and because they require significant judgments and estimates. Note that our preparation of  
this annual report on Form 10-K requires us to make estimates and assumptions that affect the reported amount of 
assets and liabilities, disclosure of contingent assets and liabilities at the date o f  our consolidated financial statements 
and the reported amounts of revenue and expenses during the reporting period. There can be no assurance that actual 
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results will not differ from those estimates. 

Estimates and Other Reserves 

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

Periodically, we commit to exit certain business activities, eliminate office or facility locations andor reduce our 
number of employees. The charge to record such a decision depends upon various assumptions, including future 
severance costs, sublease income or disposal costs, length of time on market for abandoned rented facilities, contractual 
termination costs and so forth. Such estimates are inherently judgmental and may change materially based upon actual 
experience. The number of employees and the related estimate of severance costs for employees combined with the 
estimate of future losses on sublease income and disposal activity generally has the most significant impact. Due to the 
estimates and judgments involved in the application of each of these accounting policies, changes in our plans and 
these estimates and market conditions could materially impact our financial condition or results of operations. 

Revenue Recognition and Related Reserves 

Revenue from services is recognized when the services are provided. Up-front fees received, primarily activation 
fees and installation charges, as well as the associated customer acquisition costs, are deferred and recognized over the 
expected customer relationship period, generally one to ten years. Payments received in advance are deferred until the 
service is provided. Customer arrangements that include both equipment and services are evaluated to determine 
whether the elements are separable based on objective evidence. If the elements are separable and separate earnings 
processes exist, total consideration is allocated to each element based on the relative fair values of the separate 
elements and the revenue associated with each element is recognized as earned. If separate earnings processes do not 
exist, total consideration is deferred and recognized ratably over the longer of the contractual period or the expected 
customer relationship period. We believe that the accounting estimates related to customer relationship periods and to 
the assessment of whether a separate earnings process are "critical accounting estimates" because: (1) it requires 
management to make assumptions about how long we will retain customers; (2) the assessment of whether a separate 
earnings process exists can be subjective; (3) the impact of changes in actual retention periods versus these estimates on 
the revenue amounts reported in our consolidated statements of operations could be material; and (4) the assessment of 
whether a separate earnings process exists may result in revenues being reported in different periods than significant 
portions of the related costs. As the telecommunications market experiences greater competition and customers shift 
from traditional land based telephony services to mobile services, our estimated customer relationship periods will 
likely decrease and when customers terminate their relationship with us, we may recognize revenue that had previously 
been deferred under the expectation that services would be provided to that customer over a longer period. 

CAAP requires us to record reserves against our receivable balances based on estimates of future collections and 
to not record revenue for services provided or equipment sold if collectibility of the revenue is not reasonably assured. 
We believe that the accounting estimates related to the establishment of reserves for uncollectible amounts in the 
results of operations is a "critical accounting estimate" because: ( 1 )  it requires management to make assumptions about 
future collections, billing adjustments and unauthorized usage; and (2) the impact of changes in actual performance 
versus these estimates on the accounts receivable balance reported on our consolidated balance sheets and the results 
reported in our consolidated statements of operations could be material. In selecting these assumptions, we use 
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historical trending of write-offs, industry norms, regulatory decisions and recognition of current market indicators 
about general economic conditions that might impact the collectibility of accounts. 

Software Capitalization 

Internally used software, whether purchased or developed, is capitalized and amortized using the straight-line 
method over an estimated useful life of 18 months to five years. In accordance with 

59 

American Institute of Certified Public Accountants Statement of Position No. 98-1, "Accounting for the Costs of 
Computer Software Developed or Obtained for Internal Use", we capitalize certain costs associated with internally 
developed software such as payroll costs of employees devoting time to the projects and external direct costs for 
materials and services. Costs associated with internally developed software to be used internally are expensed until the 
point at which the project has reached the development stage. Subsequent additions, modifications or upgrades to 
internal-use software are capitalized only to the extent that they allow the software to perform a task it previously did 
not perform. Software maintenance and training costs are expensed in the period in which they are incurred. The 
capitalization of software requires judgement in determining when a project has reached the development stage and the 
period over which we expect to benefit from the use of that software. Further, the recovery of software projects is 
periodically reviewed and may result in significant write-offs. 

Pension and Post-Retirement Benefits 

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

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

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income investments 
available at the measurement date and expected to be available during the period to maturity of the pension benefits. In 
making this determination we consider, among other things, the yields on Moody's AA corporate bonds as of year-end. 

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

We have a noncontributory defined benefit pension plan, or the Pension Plan, for substantially all management 
and occupational (union) employees. To compute the expected return on Pension Plan assets, we apply our expected 
rate of return to the market-related value of the Pension Plan assets. The market-related asset value is a computed value 
that recognizes changes in fair value of Pension Plan assets over a period of time, not to exceed five years. In 
accordance with SFAS No. 87, "Employers' Accounting for Pensions", we elected to recognize actual returns on our 
Pension Plan assets ratably over a five year period when computing our market-related value of Pension Plan assets. 
This method has the effect of reducing the annual market volatility that may be experienced from year to year. As a 
result, our expected return is not significantly impacted by the actual return on Pension Plan assets experienced in the 
current year. 

Changes in any of the assumptions we made in computing the pension and post-retirement benefit costs could 
have a material impact on various components that comprise these expenses. Factors to be considered include the 
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strength or weakness of the investment markets, changes in the composition of 

60 

Page 58 of 147 

the employee base, fluctuations in interest rates, significant employee hirings or downsizings and medical cost trends. 
Changes in any of these factors could impact cost of sales and SG&A in the consolidated statement of operations as 
well as the value of the asset or liability on our consolidated balance sheet. If our assumed expected rate of return of 
9.0% for 2003 was 100 basis points lower, the impact would have been to increase the net pension expense by 
$1 10 million. In response to current and expected market conditions, effective January 1,2004, we lowered our 
assumed expected long-term rate on plan assets to 8.5%. If our assumed discount rate of 6.75% for 2003 was 100 basis 
points lower, the impact would have been to increase the net expense by $56 million. 

Goodwill and Other Intangible Assets 

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

We performed our initial impairment analysis of goodwill and indefinite-lived intangible assets as of January 1, 
2002. The implementation involved the determination of the fair value of each reporting unit, where a reporting unit is 
defined as an operating segment or one level below. 

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

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

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

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

We compared gross undiscounted cash flow projections to the carrying value of the long-lived wireless network 
assets and determined that certain asset groups were not expected to be recovered through future projected cash flows. 
For those asset groups that were not recoverable, we then estimated the fair value using estimates of market prices for 
similar assets. Cell sites, switches, related tools and equipment inventory and certain information technology systems 
that support the wireless network were determined to be impaired by $230 million. 

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

Effective June 30,2002, the general deterioration of the telecommunications market, the downward revisions to 
our expected future results of operations and other factors indicated that our investments in long-lived assets may have 
been impaired at that date. We performed an evaluation of the recoverability of the carrying value of our long-lived 
assets using gross undiscounted cash flow projections. For impairment analysis purposes, we grouped our property, 
plant and equipment and projected cash flows as follows: traditional telephone network, national fiber optic broadband 
network, international fiber optic broadband network, wireless network, web hosting and ASP, assets held for sale, and 
out-of-region DSL. Based on this assessment of recoverability, we concluded that our traditional telephone network 
was not impaired. However, this analysis revealed that the remaining asset groups were impaired. We then estimated 
the fair value of these asset groups and, as a result, we recorded a total of $10.493 billion in asset impairment charges 
during the year ended December 3 1,2002 as more fully described below. 

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

Impairment 

Asset Group Charge Fair Value Methodology 

(Dollars in 
millions) 

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

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

Total impairment charges 

$ 8,505 Discounted cash flows 

685 Comparable market data 
825 Comparable market data and 

discounted cash flows 
88 Comparable market data 

348 Comparable market data 
42 Discounted cash flows 

$ 10,493 
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The national fiber optic broadband network provides long-distance voice services, data and Internet services, and 
wholesale serviGes to business, consumer and wholesale customers outside of our local service area. The international 
fiber optic broadband network provides the same services to the same types of customers only outside of the United 
States The wireless network provides PCS in select markets in our local service area. Our web hosting and ASP asset 
group provides business customers both shared and dedicated hosting on our servers as well as application hosting 
services to help design and manage the customer’s website and their hosting applications. Assets held for sale primarily 
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consist of excess network supplies. Our out-of-region DSL assets provide DSL service to customers outside our local 
service area. 

Calculating the estimated fair value of the asset groups as listed above involves significant judgments and a 
variety of assumptions. For calculating fair value based on discounted cash flows, we forecasted future operating 
results and future cash flows, which included long-term forecasts of revenue growth, gross margins and capital 
expenditures. We also used a discount rate based on an estimate of the weighted-average cost of capital for the specific 
asset groups as of June 30,2002. Comparable market data was obtained by reviewing recent sales of similar asset types 
in third-party market transactions. Relative to the above excluding the wireless network, a hypothetical increase or 
decrease m the estimated fiiture cash flows of 10% would have changed the impairment charge by approximately 
$1 05 million. Also excluding wireless, a hypothetical increase or decrease in the discount rate used of 100 basis points 
would have changed the impairment charge by approximately $40 million. In respect to the wireless assets, a 
hypothetical 10% increase or decrease in the current cost factors would have changed the impairment charge by 
$17.1 million. Also relative to the wireless assets, a hypothetical 100 basis point change in the discount factors related 
to physical deterioration, functional obsolescence and economic obsolescence would have changed the impairment 
charge by $10.4 million. 

Recently Adopted Accounting Pronouncements and Cumulative Effect of Adoption 

FASB Interpretation, or FIN, No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, 
Including Indirect Guarantees of Indebtedness of Others", was issued in November 2002. The interpretation provides 
guidance on the guarantor's accounting and disclosure of guarantees, including indirect guarantees of indebtedness of 
others. We have adopted the disclosure requirements of the interpretation as of December 3 1,2002. The accounting 
guidelines are applicable to certain guarantees, excluding affiliate guarantees, issued or modified after December 3 1, 
2002, and require that we record a liability for the fair value of such guarantees on our consolidated balance sheet. The 
adoption of this interpretation did not have a material effect on our consolidated financial statements. 

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

Prior to the adoption of SFAS No. 143, we included in our group depreciation rates estimated net removal costs 
(removal costs less salvage). These costs have historically been reflected in the calculation of depreciation expense and 
therefore recognized in accumulated depreciation. When the assets were actually retired and removal costs were 
expended, the net removal costs were recorded as a reduction to accumulated depreciation. While SFAS No. 143 
requires the recognition of a liability for asset 
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retirement obligations that are legally binding, it precludes the recognition of a liability for asset retirement obligations 
that are not legally binding. Therefore, upon adoption of SFAS No. 143, we reversed the net removal costs within 
accumulated depreciation for those fixed assets where the removal costs exceeded the estimated salvage value and we 
did not have a legal removal obligation. This resulted in income from the cumulative effect of a change in accounting 
principle of $365 million before taxes upon adoption of SFAS No. 143. The net income impact of the adoption is 
$206 million ($365 million less the $28 million charge disclosed above, net of income taxes of $13 1 million) in 2003. 
Beginning January 1,2003, the net costs of removal related to these assets are charged to our consolidated statement of 
operations in the period in which the costs are incurred. 

In January 2003 and December 2003, the FASB issued and then revised FIN No. 46, "Consolidation of Variable 
Interest Entities", or FIN No. 46, which is effective immediately for all variable interest entities created after 
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January 31,2003. FIN No. 46 must be applied for the first fiscal year or interim period ending after March 15,2004 for 
variable interest entities, or the first quarter 2004 for us. FIN No. 46 requires existing unconsolidated variable interest 
entities to be consolidated by their primary beneficiaries if the entities do not effectively disperse risks among the 
parties involved. A primary beneficiary absorbs the majority of the entity's expected losses, if they occur, receives a 
majority of the entity's expected residual returns, if they occur, or both. Where it is reasonably possible that the 
information about our variable interest entity relationships must be disclosed or consolidated, we must disclose the 
nature, purpose, size and activity of the variable interest entity and the maximum exposure to loss as a result of our 
involvement with the variable interest entity in all financial statements issued after January 3 1,2003. We believe that it 
is unlikely that the adoption of FIN No. 46 will require consolidation of any significant unconsolidated entities. 

Risk Management 

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

As of December 3 1 ,  2003 and 2002, approximately $2.0 billion and $2.2 billion, respectively, of floating-rate debt 
was exposed to changes in interest rates. This exposure is linked to LIBOR. A hypothetical increase of 100 basis points 
in LIBOR and commercial paper rates would increase annual pre-tax interest expense by $20 million. As of 
December 31,2003 and 2002, we also had approximately $1.8 billion and $1.2 billion of long-term fixed rate debt 
obligations maturing in the following 12 months. Any new debt obtained to refinance this debt would be exposed to 
changes in interest rates. A hypothetical 10% change in the interest rates on this debt would not have had a material 
effect on our earnings. We had $13.5 billion and $19.0 billion of long-term fixed rate debt at December 3 1,2003 and 
2002, respectively. A 100 basis point increase in interest rates would result in a decrease in the fair value of these 
instruments of $900 million and $700 million at December 3 1,2003 and 2002, respectively. A 100 basis point decrease 
in interest rates would result in an increase in the fair value of these instruments of $ 1  .O billion and $800 million at 
December 3 1,2003 and 2002, respectively. 

As of December 3 1,2003, we had $1.756 billion of cash invested in money market and other short-term 
investments. Most cash investments are invested at floating rates. As interest rates change so will the interest income 
derived from these accounts. 
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS 

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

statements concerning the benefits that we expect will result from our business activities and certain 
transactions we have completed, such as increased revenue, decreased expenses and avoided expenses 
and expenditures; and 

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

These statements may be made expressly in this document or may be incorporated by reference to other 
documents we will file with the SEC. You can find many of these statements by looking for words such as "believes," 
"expects," "anticipates," "estimates," or similar expressions used in this report or incorporated by reference in this 
report. 

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

Risks Affecting Our Business 

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

We compete in a rapidly evolving and highly competitive market, and we expect competition to intensify. We 
have faced greater competition in our core local business from cable companies, wireless providers (including 
ourselves), facilities-based providers using their own networks as well as those leasing parts of our network (unbundled 
network elements), and resellers. Regulatory developments have generally increased competitive pressures on our 
business, such as the recent decision allowing for number portability from wireline to wireless phones. 

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

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

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

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

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

Rhks Relating to Our Legal and Regulatory Matters 

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

On April 3,2002, the SEC issued an order of investigation that made formal an informal investigation initiated on 
March 8,2002. We are continuing in our efforts to cooperate fully with the SEC in its investigation. The investigation 
includes, without limitation, inquiry into several specifically identified accounting practices and transactions and 
related disclosures that are the subject of the various adjustments and restatements described in our 2002 Form 10-K. 
The investigation also includes inquiry into disclosure and other issues related to transactions between us and certain of 
our vendors and certain investments in the securities of those vendors by individuals associated with us. 

On July 9,2002, we were informed by the U S .  Attorney's Office for the District of Colorado of a criminal 
investigation of Qwest. We believe the U.S. Attorney's Office is investigating various matters that include the subjects 
of the investigation by the SEC. 

While we are continuing in our efforts to cooperate fully with the SEC and the U S .  Attorney's Office in each of 
their respective investigations, we cannot predict the outcome of those investigations. We have engaged in discussions 
with the SEC staff in an effort to resolve the issues raised in the SEC's investigation of us. While our most recent 
discussions and further analysis have led us to conclude that a reserve should be provided for this matter and our 
securities actions (see Item 3-Legal Proceedings in this report), such discussions are preliminary and we cannot 
predict the likelihood of whether those discussions will result in a settlement and, if so, the terms of such settlement. 
However, settlements typically involve, among other things, the SEC making claims under the federal securities laws in 
a complaint filed in United States District Court that, for purposes of the settlement, the defendant neither admits nor 
denies. Were such a settlement to occur, we would expect such claims to address many of the accounting practices and 
transactions and related disclosures that are the subject of the various restatements we have made as well as additional 
transactions. In addition, any settlement with the SEC may also involve, among other things, the imposition of 
disgorgement and a civil penalty, the amounts of which could be materially in excess of our recorded reserve, and the 
entry of a court order that would require, among other things, that we and our officers and directors comply with 
provisions of the federal securities laws as to which there have been allegations of prior violations. 

In addition, the SEC has conducted an investigation concerning our earnings release for the fourth quarter and full 
year 2000 issued on January 24, 2001. The release provided pro forma normalized earnings information that excluded 
certain nonrecurring expense and income items resulting primarily from the Merger. On November 2 1,200 1, the SEC 
staff informed us of its intent to recommend that the SEC authorize an action against us that would allege we should 
have included in the earnings release a statement of our earnings in accordance with GAAP. At the date of this filing, 
no action has been taken by the SEC. However, we expect that if our current discussions with the staff of the SEC 
result in a settlement, such settlement would include allegations concerning the January 24, 2001 earnings release. 

Also, the GSA is conducting a review of all contracts with us for purposes of determining present responsibility. 
On September 12,2003, we were informed that the Inspector General of the GSA had referred to the GSA 
SuspensiodDebarment Official the question of whether we should be considered 
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for debarment. We are cooperating fully with the GSA and believe that we will remain a supplier of the government, 
although we cannot predict the outcome of this referral. 

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

Further review by the SEC could result in additional adjustments to our annual and quarterly reports. 

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

While we have attempted to address all the matters identified in our internal analysis of our accounting policies, 
practices and procedures, due to the breadth of this analysis, the passage of time and the turnover in accounting 
personnel employed by us, we may have overlooked some matters in our internal analysis. 

Major lawsuits have been brought against us involving our accounting practices and other matters. The outcomes oj  
these lawsuits and other lawsuits affecting us may have a material adverse effect on our business, financial 
condition and operating results. 

Several lawsuits have been filed against us, as well as certain of our past and present officers and directors. These 
lawsuits include putative class action lawsuits in which the plaintiffs allege numerous violations of securities laws. In 
one of these actions, lead counsel for the plaintiffs has indicated that plaintiffs will seek damages in the tens of billions 
of dollars. For a description of these legal actions, please see "Legal Proceedings" in Item 3 of this report. 

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

The securities actions are in a preliminary phase and we continue to defend against these matters vigorously. None 
of the plaintiffs or the defendants in the securities actions has advanced evidence concerning possible recoverable 
damages and we have not yet conducted discovery on these and other relevant issues. We are currently unable to 
provide any estimate as to the timing of the resolution of any of these matters. Any settlement of or judgment in one or 
more of these matters in excess of our recorded reserves could be significant, and we can give no assurance that we will 
have the resources available to pay any such judgment. In the event of an adverse outcome in one or more of these 
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matters, our ability to meet our debt service obligations and our financial condition could be materially and adversely 
affected. 
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Further, given the size and nature of our business, we are subject from time to time to various other lawsuits 
which, depending on their outcome, may have a material adverse effect on our financial position. Thus, we can give no 
assurances as to the impacts on our financial results or financial condition as a result of these matters. 

Increased scrutiny offinancial disclosure, particularly in the telecommunications industry in which we operate, 
could reduce investor confidence and affect our business opportunities. 

As a result of our accounting issues and the increased scrutiny of financial disclosure, investor confidence in us 
has suffered and could suffer further. Congress, the SEC, other government authorities and the media are intensely 
scrutinizing a number of financial reporting issues and practices. In addition, as discussed earlier, the SEC and the U.S. 
Attorney's Office are currently conducting investigations including, without limitation, inquiries into several 
specifically identified accounting practices and transactions and related disclosures and our earnings release for the 
fourth quarter and full year 2000. 

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

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

Our 2002 Form 10-K was filed in October of 2003 and contains our restated consolidated financial statements for 
the years ended December 3 1,2001 and 2000. These restatements involved, among other matters, revenue recognition 
issues related to optical capacity asset transactions, equipment sales, directory publishing and purchase accounting and 
resulted in, among other things, an aggregate reduction in revenue of approximately $2.5 billion. We cannot assure you 
that the information in our 2002 Form 10-K or in this annual report will not be subject to change upon receipt of any 
such comments fiom the SEC, and any such changes could be material. In addition, we cannot assure you that we will 
not have to further restate earnings for prior periods as a result of any formal actions or the SEC's review of our filings. 
Any such restatement could further impact our ability to access the capital markets and the trading price of our 
securities. 

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

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

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

We monitor our compliance with federal, state and local regulations governing the discharge and disposal of 
hazardous and environmentally sensitive materials, including the emission of electromagnetic radiation. Although we 
believe that we are in compliance with such regulations, any such discharge, disposal or emission might expose us to 
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claims or actions that could have a material adverse effect on our business, financial condition and operating results. 

Risks Affecting Our Liquidity 

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

We are highly leveraged. As of December 31,2003, our consolidated debt was approximately $17.5 billion. As 
shown above in "Liquidity and Capital Resources-Payment Obligations and Contingencies" in Item 7 of this report, a 
considerable amount of our debt obligations come due over the next few years. While we currently believe we will have 
the financial resources to meet our obligations when they come due, we cannot anticipate what our future condition will 
be. We may have unexpected costs and liabilities and we may have limited access to financing. 

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

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

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

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

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

Our leverage may make us more vulnerable to the current or future downturns in general economic 
conditions or in any of our businesses; 
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Our flexibility in planning for, or reacting to, changes in our business and the industry in which we 
operate may be limited; and 

Our high debt levels could adversely impact our credit ratings. 

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

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

If we are unable to renegotiate a significant portion of our future purchase commitments, we may suffer related 
losses. 

As of December 3 1,2003, our aggregate future purchase commitments totaled approximately $4.4 billion. We 
entered into these commitments, which obligate us to purchase network services and capacity, hardware or advertising 
from other vendors, with the expectation that we would use these commitments in association with projected revenues. 
We currently do not expect to generate revenues in the near-term that are sufficient to offset the costs associated with 
some of these commitments Although we are attempting to renegotiate and restructure certain of these contracts, there 
can be no assurance that we will be successful to any material degree. If we cannot renegotiate or restructure a 
significant portion of these contracts on terms that are favorable to us, we will continue to have substantial ongoing 
expenses without sufficient revenues to offset the expenses related to these arrangements. In addition, we may incur 
substantial losses in connection with these restructurings and renegotiations. 

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

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

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

On a regular and ongoing basis, we review and evaluate other businesses and opportunities for business 
combinations that would be strategically beneficial. As a result, we may be involved in negotiations or discussions that, 
if they were to result in a transaction, could have a material effect on our financial condition (including short-term or 
long-term liquidity) or short-term or long-term results of operations. 

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

incurrence of substantial transaction costs; 

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

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

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

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

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

If conditions or assumptions differ from the judgments, assumptions or estimates used in our critical accounting 
policies, the accuracy of our financial statements and related disclosures could be affected. 

The preparation of financial statements and related disclosures in conformity with GAAP requires management to 
make judgments, assumptions and estimates that affect the amounts reported in our consolidated financial statements 
and accompanying notes. Our critical accounting policies, which are described in this Form 10-K, describe the 
significant accounting policies and methods used in the preparation of our condensed consolidated financial statements. 
These accounting policies are considered ”critical” because they require judgments, assumptions and estimates that 
materially impact our consolidated financial statements and related disclosures. As a result, if future events differ 
significantly from the judgments, assumptions and estimates in our critical accounting policies or different assumptions 
are used in the future, such events or assumptions could have a material impact on our consolidated financial 
statements and related disclosures. 

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

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

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

Because prior to 1999 Qwest was a member of an affiliated group filing a consolidated U.S. federal income tax 
return, we could be severally liable for tax examinations and adjustments not directly applicable to current members of 
the Qwest affiliated group. Tax sharing agreements have been executed between us and previous affiliates, and we 
believe the liabilities, if any, arising from adjustments to tax liability would be borne by the affiliated group member 
determined to have a 
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deficiency under the terms and conditions of such agreements and applicable tax law. We have not provided for the 
liability of former affiliated members in our financial statements. 

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

While we believe we have adequately provided for taxes associated with these restatements, risks and 
contingencies, tax audits and examinations may result in liabilities that differ materially from those we have recorded in 
our consolidated financial statements. 

If we fail to extend or renegotiate our collective bargaining contracts with our labor unions as they expire from time 
to time, or if our unionized employees were to engage in a strike or other work stoppage, our business and operating 
results could be materially harmed 
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We are a party to collective bargaining contracts with our labor unions, which represent a significant number of 
our employees. Although we believe that our relations with our employees are satisfactory, no assurance can be given 
that we will be able to successfully extend or renegotiate our collective bargaining agreements as they expire from time 
to time. If we fail to extend or renegotiate our collective bargaining agreements, if disputes with our unions arise, or if 
our unionized workers engage in a strike or other work stoppage, we could incur higher ongoing labor costs or 
experience a significant disruption of operations, which could have a material adverse effect on our business. In 
August 2003 we reached agreements with the CWA and the IBEW on new two-year labor contracts. Each of 
agreements was ratified byunion members and expires on August 13,2005. 

The tradingprice of our securities could be volatile. 

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

quarterly fluctuations in our operating results; 

changes in investors' and analysts' perception of the business risks and conditions of our business; 

broader market fluctuations; and 

general economic or political conditions. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

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

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

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

We have audited the accompanying consolidated balance sheets of Qwest Communications International Inc. and 
subsidiaries as of December 31,2003, and 2002, and the related consolidated statements of operations, 
stockholders' (deficit) equity and cash flows for each of the years in the three-year period ended December 31,2003. 
These consolidated financial statements are the responsibility of the Company's management Our responsibility is to 
express an opinion on these consolidated financial statements based on our audits. 

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the 
financial position of Qwest Communications International Inc. and subsidiaries as of December 3 1 ,  2003, and 2002, 
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and the results of their operations and their cash flows for each of the years in the three-year period ended 
December 3 1,2003, in conformity with accounting principles generally accepted in the United States of America. 

As discussed in note 2 to the accompanying consolidated financial statements, effective January 1, 2003, the 
Company adopted Statement of Financial Accounting Standards No. 143, Accounting for Asset Retirement Obligations. 
Also, as discussed in note 2, effective January 1,2002, the Company adopted Statement of Financial Accounting 
Standards No. 142, Goodwill and Other Intangible Assets, and Statement of Financial Accounting Standards No. 144, 
Accounting for the Impairment or Disposal of Long-Lived Assets, and effective January 1,200 1, the Company adopted 
Statement of Financial Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities. 

Is1 KPMG LLP 

Denver, Colorado 
March 2, 2004 
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QWEST COMMUNICATIONS INTERNATIONAL INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Years Ended December 31, 

Operating revenue 
Operating expenses. 

Cost of sales (exclusive of depreciation and amortization) 

Selling, general and administrative 

Depreciation 

Goodwill and other intangible assets amortization 

Goodwill impairment charge 

Asset impairment charges 

Restructuring and other charges 

Merger-related (credits) charges 

Total operating expenses 

Operating loss 

Other expense (income) 

Interest expense-net 

Losses and impairment of investment in KPNQwest 

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

(Gain) loss on early retirement of debt 

Gain on sales of fixed assets 

Other income-net 

Total other expense 

2003 2002 2001 
szm- 

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

$ 14,288 $ 15,371 $ 16,530 

6,386 6,032 6,634 

4,646 5,219 5,496 

2,739 3,268 3,704 

42 8 579 1,660 
- 8,483 - 

230 10,525 25 1 

1 I3 235 816 

- (53) 32 1 

14,542 34,288 18,882 

1,757 1,789 

- I,l90 

13 88 

(38) (1,836) 
- - 

( 154) (33) 

1,578 1,198 



10k Wizard: SEC Filings Page 71 of 147 

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

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

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

Net income (loss) 

Basic and diluted income (loss) per share 

Loss from continuing operations 

Discontinued operations, net of taxes 

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

Cumulative effect of changes in accounting principles, net of taxes 

Basic and diluted income (loss) per share 

Basic and diluted weighted-average shares outstanding 

(1,832) (20,115) (7,362) 
519 2,497 1,245 

(1 7,618) 

2,619 1,950 490 

1,306 ( I  5,668) (5,627) 

206 (22,800) 24 

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

CONSOLIDATED BALANCE SHEETS 

December 3 1, 

Current assets 

Cash and cash equivalents 

Accounts receivablcnet 

Inventories 

Deferred income taxes 

Prepaid and other assets 

Assets held for sale 

ASSETS 

2003 2002 

(Dollars in millions, 
shares in thousands) 

$ 1,756 

1,835 

82 

159 

584 

- 

$ 2,253 

2,344 

68 

898 

494 

315 

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

4,4 16 
18,149 

1,549 

2, I02 
- 

Total assets $ 26,216 

6,372 
19,012 

1,612 
398 

1.95 I 
-sa 

$ 29345 
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LIABILITIES AND STOCKHOLDERS' DEFICIT 
Current liabilities: 

Current borrowings 

Accounts payable 

Accrued expenses and other current liabilities 

Deferred revenue and advance billings 

Liabilities associated with discontinued operations 

Total current liabilities 
Long-term borrowings (net of unamortized debt discount of $3 and $129, respectively-See Note 8) 
Post-retirement and other post-employment benefit obligations 
Deferred income taxes 
Deferred revenue 
Other long-term liabilities 

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

Preferred stock-$I .OO par value, 200 million shares authorized, none issued or outstanding 
Common stock-$0 01 par value, 5 billion shares authorized; 1,770,223 and I ,713,592 issued, 
respectively 

Additional paid-in capital 
Treasury stock-327 and 14,477 shares, respectively (including 327 and 387 shares, respectively, 
held in Rabbi trust-Note 13) 

Accumulated deficit 

Accumulated other comprehensive loss 

Total stockholders' deficit 

Total liabilities and stockholders' deficit 

!§ 1,869 $ 2,772 

759 92 1 

2,266 2,191 

654 773 

225 - 

15,639 19,768 
3,325 3,075 

121 
762 957 

1 837 1,493 

~ 

I,,e,,#Aa i ~ 

27,232 32, I75 

- - 

18 17 

42,925 43,225 

(15) (618) 

(43,927) (45,439) 

(17) (15) 

(1,016) (2,830) 

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

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Years Ended December 31, 

2003 2002 2001 
P 

(Dollars in millions) 

OPERATING ACTIVITIES 
Net income (loss) $ 1,5 
Adjustments to net income (loss): 

(2,6 Income from and gain on sale of discontinued operations- 
net of tax 

2 $ (38,468) $ (5,603) 

9) (1,950) (490) 

Depreciation and amortization 3,167 3,847 5,364 
Loss on sale of investments and other investment write- 13 1,278 3,567 
downs-net 
Provision for bad debts 3 04 51 1 615 
Cumulative effect of changes in accounting principles-net of (206) 22,800 (24) 
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taxes 
Goodwill impairment charge 
Asset impairment charges 
Tax benefit from stock options 
Deferred income taxes 
Gain on sales of fixed assets 
(Gain) loss on early retirement of debt-net 
Other non-cash charges-net 

Accounts receivable 
Inventories 
Prepaid and other current assets 
Accounts payable and accrued expenses 
Current deferred revenue and advanced billings 
Other non-current assets and liabilities 

Changes in operating assets and liabilities: 

Cash provided by operating activities 

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

Cash used for investing activities 

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

Cash (used for) provided by financing activities 

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

Ending balance 

- 8,483 - 

230 10,525 25 1 
- - 165 

(532) (2,252) (733) 

(38) (1,836) 106 
199 290 255 

- (51) - 

205 57 (439) 
(13) 117 (62) 
78 81 (1 11) 

(1 86) (1,189) (492) 
(3 14) 14 72 
375 80 61 1 

2,175 2,388 3,OO 1 

1,729 1,476 6,911 
(5,792) (2,890) (2,659) 

(5,02 1) (1,139) (491) 
234 452 470 

4,290 2,754 - 

2,253 186 207 

$ 1756 $ 2253 $ 186 
" , w 4 m W ~ # Z e ~ " *  e#-#/ /,e " - 

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ (DEFICIT) EQUITY 

Common 
Stock and Accumulated 

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

Stock Capital cost Deficit Loss Total Loss 
r 1- w ibp./i,,,ed!!,~,/ (x *i w&,m#s”wmm e** At<fimm- *^ ”? 

(Shares in 
thousands) (Dollars in millions) 

Balance, December 31, 2000 1,671,279 $ 

Net loss - 

Other comprehensive loss-net of 
taxes - 

42,951 $ (38) $ 

- - 

(61)$ 41,567 

- (5,603) $ (5,603) 

Total comprehensive loss - 

Dividends declared on common 
stock 

Common stock issuances 

Stock options exercised 

Employee stock purchase plan 

Other 

Tax benefit from stock options 
Stock-based compensation 
expense 

Repurchase of stock-BellSouth 
Rabbi Trust treasury share 
issuance 

Share repurchase commitment 

- 

12,280 

1,761 

1,898 
- 

- 

(23,439) 

187 
- 

- 250 

36 

77 

I65 

- 
- 
- 

Balance, December 31,2001 

Net loss 
Other comprehensive incorn+ 
net of taxes 

35,413 

(38,468) $ (38,468) 

46 ’ 46 

$ (38,422) Total comprehensive loss 

Common stock issuances 

Stock options exercised 

Employee stock purchase plan 

401(k) plan match 

Other 
Stock-based compensation 
expense 

Repurchase of stock-BellSouth 

Extinguishment of debt 
Rabbi Trust treasury share 
issuance 
Cancellation of share repurchase 
commitment 

Other 

34 

3,680 

2 1,682 

239 

- 

(531) 

9,880 

165 

- 

- 

I 

13 

77 

6 

18 

(25) 

87 

Balance, December 31,2002 
Net income 

Other comprehensive loss-net of 
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Total comprehensive income - - - - - 1,510 

Common stock issuances 

401(k) plan match 

Other 
Stock-based compensation 
expense 

Extinguishment of debt 
Rabbi Trust treasury share 
issuance 

Other 

Balance, December 31,2003 

6 

- 202 

- 

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

For the Years Ended December 31,2003,2002 and 2001 

Unless the context requires otherwise, references in this report to "Qwest, 'I "we," "us," the 'Company" and "our" refer 
to @est Communications International Inc. and its consolidated subsidiaries. 

Note 1 : Business and Background 

Description of business 

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

On June 30, 2000, we completed the acquisition of U S WEST, Inc. ("U S WEST") (the "Merger"). U S WEST 
(our pre-Merger parent) was deemed the accounting acquirer and its historical financial statements, including those of 
its wholly owned subsidiaries, have been carried forward as the predecessor of the combined company The Merger has 
been accounted for as a reverse acquisition under the purchase method of accounting with U S WEST being deemed 
the accounting acquirer and Qwest (prior to the Merger, "pre-Merger Qwest") the acquired entity. 

Note 2: Summary of Significant Accounting Policies 

Basis ofpresentation The accompanying consolidated financial statements include the accounts of Qwest 
Communications International Inc. and its subsidiaries over which we exercise control. All intercompany amounts and 
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transactions have been eliminated. Investments where we exercise significant influence, but do not control the investee, 
are accounted for under the equity method of accounting. 

Use of estimates. Our consolidated financial statements are prepared in accordance with accounting principles 
generally accepted in the United States of America ("GAAP"). These accounting principles require us to make certain 
estimates, judgments and assumptions. We believe that the estimates, judgments and assumptions made when 
accounting for items and matters such as long-term contracts, customer retention patterns, allowance for bad debts, 
depreciation, amortization, asset valuations, internal labor capitalization rates, recoverability of assets, impairment 
assessments, employee benefits, taxes, reserves and other provisions and contingencies are reasonable, based on 
information available at the time they are made. These estimates, judgments and assumptions can affect the reported 
amounts of assets and liabilities as of the date of the consolidated financial statements, as well as the reported amounts 
of revenue and expenses during the periods presented. We also assess potential losses in relation to pending litigation 
and if a loss is considered probable and the amount can be reasonably estimated, we recognize an expense for the 
estimated loss. Actual results could differ from these estimates. See Note 17-Commitments and Contingencies. 
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ReclassrJications. Certain prior year balances have been reclassified to conform to the current year presentation. 

Revenue recognition. Revenue for services is recognized when the related services are provided. Payments 
received in advance are deferred until the service is provided. Up-front fees received, primarily activation fees and 
installation charges, as well as the associated customer acquisition costs, are deferred and recognized over the expected 
customer relationship period, which ranges from one to ten years. Expected customer relationship periods are estimated 
using historical data of actual customer retention patterns. Termination fees or other fees on existing contracts that are 
negotiated in conjunction with new contracts are deferred and recognized over the new contract term. 

We have periodically transferred optical capacity assets on our network to other telecommunications service 
carriers. These transactions are structured as indefeasible rights of use, commonly referred to as IRUs, which are the 
exclusive right to use a specified amount of capacity or fiber for a specified term, typically 20 years. We account for 
the consideration received on transfers of optical capacity assets for cash and on all of the other elements deliverable 
under an IRU as revenue ratably over the term of the agreement. We do not recognize revenue on contemporaneous 
exchanges of our optical capacity assets for other optical capacity assets. See our accounting policy for 
contemporaneous transactions in our property, plant and equipment policy below. 

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

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

Advertising costs Costs related to advertising are expensed as incurred. Advertising expense was $335 million, 
$344 million and $378 million for the years ended December 3 I ,  2003, 2002 and 2001, respectively, and is included in 
selling, general and administrative on our consolidated statements of operations. 

Legal costs. In our normal course of business, we incur costs to hire and retain external legal counsel to advise 
us on regulatory and litigation matters. We expense these costs as such services are received. 

Income taxes. The provision for income taxes consists of an amount for taxes currently payable and an amount 
for tax consequences deferred to future periods. Investment tax credits are accounted for under the deferral method and 
are amortized as reductions in income tax expense over the lives of the assets which gave rise to the credits and are 
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included in other long-term liabilities in our consolidated balance sheets. Deferred income tax assets and liabilities are 
recognized for the future tax consequences attributable to the differences between the financial statement and tax basis 
of assets and 
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liabilities as well as for operating loss and tax credit carryforwards using enacted tax rates expected to apply in the year 
in which the differences are expected to affect taxable income. The effect on deferred income tax assets and liabilities 
of a change in tax rate is recognized in operations in the period that includes the enactment date. Valuation allowances 
are established when necessary to reduce deferred income tax assets to the amounts expected to be recovered. 

We use the deferral method of accounting for investment tax credits earned prior to the repeal of such credits in 
1986. We also defer certain transitional investment tax credits earned after the repeal, as well as investment tax credits 
earned in certain states. We amortize these credits over the estimated service lives of the related assets as an increase to 
our income tax benefit in our consolidated statement of operations. 

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

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

Inventories. Inventories, primarily wireless handsets and customer premises equipment ("CPE"), are carried at 
the lower of cost or market on a first-in, first-out basis. Market is determined based upon estimated replacement cost. 

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

Property, plant and equipment Property, plant and equipment is carried at cost and, effective January 1,2003, 
with our adoption of Statement of Financial Accounting Standards ("SFAS") No. 143, "Accounting for Asset 
Retirement Obligations", ("SFAS No. 143"), is adjusted for legal retirement obligations. Property, plant and equipment 
is depreciated using the straight-line group method. Under the straight-line group method, assets dedicated to providing 
regulated telecommunications services (which comprise the majority of our property, plant and equipment) that have 
similar physical characteristics, use and expected useful lives are categorized in the year acquired on the basis of equal 
life groups of similar assets for purposes of depreciation and tracking. Generally, under the straight-line group method, 
when an asset is sold or retired, the cost is deducted from property, plant and equipment and charged to accumulated 
depreciation without recognition of a gain or loss. A gain or 
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loss is recognized in our consolidated statements of operations only if a disposal is abnormal; unusual; when a sale 
involves land; assets associated with the sale of customer contracts; or assets constructed or acquired for sale. 
Leasehold improvements are amortized over the shorter of the useful lives of the assets or the lease term. Expenditures 
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for maintenance and repairs are expensed as incurred. Interest is capitalized during the construction phase of network 
and other internal-use capital projects. Employee-related costs directly related to construction of internal use assets are 
also capitalized during the construction phase. Property, plant and equipment supplies used internally are carried at 
average cost, except for significant individual items for which cost is based on specific identification. 

We have periodically entered into agreements to acquire optical capacity assets from other telecommunications 
service carriers. These acquisitions of optical capacity assets expanded our fiber optic broadband network both 
domestically and internationally and enables us to provide broadband communications services to our customers. 
Several of these other carriers have also acquired optical capacity from us, principally in the United States of America. 
Optical capacity transactions in which we transfer capacity to and acquire capacity from the same third party at or 
about the same time are referred to as "contemporaneous transactions." We record the contemporaneous transactions as 
non-monetary exchanges of similar assets at book value, as these transactions do not represent the culmination of an 
earnings process. Contemporaneous transactions do not result in the recognition of revenue. Net cash or other monetary 
assets paid or received in contemporaneous transactions are recorded as an adjustment to the book value of the 
transferred property. The adjusted book value becomes the carrying value of the transferred property, plant and 
equipment. 

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

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

Sojiiare capitalization. Internally used software, whether purchased or developed, is capitalized and amortized 
using the straight-line method over an estimated useful life of 18 months to five years. In accordance with American 
Institute of Certified Public Accountants Statement of Position 98-1, "Accounting for the Costs of Computer Software 
Developed or Obtained for Internal Use", we capitalize certain costs associated with internally developed software such 
as costs of employees 
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devoting time to the projects and external direct costs for materials and services. Costs associated with internally 
developed software to be used internally are expensed until the point at which the project has reached the development 
stage. Subsequent additions, modifications or upgrades to internal-use software are capitalized only to the extent that 
they allow the software to perform a task it previously did not perform. Software maintenance and training costs are 
expensed in the period in which they are incurred. The capitalization of software requires judgment in determining 
when a project has reached the development stage and the period over which we expect to benefit from the use of that 
software. Capitalized software development costs are included in intangible assets in our consolidated balance sheets. 

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

Intangible assets with finite lives are amortized on a straight-line basis over that life. Where there are no legal, 
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regulatory, contractual or other factors that would reasonably limit the useful life of an intangible asset, we classify the 
intangible asset as indefinite lived and such intangible assets are not amortized. Prior to the adoption of SFAS No. 142, 
intangible assets were amortized on a straight-line basis over their estimated useful lives. 

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

Investments. Investments where we exercise significant influence, but do not control the investee are accounted 
for under the equity method of accounting. Under the equity method, investments are recorded at initial cost and are 
adjusted for contributions, distributions and our share of the investee’s income or losses as well as impairment write- 
downs for other-than-temporary declines in value. 

Equity investments where we cannot exercise significant influence over the investee are carried at cost or, if the 
security is publicly traded, at fair-market value. For publicly traded securities, unrealized gains or losses, net of taxes, 
are included in other comprehensive income (loss) until realized upon sale or other disposition of the securities. 
Realized gains and losses on securities and other-than-temporary declines in value are determined on the specific 
identification method and are reclassified from other comprehensive income (loss) and included in the determination of 
net income (loss). 

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

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

Derivative instruments Effective January 1,200 1, we adopted SFAS No 133, ”Accounting for Derivative 
Instruments and Hedging Activities”, (”SFAS No. 133”). SFAS No. 133 requires that all derivatives be measured at fair 
value and recognized as either assets or liabilities on our consolidated balance sheets. Changes in the fair values of 
derivative instruments that do not qualify as hedges andor any ineffective portion of hedges are recognized as a gain or 
loss in our consolidated statement of operations in the current period. Changes in the fair values of derivative 
instruments used effectively as fair value hedges are recognized in earnings (losses), along with the change in the value 
of the hedged item Changes in the fair value of the effective portions of cash flow hedges are reported in other 
comprehensive income (loss) and recognized in earnings (losses) when the hedged item is recognized in earnings 
(losses). 

Restructuring and Merger-related charges. Periodically, we commit to exit certain business activities, eliminate 
administrative and network locations and/or reduce our number of employees. At the time a restructuring plan is 
approved, we record a charge to our consolidated statement of operations for our estimated costs associated with the 
plan. Charges associated with these exit or restructuring plans incorporate various estimates, including severance costs, 
sublease income and costs, disposal costs, length of time on market for abandoned rented facilities and contractual 
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termination costs. We also record a charge when we permanently cease use of a leased location. Estimates of charges 
associated with abandoned operating leases, some of which entail long-term lease obligations, are based on existing 
market conditions and net amounts that we estimate we will pay in the future. In accordance with SFAS No. 146, 
"Accounting for Costs Associated with Exit or Disposal Activities", ("SFAS No. 146") charges associated with 
abandoned operating leases recorded in 2003 were measured using the present value of the estimated net amounts we 
will pay and charges recorded in 2002 and 2001 were measured on an undiscounted basis. We utilize real estate brokers 
to assist in assessing market conditions and net amounts that we expect to pay. 

Fair value offinancial instruments. Our financial instruments consist of cash and cash equivalents, accounts 
receivable, investments, accounts payable and borrowings. The carrying values of cash and cash equivalents, accounts 
receivable, marketable debt securities, accounts payable and short-term borrowings approximate their fair values 
because of their short-term nature. Our equity investments are also recorded at their estimated fair market value. Our 
borrowings had a fair value of approximately $18.8 billion and $ 1  8.5 billion at December 3 1,2003 and 2002, 
respectively. The fair values of our borrowings are based on quoted market prices where available or, if not available, 
based on discounted future cash flows using current market interest rates. 

Stock-bused compensation. Our stock option plans are accounted for using the intrinsic-value method allowed 
under Accounting Principles Board Opinion No. 25, "Accounting for Stock Issued to Employees", ("APB No. 25") 
under which no compensation expense is recognized for our options granted to employees when the exercise price of 
those options equals or exceeds the value of the underlying security on the measurement date. Any excess of the stock 
price on the measurement date over the exercise price is recorded as deferred compensation and amortized over the 
service period 
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during which the stock option award vests using the accelerated method described in Financial Accounting Standards 
Board (I'FASB") Interpretation ("FIN") No. 28, "Accounting for Stock Appreciation Rights and Other Variable Stock 
Option or Award Plans", ("FIN No. 28"). 

Had compensation cost for our stock-based compensation plans been determined under the fair-value method in 
accordance with the provisions of SFAS No. 123, "Accounting for Stock-Based Compensation", ("SFAS No. 123"), 
our net loss and basic and diluted loss per share would have been changed to the pro forma amounts indicated below: 

Years Ended December 31, 

2003 2002 2001 

(Dollars in millions, except per share 
amounts) 

Net income (loss): 
As reported $ 1,512 $ (38,468) $ (5,603) 
Add: Stock-based employee compensation expense included in 

Deduct. Total stock-based employee compensation expense 
determined under the fair-value-based method for all awards, 
net of related tax effects 

Pro forma $ 1,414 $ (38,598) $ (5,785) 

net income (loss), net of related tax effects 6 71 21 

(201) (203) 
-#Mm,m*,,ma n - w a m -  

(104) 

Earnings (loss) per share: 
As reported-basic and diluted 
Pro forma-basic and diluted 

$ 0.87 $ (22.87) $ (3.37) 
$ 0.81 $ (22.95) $ (3.48) 

The pro forma amounts reflected above may not be representative of the effects on our reported net income or loss 
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in future years because the number of future shares to be issued under these plans is not known and the assumptions 
used to determine the fair value can vary significantly. See Note 12-Stock Incentive Plans for further information. 

Recently Adopted Accounting Pronouncements and Cumulative Effects of Adoption 

FIN No. 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees 
of Indebtedness of Others", was issued in November 2002. The interpretation provides guidance on the guarantor's 
accounting and disclosure of guarantees, including indirect guarantees of indebtedness of others. We adopted the 
disclosure requirements of FIN No. 45 as of December 3 1,2002. The accounting guidelines are applicable to certain 
guarantees, excluding affiliate guarantees, issued or modified after December 3 1,2002, and required that we record a 
liability for the fair value of such guarantees on our consolidated balance sheet. The adoption of this interpretation had 
no material effect on our consolidated financial statements. 

On January 1, 2003, we adopted SFAS No. 143. This statement addresses financial accounting and reporting for 
obligations associated with the retirement of tangible long-lived assets and the associated asset retirement costs, 
generally referred to as asset retirement obligations. SFAS No. 143 requires entities to record the fair value of a legal 
liability for an asset retirement obligation. If a reasonable estimate of fair value can be made, the fair value of the 
liability will be recognized in the period it is incurred, or if not, in the period a reasonable estimate of fair value can be 
made. This cost is initially 

85 

capitalized and then amortized over the estimated remaining useful life of the asset. We have determined that we have 
legal asset retirement obligations associated with the removal of a limited group of long-lived assets and recorded a 
cumulative effect of a change in accounting principle charge upon adoption of SFAS No. 143 of $28 million (an asset 
retirement obligation of $43 million, net of an incremental adjustment to the historical cost of the underlying assets of 
$15 million) in 2003. 

Prior to the adoption of SFAS No. 143, we included in our group depreciation rates estimated net removal costs 
(removal costs less salvage). These costs have historically been reflected in the calculation of depreciation expense and 
therefore recognized in accumulated depreciation. When the assets were actually retired and removal costs were 
expended, the net removal costs were recorded as a reduction to accumulated depreciation. While SFAS No. 143 
requires the recognition of a liability for asset retirement obligations that are legally binding, it precludes the 
recognition of a liability for asset retirement obligations that are not legally binding. Therefore, upon adoption of SFAS 
No. 143, we reversed the net removal costs within accumulated depreciation for those fixed assets where the removal 
costs exceeded the estimated salvage value and we did not have a legal removal obligation. This resulted in income 
from the cumulative effect of a change in accounting principle of $365 million before taxes upon adoption of SFAS 
No. 143. The net income impact of the adoption is $206 million ($365 million less the $28 million charge disclosed 
above, net of income taxes of $13 1 million) in 2003. Beginning January 1, 2003, the net costs of removal related to 
these assets are charged to our consolidated statement of operations in the period in which the costs are incurred. 

In January and December 2003, the FASB issued and then revised FIN No. 46, "Consolidation of Variable Interest 
Entities" ("FIN No. 46"), which is effective immediately for all variable interest entities created after January 3 1,  2003. 
FIN No. 46 must be applied for the first fiscal year or interim period ending after March 15, 2004 for variable interest 
entities or the first quarter of 2004 for us. FIN No. 46 requires existing unconsolidated variable interest entities to be 
consolidated by their primary beneficiaries if the entities do not effectively disperse risks among the parties involved. A 
primary beneficiary absorbs the majority of the entity's losses or receives a majority of the entity's residual returns, if 
they occur, or both. Where it is reasonably possible that the information about our variable interest entity relationships 
must be disclosed or consolidated, we must disclose the nature, purpose, size and activity of the variable interest entity 
and the maximum exposure to loss as a result of our involvement with the variable interest entity in all financial 
statements issued after January 31, 2003. We believe that it is unlikely that the adoption of FIN No. 46 will require 
consolidation of any significant unconsolidated entities. 
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Note 3: Accounts Receivable 

The following table presents details of our accounts receivable balances: 

December 31, 

Trade receivables 
Earned and unbilled receivables 
Purchased receivables 
Other receivables 

Total accounts receivables 
Less: Allowance for bad debts 

Accounts receivable, net 

2003 2002 

(Dollars in millions) 

$ 1,485 $ 1,991 
337 353 

88 104 
205 256 

2,115 2,704 
-we 

We are exposed to concentrations of credit risk from customers within our local service area and from other 
telecommunications service providers. We generally do not require collateral to secure our receivable balances. We 
have agreements with other telecommunications service providers whereby we agree to bill and collect on their behalf 
for services rendered by those providers to our customers within our local service area. We purchase accounts 
receivable from other telecommunications service providers on a non-recourse basis and include these amounts in our 
accounts receivable balance. We have not experienced any significant losses related to these purchased receivables. 

Note 4: Property, Plant and Equipment 

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

December 31, 

Lives 2003 2002 

(Dollars in millions) 

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

Total property, plant and equipment 
Less: accumulated depreciation 

Property, plant and equipment-net 

87 

NIA $ 113 $ 116 
30-38 years 3,559 3,532 
2-25 years 18,913 18,947 
8-57 years 19,324 18,642 

NIA 243 352 
3-1 1 years 2,942 3,008 

45,094 44,597 
. < A , * , W #  

(26,945) (25,585) 
M & w m - 8 -  

$ 18,149 $ 19,012 
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A summary of asset impairments recognized is as follows: 

Page 83 of 147 

Years Ended December 31, 

2003 2002 2001 

(Dollars in millions) 

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

Capitalized software due to restructuring and Merger activities 

Other Merger-related 16 

- 

(Note 5-Goodwill and Intangible Assets) - 4 101 
- ~ 

wh,#-sw - 
Total asset impairments $ 230 $ 10,525 $ 251 

2003 Activities 

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

In accordance with SFAS No. 144, we compared gross undiscounted cash flow projections to the carrying value of 
the wireless network assets and determined that the carrying value of those assets were not expected to be recovered 
through hture  projected cash flows. We then estimated the fair value using recent selling prices for comparable assets 
and determined that our cell sites, switches, related tools and equipment inventory and certain capitalized software that 
support the wireless network were impaired by an aggregate amount of $230 million. 

In accordance with SFAS No. 144, the fair value of the impaired assets becomes the new basis for accounting 
purposes. As such, approximately $25 million in accumulated depreciation was eliminated in connection with the 
accounting for the impairments. The impact of the impairments is expected to reduce our annual depreciation and 
amortization expense by approximately $40 million, beginning October 1,2003 

2002 Activities 

Effective June 30, 2002, a general deterioration of the telecommunications market, downward revisions to our 
expected future results of operations and other factors indicated that our investments 

88 

I 

in long-lived assets may have been impaired at that date. We performed an evaluation of the recoverability of the 
carrying value of our long-lived assets using gross undiscounted cash flow projections. For impairment analysis 
purposes, we grouped our property, plant and equipment, capitalized software and customer lists and then projected 
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cash flows as follows: traditional telephone network, national fiber optic broadband network, international fiber optic 
broadband network, wireless network, web hosting and application service provider ("ASP"), assets held for sale and 
out-of-region digital subscriber line ("DSL"). Based on the gross undiscounted cash flow projections, we determined 
that all of our asset groups, except our traditional telephone network, were impaired at June 30,2002. For those asset 
groups that were impaired, we then estimated the fair value using a variety of techniques, which are presented in the 
table below. For those asset groups that were impaired, we determined that the fair values were less than our carrying 
amount by $10.6 13 billion in the aggregate of which $120 million has been reclassified to income from and gain on 
sale of discontinued operations for certain web hosting centers in our consolidated statements of operations for the year 
ending December 3 1,2002. 

Impairment 

Asset Group Charge Fair Value Methodology 

(Dollars in 
millions) 

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

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

Total impairment charges 

$ 8,505 Discounted cash flows 
685 Comparable market data 

825 Comparable market data and discounted 
cash flows 

88 Comparable market data 
348 Comparable market data 
42 Discounted cash flows 

$ 10,493 

Calculating the estimated fair value of the asset groups as listed above involved significant judgment and a variety 
of assumptions. For calculating fair value based on discounted cash flows, we forecasted future operating results and 
future cash flows, which included long-term forecasts of revenue growth, gross margins and capital expenditures. We 
also used a discount rate based on an estimate of the weighted-average cost of capital for the specific asset groups. 
Comparable market data was obtained by reviewing recent sales of similar asset types in third-party market 
transactions. 

A brief description of the underlying business purpose of each of the asset groups that were impaired as a result of 
our analysis as of June 30,2002 is as follows: 

Our national fiber optic broadband network provides long-distance voice services, data and Internet 
services and wholesale services to business, residential and wholesale customers outside of our local 
service area; 

9 Our international fiber optic broadband network ("International Network") provides the same services to 
the same types of customers, only outside of the United States; 

Our wireless network provides PCS in select markets in our local service area; 

89 

9 Our web hosting and ASP assets provide business customers shared and dedicated hosting on our 
servers as well as application hosting services to help design and manage customers' websites and 
hosting applications; 

Assets held for sale primarily consist of excess network supplies; and 

Our out-of-region DSL assets provide DSL service to customers outside our local service area. 
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In accordance with SFAS No. 144, the fair value of the impaired assets becomes the new basis for accounting 
purposes. As such, approximately $1.9 billion in accumulated depreciation was eliminated in connection with the 
accounting for the impairments. The impact of the impairments reduced our annual depreciation and amortization 
expense by approximately $1.3 billion, beginning July 1 ,  2002. 

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

2001 Activities 

As part of our restructuring activities in 2001, we analyzed the feasibility of our web hosting centers and other 
internal use construction projects. As a result of this analysis, we decided to abandon certain web hosting centers and 
terminate certain projects that were no longer feasible. We recorded an asset impairment charge of $134 million related 
to the abandonment of web hosting centers and termination of certain internal use construction projects. 

Subsequent to the Merger, we re-evaluated all of our assets for potential impairment and, in certain instances, we 
concluded that the fair value of some of our assets were below their carrying value. As a result, we recorded 
impairment charges in 2001 of $16 million, writing off the full carrying value of certain internal use construction 
projects and equipment. 

Asset Retirement Obligations 

As discussed in Note 2-Summary of Significant Accounting Policies, we adopted SFAS No. 143 on January 1, 
2003. 

Our asset retirement obligations primarily relate to the costs of removing circuit equipment and wireless towers 
from leased properties when the leases expire. The following table reconciles the change in asset retirement obligations 
during the year: 

Change in Asset 
Retirement 

Obligations 

(Dollars in millions) 

Liability recognized upon adoption on January 1,2003 $ 43 
Liability incurred - 

Liability settled - 

Accretion expense 6 

49 Balance as of December 3 1,2003 

If the provisions of SFAS No 143 had been adopted for the prior years presented, net loss would have increased 
by approximately $50 million and $45 million for the years ended December 3 1,2002 and 2001, respectively, and loss 
per share would have increased by $0.03 and $0 03, respectively. The asset retirement obligation would have been 
approximately $37 inillion and $31 million at December 31,2001 and December 31,2000 respectively 

90 

Note 5: Goodwill and Intangible Assets 

The components of intangible assets are as follows: 
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December 31, 

Intangibles with indefinite lives: 
Wireless spectrum licenses and 
other 

2003 2002 

Amortizable Carrying Accumulated Carrying Accumulated 

Lives cost Amortization cost Amortization 

(Dollars in millions) 

Intangibles with finite lives: 
Capitalized software 1.5-5 years 2,35 1 (961) 2,032 (577) 
Customer lists and other 5 years 35 (28) 33 (22) 

Total intangibles with finite lives 

Total intangible assets $ 2,538 $ (989) $ 2,211 $ (599) 

We recorded amortization expense of $428 million in 2003 for intangibles assets with finite lives. Based on the 
current amount of intangible assets subject to amortization, the estimated amortization for each of the succeeding 
5 years is as follows: 

Estimated 
Amortization 

Expense 

2004 
2005 
2006 
2007 
2008 

(Dollars in 
millions) 

$ 489 
394 
296 
162 
56 

Total 

Adoption of SFAS No. 142 

$ 1,397 
F Z _  r "  

Effective January 1, 2002, we adopted SFAS No. 142, which requires companies to cease amortizing goodwill and 
intangible assets which have indefinite useful lives. SFAS No. 142 also requires that goodwill and indefinite-lived 
intangible assets be reviewed for impairment upon adoption and annually thereafter, or more often if events or 
circumstances warrant. Under SFAS No. 142, goodwill impairment may exist if the carrying value of the reporting unit 
to which it is allocated exceeds its estimated fair value. 

We ceased amortizing our intangible assets with indefinite lives, including trademarks, trade names and wireless 
spectrum licenses on January 1,2002. Upon adoption of SFAS No. 142, we reviewed the useful lives of our 
amortizable intangible assets, primarily capitalized software and customer lists, and determined that they remained 
appropriate. 

91 
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In accordance with SFAS No. 142, we performed a transitional impairment test of goodwill and intangible assets 
with indefinite lives as of January 1, 2002. The first step of the transitional test of impairment was performed by 
comparing the fair value of our reporting units to the carrying values of the reporting units to which goodwill was 
assigned. Because we do not maintain balance sheets at the reporting unit level, we allocated all assets and liabilities to 
each of our reporting units based on various methodologies that included specific identification and allocations based 
primarily on revenue, voice grade equivalents (the amount of capacity required to carry one telephone call) and relative 
number of employees. Goodwill was allocated to reporting units based on the relative fair value of each reporting unit. 
We did not allocate any goodwill to our wireless and directory publishing reporting units because they were not 
expected to benefit significantly from the synergies of the Merger and are not considered sources of the goodwill which 
arose from the Merger. 

Upon implementation of SFAS No. 142, we identified 13 reporting units. Goodwill was allocated to four ofthese 
reporting units on a relative fair value basis. Reporting units that were non-revenue producing or that were not expected 
to benefit significantly from the synergies of the Merger were not allocated goodwill. In addition, insignificant 
reporting units were not allocated goodwill. As discussed in Note 15-Segment Information, operating segments were 
changed in the fourth quarter of 2002 after goodwill had already been reduced to zero through the impairments 
discussed in the following paragraphs. 

We estimated the implied fair value of goodwill for each reporting unit by subtracting the fair value of the 
reporting unit's assets, including any unrecognized intangibles, from the total fair value of the reporting unit. The 
excess was deemed the implied fair value of goodwill. The implied fair value of the goodwill was then compared to the 
carrying amount of goodwill for the reporting unit. Based on this analysis, we recorded a charge for the cumulative 
effect of adopting SFAS No. 142 of $22.8 billion on January 1,2002. This charge related to the reporting units in the 
table below: 

Impairment 

Reporting Unit Charge 
P * > r - s - , 9  w 

(Dollars in 
millions) 

Global 
National 
Consumer 
Wholesale 

$ 5,151 
2,147 
4,856 

10,646 

Total $ 22,800 

Due to changes in market conditions, downward revisions to our projections of future operating results and other 
factors, we preformed an impairment analysis as of June 30, 2002 and determined that goodwill was impaired. We 
recorded an impairment charge to write-off the remaining goodwill balance of $8.483 billion on June 30, 2002. We 
performed the annual impairment test for 2003 and no further impairment was indicated. 
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The following table adjusts loss from continuing operations, net loss and the related per share amounts in 2001 to 
exclude amortization, net of any related tax effects, of goodwill and indefinite lived intangible assets. 

Year Ended 

December 31,2001 

(Dollars in millions, except 
per share amounts) 
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Reported loss from continuing operations 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in WNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

$ ( 6 1  17) 
797 
205 

9 
20 

1 

Total amortization associated with intangible assets with indefinite lives 1,032 

Adjusted loss from continuing operations 

Reported net loss 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

$ (5,603) 
797 
205 

9 
20 

1 

Total amortization associated with intangible assets with indefinite lives 1,032 

Adjusted net loss 

Basic and diluted loss per share: 
Reported loss per share from continuing operations 

Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

$ (3.68) 
0.48 
0.12 
0.01 
0.01 
- 

Total amortization associated with intangible assets with indefinite lives 0.62 

Adjusted loss per share from continuing operations 

Reported net loss per share 
Amortization associated with goodwill 
Amortization associated with excess basis in investment in KPNQwest 
Amortization associated with trade name 
Amortization associated with assembled workforce 
Amortization associated with wireless spectrum licenses 

$ (3.06) 

$ (3.37) 
0.48 
0.12 
0.01 
0.01 

__ 

Total amortization associated with intangible assets with indefinite lives 0.62 

Adjusted net loss per share 

93 

$ (2.75) 

Intangible Asset Impairment 
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In June 2002, as discussed in Note &Property, Plant and Equipment, we recorded an asset impairment charge to 
property, plant and equipment of $10.493 billion which includes impairment to capitalized software development costs 
of $41 1 million and customer lists of $812 million. Also, in September 2003, as discussed in Note 4-Property, Plant 
and Equipment, we recorded an asset impairment charge to property, plant and equipment for $230 million which 
includes impairment to capitalized software development costs of $1 5 million. 

We recorded asset impairment charges of $4 million and $101 million in 2002 and 2001, respectively, related to 
internal software projects that we terminated. 

In 2002, realization of a $396 million tax benefit ($647 million on a pre-tax basis) became probable as a result of 
the completion of the first phase of the sale of our directory publishing business. The tax benefit existed at the time of 
the Merger, but was not recognized in the purchase because at that time it was not apparent that the temporary 
difference would be realized in the foreseeable future. In 2002, in accordance with SFAS No. 109, "Accounting for 
lncome Taxes", ("SFAS No. 109"), we recorded the tax benefit, on a pre-tax basis, as a $555 million reduction to our 
trade name intangible asset and as a $92 million reduction to our customer lists intangible asset. The tax benefits were 
applied to these two non-current intangible assets because these assets were created in connection with the original 
purchase price allocation. 

Note 6: Assets Held for Sale Including Discontinued Operations 

The following table presents the summarized results of operations for each of the years in the three-year period 
ended December 3 1 ,  2003 related to our discontinued operations. These results primarily relate to our directory 
publishing business. 

Years Ended December 31, 

2003 2002 2001 
P 

(Dollars in millions) 

Revenue 
Costs and expenses: 

Cost of sales 
Selling, general and administrative 
Depreciation and amortization 

Income from operations 
Gain on sale of directory publishing business 
Other expense 

Income before income taxes 
Income tax provision 

Income from and gain on sale of discontinued 
operations 

94 

$ 648 $ 1,549 $ 1,621 

232 
93 
- 

4,277 
1,658 

524 586 
400 198 

29 31 

596 806 
2,615 - 

3,185 80 1 
1,235 31 1 

aw#,PM<,Mm q " m 

$ 2,619 $ 1,950 $ 490 
wflm 

The following table presents the assets and liabilities associated with our discontinued operations, primarily our 
directory publishing business, as of December 3 1,2003 and 2002: 

December 31, 
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2003 2002 

(Dollars in millions) 

Discontinue1 

Current assets held for sale 
Property, plant and equipment, net 
Other assets 

Total assets held for sale 

Current portion of liabilities associated with discontinued 
operations 
Other long-term liabilities 

Total liabilities associated with discontinued operations 

Directory Publishing Business 

$ -  $ 239 
58 
18 

- 
- 

$ -  $ 175 
50 

$ -  $ 225 

- 

During the second quarter of 2002, we began actively pursuing the sale of our directory publishing business 
("Dex"). On November 8,2002, we completed the first stage of the sale of our directory publishing business to a new 
entity formed by the private equity firms of The Carlyle Group and Welsh, Carson, Anderson & Stowe (the "Dex 
Sale"). The sales price for the first stage of the Dex Sale, which involved the sale of Dex operations in the states of 
Colorado, Iowa, Minnesota, Nebraska, New Mexico, North Dakota and South Dakota ("Dex East") was $2.75 billion 
and was paid in cash. We recognized a gain of $1.6 billion (net of $1.0 billion in taxes) from the Dex East sale. 

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

Excess Network Supplies Held for  Sale 

We periodically review our network supplies against our usage requirements to identify potential excess supplies 
for disposal. During the second quarter of 2002, we identified $359 million of excess supplies and engaged a third- 
party broker to conduct a sale of those assets. An impairment charge of $348 million was recorded on June 30,2002 to 
reduce the carrying amount of the supplies to their net estimated fair value. Fair value was based upon market values of 
similar equipment. The impairment charge of $348 million is included in asset impairment charges in our 2002 
consolidated statement of operations. 

Other Assets Heldfor Sale 

Prior to and during 2000, U S WEST agreed to sell approximately 800,000 access lines to third-party 
telecommunications services providers, including approximately 570,000 access lines in nine states to Citizens 
Communications Company ("Citizens"). Because these access lines were "held for sale", U S WEST discontinued 
recognizing depreciation expense on the related assets and carried them at the 

95 

lower of their cost or fair value, less estimated cost to sell. These access lines are part of our wireline segment. 

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

In 2001, we sold approximately 41,000 access lines in Utah and Arizona resulting in $94 million in cash proceeds 
and a gain of $51 million. 

Note 7: Investments 

The following table summarizes the canying value of our investments as of December 3 1 ,  2003 and 2002: 

December 31, 
+ W H t , ,  -*w, 

2003 2002 
--, I 'XS#Ai*K"i 

(Dollars in millions) 

Short-term publicly traded marketable debt securities $ 174 $ - 
Non-current investments: 

Publicly traded marketable debt securities 24 - 

1 - Publicly traded marketable equity securities 
Investments in private companies 6 22 

Total investments 

Equity Method Investments 

As discussed in Note 2-Summary of Significant Accounting Policies, investments where we exercise significant 
influence, but do not control the investee, are accounted for under the equity method of accounting. Under the equity 
method, investments are stated at initial cost and are adjusted for contributions, distributions, our share of the investee's 
income or losses as well as impairment write-downs for other-than-temporary declines in value. The following table 
summarizes the 2002 and 200 1 

96 

changes in our investments that were accounted for using the equity method of accounting. At December 3 1,2003, we 
did not have any significant equity method investments. 

Qwest Digital 

KPNQwest Media Total 

(Dollars in millions) 
--m.-mw-"n *a<--- 

Balance as of December 31,2000 
Equity share of loss 
Purchase price allocation adjustment 
Impairment charges 
Capital contributions 
Forgiveness of promissory note 
Amortization of excess basis 
Currency translation 
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Balance as of December 31,2001 1,150 1 1  1,161 
Equity share of loss (131) (14) (145) 
Impairment charges (1,059) (2) (1,061) 
Capital contributions 5 5 - 

- Currency translation 40 40 

Balance as of December 31,2002 

Investment in KPNQwest. In April 1999, pre-Merger Qwest and KPN Telecom B.V. ("KPN") formed ajoint 
venture, KPNQwest N.V. ("KPNQwest"), to create a pan-European Internet Protocol-based fiber optic broadband 
network, linked to our North American network, for data and multimedia services. We and KPN each initially owned 
50% of KPNQwest. In November 1999, KPNQwest consummated an initial public offering in which 50.6 million 
shares of common stock were issued to the public generating approximately $1 .O billion in proceeds. As a result of 
KPNQwest's initial public offering, the public owned approximately 11% of KPNQwest's shares and the remainder was 
owned equally by us and KPN. Originally, contractual provisions restricted our ability to sell or transfer any of our 
shares through 2004. In November 2001, we purchased approximately 14 million additional shares and Anschutz 
Company purchased approximately six million shares of KPNQwest common stock from KPN for $4.58 per share. 
Anschutz Company's stock purchase was at our request and with the approval of the disinterested members of our 
Board of Directors (the "Board"). After giving effect to this transaction, we held approximately 47.5% of KPNQwest's 
outstanding shares. Because we have never had the ability to designate a majority of the members of the supervisory 
board or to vote a majority of the voting securities, we have accounted for our investment in KPNQwest using the 
equity method of accounting. 

In connection with the allocation of the Merger purchase price, we assigned a preliminary value of $7.935 billion 
to our investment in KPNQwest at June 30,2000. Prior to the Merger, Qwest's investment in KPNQwest had a book 
value of $552 million. In accordance with APB Opinion No. 18, "The Equity Method of Accounting for Investments in 
Common Stock", the excess basis related to our investment in KPNQwest of $7.383 billion was attributed to goodwill. 
This goodwill was initially assigned an estimated life of 40 years and was being amortized ratably over that period. The 
final determination of the estimated fair value of our investment in KPNQwest was completed in June 2001. This final 
determination resulted in an estimated fair value of $4.755 billion, or $3.180 billion less than 
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our preliminary estimate of fair value. As a result, we recorded a $3.1 80 billion reduction to our investment in 
KPNQwest effective in the second quarter of 2001. Also at that time we changed the estimated life of the revised 
goodwill balance of $4.203 billion from 40 years to 10 years. Beginning January 1, 2002, in accordance with the 
adoption of SFAS No. 142, we ceased amortization of goodwill and other intangible assets with indefinite lives. In 
addition, as of December 3 1,2002, all goodwill has been fully impaired. See discussion at Note 5-Goodwill and 
Intangible Assets. 

Beginning in June 2001, we performed periodic evaluations of our investment in KPNQwest and concluded that 
there had been a decline in fair value that was other than temporary. Factors considered in reaching our conclusions that 
the decline was other -than -temporary included, among others, the following: a decline in the price of KPNQwest's 
publicly traded stock and the period of time over which such price had been below the carrying value of our 
investment; the change in analysts' expectations released during the second quarter of 200 1 indicating significant 
declines from their first quarter expectations; and the severe deterioration of the European telecommunications sector 
that began during the second quarter of 2001, including a number of bankruptcies, making the near-term prospects of a 
recovery of KPNQwest's stock less certain beginning on June 30,2001. As a result of those evaluations, we recorded 
an impairment loss of $3.048 billion in June 2001 to write down the carrying amount of our investment in KPNQwest. 

After a similar evaluation in December 2001, we again concluded that a further other-than-temporary decline in 
value had occurred and recorded an additional impairment of $ I  56 million, reducing the estimated fair value of our 
KPNQwest investment to $1.150 billion as of December 3 1,200 I .  
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In 2002, we recorded a further impairment to our investment for an other-than-temporary decline in value in the 
first quarter of 2002. In May 2002, KPNQwest filed for bankruptcy protection and ceased operations. Consequently, we 
did not expect to recover any of our investment in KPNQwest and in the second quarter of 2002, we wrote-off our 
remaining investment in KPNQwest to our consolidated statement of operations. 

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

Also in October 1999, pre-Merger Qwest entered into a long-term Master Services Agreement with QDM under 
which QDM agreed to purchase approximately $1 19 million of telecommunication services through October 2008 and 
we agreed to extend credit to QDM for the purpose of making payments to 
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us for the telecommunications services provided. Each October, QDM was required to pay an amount equal to the 
difference between certain specified annual commitment levels and the amount of services actually purchased under the 
Master Services Agreement at that time. In October 2001, we agreed to terminate the Master Services Agreement and 
release QDM from its obligation under such agreement to acquire telecommunications services from us. At the same 
time, QDM agreed to forgive the $84.8 million that we owed on the promissory note related to the original capital 
contribution from pre-Merger Qwest. Prior to the termination of the Master Services Agreement, we advanced QDM 
$3.8 million which was the amount owed to us under the agreement for accrued telecommunications services. QDM 
used that advance to pay us the amount owed, including interest on amounts past due. Concurrent with termination of 
the Master Services Agreement, QDM repaid us the $3.8 million advance under the Master Services Agreement with 
interest. 

Marketable Securities 

We have investments in publicly traded equity securities and private company equity securities, which are 
classified as "available-for-sale'' under SFAS No. 1 15, "Accounting for Certain Investments in Debt and Equity 
Securities" ("SFAS No 1 15"). In accordance with SFAS No. 1 15, we are required to carry these investments at their 
fair value. Unrealized gains and losses on these securities are recorded in other comprehensive income (loss), net of 
related income tax effects, in the consolidated statement of stockholders' (deficit) equity. 

We also had investments in publicly traded debt securities made during 2003 which are classified as "held-to- 
maturity." In accordance with SFAS No. 1 15, held-to-maturity securities are stated at amortized cost, adjusted for 
amortization of premiums and accretion of discounts to maturity. 

In addition, we have investments in certain derivative instruments on marketable securities. As discussed in 
Note 2-Summary of Significant Accounting Policies, derivative financial instruments are measured at fair value and 
recognized as either assets or liabilities on our consolidated balance sheets. Changes in the fair values of derivative 
instruments that do not qualify as hedges and/or any portion of a hedge that is not effective as a hedge, are recognized 
as a gain or loss in the consolidated statement of operations in the current period 
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The following table summarizes information related to our investments in marketable equity securities for the 
years ended December 3 1,2003,2002 and 2001. 

Publicly Private 

Traded Company Total 

(Dollars in millions) 

Balance as of December 31,2000 
Additions 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and 
mark-to-inarket adjustment of warrants 

Balance as of December 31,2001 
Dispositions 
Unrealized mark-to-market gains 
Unrealized mark-to-market losses 
Other-than-temporary declines in value and 
mark-to-market adjustment of warrants 

Balance as of December 31,2002 
Additions 
Unrealized mark-to-market gains 
Other-than-temporary declines in value and 
mark-to-market adjustment of warrants 

Balance as of December 31,2003 

Investments in Publicly Traded Securities 

As of December 3 I ,  2003, our portfolio of publicly traded marketable securities consisted principally of U.S. 
Government Agency debt securities which had an amortized cost and a fair market value of approximately 
$198 million. In accordance with SFAS No. 115, we accrete the discount of these bonds and recognize interest income 
in our consolidated statement of operations. Bonds of $174 million are classified as short-term and are included in 
prepaids and other current assets and $24 million is included as non-current in other assets on our consolidated balance 
sheet as of December 3 I ,  2003. 

As of December 3 1, 2002 our portfolio of publicly traded marketable securities consisted principally of the 
warrants we held to purchase various public company equity securities In accordance with SFAS No. 133 and SFAS 
No. 115, we mark the warrants to market and any changes in the fair value of these warrants are charged to the 
consolidated statement of operations. We recorded losses of $ 1  million, $20 million and $6 million, for the years ended 
December 31, 2003,2002 and 2001, respectively, related to changes in the fair value of these warrants. We had no 
other significant derivative financial instruments as of December 31,2003 or 2002. 

We recorded charges related to other-than-temporary declines in value relating to our investments in publicly 
traded marketable securities during 2002 and 2001 totaling $8 million and $63 million, respectively. There were no 
charges recorded during 2003. During 2002 and 2001, we sold various 
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holdings in our public and non-public investments for approximately $1 2 million and $2 million, respectively. We 
recorded a loss of $37 million in 2002 and a loss of $22 million in 2001 associated with these sales. We had no 
significant sales of investments in 2003. 

Note 8: Borrowings 

Current Borro wings 

As of December 3 1,2003 and 2002, our current borrowings consisted of: 

December 3 1, - 
2003 2002 

'+a&*- 

(Dollars in millions) 

Short-term notes $ - $ 150 
Current portion of credit facility 750 
Current portion of long-term borrowings 1,834 1,180 
Current portion of capital lease obligations and other 35 92 

- 

Total current borrowings 

In August 2002, Dex borrowed $750 million under a term loan agreement ("Dex Term Loan") due 
September 2004. Borrowings under the Dex Term Loan were completed in two tranches: Tranche A and Tranche B. As 
of December 31,2002, Tranche A borrowings were $213 million and Tranche A bore interest at either (i) an adjusted 
London interbank offered rates ("LIBOR) plus 1 1 .so% per annum, as calculated in accordance with the term loan 
agreement; or (ii) the base rate under the agreement plus 8.75% per annum. Tranche B borrowings were $537 million 
and bore a fixed interest rate of 14.0%. On August 12,2003, the $750 million Dex Term Loan was paid in full. See 
Note 1 8-Subsequent Events-Debt-related matters, for a description of transactions affecting our current borrowings 
that occurred subsequent to December 3 1,2003. 

Long-term Borrowings 

At December 3 I ,  2003, $133 million of our long-term borrowings, including the current portion, were held at 
Qwest and the remainder was held in four of our wholly owned subsidiaries: Qwest Corporation ("QC"), Qwest 
Services Corporation ("QSC"), Qwest Communications Corporation ("QCC") and Qwest Capital Funding ("QCF"). 
See Note 18-Subsequent Events-Debt-related matters, for a description of transactions affecting our long-term 
borrowings that occurred subsequent to December 3 1,2003. 
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As of December 3 1, 2003 and 2002, long-term borrowings consisted of the following (for all notes with 
unamortized discount or premium, the face amount of the notes and the unamortized discount or premium are presented 
separately): 

December 3 1, 

2003 2002 

(Dollars in millions) 

http://ccbn.tcnkwi7nrd coiidprint . p h p ? r c p o = t e n k c ~ i p n ~ e = 2 ~ ~ ~ ~ 9 4 ~ n i 1 1 i i = ~ ~ o c = l  &py=MT . . 4/6/2004 

http://ccbn.tcnkwi7nrd


10k Wizard: SEC Filings Page 96 of 147 

1 102 

Qwest Corporation: 
Notes with various rates ranging from 5.50% to 
9.125% including LIBOR + 4.75% and maturities 
from 2004 to 2043 
Unamortized discount and other 
Capital lease obligations and other 
Less: current portion 

Notes with various rates ranging from 13.00% to 
14.00% and maturities from 2007 to 2014 
Unamortized premium 
Credit facility due 2005 with rate of LIBOR + 3.50% 
Less: current portion 

Qwest Communications Corporation: 
7.25% Senior Notes due in 2007 
Unamortized discount and other 
Capital lease obligations and other 
Less: current portion 

Qwest Capital Funding: 
Notes with various rates ranging from 5.875% to 
7.90% and maturities from 2004 to 203 1 
Unamortized discount 
Less: current portion 

7.50% Senior Notes due in 2008 
7.25% Senior Notes due in 2008 
Unamortized discount and other 
Senior Notes with various rates ranging from 8.29% to 
10.875% and maturities from 2007 to 2008 
Note payable to ADMI (Note 16-Related Party 
Transactions) 
Less: current portion 

Capital lease obligations 
Less: current portion 

Qwest Services Corporation: 

Qwest Communications International Inc.: 

Other: 

$ 7,887 $ 7,316 

25 97 
(881) (1,255) 

(1 57) ( 142) 

3,377 3,298 
174 70 
750 2,000 

(750) - 

62 750 
8 300 

(2) (30) 

33 33 

Total-net long-term borrowings 

Our long-term borrowings had the following interest rates and maturities at December 3 I ,  2003 

Maturities 

Interest Rates 2004 2005 2006 2007 2008 Thereafter Total 
PP P 

(Dollars in millions) 

u p  to 5% 
Above 5% to 6% 
Above 6% to 7% 
Above 7% to 8% 
Above 8% to 9% 

$ - $  7 5 0 s  - $  - $  - $  - $ 75c 
1,084 46 6 77 328 - 1,541 
- 595 - 1,340 171 2,872 4,978 

750 - 485 314 71 3,364 4,984 
- - - 22 250 272 - 
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Above 9% to 10% - - - 1 1  - 1,500 1,511 
Above 10% - - - 504 - 2,873 3,377 

Total $ 491 $ 2,246 $ 592 $ 10,859 17,413 

Capital leases and other 98 
Unamortized discount and other (3 
Less current borrowings (1,869 

Total long-term debt $ 15,635 

QC Notes 

At December 3 1,2003 and 2002, QC had notes with aggregate principal amounts outstanding of $7.887 billion anc 
$7.316 billion, excluding unamortized discounts of $157 million and $142 million, respectively, of unsecured notes at 
interest rates ranging from 5.50% to 9.125% including floating rate debt at LIBOR + 4.75% and with maturities from 
2004 to 2043. The indentures governing these QC notes contain certain covenants including, but not limited to: (i) a 
prohibition on certain liens on the assets of QC and (ii) a limitation on mergers or sales of all, or substantially all, of the 
assets of QC, which limitation requires that a successor assume the obligation with regard to these notes. These 
indentures do not contain any cross-default provisions. We were in compliance with all of the covenants at 
December 3 I ,  2003. Included in the amounts listed above are the following issuances: 

On June 9,2003, QC completed a senior term loan in two tranches for a total of $1.75 billion principal amount of 
indebtedness. The term loan consists of a $1.25 billion floating rate tranche, due in 2007, and a $500 million fixed rate 
tranche, due in 2010. The term loan is unsecured and ranks equally with all of Qc's current indebtedness. The floating 
rate tranche cannot be prepaid for two years and thereafter is subject to prepayment premiums through 2006. There are 
no mandatory prepayment requirements. The covenant and default terms are substantially the same as those associated 
with QC's other long-term debt. The net proceeds were used to refinance approximately $1.1 billion of QC's debt due in 
2003 and fund or refinance our investment in telecommunications assets. Also, in connection with this QC issuance, we 
reduced the QSC Credit Facility (as described below) by approximately $429 million to a balance of $1.57 billion. 

The floating rate tranche bears interest at LIBOR plus 4.75% (with a minimum interest rate of 6.50%) and the fixec 
rate tranche bears interest at 6.95% per annum. The interest rate on the floating rate tranche was 6.50% at December 3 1, 
2003. The lenders funded the entire principal amount of the loan subject to the original issue discount for the floating 
rate tranche of 1 .OO% and for the fixed rate tranche of 1.652%. 
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In March 2002, QC issued $1.5 billion in bonds with a ten-year maturity and an 8.875% interest rate. At 
December 31, 2003, the interest rate was 9.125%. Once we have registered the notes with the Securities and Exchange 
Commission, ("SEC"), the interest rate will return to 8.875%, the original stated rate 

QSC Notes 

At December 31, 2003 and 2002, QSC had notes with aggregate principal amounts outstanding of $3.377 billion 
and $3.298 billion, consisting of 13.0% Notes due in 2007 ("2007 Notes"), 13.5% Notes due in 2010 ("2010 Notes") an( 
14.0% Notes due in 2014 ("2014 Notes") pursuant to an indenture issued on December 26, 2002. The total unamortized 
premium for these notes was $174 million and $70 million at December 3 1,2003 and 2002, respectively. Since 
December 26,2003, we have been incurring additional interest of 0.25% per annum on these notes. Once we register thc 
notes with the SEC, the interest rates will return to the original stated rates. We will be required to pay an additional 
0.25% per annum of interest starting March 25,2004, for a total of 0.50% of additional interest, until the notes are 
registered. The 2007 Notes, 2010 Notes and 2014 Notes are callable on December 15 of 2005,2006 and 2007 at 106.5% 
106.75% and 107%, respectively. The QSC notes are subordinated in right of payment to all senior debt of QSC, 
including the 2004 QSC Credit Facility, and the QSC guarantee ofthe 2009,201 1 and 2014 Qwest notes. The QSC 
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notes are secured by a lien on the stock of QC, which lien is junior to the liens on such collateral securing QSC's senior 
debt, including the 2004 QSC Credit Facility and QSC's guarantee of the 2009,201 1 and 2014 Qwest notes (See 
Note 18-Subsequent Events, Debt-related matters, for a discussion of new debt issued in 2004). The QSC notes are 
guaranteed by QCF and Qwest on a senior basis and the guarantee by Qwest is secured by liens on the stock of QSC 
and QCF. 

The QSC indenture contains certain covenants including, but not limited to: (i) limitations on incurrence of 
indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and other payment restrictions; 
(iv) limitations on asset sales; (v) limitations on transactions with affiliates; (vi) limitations on liens; and 
(vii) limitations on business activities. Under the QSC indenture we must repurchase the notes upon certain changes of 
control. This indenture also contains provisions for cross acceleration relating to any of our other debt obligations and 
the debt obligations of our restricted subsidiaries in the aggregate in excess of $100 million. We were in compliance 
with all of the covenants as of December 3 1,2003. 

On December 22,2003, we completed a cash tender offer (the "December 2003 Tender Offer") for the purchase of 
approximately $3 billion aggregate face amount of outstanding debt of Qwest, QSC and QCF for approximately 
$3 billion in cash. As a result, we recorded a loss of $15 million on the early retirement of this debt. In connection with 
the December 2003 Tender Offer, QSC purchased $327 million face amount of its debt for $386 million in cash 
resulting in a loss of $42 million. QSC also offered to purchase its notes for par under the asset sale repurchase 
requirement as required by the indentures governing the QSC notes. The details relating to Qwest's and QCF's portion 
of the December 2003 Tender Offer are discussed below in their respective sections. 

During 2003, we also exchanged $406 million of new QSC notes for $560 million face amount of QCF notes. 
These debt-for-debt exchanges were accounted for in accordance with the guidance in Emerging Issues Task Force 
Issue No. 96-19, "Debtors Accounting for a Modification or Exchange of Debt Instruments", ("EITF Issue No. 96-19"). 
On the date of the exchanges, the present value of the cash flows under the terms of the revised debt instruments were 
compared to the present value of the 

104 

remaining cash flows under the original debt instruments. The cash flows were not considered "substantially" different 
to that of the exchanged debt; therefore, no gain was recognized on the exchanges and the difference of $144 million 
between the face amount of the new debt and the carrying amount of the exchanged debt is being amortized as a credit 
to interest expense using the effective interest rate method over the life of the new debt. The new QSC notes have 
interest rates ranging from 13.0% to 13.5% with maturities of 2007 and 2010, while the QCF notes had interest rates 
ranging from 6.875% to 7.90%. 

QSC Credit Facility 

Until February 2002, we maintained commercial paper programs to finance the short-term operating cash needs of 
our business. We had a $4.0 billion syndicated credit facility available to support our commercial paper programs. As a 
result of reduced demand for our commercial paper, in February 2002 we borrowed the full amount under this credit 
facility and used the proceeds to repay $3 2 billion or all of the commercial paper outstanding and terminated our 
commercial paper program The remainder of the proceeds was used to pay maturities and capital lease obligations and 
to fund operations 

At December 31,2003 and 2002, we had $750 million and $2.0 billion, respectively, outstanding under the credit 
facility, which had been reconstituted as a revolving credit facility in August 2002, with QSC as the primary borrower 
("QSC Credit Facility"). The QSC Credit Facility was secured by a senior lien on the stock of QC. The QSC Credit 
Facility was paid down by $429 million concurrently with QC's $1.75 billion term loan completed in June 2003. 
Proceeds from the completed sale of the Dex West business during September 2003 were used to reduce the QSC 
Credit Facility by another $321 million. In December 2003, the QSC Credit facility was reduced by an additional 
$500 million. At December 3 1, 2003, the QSC Credit Facility bore interest of 4.65%. We obtained extensions under the 
QSC Credit Facility for the delivery of certain annual and quarterly financial information. The waivers extended the 
compliance date to provide certain annual and quarterly financial information to March 31, 2004. On February 5 ,  2004, 
the QSC Credit Facility was paid off and terminated (See Note 18-Subsequent Events, Debt related matters, for a 
discussion of the payoff of the QSC Credit Facility). 
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QCC Notes 

At December 3 1,2003 and 2002, QCC had notes with aggregate principal amounts outstanding of $3 14 million 
and $350 million, respectively, excluding unamortized discount of $7 million, in each year, of unsecured 7.25% Senior 
Notes, due 2007. During 2003, $36 million of these notes were exchanged for $33 million of cash resulting in a gain of 
$3 million. 

The indenture governing these notes contains certain covenants including, but not limited to: (i) a prohibition on 
certain liens on assets of QCC and (ii) a limitation on mergers or sales of all, or substantially all, of the assets of QCC, 
which requires that a successor assume the obligation with regard to these notes. This indenture contains provisions 
relating to acceleration upon an acceleration of any other debt obligations of QCC in the aggregate in excess of 
$25 million. We were in compliance with all of the covenants as of December 3 1,2003. 
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QCF Notes 

At December 3 1, 2003 and 2002, QCF had notes with aggregate principal amounts outstanding of $4.952 billion 
and $7.665 billion, excluding unamortized discounts of $1 1 million and $20 million, respectively, of unsecured notes at 
rates ranging from 5.875% to 7.9% and with maturities from 2004 to 203 1 .  The QCF notes are guaranteed by Qwest on 
a senior unsecured basis. The indentures governing these QCF notes contain certain covenants including, but not 
limited to: (i) a prohibition on certain liens on the assets of QCF and (ii) a limitation on mergers or sales of all, or 
substantially all, of the assets of QCF or us, which limitation requires that a successor assume the obligation with 
regard to these notes. These indentures do not contain any cross-default provisions. We were in compliance with all of 
the covenants as of December 3 1,2003. 

In connection with the December 2003 Tender Offer, QCF purchased $1.735 billion face amount of its debt for 
$1.637 billion in cash resulting in a gain of $79 million. 

During 2003, we also exchanged $41 8 million face amount of existing QCF notes for $165 million of cash and 
52.5 million shares of our common stock with an aggregate value of $202 million. The trading prices for our shares at 
the time the exchange transactions were consummated ranged from $3.22 per share to $5.1 1 per share. As a result, a 
gain of $50 million was recorded on this debt extinguishment. We also exchanged $406 million of new QSC notes for 
$560 million face amount of QCF notes. See the QSC section above for a discussion of this debt for debt exchange. 

On December 26,2002, we completed an offer to exchange up to $12.9 billion in aggregate face amount of 
outstanding unsecured debt securities of QCF for new unsecured debt securities of QSC and Qwest. (Because of the 
amount tendered no Qwest notes were required to be issued.) We received valid tender offers of approximately 
$5.2 billion in total principal amount of the QCF notes and issued in exchange $3.3 billion in face amount of new debt 
securities of QSC under the indenture described above. This transaction was accounted for in accordance with the 
guidance in EITF Issue No. 96-19. On December 26,2002, the present value of the cash flows under the terms of the 
revised debt instruments were compared to the present value of the remaining cash flows under the original debt 
instruments. The cash flows for nine of the new debt securities were considered "substantially" different to that of the 
exchanged debt securities. Accordingly, these debt exchanges were accounted for as debt extinguishments resulting in 
the recognition of a $1.8 billion gain in 2002. The cash flows for two of the new debt securities were not considered 
"substantially" different to that of the exchanged debt and therefore no gain was realized upon exchange. For these two 
debt instruments, the difference between the fair value of the new debt and the carrying amount of the exchanged debt 
of approximately $70 million is being amortized as a credit to interest expense using the effective interest method over 
the life of the new debt. 

During the first quarter of 2002, we exchanged $97 million in face amount of debt that was issued by QCF. In 
exchange for the debt, we issued approximately 9.88 million shares of our common stock with a fair value of 
$87 million. The trading prices for our shares at the time the exchange transactions were consummated ranged from 
$8.29 per share to $9. 18 per share. As a result, a gain of $9 million was recorded on this extinguishment of debt. 

Qwest 2008 Notes 
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At December 3 1,2003 and 2002, we had notes with aggregate principal amounts outstanding of $70 million and 
$1.05 billion, respectively, of senior notes due in 2008, excluding unamortized discount 
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of $2 million and $30 million, respectively. At December 31,2002, these notes consisted of $750 million issued with 
an interest rate of 7.50% and $300 million issued with an interest rate of 7.25%. As of December 26,2002, these senior 
notes have been secured equally and ratably with the QSC notes discussed above by a lien on the stock of QSC and 
QCF. These notes are also guaranteed on a senior basis by QCF and QSC and the QSC guarantee is secured by ajunior 
lien on the stock of QC. In connection with the December 2003 Tender Offer, we purchased $981 million face amount 
of our 2008 notes for $1.006 billion in cash resulting in a loss of $52 million and amended the indentures governing the 
notes that remain outstanding to eliminate restrictive covenants and certain default provisions. At the same time, Qwest 
also offered to purchase these notes for par under the asset sale repurchase requirement as required by the indentures 
governing these notes and accepted $32 million that was tendered under this offer, which is included in the purchase 
and loss amounts above. 

Other Qwest Notes 

At December 3 1,2003 and 2002 we had notes with aggregate principal amounts of other notes outstanding of 
$33 million, consisting of 8.29% Senior Notes due in 2008,9.47% Senior Notes due in 2007 and 10.875% Senior Notes 
due in 2007. In March 2001, we completed a cash tender offer to buy back some of these notes. In this tender offer, we 
purchased $995 million in principal of the outstanding notes in exchange for $1.1 billion in cash, resulting in a loss of 
$106 million. In connection with this tender offer, the remaining outstanding indentures governing the notes were 
amended to eliminate restrictive covenants and certain default provisions. 

Interest 

The following table presents the amount of gross interest expense, capitalized interest and cash paid for interest 
during 2003,2002 and 2001 : 

Years Ended December 31, 

Gross interest expense 
Capitalized interest 

Net interest expense 

Cash interest paid 

2003 2002 2001 

(Dollars in millions) 

$ 1,776 $ 1,830 $ 1,624 
(19) (41) (187) -- 

$ 1,757 $ 1,789 $ 1,437 

$ 1,839 $ 1,829 $ 1,260 

Note 9: Restructuring and Merger-related Charges 

The restructuring reserve balances discussed below are included in our consolidated balance sheets in the category 
of accrued expenses and other current liabilities for the current portion and other long-term liabilities for the long-term 
portion. As of December 3 1,2003 and 2002, the amounts included as current liabilities are $147 million and 
$127 million and the long-term portions are $377 million and $420 million, respectively. 

2003 Activities 

During the year ended December 3 1,2003, as part of an ongoing effort of evaluating costs of operations, we 
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reviewed employee levels in certain areas of our business. As a result, we established a 
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reserve and recorded a charge to our 2003 consolidated statement of operations for $131 million to cover the costs 
associated with these actions, as more fully described below. 

An analysis of activity associated with the 2003 restructuring reserve, as well as prior period restructuring and 
Merger reserves, is as follows: 

Year Ended December 31,2003 

2003 2003 
December 31, January 1, --wd, 

Balance Provisions Utilization Reversals Balance 
-dzmm__d 

(Dollars in millions) 

2003 restructuring plan 
2002 restructuring plan 
200 1 restructuring plan 
Merger-related 

Total 

$ - $  131 $ 14 $ - $  117 
164 62 6 96 
361 38 12 31 1 

- 

~ 

- 22 22 - - 

The 2003 restructuring reserve included charges of $1 07 million for severance benefits pursuant to established 
severance policies and $24 million for real estate exit obligations, which primarily include estimated future net 
payments on abandoned operating leases. We identified approximately 2,300 employees from various functional areas 
to be terminated as part of this restructuring. Through December 3 1, 2003, approximately 1,600 of the planned 
reductions had been completed. The remaining 700 reductions are expected to occur over the next year, with severance 
payments generally extending from two to 12 months. The real estate exit costs include the net present value of rental 
payments due over the remaining term of the leases, net of estimated sublease rentals and estimated costs to terminate 
the leases. Through December 31, 2003 we had utilized $12 million ofthe 2003 restructuring reserves for severance 
payments and $2 million for real estate exit costs. 

SFAS No. 146 establishes standards for reporting information about restructuring activities. Effective for exit or 
disposal activities initiated after December 3 1, 2002, SFAS No. 146 requires disclosure of the total amount of costs 
expected to be incurred in connection with these activities for each reportable segment. The 2003 restructuring 
provisions for our wireline, wireless and other segments are $87 million, $0 million and $44 million, respectively. 

During the year ended December 3 I ,  2003, we utilized $43 million of the 2002 restructuring plan (as described 
below) reserves for employee severance payments and $19 million for real estate exit-related payments. We had 
identified 4,500 employees to be terminated as part of the 2002 restructuring plan and as of December 3 1, 2003, these 
employee reductions were complete As the 2002 plan was complete and actual costs were less than originally 
estimated, we reversed $6 million of the restructuring reserve during the year ended December 31, 2003 This reversal 
included $4 million of severance reserves and $2 million of real estate exit reserves. The remaining restructuring 
reserve for the 2002 restructuring plan includes $7 million for severance payments, which we expect to utilize during 
2004, and $89 million for real estate exit costs. The real estate exit costs are to be utilized over the next several years. 

During the year ended December 3 I ,  2003, we utilized $38 million of the 2001 restructuring plan reserves. This 
utilization includes $4 million for severance-related costs and $34 million for real estate exit costs. As the employee 
severance-related activities related to the 2001 restructuring plan were complete and as actual costs were less than 
originally estimated, the remaining severance-related reserve of $1 1 million as well as $1 million of over-accrued real 
estate exit-related reserves were 
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reversed during the year ended December 3 1,2003. The remaining restructuring reserve for 2001 of $3 11 million 
represents remaining real estate exit obligations, which will be utilized over the next several years. 

During the year ended December 3 1,2003, we utilized the remaining Merger-related reserve established during 
2000. 

2002 Activities 

During the year ended December 3 1,2002, in response to shortfalls in employee reductions as part of the 2001 
restructuring plan (as discussed below) and due to continued declines in our revenue and general economic conditions, 
we identified employee reductions in various functional areas and permanently exited a number of operating and 
administrative facilities. In connection with that restructuring, we established a restructuring reserve and recorded a 
charge of $299 million to our 2002 consolidated statement of operations to cover the costs associated with these 
actions, as more fully described below. 

Year Ended December 31,2002 

2002 2002 

Balance Provisions Utilization Reversals Balance 

January 1, * " * n m ~ , # - & d * b % w m w x m ~ = m ~ 8 e , ~ 7  December 31, 

(Dollars in millions) 

2002 restructuring plan 
200 1 restructuring plan 
Merger-related 

Total 

$ - $  299 $ 135 $ - $  164 
790 71 365 135 361 
111 36 53 22 - 

The 2002 restructuring reserve included $179 million related to severance and $120 million for real estate exit 
costs. During the year ended December 3 I ,  2002, $123 million of the reserve was utilized for severance benefits and 
$12 million was utilized for real estate exit costs. Relative to our 2001 plan, $172 million of the reserve was utilized for 
severance payments and $193 million was utilized for real estate exit costs. Also, during the year ended December 31, 
2002, we accrued an additional $71 million for additional 2001 restructuring plan real estate exit costs and reversed 
$135 million of the 2001 restructuring plan reserves. The 2001 restructuring plan reversal was comprised of 
$1 13 million of severance costs and $22 million of over accrued real estate exit costs. The 2001 plan included 10,000 
anticipated terminations and as of December 31,2002, we had terminated 7,000 employees. 

During the year ended December 3 I ,  2002, we utilized $36 million of Merger-related reserves established during 
2000, primarily for contractual and legal settlements and reversed $53 million of the Merger-related reserves as the 
employee reductions and contractual settlements were complete. The remaining Merger-related reserve represents 
contractual obligations paid in 2003 

2001 Activities 

During the year ended December 3 I ,  200 1, we established a reserve and charged to our consolidated statement of 
operations $825 million for restructuring activities in conjunction with our 2001 restructuring plan. This reserve was 
comprised of $332 million for severance-related costs and $493 million for real estate exit costs. This reserve was 
partially offset by a reversal of $9 million of other restructure-related real estate exit costs. During the year ended 
December 3 1,200 1, in relation to the Merger as earlier described, we charged to our consolidated statement of 
operations $321 million, 
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which is comprised of $1 15 million for additional contractual settlement, legal contingency and other related costs, 
$132 million for additional severance charges and $74 million for other Merger-related costs, net of reserve reversals. 
The additional provisions and reversals of Merger-related costs were due to additional Merger-related activities and 
modifications to previously accrued Merger-related activities. 

The following table outlines our cumulative utilization of the 2003,2002 and 2001 restructuring and Merger- 
related plans through December 3 1,2003. 

December 3 1 , 2 0 0 s  

Cumulative Utilization 

Real Estate 
Severance and Exit and 

Related Related Total 

(Dollars in millions) 

2003 restructuring plan 
2002 restructuring plan 
2001 restructuring plan 
Merger-related 

Total cumulative utilization 

$ 12 $ 2 $ 14 
166 31 197 
208 23 0 43 8 
73 6 1,013 1,749 

$ 1,122 $ 1,276 $ 2,398 

Note 10: Other Financial Information 

Accrued Expenses and Other Current Liabilities 

Accrued expenses and other current liabilities consist of the following: 

December 31, 

Accrued interest 
Employee compensation 
Accrued property and other taxes 
Accrued facilities costs 
Current portion of state regulatory and legal liabilities 
Restructuring and Merger-related reserves 
Other 

Total accrued expenses and other current liabilities 

2003 2002 

(Dollars in millions) 

$ 285 $ 402 
543 333 
392 456 
358 199 
196 182 
147 127 
345 492 

Other Long-Term Liabilities 

Other long-term liabilities include a deferred credit associated with our November 12,2003 settlement of the 
disputes with certain of our insurance carriers related to, among other things, the investigations and securities and 
derivative actions described in Note 1 7-Commitments and Contingencies. The settlement involved, among other 
things, an additional payment by us of $157.5 million, and in return, the insurance carriers paid $350 million into trust. 
Of the $350 million, $150 million in cash is available for our benefit and has been used in large part to reimburse 
defense costs incurred by us in connection with these matters. Another $143 million in cash and $57 million in 
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irrevocable letters of credit, totaling $200 million, is set aside to cover losses we may incur and the 
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losses of current and former directors and officers and others who have released the insurance carriers in connection 
with the settlement. The use and allocation of these proceeds has yet to be resolved between us and individual insureds. 
We consolidated the trust assets and related deferred credit into our consolidated balance sheet as of December 31, 
2003. We have also recorded a reserve in our consolidated financial statements for the estimated minimum liability 
associated with certain of these matters. We have classified the assets, deferred credit and loss reserve as non-current. 

Other long-term liabilities also includes $22 1 million related to the termination of our Calpoint LLC ("Calpoint") 
services agreement. We entered into a services agreement with Calpoint in 2001. In connection with this arrangement, 
we also agreed to pay monthly services fees directly to the trustee that serves as a paying agent on debt instruments 
issued by special purpose entities sponsored by Calpoint. This unconditional purchase obligation required us to pay at 
least 75% of the monthly service fees for the entire term of the agreement, regardless of whether Calpoint provided us 
service. In September 2003, we terminated our services arrangement with Calpoint. We paid to terminate the services 
agreement, but will continue to make payments to a trustee related to the unconditional purchase obligation. As a result 
of this transaction, in September 2003, we recorded a liability of $346 million for the net present value of the remaining 
obligation which will be paid through 2006. Our total remaining liability related to the Calpoint transaction is 
$322 million as of December 3 1,2003. 

Note 11 : Employee Benefits 

Pension, Post-retirement and Other Post-employment Benefits 

We have a noncontributory defined benefit pension plan (the "Pension Plan") for substantially all management and 
occupational (union) employees. In addition to this qualified Pension Plan we also operate a non-qualified pension plan 
for certain highly compensated employees and executives (the "Non-Qualified Pension Plan"). We maintain post- 
retirement healthcare and life insurance plans that provide medical, dental, vision and life insurance benefits for certain 
retirees. We also provide post-employment benefits for certain other former employees. As of December 3 1,2003 and 
2002, shares of our common stock and ownership of our debt accounted for less than 0.5% of the assets held in the 
pension plans and post-retirement benefit plans. 

Management employees who retain the retiree medical and life benefits and retire after September 6,2000 will 
begin paying contributions toward retiree medical and life benefits in 2004. The current collective bargaining 
agreement for our occupational (union) employees provides that those who retire after December 31, 1990 will begin 
paying contributions toward retiree medical benefits once they exceed our healthcare cost caps, but no sooner than 
January 2006. 

We modified the Pension Plan benefits, effective January 1,2001, for all former U S WEST management 
employees who did not have 20 years of service by December 3 1,2000 or who would not be service pension eligible 
by December 3 1, 2003. For employees who did not meet these criteria (the "unprotected group"), no additional years of 
service will be credited under the defined lump sum formula for years worked after December 3 1,2000. These 
employees' pension benefits will only be adjusted for changes in the employees' future compensation levels. Future 
benefits for the unprotected group are based on 3% of pay while actively employed plus a return as defined in the 
Pension Plan. The minimum return an employee can earn on their account in a given year is based upon the Treasury 
Rate and the employee's account balance at the beginning of the year. All management employees, other than those 
who remain eligible under the previous formulas, will be eligible to participate in the 3%-of-pay plan. 
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Effective August 11,2000, the Pension Plan was amended to provide additional pension benefits to certain plan 
participants who were involuntarily separated from us between August I I ,  2000 and June 30,2001. The Pension Plan 
was subsequently amended to provide termination benefits through June 30,2003. The amount of the benefit is based 
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on pay and years of service. For 2003, 2002 and 2001, the amounts of additional termination benefits paid were 
$73 million, $226 million and $154 million, respectively. In addition, special termination benefits of $0 million, 
$3 million and $6 million were paid from the Non-Qualified Pension Plan to certain executives during 2003,2002 and 
2001, respectively. 

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

Our funding policy is to make contributions with the objective of accumulating sufficient assets to pay all 
qualified pension benefits when due. No pension funding was required in 2003 or 2002 and as of December 3 1,2003 
and 2002, the fair value of the assets in the qualified pension trust exceeded the accumulated benefit obligation of the 
qualified Pension Plan. During 2003, we made contributions of $8 million to the post-retirement healthcare plan; 
however, we did not contribute to the post-retirement healthcare or life insurance plans in 2002 We expect to 
contribute approximately $1 3 million to the post-retirement healthcare plan during 2004. 

The components of the net pension credit, non-qualified pension benefit cost and post-retirement benefit cost are 
as follows: 

Pension Cost (Credit) Years Non-Qualified Pension Cost Post-retirement Benefit Cost 

Years Ended December 31, Years Ended December 31, Ended December 31, 

2003 2002 2001 2003 2002 2001 2003 2002 2001 

(Dollars in millions) 

Service Cost 
Interest Cost 
Expected return on plan assets 
Amortization of transition asset 
Amortization of prior service cost 
Plan settlement 
Special termination benefits 
Recognized net actuarial (gain) loss 

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

$ 170 $ 154 $ 187 $ 4 $ 3 $ 2 $ 23 $ 27 $ 29 
5 389 328 307 601 60 1 686 3 5 (135) (191) (224) 

(858) (925) (1,101) - - - 
- - - 2 2 2 

2 6 
3 6 

- - - - - (20) (20) (20) 
(79) 
- 

(71) (76) 

- - (53) - 2 1 101 (23) (91) 

- - - - - I I  - 
- - - __ - - - 

$ (158)$ (235)$ (360)$ 9 $ 17 $ 22 $ 358 $ 121 $ 1 

The net pension cost (credit) is allocated between cost of sales and selling, general and administrative expense in 
the consolidated statements of operations. 

The measurement dates used to determine pension and other postretirement benefit measurements for the plans are 
December 3 1 ,  2003, 2002 and 2001. The actuarial assumptions used to compute the 
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net pension cost (credit), non-qualified pension benefit cost and post-retirement benefit cost are based upon information 
available as of the beginning of the year, as presented in the following table. 

Non-Qualified Pension Post-retirement Benefit 

Pension Cost (Credit) cost cost 

2003 2002 2001 2003 2002 2001 2003 --- w- w m x  

Beginning of the year 
Discount rate 6.75% 7 25% 7.75% 6.75% 7.25% 7.75% 6.75% 7.25% 7.75% 
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Rate of compensation increase 465% 465% 465% 465% 465% 465% NIA NIA NIA 
Expected long-term rate of return on plan assets 900% 940% 940% NIA NIA NIA 900% 940% 940% 
Initial healthcare cost trend rate NIA NIA NIA NIA NIA NIA 1000% 825% 825% 
Ultimate healthcare cost trend rate NIA NIA NIA NIA NIA NIA 500% 500% 5000/0 
Year ultimate trend rate IS reached NIA NIA NIA NIA NIA NIA 2013 2007 2007 

N/A-not applicable 

Following is an analysis of the change in the projected benefit obligation for the pension, non-qualified pension 
plans and post-retirement benefit plan obligation for the years ended December 3 1,2003 and 2002: 

Non-Qualified Pension Post-retirement Benefit 
Pension Plan Years Ended Plan Years Ended Plan Years Ended 

December 31, December 31, December 31, 

2003 2002 2003 2002 2003 2002 

(Dollars in millions) 
*#- 

Benefit obligation accrued at beginning of 
year 

Service cost 
Interest cost 
Actuarial loss (gain) 
Plan amendments 
Special termination benefits 
Plan settlements 
Business divestitures 
Benefits paid 

Benefit obligation accrued at end of year 

Accumulated benefit obligation 

$ 8,741 $ 9,625 $ 71 $ 70 $ 5,708 $ 4,700 

170 154 4 3 23 27 
60 1 60 1 3 5 389 328 
513 (164) (18) 3 378 1,012 
(40) 
73 226 3 

- (15) - - - 

- - - 
- - - - - 8 
- - (91) (88) (24) (27) 

(1,015) (1,613) (12) (13) (383) (332) 

$ 8,960 $ 8,741 $ 48 $ 71 $ 6,076 
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The actuarial assumptions used to compute the funded (unfunded) status for the plans are based upon information 
available as of the end of the respective year and are as follows: 

Non-Qualified Post-retirement 

Pension Plan Pension Plan Benefit Plan 
-*sa%-mmMw -,-* 

2003 2002 2003 2002 2003 2002 

End of the year: 
Discount rate 
Rate of compensation increase 
Initial healthcare cost trend rate 
Ultimate healthcare cost trend rate 
Year ultimate trend rate is reached 

6.25% 6.75% 6.25% 6.75% 6.25% 6.75% 
4.65% 4.65% 4.65% 4.65% NIA NIA 
NIA NIA NIA NIA 10.00% 10.00% 
N/A NIA NIA NIA 5.00% 5.00% 
N/A NIA NIA N/A 2014 2013 

N/A-not applicable 
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Following is an analysis of the change in the fair value of plan assets for the pension, non-qualified pension and 
post-retirement benefit plans for the years ended December 3 1,2003 and 2002: 

Non-Qualified Pension Post-retirement Benefit 
Pension Plan Years Ended Plan Years Ended Plan Years Ended 

December 31, December 3 1, December 31, 

2003 2002 2003 2002 2003 2002 

(Dollars in millions) 

Fair value of plan assets at beginning of year $ 8,427 $ 1 1,12 1 $ - 

Actual gain (loss) on plan assets 1,702 (1,001) - 

Net employer contributions 12 
Business divestitures (104) (80) 

- __ 

__ 

Benefits paid (1,015) (1,613) (12) 

$ -  

*fiW#+___?B 

Fair value of plan assets at year end 
raiQ%%w *’#i 

$ - $ 1,565 $ 2,045 

13 144 43 

(13) (383) (332) 

- 333 (191) 

- - - 

-- 

The following table presents the funded status of the pension, non-qualified pension and post-retirement benefit 
plans as of December 31,2003 and 2002: 

Non-Qualified Pension 
Pension Plan Years Plan Years Ended Post-retirement Benefit Plan 

Ended December 31, December 31, Years Ended December 31, 

a- 

(Dollars in millions) 

Funded (unfunded) status $ 50 $ (314) $ (48) $ (71) $ (4,417) $ (4,143) 
Unrecognized net actuarial loss 1,142 1,460 6 24 1,312 1,257 
Unamortized prior service cost (benefit) (40) - 1 1 (1 13) (1 18) 
Unrecognized transition (asset) obligation (63) (134) 7 9 - - 

Prepaid benefit (accrued cost) $ 1,089 $ 1,012 $ (34) $ (37) $ (3,218) $ (3,004) 
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The weighted-average asset allocations for the benefit plans at December 3 I ,  2003 and 2002, by asset category are 
as follows: 

Equity Securities 
Debt Securities 
Real Estate 
Other 

Non-Qualified 
Pension Plan Pension Plan 
Years Ended Years Ended 

December 31, December 31, 
mw6ms@A9# *,* -, Y 

2003 2002 2003 2002 

59% NIA NIA 
24% 29% NIA NIA 

6% 6% NIA NIA 
7% 6% N / A  NIA 

Post-Retirement 
Benefit Plan 
Years Ended 

December 3 1, 

2003 2002 

59% 57% 
35% 38% 

1% 1% 
5% 4% 
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Total 100% 100% N/A N/A 100% 100% 

N/A-not applicable 

The investment objective for the benefit plans is to provide an attractive risk-adjusted return that will ensure the 
payment of benefits and protect against the risk of substantial investment losses. The asset mix, or the percent of the 
trust held in each asset class, is the primary determinant of the total fund return. The asset mix takes into account 
benefit obligations, riskheturn requirements and the outlook for the financial markets. As of year-end, the actual asset 
mix is within the 50%-70% policy allocation range for equities and 30%-50% for non-equities (debt, real estate and 
other). 

In computing the pension and post-retirement benefit costs, we must make numerous assumptions about such 
things as employee mortality and turnover, expected salary and wage increases, discount rate, expected rate of return on 
plan assets and expected future cost increases. Two of these items generally have the most significant impact on the 
level of cost: (1)  discount rate and (2) expected rate of return on plan assets. 

Annually, we set our discount rate primarily based upon the yields on high-quality fixed-income investments 
available at the measurement date and expected to be available during the period to maturity of the pension benefits. In 
making this determination we consider, among other things, the yields on Moody's AA corporate bonds as of year-end. 

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

To compute the expected return on Pension Plan assets, we apply an expected rate of return to the market-related 
asset value of the Pension Plan assets. The market-related asset value is a computed value that recognizes changes in 
fair value of plan assets over a period of time, not to exceed five years. This method has the effect of smoothing market 
volatility that may be experienced from year to year. As a result, our expected return is not significantly impacted by 
the actual return on Pension Plan assets experienced in any given year. 
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A change of one percent in the assumed initial healthcare cost trend rate would have had the following effects in 
2003: 

One Percent Change 
-b- 

Increase Decrease 
-*>,- 

(Dollars in millions) 

Effect on the aggregate of the service and interest cost 
components of net periodic post-retirement benefit cost 

Effect on accumulated post-retirement benefit obligation 
(balance sheet) $ 459 $ (389) 

(statement of operations) $ 27 $ (23) 

On January 5,2001, we announced an agreement with our major unions, the Communications Workers of 
America ("CWA") and the International Brotherhood of Electrical Workers ("IBE W"), to extend the existing union 
contracts for another two years, through August 2003. The extensions include a 3.5% wage increase in 2001, a 5% 
wage increase in 2002, a 6% pension increase in 2002 and a 10% pension increase in 2003. The appropriate changes 
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were reflected in the pension and post-retirement benefit computations. In August 2003, we reached an agreement with 
the CWA and IBEW on a new two-year contract expiring on August 13,2005. The new agreements did not have a 
material impact on our pension and post-retirement benefit computations. 

Medicare Prescription Drug, Improvement and Modernization Act of 2003 

In December 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 ("the Act") 
became law in the United States. The Act introduces a prescription drug benefit under Medicare as well as a federal 
subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to the 
Medicare benefit. In accordance with FASB Staff Position No. 106-1. "Accounting and Disclosure Requirements 
Related to the Medicare Prescription Drug, Improvement and Modernization Act of 2003", we elected to defer 
recognition of the effects of the Act in any measures of the benefit obligation or cost. Specific authoritative guidance on 
the accounting for the federal subsidy is pending and that guidance, when issued, could require us to change previously 
reported information. Currently, we do not believe we will need to amend our plan to benefit from the Act. The 
measurement date used to determine pension and other postretirement benefit measures for the pension plan and the 
postretirement benefit plan is December 3 1. 

Other Benefit Plans 

401 (k) Plan 

We currently sponsor a defined contribution benefit plan covering substantially all management and occupational 
(union) employees. Under this plan, employees may contribute a percentage of their annual compensation to the plan 
up to certain maximums, as defined by the plan and by the Internal Revenue Service ("IRS"). Currently, we match a 
percentage of employee contributions in our common stock. As a result of our failure to file in a timely manner various 
of our quarterly reports on Form 10-Q and our failure to file our Annual Report on Form 10-K, beginning in 
August 2002, we temporarily suspended the investment of employee contributions in our common stock. During the 
fourth quarter of 2003, we filed with the SEC our 2003 quarterly reports on Form 10-Q and our annual report on 
Form 10-K for the year ended December 3 1,2002, (the "2002 Form 10-K"). We then 
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restored the discretionary investment of employee contributions in our common stock beginning in February 2004. As 
of December 3 I ,  2003, the assets of the plan included approximately 88 million shares of our common stock as a result 
of the combination of our employer match and participant directed contributions. We made cash contributions in 
connection with our 401(k) plan of $8 million and $83 million for 2002 and 2001, respectively. In addition, we made 
contributions of our common stock of $76 million and $77 million in 2003 and 2002, respectively. 

We sponsor several deferred compensation plans for a group that includes certain of our current and former 
management and highly compensated employees, certain of which are open to new participants. Participants in these 
plans may, at their discretion, invest their deferred compensation in various investment choices including our common 
stock. 

Our deferred compensation obligation is included in our consolidated balance sheet in other long-term liabilities. 
Shares of our common stock owned inside the plans are treated as treasury stock and are included at cost in the 
consolidated balance sheet in treasury stock. Investment earnings, administrative expenses, changes in investment 
values and increases or decreases in the deferred compensation liability resulting from changes in the investment values 
are recorded in our consolidated statement of operations. The deferred compensation liability as of December 3 1,2003 
and 2002 was $24 million and $36 million, respectively. The value of the deferred compensation plans' assets were 
$33 million and $41 million at December 31,2003 and 2002, respectively and are included in other long-term assets in 
the consolidated balance sheets. 

Deferred Compensation Plan for Non-employee Directors 
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We sponsor a deferred directors' fees plan for members of our current and former Board. Under this plan, directors 
may, at their discretion, elect to defer all or any portion of the directors' fees for the upcoming year for services they 
perform as directors of the Company. In the plan for the members of the current Board, we match 50% of the fees that 
are contributed to the plan. Participants in the plan are h l ly  vested in both their deferred fees and the matching 
contribution. Participants can suspend or change the amount of deferred fees at their discretion. 

Quarterly, we credit the director's account with "phantom units", which are held in a notational account. Each 
phantom unit represents a value equivalent to one share of our common stock and is subject to adjustment for cash 
dividends payable to our stockholders as well as stock dividends and splits, consolidations and the like that affect 
shares of our common stock outstanding. The account is ultimately distributed at the time elected by the director or at 
the end of the plan and is paid, at the director's election, either in: (1) a lump-sum payment; (2) annual cash installments 
over periods up to 10 years; or (3) some other form selected by our Executive Vice President-Human Resources (or 
his or her designee). A change in our stock price of one dollar would not result in a significant expense impact to our 
consolidated financial statements. 

Investment earnings, administrative expenses, changes in investment values and increases or decreases in the 
deferred compensation liability resulting from changes in the value of our common stock are recorded in our 
consolidated statement of operations. The deferred compensation liability as of December 3 1, 2003, for the plan was 
$6 million and the expense associated with this plan was not significant during 2003. However, depending on the extent 
of appreciation in the value of our common stock, expenses incurred under this plan could become significant in 
subsequent years. 
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Note 12: Stock Incentive Plans 

Stock Options 

Prior to the Merger, U S WEST adopted stock plans under which it could grant awards in the form of stock 
options, stock appreciation rights, restricted stock and phantom units, as well as substitute stock options and restricted 
stock awards. In connection with the Merger, all U S WEST options outstanding prior to the Merger announcement 
became fully vested. Options granted after that date and prior to June 30,2000 continue to vest according to the vesting 
requirements in the plan. 

On June 23, 1997, pre-Merger Qwest adopted the Equity Incentive Plan. This plan was most recently amended and 
restated on October 4,2000 and permits the grant of non-qualified stock options, incentive stock options, stock 
appreciation rights, restricted stock, stock units and other stock grants. The maximum number of shares of our common 
stock that may be issued under the Equity Incentive Plan at any time pursuant to awards is equal to 10% of the 
aggregate number of our common shares issued and outstanding reduced by the aggregate number of options and other 
awards then outstanding under the Equity Incentive Plan or otherwise. Issued and outstanding shares are determined as 
of the close of trading on the New York Stock Exchange on the preceding trading day Since the Merger, all option 
grants have been issued from this plan. As of December 3 1 ,  2003, the maximum number of shares of our common 
stock available for issuance under the Equity Incentive Plan was 177 million, with 126 million shares underlying 
outstanding options and 51 million shares available for issuance pursuant to new awards 

As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and our failure to file 
our 2002 Form 1 0-K, beginning in August 2002, we temporarily suspended the ability of option holders to exercise 
their vested options. During the fourth quarter of 2003, we filed with the SEC our 2003 quarterly reports on Form 10-Q 
and our 2002 Form 10-K. We then restored the ability of option holders to exercise vested options beginning in 
January 2004. 

The Compensation and Human Resources Committee of our Board, or its delegate, approves the exercise price for 
each option. Stock options generally have an exercise price that is at least equal to the fair market value of the common 
stock on the date the stock option is granted, subject to certain restrictions. Stock option awards generally vest in equal 
increments over the vesting period of the granted option (generally three to five years). Unless otherwise provided by 
the Compensation and Human Resources Committee, our Equity Incentive Plan provides that, on a "change in control", 



10k Wizard: SEC Filings Page 111 of 147 

all awards granted under the Equity Incentive Plan will vest immediately. Options that we granted to our employees 
from June 1999 to September 2002 typically provide for accelerated vesting if the optionee is terminated without cause 
following a change in control. Since September 2002, options that we grant to our executive officers (vice president 
level and above) typically provide for accelerated vesting and an extended exercise period upon a change of control and 
options that we grant to all other employees typically provide for accelerated vesting if the optionee is terminated 
without cause following a change in control. Options granted in 2003,2002 and 2001 have ten-year terms. 

On October 31,2001, we announced a voluntary stock option exchange offer. Under the terms of the offer and 
subject to certain restrictions, our employees could exchange all or a portion of their stock options that had an exercise 
price of $35 or more. The offer was available only to our full-time, non-union employees (excluding 15 senior 
executives), for options granted by us or U S WEST. Options surrendered by employees were cancelled on 
November 30, 2001 and new options were issued on June 3, 2002 on a share-for-share basis. On June 3,2002, 9,655 
employees received 26 million stock 
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options in the exchange. The exercise price on the new options is $5.10, the closing market price on the day the new 
options were granted. The new options vest ratably over a four-year period commencing on June 3, 2002. 

Our stock incentive plans are accounted for using the intrinsic-value method under which no compensation 
expense is recognized for options granted to employees with a strike price that equals or exceeds the value of the 
underlying security on the measurement date. In certain instances, the strike price has been established prior to the 
measurement date, in which event any excess of the stock price on the measurement date over the exercise price is 
recorded as deferred compensation and amortized over the service period during which the stock option award vests, in 
accordance with FIN No. 28. We recorded stock-based compensation expense of $6 million, $18 million and 
$34 million in the years ended December 31, 2003,2002 and 2001, respectively. 

Summarized below is the activity of our stock option plans for the three years ended December 31, 2003: 

Weighted 
Number of Average 

Shares Exercise Price 

(in 
thousands) 

Outstanding January 1,2001 
Granted 
Exercised 
Tendered for cancellation 
Canceled or expired 

Outstanding December 3 1, 200 1 
Granted 
Exercised 
Canceled or expired 

Outstanding December 3 1,2002 
Granted 
Exercised 
Canceled or expired 

Outstanding December 3 1, 2003 

133,610 $ 32.32 
33,015 24.21 

(12,280) 20.62 

(1 9,722) 37 92 

27.01 
49,701 4 66 

(34) 5.90 
(42,841) 19.97 

112,320 19.81 
3 1,549 3.60 

(1 8,145) 18.13 

125724 $ 15.98 

(29,129) 43.45 

- a .  

=- r- 

- - 
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Options to purchase 54.0 million, 49.3 million and 45.4 million shares of Qwest common stock at weighted- 
average exercise prices of $25.38, $28.62 and $28.40 were exercisable at December 3 1,2003,2002 and 2001, 
respectively. 
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The outstanding options at December 3 1, 2003 have the following characteristics (shares in thousands): 

Outstanding Options Exercisable Options 

Weighted Weighted Weighted 
Average Average Average 

Number Remaining Life Exercise Number Exercise 

Range of Exercise Price 

$ 0.01 - $  5.00 
$ 5.01 - $10.00 
$10.01 - $20.00 
$20.01 - $30.00 
$30.01 - $40.00 
$40.01 - $60.00 

Total 

Outstanding (Years) 
***MeAW,rnd* 

35,379 9.10 
30,50 1 7.65 
15,090 4.84 
18,484 4.97 
16,381 5.87 
9,889 6.30 

125,724 6.99 

Price Exercisable 

$ 3.36 
5.22 

16.58 
27.33 
33.41 
43.34 

$ 15.98 

1,997 
6,602 

1 1,422 
1 1,268 
14,269 
8,467 

54,025 

Price 
I/// 

$ 2.69 
5.25 

16.83 
26.74 
33.30 
42.79 

$ 25.38 

As required by SFAS No. 123 and SFAS No. 148, “Accounting for Stock-based Compensation-Transition and 
Disclosure-an Amendment of FASB Statement No. 123”, we have disclosed in Note 2-Summary of Significant 
Accounting Policies the pro forma amounts as if the fair value method of accounting had been used. These pro forma 
amounts may not be representative of the effects on reported net income or loss in future years because, the number of 
future shares to be issued under these plans is not known and the assumptions used to determine the fair value can vary 
significantly. 

Following are the weighted-average assumptions used with the Black-Scholes option-pricing model to estimate 
the fair value of options granted in 2003,2002 and 200 I : 

Years Ended December 31, 

2003 2002 2001 
*mw?-&R”ze A -M!* 

Risk-free interest rate 2.7% 4.1% 4 1% 
Expected dividend yield 0.0% 0.0% 0.2% 
Expected option life (years) 4.4 4.4 4 4  
Expected stock price volatility 88.0% 57.6% 41 4% 
Weighted-average grant date fair value $ 2.37 $ 2.25 $ 9 40 

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

Restricted Stock 

In 2003, we did not grant any shares of restricted stock under the Equity Incentive Plan. In 2002 and 2001, we 
granted 400,000 and 650,000 shares of restricted stock under the Equity Incentive Plan with weighted-average grant 
date fair values of $6.85 and $16.81 per share, respectively. Restricted stock awards granted in 2002 and 2001 
generally vest ratably over four years. Compensation expense of $2 million, $1 3 million and $6 million was recognized 
for restricted stock grants in 2003, 2002 and 2001, respectively. 
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Growth Share Plan 

Pre-Merger Qwest had a Growth Share Plan for certain of its employees and directors. A "Growth Share" was a 
unit of value based on the increase in value of our common stock over a specified measurement period. Upon vesting, 
settlement of each Growth Share was made in our common stock. All Growth Share grants were made based on a 
beginning value of our common stock that was greater than or equal to the fair value of our common stock at the grant 
date. 

Due to the change in control as a result of the Merger, all Growth Shares were vested at June 30, 2000. In the first 
quarter of 2001, we issued 356,723 shares of our common stock in settlement of all remaining vested Growth Shares. 

Employee Stock Purchase Plan 

We have an Employee Stock Purchase Plan ("ESPP") that we are authorized to issue shares of our common stock 
to eligible employees. As a result of our failure to file with the SEC various of our quarterly reports on Form 10-Q and 
our failure to file our 2002 Form 10-K, we temporarily suspended the ESPP in August 2002. In December 2003, an 
amended and restated ESPP was approved by the shareholders. Under the amended plan, we are authorized to issue 
27 million shares of our common stock to eligible employees. Enrollment in the amended ESPP plan began in 
January 2004, with the first distribution of stock scheduled to occur during the first week of March 2004. Under the 
terms of the ESPP, eligible employees may authorize payroll deductions of up to 15% of their base compensation, as 
defined, to purchase our common stock at a price of 85% of the fair market value of our common stock on the last 
trading day of the month in which our common stock is purchased. No shares were purchased under this plan in the 
year ended December 3 1,2003 due to the suspension; however, 3,680,443 and 1,76 1,470 shares were purchased under 
this plan at weighted-average purchase prices of $4.12 and $2 1.24 per share, respectively, during the years ended 
December 3 1, 2002 and 2001, respectively. In accordance with APB No. 25, we do not recognize compensation 
expense for the difference between the employees' purchase price and the fair market value of the stock. 

Note 13: Stockholders' Equity 

Common Stock ($0.01 par value) 

We are authorized to issue up to 5.0 billion shares of common stock, par value $0.01 per share. As of 
December 3 1 ,  2003 and 2002, there were 1.770 billion and 1.714 billion shares issued and 1.770 billion and 
1.699 billion shares outstanding, respectively. 

Preferred Stock ($1.00 pur value) 

Under our charter, our Board has the authority, without stockholder approval, to (1) create one or more classes or 
series within a class of preferred stock, (2) issue shares of preferred stock in such class or series up to the maximum 
number of shares of the relevant class or series of preferred stock authorized and (3) determine the preferences, rights, 
privileges and restrictions of any such class or series, including the dividend rights, voting rights, the rights and terms 
of redemption, the rights and terms of conversion, liquidation preferences, the number of shares constituting any such 
class or series and the designation of such class or series. One of the effects of authorized but unissued and unreserved 
shares of capital stock may be to render more difficult or discourage an attempt by a potential acquirer to obtain control 
of us by means of a merger, tender offer, proxy contest or 

12 1 

otherwise and thereby protect the continuity of our management. The issuance of such shares of capital stock may have 
the effect of delaying, deferring or preventing a change in control of us without any further action by our stockholders. 
We have no present intention to adopt a stockholder rights plan, but could do so without stockholder approval at any 
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future time. 

As of December 3 1,2003,2002 and 200 1 ,  there were 200 million shares of preferred stock authorized but no 
shares issued or outstanding. 

Treasury Stock 

BellSouth Repurchase 

In January 2001, we repurchased 22.22 million shares of our common stock at fair value from BellSouth 
Corporation ("BellSouth") for $1 .O billion in cash. As part of this transaction, we entered into an agreement with 
BellSouth in January 2001 under which BellSouth agreed to purchase services valued at $250 million from us over a 
five-year period (the "2001 Agreement"). The 200 1 Agreement included provisions that allowed for termination of the 
arrangement prior to satisfaction of the entire purchase commitment. The 200 1 Agreement also provided that BellSouth 
could make payments for the services in our common stock based upon values as specified in the 2001 Agreement. 
This provision in the 2001 Agreement represented a written put option. For accounting purposes the written put option 
vests as we provide services pursuant to the 2001 Agreement. Based on services performed, the value of put options 
vested in 2001 was $38 million, which was recorded in our consolidated statement of operations as a reduction in 
revenue and an increase in additional paid-in capital in our consolidated statement of stockholders' (deficit) equity. 

During 2001, BellSouth acquired services valued at approximately $92 million related to the 2001 Agreement. We 
recognized net revenue for such services of approximately $54 million. BellSouth paid for these services by remitting 
cash throughout the year of $18 million and, on December 10,2001, tendering 1.2 million shares of our common stock. 
The fair value of the tendered shares at December 10,2001 of $15 million was recorded in treasury stock. The 
$43 million difference between (i) the fair value of the shares at December 10,2001 and (ii) the value of $58 million 
assigned to the shares under the 2001 Agreement was recorded as a reduction to additional paid-in capital. The unpaid 
balance of $16 million was recorded in accounts receivable. At December 3 1,2001, we reclassified $16 million from 
stockholders' equity to share repurchase commitment, a temporary equity classification in our consolidated balance 
sheet, to reflect the value of receivables that could be satisfied by BellSouth delivering shares of our common stock. 

During the first quarter of 2002, we received approximately 278,000 shares of our common stock valued at 
$13 million from BellSouth in partial satisfaction of the $16 million accounts receivable outstanding at December 31, 
2001. In addition, in accordance with the 2001 Agreement, we used $12 million of the $18 million in cash received 
from certain BellSouth affiliates to purchase approximately 253,000 shares of our common stock. The fair value of the 
stock tendered in the first quarter of 2002 of $5 million was recorded in treasury stock. The $20 million difference 
between (i) the fair value of the shares and (ii) the value assigned to the shares in the 2001 Agreement of $25 million 
was recorded as a reduction to additional paid-in capital. 

The 2001 Agreement was cancelled as of January 16,2002. At that time, we entered into a second agreement with 
BellSouth under which BellSouth committed to purchase from us $350 million in services payable in cash over a four- 
year period. In consideration for terminating the 2001 Agreement, 
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we gave BellSouth a non-cash credit of $7 I million that we have included in our consolidated balance sheet as a 
deferred sales discount. The deferred sales discount will reduce revenue from BellSouth proportionately as we provide 
services under the new agreement. We reduced our revenue by $ 1  7 million in 2003 and 2002 related to the amortization 
of the deferred sales discount. 

Debt for Equity Exchange 

During the first quarter of 2002, we issued 9.88 million shares of our common stock in exchange for certain 
outstanding debt. During 2003, the remaining treasury shares related to the BellSouth repurchase were issued in 
connection with certain debt-for-stock exchanges. The weighted-average cost of treasury shares issued was $42.53 per 
share. 

http://ccbn.tenkwizard.com/print.pl~p?rcpo=tenk~9c ipn~e=26622948inrim-c9tdoc= 1 &p?=&T ... 4/6/2004 
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During 2003, we issued 52.5 million shares of our common stock with an aggregate value of $202 million in 
exchange for certain outstanding debt. 

Deferred Compensation-Rabbi Trust 

Rabbi trusts established in 2000 for two of our deferred compensation plans held 327,000 and 387,000 shares of 
our common stock with a cost of $15 million and $18 million at December 3 1,2003 and 2002, respectively. Our shares 
held by the Rabbi trusts are accounted for as treasury stock, which are considered outstanding for legal purposes. 

Other Comprehensive (Loss) Income 

Other comprehensive (loss) income in the consolidated statement of stockholders' (deficit) equity includes the 
following components: 

Years Ended December 31, 

2003 
,#-dmwSme",a 

(Dollars in millions) 

Unrealized gains on available-for-sale marketable 
securities, net of reclassification adjustments $ 3 $ 3 6 $ 3 3  

Income tax (provision) benefit related to items of 
Foreign currency translation (losses) gains (4) 40 (33) 

other comprehensive income (1) (30) - 

Other comprehensive (loss) income $ 4 6 $ -  

Embedded in net unrealized gains and losses on available-for-sale marketable securities are reclassification 
adjustments. Reclassification adjustments are comprised of amounts that have been removed from other comprehensive 
income (loss) in the consolidated statement of stockholders' deficit 
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and recognized in income or loss from operations in our consolidated statements of operations during the periods cited 
below: 

Years Ended December 31, 
, d  -* 

2003 2 002 2001 - wm- wIvWa?#w- 

(Dollars in millions) 

Reversal of unrealized net gains on investments sold 
during the period $ 3 $  3 9 $  19 

44 
Reversal of foreign currency translation gain 
Income tax expense related to items reclassified into 

- - Other-than-temporary gains charged to income or loss 

income or loss (1)  (31) (24) 

- - 40 

Total reclassification adjustments $ 2 $ 4 8 $ 3 9  
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Earnings Per Share 

The weighted-average number of shares used in computing basic and diluted income (loss) per share for the years 
ended December 3 1, 2003, 2002 and 2001 was 1.739 billion, 1.682 billion and 1.661 billion, respectively. For the years 
ended December 3 I ,  2003,2002 and 2001, the effect of approximately 126 million, 1 12 million and 105 million, 
respectively of outstanding stock options were excluded from the calculation of diluted income (loss) per share because 
the effect was anti-dilutive. 

Dividends 

We did not declare any dividends during 2003 and 2002. We declared and paid dividends of $0.05 per share of 
common stock during 2001. 

Note 14: Income Taxes 

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

Years Ended December 31, 
d$-ea-v,&W 4-m 

89- 

(Dollars in millions) 

Current tax (benefit) provision: 
Federal 
State and local 

Deferred tax (benefit) provision: 
Federal 
State and local 
Change in valuation allowance 

Income tax benefit 

(607) (3,299) (569) 
(1 13) (642) (1 84) 
195 1,677 - 

(525) (2,264) (753) -- 
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The effective tax rate for our continuing operations differs from the statutory tax rate as follows: 

Years Ended December 31, 

2003 2002 2001 
- . % a  - 

(in percent) 

Federal statutory income tax rate 35.0% 35.0% 35.0% 
State income taxes-net of federal effect 3.8 2.1 1 6  
Non-deductible KPNQwest investment write down 

Non-deductible goodwill impairment and 
and losses - (1.5) (16.7) 
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amortization - (14.8) (3.8) 
Other 0.1 (0.1) 0.8 
Change in valuation allowance, state and federal (10.6) (8.3) - 

Effective income tax rate 28.3% 12.4% 16.9% 

The components of the deferred tax assets and liabilities are as follows: 

December 31, 

Net operating loss carryforwards 
Post-retirement benefits and pensions 
State deferred taxes-net of federal effect 
Property, plant and equipment 
Other 

Valuation allowance on deferred tax assets 

Net deferred tax assets 

Property, plant and equipment 
State deferred taxes-net of federal effect 
Other 

Total deferred tax liabilities 

Net deferred tax assets 

2003 2002 

(Dollars in millions) 

$ 1,615 $ 2,028 
822 737 
28 1 372 

164 
648 496 
- 

P f l B  

3,366 3,797 

1,494 2,120 

(805) 
( 126) (80) 
(525) (744) 

(1,456) (824) 

(1,872) ( I  ,677) 

P 

__ 

$ 38 $ 1,296 

We received $67 million, $272 million and $574 million in net income tax refunds in 2003,2002 and 2001, 
respectively. 

As of December 31,2003, we had a net operating loss carryforward of $4.6 billion that will expire between 2004 
and 2023. Unused net operating losses generated by pre-Merger Qwest are subject to special rules in the Internal 
Revenue Code (”IRC”). IRC Section 382 limits the amount of income that may be offset each year by unused net 
operating losses arising prior to a merger. The annual limitations are based upon the value of the acquired company at 
the time of the Merger multiplied by the federal long-term tax-exempt interest rate in effect at that date. Any unused 
limitation may be carried forward and added to the next year’s limitations. We do not expect this limitation to impact 
Qwest’s ability to utilize its net operating losses against future taxable income. 
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Prior to the purchase of an additional equity interest in KPNQwest in November 200 1, our investment in 
KPNQwest was deemed a foreign corporate joint venture whose basis difference was exempt from the recording of a 
deferred tax liability. At the end of 2001, the remaining unrecorded deferred tax liability associated with that exempt 
basis difference was $320 million. In 2002, the remaining book investment in KPNQwest was written off resulting in a 
$124 million recognized deferred tax asset. We also own a foreign subsidiary with a deductible temporary basis 
difference for which a $19 million deferred tax asset has not been recorded because the basis difference IS essentially 
permanent in duration and it is not apparent that it will be deducted in the foreseeable future. 
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1 For additional information on restructuring costs by segment, see Note 9-Restructuring and Merger-related Charges. 

In the second quarter of 2002, we recorded a non-cash charge of $1.677 billion, to establish a valuation allowance 
against the 2002 net federal and state deferred tax assets. In 2003, we charged an additional $195 million to maintain 
the valuation allowance at a level sufficient to reduce our 2003 deferred tax assets to an amount we believe is 
recoverable. The valuation allowance is determined in accordance with the provisions of SFAS No. 109, which requires 
an assessment of both negative and positive evidence when measuring the need for a valuation allowance. 

We had unamortized investment tax credits of $97 million and $104 million as of December 3 1,2003 and 2002, 
respectively, included in other long-term liabilities on our consolidated balance sheets and as discussed in Note 2- 
Summary of Significant Accounting Policies. These investment tax credits are amortized over the lives of the related 
assets. At the end of 2003 we also have $62 million ($38 million net of federal income tax) of state investment tax 
credit carryfonvards that will expire between 201 0 and 20 16, if not utilized. 

Note 15: Segment Information 

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

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

SFAS No. 146 establishes standards for reporting information about restructuring activities. Effective for exit or 
disposal activities initiated after December 3 1, 2002, SFAS No. 146 requires disclosure of the total amount of costs 
expected to be incurred in connection with these activities for each reportable segment. We do not include restructuring 
costs in the segment results which are reviewed by our CODM. As a result, we have excluded restructuring costs from 
our presentation below. 
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Our wireline segment includes revenue from the provision of voice services and data and Internet services. Voice 
services consist of local voice services (such as basic local exchange services), long-distance voice services (such as 
IntraLATA long-distance services and InterLATA long-distance services) and other voice services (such as operator 
services, public telephone service, enhanced voice services, CPE and collocation services). Voice services revenue is 
also generated on a wholesale basis from network transport and billing services, wholesale long-distance service 
revenue (included in long-distance services revenue) and wholesale access revenue (included in local voice services 
revenue). Data and Internet services include data services (such as traditional private lines, wholesale private lines, 
frame relay, asynchronous transfer mode and related CPE) and Internet services (such as DSL, dedicated Internet 
access ("DIA"), virtual private network ("VPN"), Internet dial access, web hosting, professional services and related 
CPE). Revenue from optical capacity transactions are also included in revenue from data services. Depending on the 
product or service purchased, a customer may pay an up-front fee, a monthly fee, a usage charge or a combination of 
these fees and charges. 

Our wireless services are provided through our wholly owned subsidiary, Qwest Wireless. I n  August 2003, Qwest 
Wireless entered into a services agreement with a subsidiary of Sprint that allows us to resell Sprint wireless services, 
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including access to Sprint's nationwide PCS wireless network, to consumer and business customers, primarily within 
our local service area. We began offering these Sprint services under our brand name in March 2004. Through Qwest 
Wireless, we continue to operate a PCS wireless network that serves select markets within our local service area, 
including Denver, Seattle, Phoenix, Minneapolis, Portland, Salt Lake City and other smaller markets. Our wireless 
customers who are currently being serviced through our proprietary wireless network will be transitioned onto Sprint's 
network over time. 

Our other services segment consists of revenue and expenses from other operating segments and functional 
departments that do not meet quantitative threshold requirements. Other services revenue is predominately derived 
from subleases of some of our unused real estate assets, such as space in our office buildings, warehouses and other 
properties. Our other services segment expenses include unallocated corporate expenses for functions such as finance, 
information technology, real estate, legal, marketing services and human resources, which we centrally manage. 

Other than as already described herein, the accounting principles used are the same as those used in our 
consolidated financial statements. The revenue shown below for each segment is derived from transactions with 
external customers. Internally, we do not separately track the total assets of our wireline or other segments. As such, 
total asset information for the three segments shown below is not presented. 
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Segment information for the three years ended December 3 I ,  2003 is summarized as follows: 

Years Ended December31, 

Operating revenues: 
Wireline 
Wireless 
Other services 

Total operating revenue 

Operating expenses: 
Wireline 
Wireless 
Other services 

Total segment expenses 

Segment income (loss): 
Wireline 
Wireless 
Other services 

Total segment income 

Capital expenditures: 
W ire1 ine 
Wireless 
Other services 

2003 2002 2001 
r . Y B , r w  

(Dollars in millions) 

$ 13,650 $ 14,635 $ 15,803 
594 694 688 
44 42 39 

$ 14,288 $ 15,371 $ 16,530 

$ 7,840 $ 8,130 $ 8,996 
349 507 75 1 

2,843 2,614 2,383 

$ 11,032 $ 11,251 $ 12,130 

$ 5,810 $ 6,505 $ 6,807 
245 187 (63) 

(2,799) (2,572) (2,344) 

$ 3,256 $ 4,120 $ 4,400 
P 

$ 1,560 $ 1,833 $ 7,146 
13 55 310 

554 903 967 
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Total capital expenditures 
Non-cash investing activities 

Total cash capital expenditures 

128 

2,127 2,791 8,423 
(39) (27) (381) 

$ 2,088 $ 2,764 $ 8,042 

The following table reconciles segment operating income to net loss for each of the years ended December 3 I ,  
2003,2002 and 2001: 

Years Ended December 31, 

Segment income 
Depreciation 
Goodwill and other intangible assets amortization 
Goodwill impairment charge 
Asset impairment charges 
Restructuring and other charges 
Merger-related (charges) credits 
Total other expense-net 
Income tax benefit 
Income and gain from sale of discontinued operations 
Cumulative effect of accounting change 

Net income (loss) 

2003 2002 2001 
e"m,M--""" 

(Dollars in millions) 

(1,578) 
519 

2,619 
206 

4,120 $ 
(3,268) 

(579) 
(8,483) 

(10,525) 
(235) 

(1 2 198) 
53 

2,497 
1,950 

(22,800) 

$ 1,512 $ (38,468) $ (5,603) 

Set forth below is revenue information for the years ended December 3 1,2003,2002 and 2001 for revenue derived 
from external customers for our products and services. 

Years Ended December 31, 
M % + S % % P  

2003 2002 2001 

(Dollars in millions) 

Operating revenues: 
Wireline voice services $ 9,859 $ 10,838 $ 11,897 
Wireline data and Internet services 3,791 3,797 3,906 
Wireless services 594 694 688 
Other services 44 42 39 

Total operating revenues 

We provide a variety of telecommunications services on a national and international basis to global and national 
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businesses, smal I businesses, governmental agencies and residential customers. It is impractical for us to provide 
revenue information about geographic areas. 

We do not have any single major customer that provides more than ten percent of the total of our revenues derived 
from external customers. 

Note 16: Related Party Transactions 

As discussed in Note 7--Investments, pre-Merger Qwest and ADMI, a subsidiary of Anschutz Company, formed 
QDM in October 1999. At inception, pre-Merger Qwest and ADMI each owned 50% equity and voting interest in 
QDM. In June 2000, pre-Merger Qwest acquired an additional 25% interest in QDM directly from ADMI. Following 
this transaction, pre-Merger Qwest owned a 75% economic interest and 50% voting interest in QDM and ADMI owned 
the remaining 25% economic interest and 50% voting interest. During 2002 and 2001, in connection with the operation 
and 
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subsequent shutdown of QDM's business, ADMI and we made several loans to QDM generally in accordance with our 
respective economic interests in QDM. Neither ADMI or us made any loans to QDM during 2003. As of December 3 1, 
2003, the aggregate principal balance and accrued interest outstanding on loans to QDM from ADMI and us was 
$4.4 million and $12.3 million, respectively. All outstanding balances on loans we made to QDM have been written off 
as of December 3 I ,  2002. 

Also in October 1999, pre-Merger Qwest entered into a long-term Master Services Agreement with QDM under 
which QDM agreed to purchase approximately $1 19 million of telecommunication services through October 2008 and 
we agreed to extend credit to QDM for the purpose of making payments to us for the telecommunications services 
provided. Each October, QDM was required to pay an amount equal to the difference between certain specified annual 
commitment levels and the amount of services actually purchased under the Master Services Agreement at that time. In 
October 200 1, we agreed to terminate the Master Services Agreement and release QDM from its obligation under such 
agreement to acquire telecommunications services from us. At the same time, QDM agreed to forgive the $84.8 million 
that we owed on the promissory note related to the original capital contribution from pre-Merger Qwest. Prior to the 
termination of the Master Services Agreement, we advanced QDM $3.8 million which was the amount owed to us 
under the agreement for accrued telecommunications services. QDM used that advance to pay us the amount owed, 
including interest on amounts past due. Concurrent with termination of the Master Services Agreement, QDM repaid us 
the $3.8 million advance under the Master Services Agreement with interest. QDM made purchases of $700,000 and 
$3.3 million during 2002 and 200 1, respectively. 

In October 1999, we agreed to purchase certain telephony-related assets and all of the stock of Precision 
Systems, Inc., a telecommunications solutions provider, from ADMI in exchange for a promissory note in the amount 
of $34 million. The note bears interest at 6% annually with semi-annual interest payments and annual principal 
payments due through 2008. During 2003, 2002 and 2001, respectively, we paid $4.0 million, $0 and $2.0 million in 
interest and $3.4 million, $0 and $340,000 in principal, on the note. At December 3 1, 2003, the outstanding accrued 
interest on the note was approximately $350,000 and the outstanding principal balance on the note was $30.3 million. 

As discussed in Note 7-1nvestments, pre-Merger Qwest and KPN formed a joint venture, KPNQwest, in 
April 1999. In November 2001, we purchased approximately 14 million additional shares and Anschutz Company 
purchased approximately six million shares of KPNQwest common stock from KPN for $4.58 per share. Anschutz 
Company's stock purchase was at our request and with the approval of the disinterested members of our Board. After 
giving effect to this transaction, we held approximately 47.5% of KPNQwest's outstanding shares. 

During 2002 and 2001, we entered into several transactions with KPNQwest for the purchase and sale of optical 
capacity assets and the provisioning of services, including but not limited to private line, web hosting, Internet protocol 
transit and DIA. We made purchases of these assets and services from KPNQwest totaling $169 million and 
$218 million in 2002 and 2001, respectively. We recognized revenue on products and services sold to KPNQwest in the 
amount of $12 million and $ 1  8 million in 2002 and 2001, respectively. Pricing for these services was based on what we 
believed to be the fair market value at the time the transactions were consummated. Some of KPNQwest's sales to us 
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were in accordance with the distribution agreement with KPNQwest, whereby we were, in certain circumstances, the 
exclusive distributor of certain of KPNQwest's services in North America. As of December 3 1,200 I ,  we had a 
remaining commitment to purchase up to 81 million Euros (or $72 million based on a conversion rate at December 31, 
2001) worth of network capacity through 2002 
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from KPNQwest. In connection with KPNQwest's bankruptcy, as discussed in Note 7--Investments, the purchase 
commitment terminated during June 2002. 

In March 2002, KPNQwest acquired certain assets of Global TeleSystems Europe B.V. ("GTS") for convertible 
notes of KPNQwest with a face amount of 2 1 1 million Euros ($186 million based on a conversion rate at March 18, 
2002), among other consideration, under an agreement entered into in October 2001. As disclosed to our Board, a 
subsidiary of Anschutz Company had become a creditor of GTS in 2001. We understand that in 2002 and 200 1, as part 
of a group of GTS bondholders, an Anschutz Company subsidiary also provided interim financing to GTS In 
connection with the consummation of KPNQwest's acquisition of the GTS assets, the Anschutz Company subsidiary 
received a distribution of notes with a face amount of approximately 37 million Euros ($33 million based on a 
conversion rate at March 18, 2002). We understand that the allocation of notes to the Anschutz Company subsidiary 
was determined by a creditor committee for GTS which did not include any representatives of Anschutz Company and 
neither the KPNQwest notes nor the shares referenced above, both of which are still held by Anschutz Company, have 
any current value. 

Note 17: Commitments and Contingencies 

Commitments 

Future Contractual Obligations 

The following table summarizes our future commitments, excluding repayments of debt, as of December 3 1,2003: 

Payments Due by Period 

(Dollars in millions) 

Capital leases and other 
Operating leases 
Purchase commitment obligations: 

Telecommunications commitments 
IRU operating and maintenance 
obligations 
Advertising and promotion 
Services 

Total commitments 

$ 4 7 $  2 8 s  5 $  5 $  5 s  34 $ 124 
219 1,534 2,906 325 313 268 247 

706 517 158 65 60 10 1,516 

54 52 52 52 52 776 1,038 
53 50 32 26 26 219 406 

282 259 234 199 196 254 1,424 

$ 1,467 $ 1,219 $ 749 $ 594 $ 558 $ 2,827 $ 7,414 

D - "#,"@#aueeswa -sa-- 

Capital Leases 

We lease certain office facilities and equipment under various capital lease arrangements. Assets acquired through 
capital leases during 2003, 2002 and 2001 were $36 million, $36 million and $1.215 billion, respectiiely. Assets 
recorded under capitalized lease agreements included in property, plant and equipment consisted of $1 83 million, 
$391 million and $2.01 1 billion of cost less accumulated amortization of $80 million. $191 million and $362 million at 
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December 3 1,2003,2002 and 2001, respectively. 
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The future minimum payments under capital leases as of December 3 1,2003 are reconciled to our balance sheet as 
follows: 

Capital Lease 

Obligations 

Total minimum payments 
Less: amount representing interest 

Present value of minimum payments 
Less: current portion 

Long-term portion 

(Dollars in 
millions) 

98 
(3 5 )  

$ 63 

Operating Leases 

Certain of ice  facilities, real estate and equipment are subject to operating leases. We also have easement (or right- 
of-way) agreements with railroads and public transportation authorities that are accounted for as operating leases. Rent 
expense under these operating leases was $479 million, $504 million and $696 million during 2003,2002 and 2001, 
respectively, net of sublease rentals of $33 million, $25 million and $21 million respectively. Minimum operating lease 
payments have not been reduced by minimum sublease rentals of $173 million due in the future under non-cancelable 
subleases. In 2003,2002 and 2001, contingent rentals representing the difference between the fixed and variable rental 
payments were not material. 

Purchase Commitment Obligations 

We have purchase commitments with competitive local exchange carriers ("CLECs"), interexchange carriers 
("IXCs") and third-party vendors that require us to make payments to purchase network services, capacity and 
telecommunications equipment. These commitments require us to maintain minimum monthly and/or annual billings, 
in certain cases based on usage. 

Also included in the telecommunications commitments are purchase commitments that we entered into with KMC 
Telecom Holdings, Inc. ("KMC") in connection with sales of equipment at the time we entered into facilities 
management service agreements with them. In connection with the KMC arrangements, we also agreed to pay the 
monthly service fees directly to a trustee that serves as paying agent on debt instruments issued by special purpose 
entities sponsored by KMC. These unconditional purchase obligations require us to pay at least 75% of the monthly 
service fees for the entire term of the agreements, regardless of whether KMC provides us services. Our remaining 
unconditional purchase obligations under these agreements were $41 8 million as of December 3 1,2003. 

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

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

Letters of Credit and Guarantees 

We maintain letter of credit arrangements with various financial institutions for up to $67 million. At 
December 3 I ,  2003, the amount of letters of credit outstanding was $67 million and we had outstanding guarantees of 
approximately $2 million. 

Contingencies 

Investigations, Securities Actions and Derivative Actions 

The investigations and securities actions described below present material and significant risks to us. The size, 
scope and nature of the recent restatements of our consolidated financial statements for fiscal 200 1 and 2000 affect the 
risks presented by these matters, and we can give no assurance as to the impacts on our financial results or financial 
condition that may ultimately result from these matters. As we have previously disclosed, we have engaged in 
preliminary discussions for purposes of resolving certain of these matters. Our most recent preliminary discussions and 
further analysis have led us to conclude that a reserve should be provided. Accordingly, we have recorded a reserve in 
our consolidated financial statements for the estimated minimum liability associated with these matters. However, the 
ultimate outcomes of these matters are still uncertain and there is a significant possibility that the amount of loss we 
ultimately incur could be substantially more than the reserve we have provided. 

At this time, we believe that it is probable that all but $100 million ofthe recorded reserve will be recoverable out 
of a portion of the insurance proceeds, consisting of cash and letters of credit, which were placed in a trust to cover our 
losses and the losses of individual insureds. However, the use and allocation of these proceeds has yet to be resolved 
between us and individual insureds. See Note 10-Other Financial Information. 

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

Investigations 

On April 3, 2002, the SEC issued an order of investigation that made formal an informal investigation of Qwest 
initiated on March 8,2002. The investigation includes, without limitation, inquiry into several specifically identified 
Qwest accounting practices and transactions and related disclosures that are the subject of the various adjustments and 
restatements described in our 2002 Form 10-K. The investigation also includes inquiry into disclosure and other issues 
related to transactions between us 
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and certain of our vendors and certain investments in the securities of those vendors by individuals associated with us. 

On July 9, 2002, we were informed by the U.S. Attorney's Office for the District of Colorado of a criminal 
investigation of Qwest's business. We believe the U .S. Attorney's Office is investigating various matters that include 
the subjects of the investigation by the SEC. 
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During 2002, the United States Congress held hearings regarding us and matters that are similar to those being 
investigated by the SEC and the U S .  Attorney's Office. 

We have engaged in discussions with the SEC staff in an effort to resolve the issues raised in the SEC's 
investigation of us, and we continue to evaluate any possible range of loss. Such discussions are preliminary and we 
cannot predict the likelihood of whether those discussions will result in a settlement and, if so, the terms of such 
settlement. However, settlements typically involve, among other things, the SEC making claims under the federal 
securities laws in a complaint filed in United States District Court that, for purposes of the settlement, the defendant 
neither admits nor denies. Were such a settlement to occur, we would expect such claims to address many of the 
accounting practices and transactions and related disclosures that are the subject of the various restatements we have 
made as well as additional transactions. In addition, any settlement with the SEC may also involve, among other things, 
the imposition of disgorgement and a civil penalty, the amounts of which could be substantially in excess of our 
recorded reserve, and the entry of a court order that would require, among other things, that we and our officers and 
directors comply with provisions of the federal securities laws as to which there have been allegations of prior 
violations. 

In addition, as previously reported, the SEC has conducted an investigation concerning our earnings release for the 
fourth quarter and full year 2000 issued on January 24,200 1. The release provided pro forma normalized earnings 
information that excluded certain nonrecurring expense and income items resulting primarily from the Merger. On 
November 21, 2001, the SEC staff informed us of its intent to recommend that the SEC authorize an action against us 
that would allege we should have included in the earnings release a statement of our earnings in accordance with 
GAAP. At the date of this filing, no action has been taken by the SEC. However, we expect that if our current 
discussions with the staff of the SEC result in a settlement, such settlement will include allegations Concerning the 
January 24,200 1 earnings release. 

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

134 

Securities Actions and Derivative Actions 

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

On August 21, 2002, plaintiffs in the consolidated securities action filed their Fourth Consolidated Amended Class 
Action Complaint ("Fourth Consolidated Complaint"), which defendants moved to dismiss. On January 13, 2004, the 
United States District Court for the District of Colorado granted the defendants' motions to dismiss in part and denied 
them in part. In that order, the court allowed plaintiffs to file a proposed amended complaint seeking to remedy the 
pleading defects addressed in the court's dismissal order and ordered that discovery, which previously had been stayed 
during the pendency of the motions to dismiss, proceed regarding the surviving claims. On February 6, 2004, plaintiffs 
filed a Fifth Consolidated Amended Class Complaint ("Fifth Consolidated Complaint"). The Fifth Consolidated 
Complaint attempts to expand the putative class period previously alleged in the Fourth Consolidated Complaint, seeks 
to restore the claims dismissed by the court, including claims against certain individual defendants who were dismissed 
as defendants by the court's dismissal order. and to add additional individual defendants who have not been named as 
defendants in plaintiffs' previous complaints. The Fifth Consolidated Complaint also advances allegations related to a 
number of matters and transactions that were not pleaded in the earlier complaints. The Fifth Consolidated Complaint is 
purportedly brought on behalf of purchasers of publicly traded securities of Qwest between May 24, 1999 and July 28, 
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2002, and names as defendants Qwest, Qwest's former Chairman and Chief Executive Officer, Joseph P. Nacchio, 
Qwest's former Chief Financial Officers, Robin R. Szeliga and Robert S. Woodruff, other of Qwest's former officers 
and current directors and Arthur Andersen LLP. The Fifth Consolidated Complaint alleges, among other things, that 
during the putative class period, Qwest and certain of the individual defendants made materially false statements 
regarding the results of Qwest's operations in violation of section 10(b) of the Securities Exchange Act of 1934 (the 
"Exchange Act"), that certain of the individual defendants are liable as control persons under section 20(a) of the 
Exchange Act and that certain of the individual defendants sold some of their shares of Qwest's common stock in 
violation of section 20(a) of the Exchange Act. The Fifth Consolidated Complaint further alleges that Qwest and certain 
other defendants violated section 11 of the Securities Act of 1933, as amended, (the "Securities Act") by preparing and 
disseminating false registration statements and prospectuses for the registration of Qwest common stock to be issued to 
U S WEST shareholders in connection with the merger of the two companies, and for the exchange of $3 billion of 
Qwest's notes pursuant to a registration statement dated January 17,2001, $3.25 billion of Qwest's notes pursuant to a 
registration statement dated July 12,2001, and $3.75 billion of Qwest's notes pursuant to a registration statement dated 
October 30,2001. Additionally, the Fifth Consolidated Complaint alleges that certain of the individual defendants are 
liable as control persons under section 15 of the Securities Act by reason of their stock ownership, management 
positions and/or membership or representation on the Company's Board. The Fifth Consolidated Complaint seeks 
unspecified compensatory damages and other relief. However, counsel for plaintiffs has indicated that the purported 
class will seek damages in the tens of billions of dollars. 

Since March 2002, seven putative class action suits were filed in federal district court in Colorado purportedly on 
behalf of all participants and beneficiaries of the Qwest Savings and Investment Plan and predecessor plans (the "Plan") 
from March 7, 1999 until the present. By court order, five of these putative class actions have been consolidated and 
the claims made by the plaintiff in the sixth case were 
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subsequently included in the Second Amended and Consolidated Complaint ("Second Consolidated Complaint") 
described below and referred to as the "consolidated ERISA action". Qwest expects the seventh putative class action to 
be consolidated with the other cases since it asserts substantially the same claims. The Second Consolidated complaint 
filed on May 2 I ,  2003, names as defendants, among others, Qwest, several former and current directors, officers and 
employees of Qwest, Qwest Asset Management, Qwest's Plan Design Committee, the Plan Investment Committee and 
the Plan Administrative Committee of the pre-Merger Qwest 401(k) Savings Plan. The consolidated ERISA action, 
which is brought under the Employee Retirement Income Security Act alleges, among other things, that the defendants 
breached fiduciary duties to the Plan members by allegedly excessively concentrating the Plan's assets invested in 
Qwest's stock, requiring certain participants in the Plan to hold the matching contributions received from Qwest in the 
Qwest Shares Fund, failing to disclose to the participants the alleged accounting improprieties that are the subject of the 
consolidated securities action, failing to investigate the prudence of investing in Qwest's stock, continuing to offer 
Qwest's stock as an investment option under the Plan, failing to investigate the effect of the Merger on Plan assets and 
then failing to vote the Plan's shares against it, preventing plan participants from acquiring Qwest's stock during certain 
periods and, as against some of the individual defendants, capitalizing on their private knowledge of Qwest's financial 
condition to reap profits in stock sales. Plaintiffs seek equitable and declaratory relief, along with attorneys' fees and 
costs and restitution. Plaintiffs moved for class certification on January 15,2003 and Qwest has opposed that motion, 
which is pending before the court. Defendants filed motions to dismiss the consolidated ERISA action on August 22, 
2002. Those motions are also pending before the court 

On June 27, 2002, a putative class action was filed in the District Court for the County of Boulder against us, The 
Anschutz Family Investment Co., Philip Anschutz, Joseph P Nacchio and Robin R. Szeliga on behalf of purchasers of 
Qwest's stock between June 28,2000 and June 27,2002 and owners of U S WEST stock on June 28,2000. The 
complaint alleges, among other things, that Qwest and the individual defendants issued false and misleading statements 
and engaged in improper accounting practices in order to accomplish the Merger, to make Qwest appear successful and 
to inflate the value of Qwest's stock. The complaint asserts claims under sections 1 1, 12, 15 and 17 of the Securities 
Act. The complaint seeks unspecified monetary damages, disgorgement of illegal gains and other relief. On July 3 1, 
2002, the defendants removed this state court action to federal district court in Colorado and subsequently moved to 
consolidate this action with the consolidated securities action identified above. The plaintiffs have moved to remand the 
lawsuit back to state court Defendants have opposed that motion, which is pending before the court 

On December I O ,  2002, the California State Teachers' Retirement System ("CalSTRS"), filed suit against Qwest, 
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certain of Qwest's former officers and certain of Qwest's current directors and several other defendants, including 
Arthur Andersen LLP and several investment banks, in the Superior Court of the State of California in and for the 
County of San Francisco. CalSTRS alleges that the defendants engaged in fraudulent conduct that caused CalSTRS to 
lose in excess of $150 million invested in Qwest's equity and debt securities. The complaint alleges, among other 
things, that defendants engaged in a scheme to falsely inflate Qwest's revenue and decrease its expenses so that Qwest 
would appear more successful than it actually was during the period in which CalSTRS purchased and sold Qwest 
securities. The complaint purported to state causes of action against Qwest for (i) violation of California Corporations 
Code section 25400 et seq. (securities laws); (ii) violation of California Corporations Code section 17200 et seq. (unfair 
competition); (iii) fraud, deceit and concealment; and (iv) breach of fiduciary duty. Among other requested relief, 
CalSTRS sought compensatory, special and 
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punitive damages, restitution, pre-judgment interest and costs. Qwest and the individual defendants filed a demurrer, 
seeking dismissal of all claims. In response, CalSTRS voluntarily dismissed the unfair competition claim but 
maintained the balance of the complaint. The court denied the demurrer as to the California securities law and fraud 
claims, but dismissed the breach of fiduciary duty claim against Qwest with leave to amend. The court also dismissed 
the claims against Robert S. Woodruff and Robin R. Szeliga on jurisdictional grounds. On or about July 25, 2003, 
plaintiff filed a First Amended Complaint. The material allegations and the relief sought remain largely the same, but 
plaintiff no longer alleges claims against Mr. Woodruff and Ms. Szeliga following the court's dismissal of the claims 
against them. CalSTRS reasserted its claim against Qwest for breach of fiduciary duty as a claim of aiding and abetting 
breach of fiduciary duty. Qwest filed a second demurrer to that claim and on November 17,2003, the court dismissed 
that claim without leave to amend. Discovery is proceeding in the CalSTRS litigation. 

On November 27, 2002, the State of New Jersey (Treasury Department, Division of Investment) ("New Jersey"), 
filed a lawsuit similar to the CalSTRS action in New Jersey Superior Court, Mercer County. On October 17,2003, New 
Jersey filed an amended complaint alleging, among other things, that Qwest, certain of Qwest's former officers and 
certain current directors and Arthur Andersen LLP caused Qwest's stock to trade at artificially inflated prices by 
employing improper accounting practices and by issuing false statements about Qwest's business, revenues and profits. 
As a result, New Jersey contends that it incurred hundreds of millions of dollars in losses. New Jersey's complaint 
purports to state causes of action against Qwest for: (i) fraud; (ii) negligent misrepresentation; and (iii) civil conspiracy. 
Among other requested relief, New Jersey seeks from the defendants, jointly and severally, compensatory, 
consequential, incidental and punitive damages. On November 17, 2003, Qwest filed a motion to dismiss. That motion 
is pending before the court. 

On January 10,2003, the State Universities Retirement System of Illinois ("SURSI"), filed a lawsuit similar to the 
CalSTRS and New Jersey lawsuits in the Circuit Court of Cook County, Illinois. SURSI filed suit against Qwest, 
certain of Qwest's former officers and certain current directors and several other defendants, including Arthur Andersen 
LLP and several investment banks. On October 29,2003, SURSI filed a second amended complaint which alleges, 
among other things, that defendants engaged in fraudulent conduct that caused it to lose in excess of $12.5 million 
invested in Qwest's common stock and debt and equity securities and that defendants engaged in a scheme to falsely 
inflate Qwest's revenues and decrease its expenses by improper conduct related to transactions with the Arizona School 
Facilities Board, Genuity, Calpoint, KMC, KPNQwest and Koninklijke KPN, N.V. The second amended complaint 
purports to state the following causes of action against Qwest: (i) violation of the Illinois Securities Act; (ii) common 
law fraud; (iii) common law negligent misrepresentation; and (iv) violation of section 1 1 of the Securities Act. SURSI 
seeks, among other relief, punitive and exemplary damages, costs, equitable relief, including an injunction to freeze or 
prevent disposition of the defendants' assets, and disgorgement. All the individual defendants have moved to dismiss 
the action against them for lack of personal jurisdiction. To date, neither Qwest nor the individual defendants have filed 
a response to the second amended complaint, and the Illinois' court's schedule does not contemplate that answers or 
motions to dismiss be filed until after the challenges to jurisdiction have been resolved. 

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

On August 9, 2002, a purported derivative lawsuit was filed in the Court of Chancery of the State of Delaware. A 
separate alleged derivative lawsuit was filed in the Court of Chancery of the State of Delaware on or about August 28, 
2002. On October 30,2002, these two alleged derivative lawsuits were consolidated (collectively the "Delaware 
Derivative Litigation"). The Second Amended Complaint in the Delaware Derivative Litigation was filed on or about 
January 23,2003, naming as defendants certain of Qwest's current and former officers and directors and naming Qwest 
as a nominal defendant. In the Second Amended Complaint, the plaintiffs allege, among other things, that the 
individual defendants (i) breached their fiduciary duties by allegedly engaging in illegal insider trading in Qwest's 
stock; (ii) failed to ensure compliance with federal and state disclosure, anti-fraud and insider trading laws within 
Qwest, resulting in exposure to it; (iii) appropriated corporate opportunities, wasted corporate assets and self-dealt in 
connection with investments in initial public offering securities through Qwest's investment bankers; and 
(iv) improperly awarded severance payments to Qwest's former Chief Executive Officer, Mr. Nacchio and Qwest's 
former Chief Financial Officer, Mr. Woodruff. The plaintiffs seek recovery of incentive compensation allegedly 
wrongfully paid to certain defendants, all severance payments made to Messrs. Nacchio and Woodruff, disgorgement, 
contribution and indemnification, repayment of compensation, injunctive relief, and all costs including legal and 
accounting fees. On March 17,2003, defendants moved to dismiss the Second Amended Complaint, or, in the 
alternative, to stay the action. As described below, a proposed settlement of the Delaware Derivative Litigation has 
been reached. 

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

Beginning in May 2003, the parties to the Colorado Derivative Litigation and the Delaware Derivative Litigation 
participated in a series of mediation sessions with former United States District Judge Layn R. Phillips. On 
November 14,2003, as a result of this process, the parties agreed in principle upon a settlement of the claims asserted 
in the Colorado Derivative Litigation and the Delaware Derivative Litigation, subject to approval and execution of 
formal settlement documents, approval by the Denver District Court and dismissal with prejudice of the Colorado 
Derivative Litigation, the Delaware Derivative Litigation and the Federal Derivative Litigation. From 
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November 14, 2003 until February 17, 2004, the parties engaged in complex negotiations to resolve the remaining 
issues concerning the potential settlement. On February 17,2004, the parties reached a formal Stipulation of 
Settlement, which was filed with the Denver District Court. The stipulation of settlement provides, among other things, 
that if approved by the Denver District Court and upon dismissal with prejudice of the Delaware Derivative Litigation 
and the Federal Derivative Litigation, $25 million of the $200 million from the insurance settlement with certain of our 
insurance carriers (See Note 10-Other Financial Information) will be designated for the exclusive use of Qwest to pay 
losses and Qwest will implement a number of corporate governance changes. The Stipulation of Settlement also 
provides that the Denver District Court may enter awards of attorney's fees and costs to derivative plaintiffs' counsel 
from the $25 million in amounts not to exceed $7.S million and $125,000, respectively. On February 17,2004, the 
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Denver District Court entered a Preliminary Approval Order and scheduled a hearing to take place on June 15,2004, to 
consider final approval of the proposed settlement and derivative plaintiffs' counsels' request for an award of fees and 
costs. Pursuant to the Preliminary Approval Order, Qwest mailed, on February 27, 2004, notice of the proposed 
settlement and hearing to stockholders of its Common stock as of February 17,2004. 

On or about February 23, 2004, plaintiff in the Federal Derivative Litigation filed a motion in the United States 
District Court for the District of Colorado to enjoin further proceedings relating to the proposed settlement of the 
Colorado Derivative Litigation, or alternatively, to enjoin the enforcement of a provision in the Preliminary Approval 
Order of the Denver District Court which plaintiffs claims would prevent the Federal Derivative Litigation from being 
prosecuted pending a final determination of whether the settlement of the Colorado Derivative Litigation shall be 
approved. 

Regulatory Mutters 

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

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

grant a 10% discount off all intrastate Minnesota wholesale services to all CLECs other than Eschelon 
and McLeod; this discount would be applicable to purchases made by these CLECs during the period 
beginning on November 15,2000 and ending on May 15,2002; 
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grant all CLECs other than Eschelon and McLeod monthly credits of $13 to $16 per unbundled network 
element-platform line (subject to certain offsets) purchased during the months of November 2000 
through February 200 1 ; 

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

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

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

Arizona, Colorado, New Mexico, Washington, Iowa and South Dakota have also initiated formal proceedings 
regarding our alleged failure to file required agreements in those states. On July 25,2003, we entered into a settlement 
with the staff of the Arizona Corporation Commission ("Arizona Commission") to settle this and several other 
proceedings. The proposed settlement, which must be approved by the Arizona Commission, requires that we provide 
approximately $2 1 million in consideration in the form of a voluntary contribution to the Arizona State Treasury, 
contributions to certain organizations and/or infrastructure investments and refunds in the form of bill credits to 
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CLECs. On December 1,2003, an administrative law judge issued a recommended decision denying the proposed 
settlement. The judge also recommended final orders requiring us to pay approximately $1 1 million in penalties and to 
issue credits to CLECs for a 24-month period from October 2000 to September 2002 equal to 10% of all sales of 
wholesale intrastate services sold by us. We filed exceptions to the recommended decisions with the full Arizona 
Commission. New Mexico has issued an order providing its interpretation of the standard for filing these agreements, 
identified certain of our contracts as coming within that standard and opened a separate docket to consider further 
proceedings. Colorado has also opened an investigation into these matters, and on February 27,2004, the Staff of the 
Colorado Public Utility Commissions ("PUC") submitted its Initial Comments. The Colorado Staffs Initial Comments 
recommended that the PUC open a show cause proceeding based upon the Staffs view that Qwest and CLECs had 
willfully and intentionally violated federal and state law and Commission rules. The Staff also detailed a range of 
remedies available to the Commission, including but not limited to an assessment of penalties and an obligation to 
extend credits to CLECs. On June 26, 2003, we received from the Federal Communications Commission ("FCC") a 
letter of inquiry seeking information about related matters. We submitted our initial response to this inquiry on July 3 1, 
2003. The proceedings and investigations in New Mexico, Colorado and Washington and at the FCC could result in the 
imposition of fines and other penalties against us that could be material. Iowa and South Dakota have concluded their 
inquiries resulting in no imposition of penalties or obligations to issue credits to CLECs in those states. Also, some 
telecommunications providers have filed private actions based on facts similar to those underlying these administrative 
proceedings. These private actions, together with any similar, future actions, could result in additional damages and 
awards that could be significant. 

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

As a part of the approval by the FCC of the Merger, the FCC required us to engage an independent auditor to 
perform an attestation review of our compliance with our divestiture of in-region InterLATA services and our ongoing 
compliance with Section 27 1 of the Telecommunications Act ("Section 27 1 "). In 2001, the FCC began an investigation 
of our compliance with the divestiture of in-region InterLATA services and our ongoing compliance with Section 271 
for the audit years 2000 and 2001. In connection with this investigation, Qwest disclosed certain matters to the FCC 
that occurred in 2000,2001,2002 and 2003. These matters were resolved with the issuance of a consent decree on 
May 7,2003, by which the investigation was concluded. As part of the consent decree, Qwest made a voluntary 
payment to the U.S. Treasury in the amount of $6.5 million and agreed to a compliance plan for certain future 
activities. Separate from this investigation, Qwest disclosed matters to the FCC in connection with its 2002 compliance 
audit, including a change in traffic flow related to wholesale transport for operator services traffic and certain toll-free 
traffic, certain bill mis-labeling for commercial credit card bills and certain billing errors for public telephone services 
originating in South Dakota and for toll free services. The FCC has not yet instituted an investigation into the latter 
categories of matters. If it does so, an investigation could result in the imposition of fines and other penalties against us. 
The FCC has also instituted an investigation into whether we may have impermissibly engaged in the marketing of 
InterLATA services in Arizona prior to receiving FCC approval of our application to provide such services in that state. 

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

Other Matters 

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

case is now in the class certification stage, which Qwest is challenging. 
I summary judgment motions. Plaintiffs' claims for breach of fiduciary duty and breach of contract remain pending. The 

From time to time we receive complaints and become subject to investigations regarding "slamming" (the practice 
of changing long-distance carriers without the customer's consent), "cramming" (the practice of charging a consumer 
for goods or services that the consumer has not authorized or ordered) and other sales practices. Through 
December 2003, we resolved allegations and complaints of slamming and cramming with the Attorneys General for the 
states of Arizona, Colorado, Idaho, Oregon, Utah and Washington. In each of those states, we agreed to comply with 
certain terms governing our sales practices and to pay each of the states between $200,000 and $3.75 million. We may 
become subject to other investigations or complaints in the future and any such complaints or investigations could 
result in further legal action and the imposition of fines, penalties or damage awards. 

Several purported class actions relating to the installation of fiber optic cable in certain rights-of-way were filed in 
various courts against Qwest on behalf of landowners in Alabama, California, Colorado, Georgia, Illinois, Indiana, 
Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South Carolina, Tennessee and Texas. Class 
certification was denied in the Louisiana proceeding and, subsequently, summary judgment was granted in Qwest's 
favor. A new Louisiana class action complaint has recently been filed. Class certification was also denied in the 
California proceeding, although plaintiffs have filed a motion for reconsideration. Class certification was granted in the 
Illinois proceeding. Class certification has not been resolved yet in the other proceedings. The complaints challenge 
Qwest's right to install its fiber optic cable in railroad rights-of-way and, in Colorado, Illinois and Texas, also challenge 
Qwest's right to install fiber optic cable in utility and pipeline rights-of-way. In Alabama, the complaint challenges 
Qwest's right to install fiber optic cable in any right-of-way, including public highways. The complaints allege that the 
railroads, utilities and pipeline companies own a limited property right-of-way that did not include the right to permit 
Qwest to install Qwest's fiber optic cable on the plaintiffs' property. The Indiana action purports to be on behalf of a 
national class of landowners adjacent to railroad rights-of-way over which Qwest's network passes. The Alabama, 
California, Colorado, Georgia, Kansas, Louisiana, Mississippi, Missouri, North Carolina, Oregon, South Carolina, 

Illinois action purports to be on behalf of landowners adjacent to railroad rights-of-way over which Qwest's network 
passes in Illinois, Iowa, Kentucky, Michigan, Minnesota, Nebraska, Ohio and Wisconsin. Plaintiffs in the Illinois action 
have filed a motion to expand the class to a nationwide class. The complaints seek damages on theories of trespass and 
unjust enrichment, as well as punitive damages. Together with some of the other telecommunication carrier defendants, 
in September 2002, Qwest filed a proposed settlement of all these matters (except those in Louisiana) in the United 
States District Court for the Northern District of Illinois. On July 25, 2003, the court granted preliminary approval of 
the settlement and entered an order enjoining competing class action claims, except those in Louisiana. The settlement 
and the court's injunction are opposed by some, but not all, of the plaintiffs' counsel and are on appeal before the 
Seventh Circuit Court of Appeals. At this time, Qwest cannot determine whether such settlement will be ultimately 
approved or the final cost of the settlement if it is approved. 

, Tennessee and Texas actions purport to be on behalf of a class of such landowners in those states, respectively. The 

I 

On October 31,2002, Richard and Marcia Grand, co-trustees of the R.M. Grand Revocable Living Trust, dated 
January 25, 1991, filed a lawsuit in Arizona Superior Court alleging that the defendants violated state and federal 
securities laws and breached their fiduciary duty in connection with an investment by the plaintiff in securities of 
KPNQwest. Qwest is a defendant in this lawsuit along with Qwest B.V., Joseph Nacchio and John McMaster, the 
former President and Chief Executive Officer of KPNQwest. The plaintiff trust claims to have lost $10 million in its 
investment in KPNQwest. On January 27, 2004, the Arizona Superior Court granted Qwest's motion to dismiss the 
state and federal securities law claims. The claim for breach of fiduciary duty remains pending. 
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We have built our International Network outside North America primarily by entering into long-term agreements 
to acquire optical capacity assets. We have also acquired some capacity from other telecommunications service carriers 
within North America under similar contracts. Several of the companies from which we have acquired capacity appear 
to be in financial difficulty or have filed for bankruptcy protection. Bankruptcy courts have wide discretion and could 
deny us the continued use of the assets under the optical capacity agreements without relieving us of our obligation to 
make payments or requiring the refund of amounts previously paid. If such an event were to occur, we would be 
required to write-off the cost of the related optical capacity assets and accrue a loss based on the 
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remaining obligation, if any. We believe that we are taking appropriate actions to protect our investments and maintain 
ongoing use of the acquired optical capacity assets. At this time, it is too early to determine what effect the 
bankruptcies will have with respect to the acquired capacity or our ability to use this acquired optical capacity. 

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

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

Intellectual Property 

We frequently receive offers to take licenses for patent and other intellectual rights, including rights held by 
competitors in the telecommunications industry, in exchange for royalties or other substantial consideration. We also 
regularly are the subject of allegations that our products or services infringe upon various intellectual property rights, 
and receive demands that we discontinue the alleged infringement. We normally investigate such offers and allegations 
and respond appropriately, including defending our self vigorously when appropriate. There can be no assurance that, if 
one or more of these allegations proved to have merit and involved significant rights, damages or royalties, this would 
not have a material adverse effect on us. We have provided for certain of the above intellectual property matters in our 
consolidated financial statements as of December 3 1,2003. Although the ultimate resolution of these claims is 
uncertain, we do not expect any material adverse impacts as a result of the resolution of these matters. 

Rights of Way 

We have transferred optical capacity assets on our network primarily to other telecommunications service carriers 
in the form of IRU transactions involving specific channels on our "lit" network or specific dark fiber strands. These 
IRUs provide for the exclusive right to use a specified amount of capacity or fiber for a specified period reflecting the 
estimated useful life of the optical capacity asset, typically 20 years or more. Typically, at or before the end of the IRU 
term, ownership of the optical capacity asset will have passed to the customer. Our fiber optic broadband network is 
generally located in real property pursuant to an agreement with the property owner or another person with rights to the 
property. It is possible that we may lose our rights under one or more of such agreements, due to their termination or 
their expiration. If we lose any such rights of way and are unable to renew them, we may find it necessary to move or 
replace the affected portions of the network. However, we do not expect any material adverse impacts as a result of the 
loss of any such rights. 
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Note 18: Subsequent Events 

Contingencies 

Debt-related Matters 
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On February 5 ,  2004, Qwest issued a total of $1.775 billion of senior notes which consisted of $750 million in 
floating rate notes due in 2009 with interest at LlBOR plus 3.50%, $525 million fixed rate notes due in 201 1 with an 
interest rate of 7.25%, and $500 million fixed rate notes due in 2014 with an interest rate of 7.50%. These notes are 
guaranteed by QCF and QSC. The guarantee by QCF is on a senior unsecured basis and the guarantee by QSC is on a 
senior subordinated secured basis. The QSC guarantee is secured by a lien on the stock of QC. This collateral also 
secures other obligations of QSC, but the lien securing the QSC guarantee is (1) junior to the lien securing senior debt 
secured by the collateral, including the 2004 QSC Credit Facility, and (2) senior to the lien securing the 2007,20 10 and 
2014 QSC notes and certain other obligations. Upon the release of the liens securing the 2007,2010 and 2014 QSC 
notes and certain other obligations, subject to certain conditions, this collateral will be released and the subordinated 
provisions will terminate such that the 2009,201 1 and 2014 Qwest notes will be guaranteed on a senior unsecured basis 
by QSC. The covenant and default terms of these notes include but are not limited to: (i) limitations on incurrence of 
indebtedness; (ii) limitations on restricted payments; (iii) limitations on dividends and loans and other payment 
restrictions; (iv) limitations on asset sales or transfers; (v) limitations on transactions with affiliates; (vi) limitations on 
liens; (vii) limitations on mergers and consolidations and (viii) limitations on business activities. If the notes receive 
investment grade ratings, most of the covenants with respect to the notes will be subject to suspension or termination. 
Under the indenture governing the notes, we must repurchase the notes upon certain changes of control. This indenture 
also contains provisions for cross acceleration relating to any of our other debt obligations and the debt obligations of 
our restricted subsidiaries in the aggregate in excess of $100 million. 

The net proceeds from the notes were used for general corporate purposes, including repayment of indebtedness. 
Concurrent with the issuance of the notes, QSC paid off in full the outstanding balance of $750 million and terminated 
the QSC Credit Facility and QSC also established a new three-year $750 million revolving credit facility, (the "2004 
QSC Credit Facility"). If drawn, the 2004 QSC Credit Facility would, at our election, bear interest at a rate of adjusted 
LIBOR or a base rate, in each case plus an applicable margin. Such margin varies based upon the credit ratings of the 
facility and is currently 3% for LIBOR based borrowings and 2% for base rate borrowings. The 2004 QSC Credit 
Facility is guaranteed by Qwest Communications International Inc. 

The 2004 QSC Credit Facility contains financial covenants that (i) require Qwest and its consolidated subsidiaries 
to maintain a debt-to-Consolidated EBITDA ratio (Consolidated EBITDA as defined in the 2004 QSC Credit Facility is 
a measure of EBITDA that starts with our net income (loss) and adjusts for taxes, interest and non-cash and certain 
non-recumng items) of not more than 6.0-to- 1 .O and (ii) require QC and its consolidated subsidiaries to maintain a 
debt-to-consolidated EBITDA ratio of not more than 2.5-to-1 .O. These financial covenants will be suspended while the 
2004 QSC Credit Facility remains undrawn. The 2004 QSC Credit Facility contains certain other covenants including, 
but not limited to: (i) limitations on incurrence of indebtedness; (ii) limitations on restricted payments; (iii) limitations 
on using any proceeds to pay settlements or judgments relating to investigations and securities actions discussed in 
"Contingencies" in Note 17; (iv) limitations on dividends and other payment restrictions; (v) limitations on mergers, 
consolidations and asset sales; (vi) limitations on investments; and (vii) limitations on liens. We must pay down the 
2004 QSC Credit 
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Facility upon certain changes of control. The 2004 QSC Credit Facility also contains provisions for cross acceleration 
and cross payment default relating to any other of our debt obligations and the debt obligations of our subsidiaries in 
the aggregate in excess of $100 million. We have not borrowed against the 2004 QSC Credit Facility. The 2004 QSC 
Credit Facility is secured by a senior lien on the stock of QC. 

On February 26, 2004, we completed a cash tender offer for the purchase of up to $963 million of aggregate 
principal amount of QCF's 5.875% notes due in August 2004. We received and accepted tenders of approximately 
$921 million in total principal amount of the QCF notes for $939 million in cash. 

Legal Matters 

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

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

Legal Matters (Unaudited) 

On March 8, 2004, Qwest and other defendants filed motions to dismiss the Fifth Consolidated Complaint 
described in Note 17-Commitments and Contingencies-Securities Actions and Derivative Actions. 

On March 8,2004, the individual defendants in the Federal Derivative Litigation filed a motion to stay all 
proceedings in that action pending a determination by the Denver District Court whether to approve the proposed 
settlement of the derivative claims asserted in the Colorado Derivative Litigation, which would resolve the derivative 
claims asserted in the Federal Derivative Litigation. See Note 17-Commitments and Contingencies-Securities 
Actions and Derivative Actions for additional information regarding the Federal Derivative Litigation. 
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Note 19: Quarterly Financial Data (Unaudited) 

Quarterly Financial Data 

2003 
Operating revenue 
operating income (loss) 
Loss from continuing operations* 
Net income (loss) 
Basic and diluted earnings (loss) per share: 

Loss from continuing operations* 
Net income (loss) 

2002 
Operating revenue 
Operating (loss) income 
(Loss) income from continuing operations* 
Net (loss) income 
Basic and diluted earnings (loss) per share: 

(Loss) income from continuing operations* 
Net (loss) income 

First Sesond Third Fourth 

Quarter Quarter Quarter Quarter Total 

(Dollars in millions, except per share amounts) 
-- 

(0.07) 
0.09 

$ 3,983 $ 
(94) 

(975) 
(23,650) 

(0.59) 
( 14.1 9) 

3,596 $ 3,570 $ 3,498 $ 14,288 
177 (523) (91) (254) 

(125) (686) (3 82) (1,3 13) 
(64) 1,83 1 (407) 1,512 

(0.07) (0.39) (0.22) (0.76) 
(0.04) 1 .os (0.23) 0.87 

3,911 $ 3,772 $ 3,705 $ 15,371 
(1 9,276) 76 377 (18,917) 
(1 7,458) (238) 1,053 ( 1  7,6 1 8) 
( 1  7,430) (123) 2,735 (38,468) 

(1 0.4 1) (0.14) 0.62 (10.48) 
( 1  0.39) (0.07) 1.61 (22.87) 
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* Income (loss) from continuing operations is before results from discontinued operations and cumulative effect 
of changes in accounting principle. 

First Quarter 2003 

Included in net income (loss) is after-tax gain of $13 million on the early retirement of debt; an after-tax income of 
$66 million primarily related to the operation of our directory publishing business that was recorded as income from 
discontinued operations and an after-tax gain of $206 million resulting from the adoption of SFAS No. 143, relating to 
the reversal of net removal costs where there was not a legal removal obligation. 

Second Quarter 2003 

Included in net income (loss) is after-tax income of $61 million primarily related to the operation of our directory 
publishing business that was recorded as income from discontinued operations. 

Third Quarter 2003 

Included in net income (loss) is an after-tax charge of $140 million for impairment of assets (primarily cell sites, 
switches, related tools and equipment inventory and certain information technology systems supporting the wireless 
network); after-tax income of $2.517 billion primarily related to the operation and gain associated with the sale of the 
remaining part of our directory publishing business that was recorded as income from discontinued operations; an after- 
tax charge of $241 million resulting 
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from the termination of services arrangements with Calpoint and another service provider and includes an after-tax 
charge of $23 million for restructuring charges. 

Fourth Quarter 2003 

Included in net income (loss) is an after-tax charge of $29 million for restructuring charges and an after-tax charge 
of $61 million for litigation related losses. 

First Quarter 2002 

Included in net income (loss) is an after-tax charge of $614 million for losses and impairment of investment in 
KPNQwest; after-tax income of $125 million related to the operation of our directory publishing business which was 
recorded as income from discontinued operations; and an after-tax charge of $22.8 billion relating to the reduction in 
the carrying value of goodwill recorded as a cumulative effect of adopting SFAS No. 142 effective January 1,2002. 

Second Quarter 2002 

Included in net income (loss) is an after-tax charge of $8.483 billion for impairment under SFAS No. 142 of the 
entire remaining balance of goodwill; an after-tax charge of $6.429 billion for the impairment of assets (primarily 
property, plant and equipment) under SFAS No. 144; an after-tax charge of $576 million for losses and impairment of 
the investment in KPNQwest; a non-cash charge of $1.7 billion to establish a valuation allowance against the 2002 
deferred tax assets; and after-tax income of $28 million related to the operation of our directory publishing business 
which was recorded as income from discontinued operations. 

Third Quarter 2002 

Included in net income (loss) is an after-tax charge of $83 million for restructuring charges and after-tax income of 
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$1 15 million related to the operation of our directory publishing business that was recorded as income from 
discontinued operations. 

Fourth Quarter 2002 

Included in net income (loss) is an after-tax gain of $1.1 17 billion on the early retirement of debt and after-tax 
income and gain of $1.682 billion related to the operation and partial sale of our directory publishing services business 
that was recorded as income and gain from discontinued operations. 
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 

Prior to May 29,2002, we had not engaged independent auditors for 2002. Based on the recommendation of the 
Audit Committee of our Board of Directors, on May 29,2002 our Board of Directors decided, effective immediately, 
not to re-engage Arthur Andersen LLP ("Andersen") as our independent auditor. 

Effective May 29,2002, our Board of Directors engaged KPMG LLP ("KPMG") to serve as our independent 
auditor for 2002. 

Andersen's reports on our consolidated financial statements for the years ended December 3 1,2001 and 2000 did 
not contain an adverse opinion or disclaimer of opinion, nor were they qualified or modified as to uncertainty, audit 
scope or accounting principles. During the years ended December 3 1,200 1 and 2000 and through May 29,2002, there 
were (1) no disagreements with Andersen on any matter of accounting principles or practices, financial statement 
disclosure, or auditing scope or procedure which, if not resolved to Andersen's satisfaction, would have caused it to 
make reference to the subject matter in connection with its report on our consolidated financial statements, and (2) no 
reportable events, as listed in Item 304(a)(l)(v) of Regulation S-K. 

During the years ended December 3 1,200 1 and 2000 and prior to May 29,2002, we did not consult KPMG with 
respect to the application of accounting principles to a specified transaction, either completed or proposed, or the type 
of audit opinion that might be rendered on our consolidated financial statements, or any other matters or reportable 
events listed in Items 304(a)(2)(i) and (ii) of Regulation S-K. 

Following our decision not to re-engage Andersen and the engagement of KPMG, we decided to revise certain of 
our previous accounting practices and policies. Prior to making these revisions, we sought Andersen's input and 
cooperation and notified Andersen of our determinations prior to their public announcement. During August 2002, we 
received a letter from Andersen, indicating its disagreement with our proposed restatement to revise the accounting for: 
( I )  contemporaneous sales and purchases of optical capacity; (2) optical capacity asset sales and ( 3 )  revenue 
recognition for our directory publishing business. Although we continued to seek Andersen's input following 
Andersen's letter as we made further determinations about the restatement of these and other issues, we have not 
responded to the August correspondence from Andersen. Following our notification to Andersen of certain restatement 
issues we contemplated discussing with the staff of the SEC, during February 2003, we received a second letter from 
Andersen indicating it had not received a response to its positions, noting Andersen's continued disagreement with our 
proposed restatement for the items listed above and expressing Andersen's disagreement with the other restatement 
issues that we had identified. Andersen has not withdrawn its previously issued opinion related to our financial 
statements for the three years ended December 3 I ,  2001. 

ITEM 9A. CONTROLS AND PROCEDURES 

The effectiveness of our or any system of disclosure controls and procedures is subject to certain limitations, 
including the exercise of judgment in designing, implementing and evaluating the controls and procedures, the 
assumptions used in identifying the likelihood of future events, and the inability to eliminate misconduct completely. 
As a result, there can be no assurance that our disclosure controls and procedures will prevent all errors or fraud or 
ensure that all material information will be made known to appropriate management in a timely fashion. By their 
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nature, our or any system of disclosure controls and procedures can provide only reasonable assurance regarding 
management's control objectives. 
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Under the supervision and with the participation of our management, including our Chief Executive Officer and 
Chief Financial Officer, we evaluated the design and operation of the Company's disclosure controls and procedures (as 
defined in Rules 13a-l5(e) and 15d-l5(e) of the Securities Exchange Act of 1934, or the "Exchange Act") as of 
December 3 1,2003. On the basis of this review, our management, including our Chief Executive Officer and Chief 
Financial Officer, concluded that the Company's disclosure controls and procedures are designed, and are effective, to 
give reasonable assurance that the information required to be disclosed by the Company in reports that it files under the 
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the rules and forms 
of the SEC. There have been no significant changes in the Company's internal controls or in other factors that could 
significantly affect internal controls subsequent to the date we performed our evaluation. 

PART I11 

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 

The information required by Item 10 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of 
December 3 1, 2003 under the headings "Proposal No. 1-Election of Class I Directors", "Executive Officers and 
Management", "Audit Committee" and "Section 16(a) Beneficial Ownership Reporting Compliance" and to Item 1 of 
this annual report under the heading "Website Access". 

ITEM 11. EXECUTIVE COMPENSATION 

The information required by Item 1 1 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of 
December 3 1,2003 under the headings "Director Compensation," "Executive Compensation," "Stock Option Grants," 
"Option Exercises and Holdings," "Pension Plans," "Employment Contracts and Termination of Employment and 
Change-In-Control Arrangements" and "Compensation Committee Interlocks and Insider Participation." 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS 

The information required by Item 12 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of 
December 3 I ,  2003 under the heading "Beneficial Ownership of Shares of Common Stock". 

Equity Compensation Plan Information 

We currently maintain four compensation plans under which shares of our common stock are authorized for 
issuance to employees and non-employees: our Equity Incentive Plan; our Employee Stock Purchase Plan; our 
Nonqualified Employee Stock Purchase Plan and our Equity Compensation Plan for Non-Employee Directors. Our 
Equity Incentive Plan and Employee Stock Purchase Plan have been approved by our stockholders. Our Nonqualified 
Employee Stock Purchase Plan and our Equity Compensation Plan for Non-Employee Directors, each of which is 
described in more detail below, have 
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not been approved by our stockholders. The following table provides information as of December 3 1, 2003 about 
outstanding options and shares reserved for future issuance under these plans: 

Number of securities 
remaining available 

for 
future issuance under 

Number of securities to Weighted-average equity compensation 
be issued upon exercise exercise price of plans 
of outstanding options, outstanding options, (excluding securities 

Plan Category warrants and rights(1) warrants and rights(1) reflected in column (a)) 
,Hr,Twa 

(a) (b) (c) 

Equity compensation plans 
approved by security holders 125,724,478 $ 
Equity compensation plans not 
approved by security holders - 

Total 125,724,478 

15.98 71,140,458(2) 

- 10,083,267(3) 

8 1,223,725 

(1) Includes 32,913,219 shares issuable upon the exercise of outstanding options we assumed in connection with 
acquisitions, including the U S WEST merger. The weighted-average exercise price of these options is $29.19. 
We do not intend to grant any new options under the plans pursuant to which these options were originally 
granted. 

(2) Includes 50,650,603 shares available for future issuance under our Equity Incentive Plan and 20,489,855 shares 
available for future issuance under our Employee Stock Purchase Plan. 

(3) Includes 10,000,000 shares available for future issuance under our Nonqualified Employee Stock Purchase Plan 
and 83,267 shares available for future issuance under our Equity Compensation Plan for Non-Employee 
Directors. 

In 1997, our Board of Directors adopted an Equity Compensation Plan for Non-Employee Directors, under which 
directors who are not officers or employees of Qwest may receive shares of our common stock. Under the plan, eligible 
directors may elect on a quarterly basis to receive any or all of their annual and meeting fees for that quarter in shares 
of our common stock. With respect to each quarter for which an election is made, the total number of shares granted to 
the electing director equals the amount of the director's total annual and meeting fees divided by the fair market value 
of our common stock on the last business day of that quarter. Shares issued under the plan are to be issued as soon as 
practicable after the end of each quarter. 

In 2002, our Board of Directors adopted a Nonqualified Employee Stock Purchase Plan, however we have not 
commenced any offers nor issued any shares of our common stock under the plan If used, the Nonqualified Employee 
Stock Purchase Plan will provide eligible employees of Qwest with an opportunity to purchase shares of our common 
stock The maximum number of shares of common stock that may be purchased under the Nonqualified Employee 
Stock Purchase Plan is, in the aggregate, 10,000,000 Under the plan, offers to purchase common stock will be made on 
the first day of each calendar month and last for a period of one calendar month, unless otherwise determined by the 
Compensation and Human Resources Committee of our Board of Directors. An eligible employee may participate in 
any offer under the plan by authorizing payroll deductions of up to 15% of his or her base salary and commissions paid 
per pay period. Amounts withheld will be held for the credit of the participant as part of our general funds and will not 
accrue interest. On the last day of each calendar month, the entire account balance of a participating employee will be 
applied to purchase shares of our common stock at a purchase price equal to 85% of the fair market value of the 
common stock on the last trading day of that month. In no event, however, will an employee be permitted to purchase 
more than 20,000 shares of common stock through the plan in any single offer. Participants may not transfer shares of 
common stock purchased under the plan until after the last day of the sixth month following the month in which the 
shares were purchased. We have the right to terminate or 
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amend the plan at any time. If not previously terminated by our Board of Directors, the plan will terminate on the date 
as of which participants have purchased a number of shares equal to or greater than the number of shares then subject 
to the plan. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

The information required by Item 13 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of 
December 3 1,2003 under the headings "Certain Transactions and Legal Proceedings" and "Compensation Committee 
Interlocks and Insider Participation." 

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 

The information required by Item 14 of this annual report on Form 10-K is incorporated by reference to our 2004 
Proxy Statement anticipated to be filed with the Securities and Exchange Commission within 120 days of 
December 3 1, 2003 under the heading "Independent Auditor." 
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PART IV 

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K 

(a) Documents filed as part of this report: 

(1) Independent Auditors' Report 
Financial Statements covered by the Report of Independent Public 
Accountants: 

Consolidated Statements of Operations for the years ended Decem her 
3 1,2003,2002 and 200 1 
Consolidated Balance Sheet> ar of Dccember 31, 2003 and 2002 
Consolidatcd Statements of Caih Flows for the yearr ended 1)ewnher 
3 I ,  2003, 2002 and 200 I 
Consolidated Statements of Stockholders' (Def'icit) tqu i t j  for the years 
ended December 3 1,2003.2002 and 200 1 
Notes to the Consolidated Financial Statements for the years ended 
December 3 1,2003,2002 and 200 I 

(b) Reports on Form 8-K: 

We filed the following reports on Form 8-K during the fourth quarter of 2003: 

(1) On November 19, 2003, we filed a report on Form 8-K announcing our financial results for the 
third quarter of 2003. Included as exhibits to the Form 8-K were the following financial 
statements: condensed consolidated statements of operations for the three and nine months ended 
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September 30,2003 and 2002-as reported; condensed consolidated balance sheets as of 
September 30,2003 and December 3 1,2002; condensed consolidated statements of cash flows 
for the nine months ended September 30, 2003 and 2002; and certain selected consolidated 
financial data. 

On November 19,2003, we filed a report on Form 8-K announcing that we and our wholly 
owned subsidiaries, Qwest Capital Funding, Inc. ("QCF") and Qwest Services Corporation 
("QSC"), commenced a cash tender offer for up to $2.25 billion aggregate principal amount of 
our outstanding debt securities. 

On December 8,2003, we filed a report on Form 8-K stating that we and our wholly owned 
subsidiaries, QCF and QSC, had increased the size of our offers to purchase specified series of 
outstanding debt securities for cash from $2.25 billion to $3.0 billion aggregate principal amount 
of notes and that we had received an amendment on the QSC credit facility in order to facilitate 
the offer. 

On December 19,2003, we filed a report on Form 8-K announcing that we signed an agreement 
to purchase certain assets and associated revenue streams from Allegiance Telecom, Inc. 

On December 23,2003, we filed a report on Form 8-K announcing that we and our wholly 
owned subsidiaries, QCF and QSC, successfully completed the purchase of $3 billion of our 
outstanding debt securities under our cash tender offers, which commenced on November 19, 
2003. 

(c) Exhibits required by Item 601 of Regulation S-K: 

Exhibits identified in parentheses below are on file with the SEC and are incorporated herein by 
reference. All other exhibits are provided as part of this electronic submission. 
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Exhibit 

Number 

(2.1) 

(3.1) 

(3.2)* * * 
(4.1) 

(4.2)** 

(4.3)** 

(4.4) 

Description 

Agreement and Plan of Merger, dated as of July 18, 1999 between U S 
WEST, Inc. and Qwest (incorporated by reference to Qwest's Form S-41A 
filed on August 13, 1999, File No. 333-81 149). 
Restated Certificate of Incorporation of Qwest (incorporated by reference to 
Qwest's Registration Statement on Form S-4/A, filed September 17, 1999, 
File No. 333-81 149). 
Amended and Restated Bylaws of Qwest, adopted as of July 1,2002. 
Indenture, dated as of October 15, 1997, with Bankers Trust Company 
(including form of Qwest's 9.47% Senior Discount Notes due 2007 and 
9.47% Series B Senior Discount Notes due 2007 as an exhibit thereto) 
(incorporated by reference to exhibit 4.1 of Qwest's Form S-4 as declared 
effective on January 5 ,  1998, File No. 333-42847). 
Indenture, dated as of August 28, 1997, with Bankers Trust Company 
(including form of Qwest's 1 07/8% Series B Senior Discount Notes due 2007 
as an exhibit thereto). 
Indenture, dated as of January 29, 1998, with Bankers Trust Company 
(including form of Qwest's 8.29% Senior Discount Notes due 2008 and 
8.29% Series B Senior Discount Notes due 2008 as an exhibit thereto). 
Indenture, dated as of November 4, 1998, with Bankers Trust Company 
(including form of Qwest's 7 50% Senior Discount Notes due 2008 and 
7.50% Series B Senior Discount Notes due 2008 as an exhibit thereto) 
(incorporated by reference to Qwest's Registration Statement on Form S-4, 
filed February 2, 1999, File No. 333-7 1603). 
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(4.5) 

(4.6) 

(4.7) 

(4.8 

(4.9) 

(4. I O )  

Indenture, dated as ofNovember 27, 1998, with Bankers Trust Company 
(including form of Qwest's 7.25% Senior Discount Notes due 2008 and 
7.25% Series B Senior Discount Notes due 2008 as an exhibit thereto) 
(incorporated by reference to Qwest's Registration Statement on Form S-4, 
filed February 2, 1999, File No. 333-71603). 
Indenture, dated as of June 23, 1997, between LCI International, Inc. and 
First Trust National Association, as trustee, providing for the issuance of 
Senior Debt Securities, including Resolutions of the Pricing Committee of 
the Board of Directors establishing the terms of the 7.25% Senior Notes due 
June 15, 2007 (incorporated by reference to LCI's Current Report on Form 8- 
K, dated June 23, 1997, File No. 001-12683). 
Indenture, dated as of June 29, 1998, by and among U S WEST Capital 
Funding, Inc., U S WEST, Inc., and The First National Bank of Chicago 
(now known as Bank One Trust Company, N. A,), as Trustee (incorporated 
by reference to U S WEST'S Current Report on Form 8-K, dated November 
18, 1998, FileNo. 1-14087). 
First Supplemental Indenture, dated as of June 30,2000, by and among U S 
WEST Capital Funding, Inc., U S WEST, Inc., Qwest Communications 
International Inc., and Bank One Trust Company, as Trustee (incorporated by 
reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended 
June 30,2000). 
First Supplemental Indenture, dated as of February 16,200 1, to the 
Indenture, dated as of January 29, 1998, with Bankers Trust Company 
(including form of Qwest's 8.29% Senior Discount Notes due 2008 and 
8.29% Series B Senior Discount Notes due 2008 as an exhibit thereto) 
(incorporated by reference to Qwest's Quarterly Report on Form 10-Q for the 
quarter ended March 3 1,200 1). 
First Supplemental Indenture, dated as of February 16,200 1, to the 
Indenture, dated as of October 15, 1997, with Bankers Trust Company 
(including form of Qwest's 9.47% Senior Discount Notes due 2007 and 
9.47% Series B Senior Discount Notes due 2007 as an exhibit thereto) 
(incorporated by reference to Qwest's Quarterly Report on Form 10-Q for the 
quarter ended March 3 1,200 1). 
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(4.1 1) 

(4.12) 

4.13 

4.14 

4.15 

First Supplemental Indenture, dated as of February 16,200 1, to the 
Indenture, dated as of August 28, 1997, with Bankers Trust Company 
(including form of Qwest's 107/8% Series B Senior Discount Notes due 2007 
as an exhibit thereto) (incorporated by reference to Qwest's Quarterly Report 
on Form 10-Q for the quarter ended March 3 1,2001). 
Indenture, dated as of December 26,2002, between Qwest, Qwest Services 
Corporation, Qwest Capital Funding, Inc. and Bank One Trust Company, 
N.A , as Trustee (incorporated by reference to Qwest's Current Report on 
Form 8-K filed on January 10,2003, File No. 1-15577). 
First Supplemental Indenture, dated as of December 26,2002, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and 
Deutsche Bank Trust Company Americas (formerly known as Bankers Trust 
Company), supplementing the Indenture, dated as of November 4, 1998, with 
Bankers Trust Company. 
First Supplemental Indenture, dated as of December 26,2002, by and among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and 
Deutsche Bank Trust Company Americas (formerly known as Bankers Trust 
Company), supplementing the Indenture, dated as of November 27, 1998, 
with Bankers Trust Company. 
Second Supplemental Indenture, dated as of December 4,2003, by and 
among Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and 
Bank One Trust Company, N.A. (as successor in interest to Bankers Trust 
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4.16 

4.17 

(10.1) 

(10.2) 

( 10.3)* * * 
(10.4) 

( 1 O S ) *  * 
(1 0.6) 

(10.7) 

(10.8) 

( 1  0.9) 

( 1 0.1 0) 

Company), supplementing the Indenture, dated as of November 4, 1998, with 
Bankers Trust Company. 
Second Supplemental Indenture, dated as of December 4,2003, by and 
among Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and 
Bank One Trust Company, N.A. (as successor in interest to Bankers Trust 
Company), supplementing the Indenture, dated as of November 27, 1998, 
with Bankers Trust Company. 
Indenture, dated as of February 5,2004, among Qwest, Qwest Services 
Corporation, Qwest Capital Funding, Inc. and J.P. Morgan Trust Company. 
Equity Incentive Plan, as amended (incorporated by reference to Qwest's 
2000 Proxy Statement for the Annual Meeting of Stockholders).* 
Employee Stock Purchase Plan (incorporated by reference to Qwest's 2003 
Proxy Statement for the Annual Meeting of Stockholders).* 
Nonqualified Employee Stock Purchase Plan.* 
Deferred Compensation Plan (incorporated by reference to Qwest's Annual 
Report on Form 10-K for the year ended December 3 1, 1998, File No. 000- 
22609).* 
Equity Compensation Plan for Non-Employee Directors.* 
Deferred Compensation Plan for Nonemployee Directors (incorporated by 
reference to Qwest's Annual Report on Form 10-K for the year ended 
December 3 1,2000).* 
Qwest Savings & Investment Plan, as amended and restated (incorporated by 
reference to Qwest's Form S-8 filed on January 15,2004, File No. 333- 
1 1923).* 
Registration Rights Agreement, dated as of April 18, 1999, with Anschutz 
Company and Anschutz Family Investment Company LLC (incorporated by 
reference to Qwest's Current Report on Form 8-KIA, filed April 28, 1999, 
File No. 000-22609). 
Common Stock Purchase Agreement, dated as of April 19, 1999, with 
BellSouth Enterprises, Inc. (incorporated by reference to Qwest's Current 
Report on Form 8-WA, filed April 28, 1999, File No. 000-22609). 
Securities Purchase Agreement, dated January 16,200 1, with BellSouth 
Corporation (incorporated by reference to Qwest's Annual Report on Form 
10-K for the year ended December 3 1,2000). 
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(10.1 1) 

(10.12 

(10.13 

( 1 0.14) 

(10.15) 

(10.16) 

Employee Matters Agreement between MediaOne Group and U S WEST, 
dated June 5,1998 (incorporated by reference to U S WEST's Current Report 
on Form 8-K/A, dated June 26, 1998, File No. 1-14087). 
Tax Sharing Agreement between MediaOne Group and U S WEST, dated 
June 5, 1998 (incorporated by reference to U S WEST's Current Report on 
Form 8-WA, dated June 26, 1998, File N o  1-14087). 
Purchase Agreement, dated July 3,2000, among Qwest, Qwest Capital 
Funding, Inc. and Salomon Smith Barney Inc (incorporated by reference to 
Qwest's Quarterly Report on Form 10-Q for the quarter ended June 30, 

Purchase Agreement, dated August 16,2000, among Qwest, Qwest Capital 
Funding, Inc., Salomon Smith Barney Inc. and Lehman Brothers Inc., as 
Representatives of the several initial purchasers listed therein (incorporated 
by reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended 
September 30,2000). 
Purchase Agreement, dated February 7, 200 1, among Qwest, Qwest Capital 
Funding, Inc., Banc of America Securities LLC and Chase Securities Inc. as 
Representatives of the several initial purchasers listed therein (incorporated 
by reference to Qwest's Annual Report on Form IO-K for the year ended 
December 3 1,2000). 
Purchase Agreement, dated July 25, 200 I ,  among Qwest, Qwest Capital 
Funding, Inc., Lehman Brothers Inc and Merrill Lynch & Co., Inc., as 

2000). 
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( 1 0.1 7) 

( 1 0.1 8) 

( 1 0.1 9) 

(1 0.20) 

(10.21) 

(1 0.22) 

(1 0.23) 

Representatives of the several initial purchasers listed therein (incorporated 
by reference to Qwest's Quarterly Report on Form 10-Q for the quarter ended 
June 30,2001). 
Registration Rights Agreement, dated July 30,2001, among Qwest, Qwest 
Capital Funding, Inc., Lehman Brothers Inc. and Merrill Lynch & Co., Inc., 
as Representatives of the several initial purchasers listed therein 
(incorporated by reference to Qwest's Quarterly Report on Form 10-Q for the 
quarter ended June 30,2001). 
Registration Rights Agreement, dated as of December 26,2002, among 
Qwest, Qwest Services Corporation, Qwest Capital Funding, Inc. and Bank 
One Trust Company, N.A., as Trustee (incorporated by reference to Qwest's 
Current Report on Form 8-K, dated January 10,2003, File No. 1-15577). 
Purchase Agreement, dated as of August 19,2002, between Qwest, Qwest 
Service Corporation, Qwest Dex, Inc. and Dex Holdings LLC (incorporated 
by reference to Qwest's Current Report on Form 8-K, dated August 22,2002, 
File No. 1-15577). 
Purchase Agreement, dated as of August 19,2002, between Qwest, Qwest 
Service Corporation, Qwest Dex, Inc. and Dex Holdings LLC (incorporated 
by reference to Qwest's Current Report on Form 8-K, dated August 22,2002, 
File No. 1-15577). 
Second Amended and Restated Credit Agreement, dated as of August 30, 
2002, by and among Qwest, Qwest Services Corporation, Qwest Dex 
Holdings, Inc., Qwest Dex, Inc., the Banks listed therein and Bank of 
America, N.A., as Agent (incorporated by reference to Qwest's Current 
Report on Form 8-K, dated September 5,2002, File No. 1 - 15577). 
Term Loan Agreement, dated as of August 30,2002, by and among Qwest 
Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the 
Lenders listed therein and Bank of America, N.A., as Agent (incorporated by 
reference to Qwest's Current Report on Form 8-K, dated September 5,2002, 
File No. 1 - 15577). 
Security and Pledge Agreement, dated as of August 30,2002, by and among 
Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc. and 
Bank of America, N.A., as Agent (incorporated by reference to Qwest's 
Current Report on Form 8-K, dated September 5,2002, File No. 1-15577). 
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(10.24) Amendment No. 1, dated as of November 6,2002, to Second Amended and 
Restated Credit Agreement dated as of August 30, 2002, by and among 
Qwest, Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, 
Inc., the Banks listed therein and Bank of America, N.A., as Agent 
(incorporated by reference to Qwest's Current Report on Form 8-K, dated 
November 26,2002, File No. 1-15577). 
Term Loan Agreement, dated as of June 9, 2003, by and among Qwest 
Corporation, the Lenders listed therein, and Merrill Lynch & Co , Merrill 
Lynch, Pierce, Fenner & Smith Incorporated, as sole book-runner, joint lead 
arranger and syndication agent, and Credit Suisse First Boston, acting 
through its Cayman Islands branch as joint lead arranger and administrative 
agent, and Deutsche Bank Trust Company Americas, as documentation agent 
and Deutsche Bank Securities, Inc. as arranger (incorporated by reference to 
Qwest's Current Report on Form 8-K, dated June 10,2003, File No. 1- 

Amendment No. 2 to Credit Agreement and Amendment No. 1 to Security 
and Pledge Agreement, dated as of December 5,2003, by and among Qwest, 
Qwest Services Corporation, Qwest Dex Holdings, Inc., Qwest Dex, Inc., the 
Bank5 li5ted therein and Bank of America, N A , as Agent (incorporated by 
reference to Qwest's Current Report on Form 8-K, dated December 8,2003, 
File No 1 - 15577) 
Purchase Agreement, dated January 30,2004, by and among Qwest, Qwest 

(10.25) 

15577). 
(10.26) 

10.27 
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(16) 

Services Corporation, Qwest Capital Funding, Inc. and the Initial Purchasers 
listed therein. 
Registration Rights Agreement, dated February 5,2004, among Qwest, 
Qwest Services Corporation, Qwest Capital Funding, Inc. and the Initial 
Purchasers listed therein. 
Credit Agreement, dated as of February 5,2004, among Qwest, Qwest 
Services Corporation, the Lenders listed therein and Bank of America, N.A., 
as Administrative Agent. 
Employment Agreement, dated May 14,2003, by and between Richard C. 
Notebaert and Qwest Services Corporation.* 
Aircraft Time Sharing Agreement, dated November 1 1,2003, by and 
between Qwest Business Resources, Inc. and Richard C. Notebaert 
(incorporated by reference to Qwest's Quarterly Report on Form 10-Q for the 
quarter ended September 30,2003). 
Employment Agreement, dated May 14,2003, by and between Oren G. 
Shaffer and Qwest Services Corporation.* 
Retention Agreement, dated May 8,2002, by and between Qwest and 
Richard N. Baer.* 
Severance Agreement, dated July 21,2003, by and between Qwest and 
Richard N. Baer.* 
Severance Agreement, dated July 21,2003, by and between Qwest and 
Clifford S. Holtz." 
Letter Agreement, dated April 19,2001, by and between Qwest and Annette 
M. Jacobs. * 
Severance Agreement and General Release, dated September 17,2003, by 
and between Qwest and Annette M. Jacobs.* 
Letter Agreement, dated August 20,2003, by and between Qwest and Paula 
Kruger.* 
Severance Agreement, dated September 8,2003, by and between Qwest and 
Paula Kruger.* 
Calculation of Ratio of Earnings to Fixed Charges. 
Letter from Arthur Andersen LLP to the Securities and Exchange 
Commission dated June 1 1,2002 (incorporated by reference to Qwest's 
Current Report on Form 8-WA, filed June 1 1,2002, File No. 1-1 5577). 
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2 1 Subsidiaries of Qwest. 
23 Consent of KPMG LLP. 
24 Power of Attorney. 

3 1.1 

31.2 

32 

Chief Executive Officer Certification pursuant to Section 302 of the 
Sarbanes-Oxley Act of 2002. 
Chief Financial Officer Certification pursuant to Section 302 of the 
Sarbanes-Oxley Act of 2002. 
Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002. 

( ) Previously filed. 

* Executive Compensation Plans and Arrangements. 

** Incorporated by reference to Qwest's Annual Report on Form 10-K for the year ended December 3 1, 1997, File 
NO. 000-22609. 

* * *  Incorporated by reference to Qwest's Annual Report on Form IO-K for the year ended December 3 I ,  2002, File 
NO. 001-15577. 
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SIGNATURES 

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Denver, State 
of Colorado, on March 1 1,2004. 

QWEST COMMUNICATIONS INTERNATIONAL INC., 
A DELAWARE CORPORATION 

By: / s i  OREN G. SHAFFER 

Oren G. Shaffer 
Vice Chairman and Chief Financial Oficer 

(Principal Financial and Accounting Oficer) 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the 
following persons on behalf of the registrant and in the capacities indicated on the 1 lth day of March 2004. 

Signature Titles 

is /  RICHARD C. NOTEBAERT 

Richard C. Notebaert 

/s/ OREN G. SHAFFER 

Oren G. Shaffer 

* 

Philip F. Anschutz 

* 

Linda G. Alvarado 

* 

Thomas J. Donohue 

Director, Chairman and Chief Executive Officer 
(Principal Executive Officer) 

Vice Chairman and Chief Financial Officer 
(Principal Financial and Accounting Officer) 

Director 

Director 

Director 

Director 

* 
Director 

Jordan L. Haines 

http.//cchn.tenk~\liznrd.com/nrint php3reno=tenk&ipa~e=2662294~num=cedoc= 1 &pg=&T ... 4/6/2004 
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* 

Cannon Y. Harvey 

* 

Peter S. Hellman 

* 

Vinod Khosla 

* 

Frank P. Popoff 

* 
*-- 

Craig D. Slater 

* 

W. Thomas Stephens 

*By: /s/ RICHARD C. NOTEBAERT 

Richard C. Notebaert 
As Attorney-In-Fael 
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Director 

Director 

Director 

Director 

Director 

Director 

Independent Auditors' Report 

The Board of Directors and Stockholders 
Qwest Communications International Inc 

Under date of March 2, 2004, we reported on the consolidated balance sheets of Qwest Cominunications 
International Inc. and subsidiaries as of December 3 1, 2003 and 2002, and the related consolidated statements of 
operations, stockholders' (deficit) equity, and cash flows for each of the years in the three-year period ended 
December 31,2003, as contained in the December 31,2003, annual report on Form 10-K. In connection with our audits 
of the aforementioned consolidated financial statements, we also audited the related accompanying consolidated 
financial statement schedule, Schedule 11-Valuation and Qualifying Accounts This financial statement schedule is the 
responsibility of the Company's management. Our responsibility is to express an opinion on this financial statement 
schedule based on our audits. 

In our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial 
statements taken as a whole, presents fairly, in all material respects, the information set forth therein. 

/s/ KPMG LLP 

littp.//ccbn.tenk\?iizard .com/print . p l i p ~ r e p o = t e n k ~ i p a g e = 2 6 6 ~ 2 9 4 ~ 1 i ~ i m = ~ ~ ~ ~ c =  1 &p?=&T . . 4/6/2004 
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Denver, Colorado 
March 2,2004 

s- 1 

QWEST COMMUNICATIONS INTERNATIONAL INC. 

SCHEDULE 11-VALUATION AND QUALIFYING ACCOUNTS 

@OLLARS IN MILLIONS) 

Balance at Balance at 
beginning Charged to end of 
of period expense Deductions period 

isyQv 

Allowance for doubtful accounts: 
2003 $ 360 $ 304 $ 384 $ 280 
2002 402 51 1 553 360 
200 1 305 61 5 518 402 

s -2 
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ARIZONA 

QCC APPLICATION 
ATTACHMENT E 

DOCKET NO. T-02811B-04-XXXX 

Federal Communications Commission FCC 00-254 

Before the 
Federal Communications Commission 

Wuhiagton. DC 20554 

In the Marta of 

Qwen Communications 
Inremtiond Inc. 

Apparent Liability for Forfeiture 

Adopted: July 19.2000 

1 
1 .  
1 
1 File No. ENF-99- 1 t 
) 
1 XAUAcct. No. 9 16EF008 
1 

ORDER 

Released: July 2 I .  2000 

By the Commission: Commissioner Furchrgotr-Roth approving jn pan, dissenting in part and 
issuing a statement. 

1. ?n this Order, wc adopt a Comenr Decree t d n a r h g  an invesrigaIion regarding 
unauthorized primary interexchange carrier (PIC) conversions by Qwest Communications 
International, hc. (Qwest). 

Liability for Forfeiture (SAL). The Commission determined .&at Qwest had apparently violated 
sextion 158 ofthe Coaununications Act of 193. as amended. 07 U.S.C. 5 258. and Commission 
rules and orders by c h g i n g  the P[Cs of 30 coIlsumers without their aulhorization. .45m 
reviewing the facts a d  circumances sumunding the alleged violatioils. the Commission found 
Qwest apparently liable for forfeiture in the amntmt of two million and eighty chousd dollars 
(S2.080.000). 

The Commission staff and west have negotiated the terms of a Consent Decree 
that would resolve this matter and the staffs investigation. A copy ofthe Consent Ikc:er is 
;inached and is incorponted by n f m c e .  As detailed in the Consent Decree. Qwest nas agmd 
among other thiqs, to make a v01untar)t contribution to the US. T m w y  in the mount of onc 
million five hundred thousand dollars ( S I 5  million), and to strengthen its slamming campiiancc 
and monitorins policies. 

2. on aiober 19.1999. the Camnrjssion issued to ~ w e s i  a Notice oi ~pparenr 

3. 

4. W e  have nviewed the tern of Ihr Consmr Decree and evaiuarcd r h t  rbcls before 
us. In .ght of Qwest's commitment to be bound by various principles regding its verification 
and disciplimq procedures. its cornpasarion pians, and other pconsumer steps and 
commitments. we believe that r i u  public intmst will bc smcd by appro%hg the Conscnr DCCTC~ 
and terminating :he invenipation. 



Federal Comm+tions CommLsion FCC 00-254 

5. AcmrdingIy, IT IS ORDERED, pursuant to sections 4(i), 258 and 503(b) of the 
Communications Act, 47 U.S.C. 68 154(i). 258. and 503(b) that the attached Consent Decree is 
ADOPTED. 

6. IT IS FURTHER ORDERED that the Secretary SHALL SIGN the Consent 
Decne on behalf of the Commission. 

7. IT IS FURTHER ORDERED that the above captioned case as well as the 
Commission saf€ inquiry into the matter described herein ARE TERMINATED. 

FEDERAL COMMWNICATIONS COMMISSION 



ST.4TE.ME.V OF COMMISSIONER HAROLD FURCHTGOTT-ROTH 
CONCURRING IN PART, DISSENTING IN PART 

Re: Qwesr Communicafions htemaional. Inc.. Apparent Liabiliyfor Forfcixwe. 
Consen? Decree and Order. File Xo. ENF-99-11. NUAcct. No. 916EF008. 

I write separately to again express my uneasiness with the Commission's use of 
consent decrees to extend our regulatory reach.' While I fully suppo~ the use of consent 
decrees as an effective way to bring closure fo enforccrntm proceedings. 1 urge my 
colleagues to reexamine the Commission's consent decree philosophy. In my view 
decrees must adhere to three tenets: (1) the terms of the consent decm must be dircc:iy 
Iinkcd IO the violauons: (2) thc Commission must be prepared to moniror and enforce 
each provision of the dtcm; and (;) thc resulting regulatory obligations should not 
create excessive company-specific regulation 

First thee musf be a dinct link between the terms of the corsnt  d e m e  and rhe 
violation iuelf. White it is imponant to ensure that CanieTs not engage in slamming. the 
Commission must nor be tempted into rnicrommnging business decisions of ofifendin_p 
d e r $ .  For example. here our order requires Qwest to "withhold nventy percent of the 
cornmission [to distribu!~~] for at least sixsy days to recover any penalties and charges 
that mzy result from any unvthorited arders."' uihilc it may k ~ppropriatm for the 
consent decree IO require @est to take steps to eliminate financial incentives for 
unauthorized orders. and thus derer misconduct, it is not clear to me why the FCC is 
mandating a hold back percenw.e or a 60day period. There does not appear to be ony 
Iiak between a 6O-day hold period (as opposed to a 30- or I j -day hold) and the dltged 
violations at issue. Tnerefore. f see no basis for inchding these specific terms in the 
decree. On the otber hand requiring an offcnding d e r  to train its employees and 
agents about our damming m~cs and poiicits s e a m  appropriate.3 However. 
micromanaging the specifics of a iicensn's hiring and firing is not.' 1 urge the 
Commission. chaefore, to develop a "gcrmaneness rest' to define the limits of what the 
ComrnisSion should undertake in consent decrees. 

Second the Commission should not include provisions in consent decrees thar it 
cannot or. practically speaking. Will not enforce. Today's Order requires the Commission 
to monitor. mong other things. advmising campaigns. labor practices. employee pay- 
backs. and commission "bholdbacks."s So. for exampie, west as pan of a mandated 

' .%e Stutmmt Of Cvmmzsioner Harold Fn&tgai:-Rarh, Concznrtng in Purr. Drrsenrmg In Par:. ite: 
.Wf Woritkom Cummunicaiiunr. k.. Consent Dmee and Ordm. File No. EB90-TC-CtSS. YAL ACE:. 
Na. X;217-000 (nl. June 6.2OOO1. 

' QWUI Communications /nlvnotionol. Ittc.. A p p m  i;crbihF for Fdeizure. Consent D u x c  mod Order. 
Fiic No. ENF-99-1 I ,  NAL'Acct. No. WbEM108.~16 (rcl. July XX. 2000). 

* -%e @ w r  Consem Devee 7 14. 

4 & e d a t ?  IJ-1s. 

' See Id. I y:5. 14- 1 7 
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! - -  

media campaign, must within 6 months "distribute brochures and place media advertising 
for consumm who do not speak English as their primary language, in ih& language of 
choice."6 Yet there are hundreds of ulanguages of choice," so it is not at all clear what 
the fid scope of this obligation .truly is. And how are we going to police this obiigation? 
Similarly. regarding the hold back provisions mentioned above, an we really committed 
to rnonimxing and enforcing these details? If Qwest decides that 30% for 90 days is more 
appropriate than the 20% for 60 days provision, is Qwest really q u i r e d  IO petition this 
agency for "permission" to change this business practice? The consent decree's 
pvisions a ~ e  well intdoned, but the scope ot our legally-binding obligations must be 
no broader than we axz prepared to monitor and enforce. 

. 

Third, a consent decree should not impose exEessive canier-specific obligations, 
particularly on consumer protection issues. I believe coosumers should be able to look at 
our rules and regulations to easily dctcrminc what their rights arc vis4-vis our fccnsm. 
By creating extensive carrier-specific regulation -either through consent decrees or 
iicensc transfer proceedings -we undercut thc ability of co11sumers to know their rights. 
In facs we virtually guarantee that consumers will not know what obtigations apply 
because it is sunply impractical to expect consumas to untanh Thtse decrees ftom the 
various resting places within the code to ascatah their rights. For example, the consent 
d e g e t  requires west to establish a "stay away" list of customers who have stated that 
they would never do business with Qwest.' Yet u't have detaiicd (and different) 
regulations restricting teiephnc solicitation: in response to a consumer muest, 
telepfione solicitors must place the consumer on a "do-not-call list" for a period of ren 
years.' Presumably our current rule adquarely prortcrs COLISUIIICZJ. Thcrcfbrc, I would 
be inclined to reinforce our cuxrcnt "do-not-call Iit" obligations on Qwest with additional 
reporting and monitoring requirements. Moreover, m my view, any violation of these 
rules duriag rhe consent dcna perid should be subjecr 11, parti~ulariy harsh pudtics. 
My approach achieves the Commission's basic goals, but without adding to the extensive 
company-specific rtgulations akady in place. 

In the end, consent decrees must punish the violation, establish an explicit 
probationary pel.iod, and memorialize the licensee's commitment to preventing 
recurrcncc of thc violations. In turn. &e FCC assures thc public that the ticcnsec will be 
Stiicty monitored during the probiuionar~r period and that the remedial provisions of the 
dccne will be vigorously enforced. Any additional violations during the probationary 
pcriod will bc mct with harsh penaltica. Unfortunotciy, (13 detailed above, our cment 
consent decree philosophy goes €ar beyond thtsc fundamental principles. 

For thc foregoing reasons. I mpectllly dissent in part. 

'a8 id. at 23. It is also not ekar how effective such a Campaign wodd be at resolving rhe apparrnr 
undvtying problem. If, in nsponse to a tecofd of violarions. the goal is IO p w a L  mguage wm= itom 
Filciligting slamming, lbm bilingual opentors provide a much more direct answer to this pmbkm. 

' See id at 'I 20. These mlcs alto apply to cuslomcls who bnvc a d  Q w a  of shnmin= 

'See47C.F.R $64.1200. 



&fore the 
Fedcraf Cammuakatioas Commission 

Washington, D.C. 20SS4 

h the Matter of 1 
1 

west  Communications 1 
International Inc. 1 File ?io. EXF-99-i! 

1 
Apparent Liability for Forfeiture 

1 
?iAL/Acct. Yo. 9 I6EF008 

CONSENT DECREE 

1. The F c d c d  Communicotions CommhJon ("FCC' or "Commission") and Qwcn 
Communications Inttrnationai Inc. ("Qwcst") by their amrncys or authoritcd rcprcsmrarivcs. 
hereby enter into a Consent Decree terminating a Commission invesd_pation concerning Qwest's 
dleged violations of Section 3 8  of &e Communications Act of 1934. as mended. a d  the 
Commission's poiicies and rules regardin_e preferred interexchange and/or intnUT.4 carrier 
['-PIC") conversions. QWCSI is a common carrier that provides interstate inrerexchange 
telecommunications services pursuant to tariffs on fiic with the Commission. 

2. On October 19. 1999, the Commission issued to Qwnt it Notice of Apparent 
Liability for Forfeiture ("NAL").' The Commission dctcrmined that Owes had apparently 
violated section 258 and Commission rules and ordm by changing the PICs of thirty comurne~ 
Without their authorization. AAer reviewing the facts and circ-ces surrounding the alleged 
violations. the Commission found Qwest apparently liable for forfeiture in the amount of two 
million and eighry rhousand dollan (S2.080,OOO). The Commission and Qwvcsr thereafter entered 
inro negotiatjons and have a p e d  to taminare rhis proceeding pursuant to the tenns and 
conditions set fonh herein. 

3. For the purposes of this Consent Decree the following definitions shil apply: 

a) "Commisxion" or "FCC" means the F c d d  Comrnunjcarions 
Commission; 

b) "Bureau" meam the Enforcement Bureau ofthe Fedemi Communications 
Commission: 

C) *'Qwcs;" means Qwca Communications Inttcmational. Inc. or my orher 
affiliated entity. subsidiary. parent. successor or assip concroiling or 
controlled by Qwest Communications IntcmatiOnal. Inc. However. in thc 

I %%x Cummunica~ions International hc.. Eioricc of Apparmt Liability for Forfeiture. FCC 99-199 (oct 
19. 1999). 



event that Qwest completes a merger with U S West, Inc, during the 
effectiveness of this decree, the term U Q ~ t ”  shdl not include the local 
exchange operations of either U S West or any U S West affiliate 
providing local telecommunications services; 

“Parties” means Qwest and the Commission; 

”Adopting Order” means an Order of the Commission adopting the terms 
and conditions of &is Consent Decree; 

“Effective Date” means the date on which the Commission adopts the 
Adopting Ordcr, 

“PIC Change” means an Order or quest transmitted by an inrcrexc-e 
carrier to a local exch;urge corrief requesting adimge of o customcis 
prefcmd htuexcbngc and/or haLATA carrier; 

“Letter of Agency” or “LOA” means a written authorization signed by the 
customer authorizing a PIC &angq 

“ M d  Complaint‘‘ OT “Consumer Complaint” means a comptaint filed 
~nda47CP.R. $6 1.711-1.71R 

”Distributor“ means a third party entity engaging in face-ro-face 
marhting or engaging in telemarketing of long distance 
telecommunications to consumers on behalf of Qwest. 

“LEC” meam local exchange carrier. 

4. The Parties agree that the provisions of this Consent Decree shaft be subject to 
k a l  approval by tbe Commission by incorporation or’ such provisions by reference in an 
Adopting Order of the Commission 

5. The Fartits agree that this Conscnt Decree sball become cffectivc on the dart on 
which thc Adopting Order is released by the Commission and sfiall expire thrte (3) years after its 
efficrivt date. Upon release, the Adopting Order and this Consent Decree shall have the same 
forct and effect 09 any other order of the Commission, and any violation of the terms of this 
Consent Decm SWI constimte a violation of a Conrmission Order entitling the Commission to 
exercise any and all rights and to seek any and all remedies authorized by law for the 
enforcemant ofa Commission M e r .  

6. Qwest admits the jurisdiction of the Commission for puipses of this Consent 
Decree and any Adopting Order. 

7. 
judicial review or otheFvise challenge or contest the validity of the Adopting Order or this 
consent Decree. 

Qwest waives any frather procedural steps and any rights it my have to seek 



8. Qwest waives any rights it may have under any provision of the E q a i  Access to 
Justice Act. 5 U.S.C. 5 504. 

9. This Consent Decree shall constitute a final settlement between @est md the 
Commission of the above-captioned NAL proceeding and any proceeding based on idlegations of 
umuthonzed PIC changes occ*Yring on or before the effective date ofthis Consent Decm: 
provided. however. rhat this Consent Decree is no! dispositive of ( I )  the righrs of ann). 
compiainant who has filed (or should file) a formal or informal complaint against Qwest or (2) 
any matter($) wiriun the jurisdiction of any othtr federal or sate asency. 

10. This Consent Decree is for settlement purposes only. Nothing herein shall 
constitute firidin~s as to the matrcrs raised iu the SAL. and Qwrsi d o a  nor admit my alleged 
vioiation or liability for the specific acts described in the N a  or in any informal complaints 
received by the Commission on or before the effective date of this Consent Decree. 

Qwest shaf make a v u l m  conuiburioa to rbe United Strrres Tmurq. in the 
total amount of S 1 .jOO.OOO (one million five hundred thousand dollars). Payrnenr shall be paid 
wiihin 30 days of the  cffecrive date of this Consent Decree. Paymenx shdl be made. Without 
~ U K ~ C T  protest or recourse. by check or money order drawn to the order of h e  Fcdeni 
Communications Commission. shall reflect "FCC File No. ENF-99-11. XAUAcct. No. 
916EF008". and hat1 be mailed to the Forfeiture Cnllectian Sectinn, Fimnrr? Bmch. Federal 
Comm~carions Commission. P.O. Box E482. Chicago. Illinois 60673-7482. 

request unless Qwest has complied wirh all Commission rules and orders concernin_e preferred 
inrercxchange andfor inuaLATA carrier changes, in effetx or as they m y  be hereafier modified 
or amended. 

I 1. 

13. Qwesi shall not knowingly submit to any LEC any prefe.md carrier change 

. 13. As of the effective date of the Orderadopting rhe Consent Dmee. Qwest shall 
v&.& a l  consumer PIC change requests obtained through a signed LOA during face-to-face 
marketing according to the procedures ser fonh in 47 C.F.R. 64.1 150 (c, or (d). Conasmt 
wirh Paragraph 28 of this Decree. Qwest shall compiy with all valid and effective NIS adopted 
in CC Docket 94-1 58. or any other Commission docket regarding veriticjtion of all other sales. 
Qwut wiil revise its third party verification process 10 require tha~ my customer confirming a 
residential sale. without undue prompting or suggestion by the third-party verifier. smte his Or 
her name and the telephone ntsmws) for which the preferred carrier is to be changed. 

Wirhin 20 days fmm the Effective Date. Qwen shall distribute to d1 its 
disnibutors a copy of its updated Anti-Slamming Advisory. a copy of which is attached hereto. 
mest shall pmvidc minine tn a11 new i 3 i s m b r s  tegpding federal and ttlte prohibitions 
against unauthorized PIC changes. and shail co&ct annual ''refresher" training to all 
distributors. in addition. Qwest shll  require evcry sales representative involved in any way ia 
the marketing of @vest service to 
six months. acknowledging their understanding of its requimnenzs and verifying h i t  intent to 
compIy ff Q w s t  determines that ;my individual has forged a customer's signmarc on sn LOA 
or has comincd orher willful violations of the Commission's rules. the ofl"ding individual 
will be immediately terminated and permanently barred from solicitiig ordcrs for Qwtst. Qwest 

14. 

and sign an anti-slamming dvimry. at Itsst once cvery 



.- 

will continue to police other violations of its policies and the FCC's rules, and will require 
remedial measures up to and including tarmnah * 'on for individuals andor distributors that submit 
a specified number of improper PIC-change cwomer orders. 

15. Within 30 days of the Ef€ective Date, Qwest shall implement procedures to 
monitor the perfbmce  of rtisuibutwrs -ding sutruissiuu of PIC-cturngc ordm, to idcntify 
distributors that submit unauthorized PIC changes to Qwess and to promptly reduce such 
improper PSC-change customer orders and discipline such distributors. 

a) Xf the distributor demonsrrates any pattern or practice of violating federal 
PIC-change rules and orders, such canduct shall subject the disrriiutor to 
immediate tennination of its relationship with QwesL 

If the nutnber of h p p e r  PIC change orders submitted by a distributor 
during any calendar month exceeds 2 percent of the totaI number of PIC- 
change orders submitted by the distn'butor during the month, Qwest will 
implement remedial measurts designed to improve the distributor's 
ptrformsnce. F m  purpclsc9 afthis paragraph. an order shall be deemed to 
be an "impmpcr PIC change order'' if, within 14 days after notice to 
Qwest of a dispute by the consmntr, (1) Qwest cannot produce evidence 
of an signed LOA and/or a record of TPV that complies with the 
 provision^ of this Consent Decree, or (2) the LOA or TPV is forged or 
otherwise frzluduen~ Remedial measures shall, at a minimum, include: 

1) 

b) 

mandatory rctraiaing by Qwm of the distributor's sales personnel 
whicb will foclrs on proper sales techniques and methods to reduce 
rejected orders; 

the dhhtor ' s  hplan~taticm of specific changes designed to 
nduce the incidence of bad orders; 

2) 

3) t h e d i s n i b u t o r ' s ~  'on and re-signing of Qwest's Anti- 
Slamming Advisory; 

the distributor's performance of a self-audit on a monthly or 
weekly bass as ncceSSazy mda the circumstances. 

The charge-back of all commissioM or fe# earned for each 
improper PIC chaqe pius a financial pcndty equal to at Icast fifty 
percenr (W?) of any commissions or fees earned for each order. 

4) 

5 )  

16. Upon entering into any &sttibutor contract, and within 30 days of the effective 
date ofthis Consent Decree for exisring connacts. Qwtst shall require its disrributors to sign an 
agntmenr with Qwes specifying that any of the disaibutor's employees found to have engaged 
in practices that violate the e&ctive federal PIC-change d e s  a d  orders sball be subject to 
disciplinary action up to and including immediate termination. Qwest will not rehire my 
employee or agent who has becn terminated by Qwcst or its distributors for violating the f e d 4  
PIC-change rules and orders. 
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21. Qwest shall take any n v  steps to monitor and ensure that, in connection 
with the advertising, promoGon, h & g .  offering for sale or sale of intcrstatr, inferexchange 
and/or inuaLATA telecommunications services, all individuals or entities which are in any way 
involved in the marketing of Qwcst's d c e ~  to consumers shall comply with paragraphs 12,lj 
and 14 of this Coasent Decree. Qwtst shall demand prompt remedial action (including hut not 
h i t ed  to. discipfjaing or temrin&g rcsponsibk individuals, and terminating or ncovning. 
commissions or surcharges paid to a distributor) against any individual or entity that is 
submitting,.or has submitted in the past rcquesrs for unauthorized PIC changes. or is not m 
compliance with paragraphs 12.13 and 14 of this Constnt Dccrte. 

22. Qwtst shall engage an independent auditor on an annual basis to conduct an 
e xaminatiOn of its reporting and data tdcing mechadlsms and the enforcement procedures 
based upon those repans. This exadmion will be supnvised by persons licensed to pmvidt 
pubiic accounting sewices and shall be conducted in accOldance with the-relevant standards of 
the AlCPA The independent auditor shall provide an opinion (with exceptions, if any, noted) in 
a wrirten report to the Board of Directors of Qclrrst. Qwest also will require its distributors to 
report, on at least a quuteriy basis, the results of an ktmd audit of its 8nti-slamming 
procedures. 

23. Qwcst shall devise and implrment a nationwide campaign to inform co~ltmcrs 
who do not speak English as their primary language of the dangers of slamming and Iheir rights 
in the event their preferred Carrier has been changed without arrthorization. Qwest will distribute 
brochures and place media advertising fur consusncrs who do not speak En@&& as their primary 
language, in their language of choice. Qwesr agrees 10 bear the cos of all mcdiii advenising 
and/or consumer brochures in support of this nationwide Campaign and tha the campaign wiiS be 
complaed wirhin 6 months of the EfFkctive Dare. 

24. During the effkctiveness of this Conseat Decree, and for a period of three years 
thereafter, Qwest shall maintain and make available to the Commission or Bureau, within 14 
&ys of the &pt of a Written request from tfie Commission or Bureau, business records 
demo- compliance With the terms and proVisiom of this Cornsent Dcaet, including, but 
not limited to, em, des e t s ,  ILlaoulJj or presentations, written advisories to sales 
disuibutors d=ci required responses to those advisoriff, Letters of Agency, PIC- 
change records. biding records, and all consumer complaints includii tbost filed dmcdy with 
Qwest and those filed against Qwcst in any I d ,  sate, or fdxal jurisdiction served or 
nthcrwis srihmirtcd to Qwcst. ?he Ttcard of can.mer mmphint. shal include the name. 
address, and reiephone number of each complajsm. Qwcst's response. and the final disposition 
of each CompIaiut. Nothing in this Consent Decree shall h i t  Qwest's right to claim Ehat the 
infannation requested is non-releasable proprietary infarmarion lmda the Freedom of 
Information Act, 5 U.S.C. 8 522(b) a d o r  theTrade Secrets Act, 18 U.S.C. 0 1903. The 
Commission agree to allow (?west a~ opportunity to estabiish such claims in acmrhce  with 
the Commission's rules at 47 C.FX $5 0.457.0.459. 



2.5. Qu-est represents that it has satisfied the complaints filed with the Cumniission b,. 
the thirty consumers that gave rise to the Commission's NAL.' 

26. The Commission furtha agrees that in the absence of subsrantid additional and 
material facts. it shall not on its own motion institute forfeiw proceedings against Qwest based 
on informal complaints ofunau~orized PIC changes occurring before the cffccriv: dare ofthis 
Consent Decree. The Commission will serve on Qwesr consumer complaints concerning alleged 
unauthorizd switches occuning pxior to the effective date. in accordance with the procedures 
and rules governing such complainrs. West agrees IO resolve these complaints to the c s m t  
required by the Communications Act and the Commission's rules and repktions. Sothing in 
this Consenr Decree shall prevent the Commission from adjudicating fonnal complaints filed 
against Qwesx. or from instiluting a new invmiparion or tnfmemcnt procccdingi q a i m  QWCJK 

in &e event of furure misconducL 

27. In light of the covenants and represenotions contained in this Consent Decree. 
and in express reliance thereon. the Commission qms that adoption of this Consent Decree 
shall sewe to resolve all alle-@ions that are the subject of the NAL issued in the aboveapuoned 
proceeding without any finding of ultimate liability on the pan of Qwest. The Commission 
further a p e s  that in the absence of substantial additional and material facts. the Commission 
shall not on its own motion institute against Qwest new proceedings of an!: kind arising out of 
the PIC changes and consumers that were T h e  nibjen crf the NAI.. 

The Parties agree that any provision of the Consent Decreerexcept for the 
provisions concerning additional independent third parry verifications of signed LOAS. affecred 
by or inconsistent with any subsequent rule or order adopted by the Commission. will be 
supeseded bx such Commission rule or order. 

28. 

29. This Consent Decree may be signed in couatcrparts. 

For the Federal Communications Commission For &est Communications [ntmtional 
inc. 

!si ,I/lacaiie Roman Sdas 
Magalit Roman Salas 
Secretary 

~'sf R. Steven Davis 
R Steven Davis 
Senior Vice President 

Scc Owest Communiarions fntcmadonal 1% Response to Natke of Apparent Liability for Forfeiture. File 1 

No. EXF-99-11. NALiAcct. NO. 916EF008. b e d  November 18, 1999. 



''QWES"'S POLICIES AND PROCEDURES 
REGARDING SLAMMING PREWNTION" 

ADVISORY TO ALL REPRE!5EiiATIVES SELLING QWEIET COMMUNICATION 
CORPORATION'S SERVICES: 

Unauthoxizd switching of long distance Service. or "slamming," is the number me problem 
facing the long distance industry today. Slamming is illegal, harmful to consumers, and will not 
be tolerated by Qwest. Qwest offers its customers the highest quality, dkbility and value kz the 
industry. These attriiutes ate more than enough to amact custornm, and a Sates representative 
should never rsoa to fraud, deceit or tricky to generate sales. 

Thc following document is designed to educate wery person ~ V O I V I ~  in the d e  or marketing of 
Qwest's long distance semiccs about the causes of unauthorized switches, Q w d s  zero tolesance 
for such s w i t b ,  and what can be done to prevent unauthoriad switching. && 
REPRESEN7AnW.S AND DIS 
SERWCE MUST CAREFUL LY READ T.yIs ADVISORY AND MUS TREAD AND SIGN 
"€IF, ZERO SLAMMING PLEDGE AlTAcHED TO THIS DOCUMENT. A signed Zero 
Slamming Pledge must be forwarded to @est before any individual begins marketing services 
on behalf of Qwest and must be n-afEmcd at least every 6 months thereafter. 

=.ralNG OWEST u) NG DISTANCE 

A. COMMON CAUSES OF SLAMMING: 

Incorrect tekphone number submitted on the Letkr of Authorization or 'ZOA" - means that 
incorrect dtphmc number is switched without the custamcr's written consent. 
The submitted LOA is illegible and causes the person that keys the order into the system to 
enter the wrong m e  andor phone number. 
The penon who 'auhorizcrl" switchiirg w r b s  i d l y  didn't have thc authority to makc thc 
switch. Sometimes childm, mommatts, receptionists, StCTetBTies or assistants authorize a 
switch to qualify for some sort of premium or other inducement wen though they lack the 
authority to make decisions on behalf of rhe subscriber. 
A sinrpie misunderstanding when one P;rrtnerh'ttel l  the other partnu or accounts 
payable pusonnel a h a  selecting a new long distance service. This is especially common 
when the pmon autholizing the switch is notthe pcrson who reviews orpays xhe b i i .  The 
bill-paying partner or accounts payable representative sees a new long distance carrier name 
and thinks sumetbing is wrong. Please ask your customers to inform the appropriate persons 
w M n  the busehold or company about the change m long distance carries. 
Signing someone up just to "get thesale" or reach a qualification or commission level. 
'Laziness and ''cutting comers'' can lead to mistalos, miSMderstandings and improper ordas. 
Sales agents shwtd note that forging the s i p t u n  of another person is illegal and 
grounds for immdatc dhdsal. 
Signing someone up, without the customer's howledge, as a remit of spending a lot of time 
with a decision-maker add aSnnning that the person would be satisfied with Qwest service. 



EFFECTS OF SLAMMING: B. 

0 

e 
0 

e 

It is illegal and will not be tolerated by Qwest! 
Creates 3 bad image and adverselv affecu Qwest's and tbe Wes Agent'Distri'outor's 
reputation. 
Frustating e.uperience for the subscriber that was slammed. 
Takes t i n e  to investigate and correct. 
If we can get information verified (corn) .  it will save on: 

1 .  Order rejects 
1, Rennntd mail 
3. Time to process valid and ~ c c u r ~ t e  orders. 

Subsrantid monetary penidties and costs arc assessed against Qwest when a subscriber is 
impropedy switched. There ChKgeS arc passed back by Qwest to the disuiburor and/or 
individual sales agent invoIved. and aU comissions earned on the account will be forfeited. 
Repeated damming activity leads to Klious consequences for the agent. including 
oennidon of the sales agent relationrhjp wjrh Qwesr. 

9WESt AS %ELL AS FEDERAL. ST.4TE. AND LOC AL REGUT A TORY AGENCIES 
VIEW "SLX MMIXG" AS A VERY SERlOUS PR OBLEN. THE FCC AND SI'.\TEs 

Y IMPOSE Sll; ~~~ 4 N N N AS1 . 

C. HOW A REPRESENTATIVE/DISTRiWTOR CAN PROTECT AGUKST 
SLAMMING: 

You arc nrongly tncounged to verify informatron against each ntw customer's actual 
telephone bill for each LOA. 

0 You must makc sure dLsr &e pcrson signing thc LOA is a pmon with authority to make 
decisions tot the telephone line@) KO be switched. It is essential that the person signing the 
LOA has authority 10 cbnge fon_p distance carriers. Kote that children. roommates. 
receptiob. secrttasies and assittMtS typically do not have the authority to change long 
distance c3Riers for the subscriber or company. tf the person signing the LOA is different 
from the person with the actual authority to do so, you should attemp to contact the other 
person. Whilc this policy might jcopardia SORK des  ordas. it should give yuu a c k e  io 
rcmin sales by dcmonsnabg your con- and pmfssionaliun. 
"here possible in face to h e  sales situidons. veri@ the person's identity and signantre 
against a valid. govemrnenr-issued ID. such as a driver's license. Note: this procedure is 
MANDATORY in c d n  states. 

0 Take your time. Review the LOA for accuracy and Iegibility. especially the telephone 
ambet. Confirm the person's telephone number. 

0 NEVER sign somcone elsc's name on an LOA or any o b  document! Forgery will get you 
bred. 
Don'c force a sale that is not there. 



ZERO SLAMMMG PLEDGE 

***** THIS FORM ~ S "  BE SIGNED ANTI RETURNED BY EVERY 
INDIVIDUAL MARKETING QWEST SERVKES ***** 

This will verify that 1 have received, nad, understand, and will compiy with the document 
entitied u Q R " S  POLICIES AND PROCEDURES REGARDING SLAMMING 
PREVENTION". I fully Mdemand and appaeCiate my obhgations as a Qwesr sales agent or 
independent contractor not to engage in or faciltate the practice of "slamming" customers. I 
pledge that I .will not submit an order to change long distance service to Qwest dess  it has been 
fully and knowingty authorized by the subscrii and bas been verified in accordance with 
Qwest's policies and procedures, as they may be modified from time to the.  I understand that 
Qwest will not tolerate occu~rmces of "slamming", and that Qwtst will take whatcvtr actions ax 
necessBy to protect against slamming including, whhour liitation, taminaton of the sales 
agent relationship and enforcement of all applicable legal rights and remedies. I understand that 
insrance.. of forgeries or willhl VioMons of applicable rules will d t  in my immediate 
termination and a permanent ban on soliciting services on behalfof Qwest. 

Signature Of Representative Seilmg Qwest tong Disrance 

Date 

Rint Name 
Home Phone Number 

Print Name of Company 

cbannelcode 

-on Code 



1 
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DISTRIBUTOR'S A C W  OWLEDGMENT 
&ND a E M E h T  NOT To E NGAGE IN SL- 

This wiIl veri@ that on behaif of . I have received. r e d  
understand. and will distribute the document entitled "QWST'S POLICES A\D 
PROCEDURES KEGARDWG SL-WMlXG PREVEhiTIoN" to all individuals responsibk for 
selling Qwest Communicjiions Corporation's Service. We fully understand and appnciae our 
obligations 3s a Qwsr sales agent nor to engage in or facilitate the practice of"s1amming" 
customers. We pledee chat we Will not submit an order to change long distance Service to Q\Lest 
unless it has been fully and knoWingiy authorized by the subm-ber and has been verified in 
accordance with Qwesr's poiicks and procedures, as they may be modified from time to tlme. 
We understand rhat Qwcst Will not tolerate occurrences of *stamming". and b t  Qwesr wiil *&e 
whatever actions are necessary to protect a g a h  slamming including. without limitation. 
renninafon of the sales agent relationship and enforcement of all applicable lepal rights and 
remedies. 

Signanvc Of Representative Date 

- ~- 
Print Same 

Business Phone Kumber 

~ ~- 

Print Name of company 

Channel Code 

Organization Code 

Please remit this form within fourteen days of receipt to: Q w s t  Communications Capontion.. 
4630 Lakehum Court. Dublin Ohio 43016. Am: Legal Dept. 

Signature Of Representative for 
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P.U.C. PROC. R .there is -good cau~e to waive.the 2- & k e n t .  of P.U.C. . . 

m. .*ordering Paragraphs . 
. .  

. .  
. .  . .  

. .  . .  
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. .  . .  
' 1. '. C o a t &  with the parties' Stipulation, which is A & b a t  A to.this order, this . * 

.. . 1 

( .  procaca;lgisdi*: . 

2. . Qwat agrees. to pay a .sett'a+t &om of FTFJX THOUSAND AND NO/IOO' 

. .  , payab1e:to the Texis Comptroller of Public Aqmtnt~. . .  
* -  

3. Qwest shall continue operating &id& and procedures iteridexl to reduce +d mitigate'. . ' ' . . .  . .  
qmmhg and slan&ng c o m p l ~  against *@est, including &ling of &e customer 

education letter which is AttachmentB to this O&. . .. 

. .  
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- 

. .  
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STATE OF NEW YORK , .  
CONSUMER PROTECTION BOARD 

CASE 01-NOAL-0001 - In the Matter of Do Not Call C o m p i a i r i i s  
Received Against Qwest Communications Corporation. 

DECISION AND ORDER APPROVING SETTLEMENT AGREEMENT 

(Issued November 29, 2001) 

BY CHAIRMAN AND EXECUTIVE 
DIRECTOR C. ADRIENNE RHODES: 

BACKGROUND 

In this Decision and Order, by direccivn of the New York 

State Consumer Protection Board ("CPB") Chairman and Executive 

Director C. Adrienne Rhodes, an Order approving a Settlement and 

Stipulation Agreement ("Agrecment") in the amount of $20,000 is 

issued concerning the twenty ( 2 0 )  complaints that have been filed 

with the CPB against Qwest Communications Corporation ("Qwest"). 

On J u l y  19, 2001, the CPB issued a Notice of Apparent 

Liability for Do Not Call Violations ('NOAL") pursuant to 21 New 

York Codes, Rules and Regulations (NYCRR) 5 4603.1(b). In that 

NOAL, the CPB found that Qwest had apparently violated McKinney's 

New York General Business Law (GBL) 5 399-z(3) and 21 NYCRR 

55 4602.5(f) and 4603.1(a) by making sixteen (16) unsolicited 

telemarketing sales calls during the period May 3 ,  2001 through 

May 21, 2001 to consumers whose names and telephone numbers 

appeared on the April 2 ,  2001 New York State Do Not Call Registry 

("Registry"). Qwest was apparently liable for a penalty amount 



CASE 0 1 -NOAL- 0 00 1 

of up to $2,000 per violation, resulting in a total 

penalLy in the amount of $32,000. GBL § 399-7.(6) (a 

55 4603.1(a) and 4603.4(a). 

possible 

and 21 NYCRR 

Subsequent to the issuance of the NOAL, additional 

complainto were received by the CPR concerning Qwest, and these 

were forwarded to Qwest by our enforcement staff for further 

information. Additionally, our enforcement staff engaged in 

discussions with Qwest to attempt to settle all outstanding 

complaints. Those discussions were successful, and a Settlement 

and Stipulation .Agreement ("Agreement") dated November 6, 2001 

was submitted for approval. For reasons to be discussed, the 

Agreement is in the public interest, and is approved. 

{ i  

DISCUSSION 

The facts and conclusions leading to Qwest's NOAL are f u l l y  

set f o r t h  in that document, w h i c h  was issued July 19, 2001, and 

need not be reiterated. Further explanation of the facts and 

circumstances of the case is also contained in the Agreement that 

was submitted f o r  approval. As described in the Agreement, Qwest 

responded to the NOAL, and negotiations ensued between Qwest and 

our enforcement staff that culminated in the Agreement. 

We have carefully reviewed the Agreement submitted f o r  

approval. 

Agreement is in the public interest. 

We agree with the conclusion reached that the 

The complainants were notified of the pending Agreement by 

2 
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letter dated November 7 ,  2001 and were offered an opportunity to 

submit comments. Under the law and our rules, the complainants 

could also have requested a hearing. 

(b), and (c) and 21 NYCRR Si 4603.1(c). 

See GBL 55 399-2161 (a), 

The CPB received no comments on the Agreement, and no 

requests for a hearing. No useful purpose would be served by 

conducting a hearing since the Agreement is unopposed. j 

CONCLUSION 

The record .in this proceeding supports the conclusion that 

the Aqreement satisfactorily resolves all twenty (20) complaints 

described in the Agreement regarding any potential violations of 

GBL 5 399-z(3), and 21 NYCRR §§ 4602.5(f) and 4603.1(a). 

Additionally, the evidence shows the calls in question were made, 

and Qwest should have known they were at risk of Do Not Call law 

violations giver1 L h e  circumstances. 

Accordingly, there exist ample grounds to impose the entire 

$2,000 per  v i o l a t i o n  penal ty ,  o r  a total of $40,000, for the 

twenty (20) v i o l a t i o n s  diocuoocd in t he  July 19, 2001 Qwest NOAL, 

or that developed subsequently. However, we also believe that 

Qwest has demonstrated mitigating circumstances, as well as good 

f a i t h  compliance e f for t s  t h a t ,  while no t  sufficient to invoke the' 

safe harbor provisions, or the exemptions or exceptions 

provisions, do require a lessening of the  violation amounts, 

given the various issues that Qwest has raised. Therefore, we 

\ 



CASE 01-NOS-0001 

approve the $20,000 settlement amount as more particularly 

described in the Agreement. 

complaints that occurred up to and including November 6, 2001, 

the date of the Agreement, since Qwest very reasonably wanted its 

total liability resolved for a n y  no Not Call violations in this 

Such settlement amount resolves all 
4 

proceeding through that date. 
; i  

BY ORDER OF CHAIRMAN AND EXECUTIVE 
DIRECTOR C. ADRIENNE RHODES: 

1. The Agreement dated November 6, 2001 between Qwest and 

the CPB enforcement staff is approved. 

thousand dollars ($20,000) to the New York State Currsumer 

Protection Board, 21'' Floor,  Five Empire State Plaza, Albany, 

New York 12223-1556 within ten days from the da te  of this Order 

Qwest should remit twenty 

payable t o  the "State Conoumcr Protection Board." 

the Agreement, such payment will constitute full and complete 

satisfaction for all complaints received by the CPB up to and 

As provided in 

including the effective date of the Agreement. 

2. This proceeding is closed. 

'b 

Cwdrienne Rhodes 
Chairman and Executive Director 
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. .. 
STATE OF NEW YORK 

CONSUMER PROTECTION BOARn ~ - - ... - 

CASE 01-NOAL-0001 - In the Matter of Do N o t  Call Complaints 
Received Against West Communications Corporation. 

I 

SETTLEMENT AND STIPULATION AGREEMENT 

I 

I 

This Settlement and Stipulation Agreement 
("Agreement") is made and entered into this &&day of 
November 2001 by and between Qwest Communications 
Corporation ('Qwest") and the New York State Consumer 
Protection Board ( "CPB") ,  an agency in the Executive 
Department of the State of New York. 

WHEREAS, Qwest  is engaged inter a l i a  in the business 
of conducting telemarketing within the State of New York 
and elsewhere; and 

WHEREAS, General Business Law ("GBL") § 399-2 (the "Do 
Not Call" law), and 21 NYCRR P a r t s  4602  - 4604, the rules 
adopted pursuant to the law, which regulate certain aspects 
of the activities of individuals and entities engaged in 
telemarketing sales activities, took effect within the 
State of New York on April 1, 2001; and 

WHEREAS, as a r e s u l t  of sixteen (16) complaints 
received by t he  CPB against Qwest after the l a w  became 
effective, the CPB conducted an investigation of the 
complaints; and 

WHEREAS, by l e t te r  dated June 13, 2001, the CPB 
notified Qwest of the complaints, informed Qwest t h a t  an 
investigation w a s  underway, and requested any information 
that Qwest could provide regarding the complaints; and 

WHEREAS, a response was received from Qwesr regarding 
the complaints dated June 2 9 ,  2001 fully setting f o r t h  its 
position regarding the complaints; and 

WHEREAS, as a result of t h e  investigation, and after 
an evaluation of Qwest's response, the CPB issued a Notice 
of Apparent Liability ("NOAL") dated July 19, 2001, which 
indicated an apparent liability for $32,000 based on 

1 
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3 sixteen (161 apparent Do Not Call violations, as more 

particularly discussed in t h e  NOAL; and 

WHEREAS, Qwest responded to the NOAL by letter dated 
I 

I August 17, 2001, which fully set forth Qwest's position and 
response regarding matters discussed in the NOAL; and 

WHEREAS, while Qwest's response was being considered 
by the CPB, additional Do Not Call complaints from 
consumers w e r e  received by the CPB against Qwest, Qwest was 
notified of those complaints, and it was mutually agreed 

i upon by the CPB and Qwest that all pending complaints would 
be considered in this proceeding; and 

WHEREAS, further correspondence and discussions took 
place between the CPB and Qwest in an attempt to resolve 
the pending complaints, and it was mutually agreed that the 
complaints could be best resolved through negotiations and 
settlement rather than litigation; and 

WHEREAS, negotiations ensued, were successfully 
concluded as a result of the efforts of both parties, and 
this Agreement w a s  the result of such negotiations; and 

WHSRS-S ,  Qwest 5enie-c that it violated the Do Not Call 
law and rules in any manner, maintains that any c a l l s  made 
to individuals on the Registry were the result of excusable 
error under the "Safe Harbor" provisions of 21 NYCRR § 
4603.3, or that such calls were proper exceptions as 
defined in GBL § 399-2(1)(]) and 21 NYCRR § 4603.2; and 

WHEREAS, the CPB, after reviewing the  entire matter, 
asserts that the alleged violations of the Do N o t  Call law 
and rules occurred, and that Qwest is subject to 
appropriate administrative penalties as a result, but that 
the facts and circumstances, as well as the affirmative 
defenses  put forth by Qwest, merit substantial 
consideration as to the level of any administrative penalty 
to be imposed; and 

WHEREAS, t h e  CPB and Qwest agree that there are twenty 
(20) complaints that are subject to the provisions of this 
settlement, and that such complaints encompass and will 
resolve all pending complaints against mest up to and 
including the date of this settlement first written above, 
including any possible exceptions and exemptions; and 

i 
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WHEREAS, Qwest. h a s  undertaken substantial efforts to 
comply with the Do Not Call law and rules, has purchased a 
copy of the Do Not Call Registry, has established and 
implemented written policies and procedures, has trained 
personnel in the requirements of the Do Not Call law and 
applicable regulations, maintains records demonstrating 
compliance with the Do Not Call law and regulations, and 
such reasonable good faith efforts are acknowledged by the 
CPB; and 

WHEREAS, the CPB and Qwest desire to avoid the burden 
and expense of further proceedings relating to the alleged 
violations of the  Do Not Call law and rules, and believe 
that a settlement is more likely to serve the public 
interest, and the interests of the concerned parties, 
including the complainants on whose behalf the CPB is 
acting, than any other method of resolving the alleged 
complaints. 

NOW, THEREFORE, the CPB and Qwest stipulate and agree 
as follows: 

1. Qwest denies that it violated the Do-Not Call law 
and rules. This agreement is being entered into by Qwest 
so le ly  to avoid the burden and expense of further 
proceedings, and the uncertainty of further litigation. 

2. The CPB disputes the Qwest position regarding 
violations, but accepts the representations made by Qwest 
that substantial efforts were made to comply with the Do 
Not Call law and rules, that Qwest has thoroughly reviewed 
its practices and procedures, and has taken all appropriate 
and reasonable measures to protect New York consumers from 
unwanted calls. The CPB agrees t h a t  no useful purpose will . 
be served by undertaking the burden and expense of further 
proceedings, and that the risk of further litigation would 
be unaesirable. xne LrB also agrees mat, given m e  L a m s  
and circumstances involved, substantial mitigation of the 
penalty per violation is entirely appropriate, and is in 
the public interest. 

3 .  In full and final settlement of any and all 
alleged violations of the Do Not Call law and rules as 

this Agreement by CPB Chairman and Executive D i r e c t o r ,  C. 
Adrienne Rhodes, Qwest shall deliver to the CPB a check, 
payable to the "State Consumer Protection Board," in the 

9 described herein, within ten (10) days of the approval of 
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amount of $20,000. 
twenty (20) violations discussed herein, at $1,000 penalty 
per violation. This settlement represents a compromise 
from the maximum fine of $2,000 per violation, or a total 
fine of $40,000, that could have been assessed under the 
provisions of GBL § 399-2(6) (a) and 21 NYCRR § 4603.1(a) 
had the alleged violations been fully litigated, Qwest 
found liable for the violations, and the maximum 
administrative penalty imposed. 

Said $20,000 amount relates to the 

4. For reasons described earlier, both the CPB and 
Qwest believe this settlement disposition of the twenty 
(20) complaints in question is in the public interest. 

5 .  CPB and Qwest stipulate and agree that this 
Agreement fully comports with the requirements of the State 
Administrative Procedure Act (SAPA) S 301151, and waive any 
other rights or remedies they may have under GBL § 399- 
z ( 6 )  (a), (b), and ( c ) ,  and under 21 NYCRR § 4603.1 (e). 

6. By entering into this Agreement, the CPB 
expressly waives and releases Qwest from all claims or 
liability a r i s i n g  out of the: allegations at issue in Case 
01-NOAL-0001, and any and all complaints based on telephone 
ca l l s  that were made or allegedly made, or other facts that 
occurred or allegedly occurred, prior to the date of this 
Agreement. 

7 .  Qwest shall continue to use its best efforts to 
continue to comply with the Do Not Call law and rules. 

8. CPB and Qwest acknowledge that they are aware of 
the provisions of 21 NYCRR § 4603.1(f) providing that any 
facts or evidence received by the CPB may be used in any 
proceeding. In the event of any proven violations 
subsequent to the date of this Agreement, CPB and Qwest 
expressly acknowledge that this Agreement may be considered 
by the CPB in setting t h e  appropriate level of any penalty 
or fine assessed for any future Do Not Call violations, 
should such violations occur. 

9. The terms and provisions of this Agreement apply 
solely to and are binding only in the context of this 
Agreement. None of the terms and provisions of this 
Agreement, and none of the positions taken herein by any 
party may be referred to, cited or relied upon by any other 
party in any fashion as precedent in any other proceeding 
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before the CPB or any o t h e r  agency or before any court of 
law except in furtherance of the purposes of this 
Agreement, or except as specifically provided for in 
paragraph 8 herein. 

_ _  
WHEREFORE, the CPB and Qwest have executed t h i s  

Agreement as of t h e  date first above written. 

QWEST COMMUNICATIONS C O R P ~ A T I O N  

Thomas h i .  Snyder 
Attorney 

NEW YORK STATE CONSUMER 
PROTECTION BOARD 

By: Q--+ f . L Q - a \  I 

pdrnes F. Warden, &. 
General Counsel 





JOHN i. FARMER. IR. 
.ATTORNEY GEmRAIL OF NEW IEKSEY 
‘Division of Law - Sth Floor 
114 Halsey Street 
P.O. Box 45029 
Newark, New Jersey 07 10 I 
Artomey for New iersey Division of Consumer Affairs 

and New Jersey Board ofpublic Utilities 

F I L E D  
’AFR 2 7 ?GO1 

Division cf hnscmer Main 
By: Chrisropha J. Dalton 

Todd Sreadman 
Deputy Artorneys Genera1 
(973) 648-3070 

ST.4TE OF >TI’: JERSEI’ 
BO.- OF P t 3 L I C  LTiLITIES 
DIVISTOM OF COXSU3IER AFFAIRS 
BPC Docke: 50.: 
DC-A Docker Yo.: 

lY THE M A T T E R  OF .W ADbfINISTRAmE 
-PiVESXGATiON INTO ALLEGED VIOLATIONS -AKWfMSTRATlVE 
OF LAW A i i  ADblNS1’KA I’IVE REGULATIONS : COYSEhT ORDER 
3 Y QWEST COM.WC.4TzONS NERX%TION.GI : 

NATIONAL TELECOM CORPORATION 

INC.; QWEST COMMUMCATIONS CORPORATION; : .- 
LCl INTERNATIONAL, NC-; md,LCI INTER- 

WHEREAS, this matter was commenced by h e  Director of rhe New Jersey Division of . 

Consumer Affairs (‘‘Director” or “DCA’J and h e  New Jersey Board of Public Uci!ities (“Board“ or 

“BPU”) as an adminisuative investigation into alIegationr oiviolariorA of k w  and administrative 

rcguhrions by Qwzst Communications Inteman’onal, h c ,  Qwesr Comunienrions Corp.. LCI 

International, Inc.. and LCI Inremittional Tciecom Corp.; and 



~ 

\LXEREAS, Qwesr Communications International, hc.. Qwest Communications Corp., LCI 

i Inmnationai, hc., and LCI Inrernarional Telecom Corp., have cooperared in this iavestigarion and 

&e parries have engaged in discussions and have exchanged infomauon regarding this matter, and 

\lXEREAS, QLVEST Communications htzrnanonal, Inc., Qwest Communications Corp., 

LCf ht%nationai, hc., and LCI hcernational Telecorn Corp. acknowledge the jurisdiction of h e  

Direcror and rbe Board over this rnancr, an6 ! I  

\vHEREAs, QwEsr Communications International, Inc., Qwest Communications Corp., 

LCI Inttmarionsl, Inc., and LCI International Teiccom C o p  have shown good fairh and sincere 

desire io cooperate with the Direcror and tile Board in the esptdiuous and zunicablcrcsoluuon ofthiz 

marrer: and 

\'iXERE.AS: &e parries desire to achieve a rzsolution of this mancr without reiott to 

litigsticn. andwitkouc any 3dmission ofiiabiiiy4 or hult by 3r on rhe parr ofQwesr Communkariuns 

i '  

Inrernarional, hc., Qwest Cornmuiicarions Coip.. LCI Znrtmsrionzl, Inc., a d o r  LCI Intcrnationd 

Telecom Corp.; % 
T W E R E F O R E . i t i r a n r h i ~ ~ d a y o f / t r T ; \  ,2001,OROEREDANDAGREEDthrr: 

DE.F;INITIOiVS 

1. As used in this Order, h e  follo~vi.ug definidons shall apply: 

a. "Qwesr" means Qwesr Communicauons International, Inc.; Qwesr 

Cornu-licsioas Corp.: LCI hcernational. hc.: md LCI Inrernarional Telecom Corp.; and my of 

its or G i c K  principals, direcrsrs, ofIic-.rs: parenr coz?30ra[ionst subsidiarks, affiliates, shareholders- 

employees, repressenutiv:s, 3gnts. s i g n s ,  SuCCCSjo~: andor indqxndem conmctonithira pyr?. 

disrnburors, rmd every other person or cnriry who orwhich mvktu or provides rtlccomrnunicarioos 



b. 

C. 

d. 

"Board" or "BPO" m e a  the New Jersey Board of Public Utilities. 

"Director" or "DCA" means the New Jersey Division of Consurnef Af%rS. 

"Clear and conspicuous" &xis that the required disclosures are presented in 

SUL, a m3mzr. Jen their +:;e, color, contrasq and proximiry ro any related informalion as to be 

readily noticed and understood by consmen. A disclosure is not clear and conspicuous if: among 

ocher things, it is ambiguous or ir is obscured by the backproud azainsr which iK appears or by its 

location within a lengthy disclosure of non-snarerial informaticn. Clear and conspicuous also means 

in an oral presentation thar the information is presenred in a manner thai a consumer wili hcir iiixl 

understand. zt a noma1 speed, and in the same rcne and volume as rht sales offer. 

2 "Consmer." unkss orhenvise specified mems any Xex- Jersey residcnrLtl 

c a n s a t l .  or my ;\;ew.Jerse:I busicexi consumer with three lines or I t s ,  who has been. or ma:: kc 

a past, p r e s x t  or future purcllastr of  Qwesc's senices. 
i *  

f. '%faieiial" means !ikely t o  affect aperson's choice of, or conduct regarding, 

goods or swiicses. 

3' I 7  
"Offer" means an offer of pods andior services to ont or more cunsumert. 

including, bur nor limited 10, anoffcr oftclecommuhcations services. regardless of.whcr.hher rhe offer 

is conveyed in writing, orally, electronically, over the Interne& or in any other manner. The term . .  

"offer" includes any solicitxion made duecdy to consumers by ;ele.marliaing, face-to-face 

IO a consumer aficr an initid face-to-face salicirarion or teIemarketing call to the consumer. 

h. "Represent" and "represenration" include any commuijcxion. whethzr made 

in wririns. onlly, elecnonicdly, over &e lntcrncc, or in my ocher manner. 



1. “Solicitation” means any communication to a comumer which contains an 

offer, whether made in writing, oral!y, electronicdIy, o w  the Inremer, or in any other manner. 

j. A “preferred canicr“ or “preferred interexchange carrier“ C‘PIC’) is the 

re!ecommwications cvrier chosen by an end user consumer to which trafnc fiom rhe end user 

consumer’s locauon is auromatically routed by a local eschange carrier (“LEC“), resardless of 

whether char mtiv possesses telecommunications equipment capable of physically processing any 

componrnr of such calls. in New Jersey, an end user consume: may have a different preferred carrier 

for local esc3ange calk, regional roll (inn-LATA) calls. and long distance (inter-LATA) calls. 

k. A ’)referred c*er change” 3r “PLC change” is a chmnge or switch of a 

consumer’s zelephone senices. whether local exchange. regonal roll, or interexchange. from his or 

I;t: currear prefcmd e e r  to a clifferent c k e r .  : ’  

1. X“letterof~ency”(”LOX’3 is aeonsumtr-s wiatnaurhoriwionm acmicr 

a p p o  b ing and dirccring a prcfcrred c k e r  clxqe. 

PARTIES S UBJECT TO ORDER .I 

_. 7 This Adminisinrive Consenr Order (‘*Oratf-) shall apply co Qwsr (as defined above, 

- ste Paragraph l(a)), its principals, directors, o ~ c e a .  parent corporation(s), subsidiaries, affiliates, 

shareholders, employees, reprtscnta1ives, agents, =si--, successors, any trustee in bankruprcy or 

ocher uusiet. or any receiver appointed pursuanr to proceedings in law or equip. 

UCKGROUYD 

3 In order to marker inuvtart andinrestarc rclecommuicanon services to cozlsumers 

in Yew Jexz::, Qwst  has used **in-house” marketers and has also en!pgai di t  services of ourside 

. 

independent conmccors‘third-pmy markeren who act as Q\vest‘s a g a s  to solicit new ~onsmexs 

for Q W K ~  throu~h rclemarketing. direft-mail. and hc=-ro-facc soliciwrions. 9wesr sixes that dlt  

1 
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I 

asents who engage in face-to-face solicirarions on iris behalf are required by contract to obtain a 

.telephone lint subscnWs or aut5oriztd party’s si-olanue on an LOA. Qwesz also states that prior 

to September 1999, such agents were nor required to provide copies of LOAs to @est but rarher 

submitted service orders electronically to Qwesr and were required to maintain thc LO& and 

provide such LOAS to Qwest upon Qwesr’s rquest for such LOAS to verify that subscribes did in 

fact authorize a switch of rhcir prcfemcd carrier. Conmenchg ir! September 1999, Qwesc revised 

its procedures and began rquiring that all asents submit LOAS to QWSK before I service order 

would be processed by Qwesr. Since that dme, Qvcst has instituted a process of elecuonicdy 
:. . .. 

scanning exh L0.4 into 3 databse to ensure that Qwesc has such LO.& available before processing 

an order and to r e o n d  promprly tu consumer inquiries. @esr sares thar it has also adopted other 

F ~ C C S S C S  and proctdws to ensure rhar consumen’ preferred Carriers are not chased without proper 
/ 

aurhonzarion, commonly known as “ S l a n m h ~ . ”  Thcsc orher measures arc discussed below and sue 

also contained in Qwest’s Response to the Federal Communications Commission’s (“FCC“) Notice 

of Apparent Liabiliry for Forfeinue, FCC Fiie No. El€-99-1 1, filed by Q w e s  on November 18. 

!999, a d  Qwesr’s Constnr Decree with the FCC signed Sy the FCC Sanrary July 20, 3,000, = 

zpproved by &e FCC in FCC File So, ENT-99-11, NAL’AccL 916EF008 (released July 31,2090) 

(“Qwest FCC Consent Decree”). 
I 

4. Be-$nnh_e in or about 1997 and continuing throush the present, the State of Ne\\’ 

Jersey, &rou_nh its Board o f h b i i c  Uriliries and Division of Consumer .iffairs, has received snd 

investigated consumer complaints alleging that Qwesr has cnsased in practices in violation of 

~J.S.A. 56:s-I sp9.: which prohibirs, & & the use of any unconscioaable. decepave. or 

n&lcradin_c 4 e c  or marketin,o pncricc IS WCU as thc unaurhonzed twirch of a consurncis preferred 



to change their preferred telecommunications carrier. Qw#t states rhar ir has also enhanced its 

customer care centers, in rems of bo& srafXng and training to better respond to consumer inquiries. 

PIJUWCTIYE REL IE F 

6. Qwest shall rebir? and desist from engaging in any acts or pracuces in violation of 

the ConsumerFrauc!Acr,~.J.S..4.56:8-1 et sea. andparCicularI\.~~J,S.aj6:8-a and56:8-86 to -91, 

or the Public Uulities Laws, H.J.S.A. 482-1 g a., arid all knplernenfi regulanons, including, 

but not limited to, any and all of he foliowin_e at& or practices, regardless of whether Qwessr 

previously engaged in such conducc 

Submining PIC ckange orders \lirhouc complying n-ith FCC Regulations and 

Orders, as prestnrly enacted or s miy subsequexl?: be amended. to local exchange carriers to 

transfer consumes' pgefemd Carrier(5) 10 QWSI. 
i '  

b. Failing to o bmin a consumer-s authoiiarian before rabmining achange ordcr 

KCI chanqa a consumer's ions-disrance (inter-UT-41. rqiam!-toll (irn~ra-LATA), and/or local- 

exchange cvrier to Qwest. .- 

c. Failing to veri$~ a cowumer's requen far telecommunicarions service 

$ 64.1 150, as  presently enacted or u may subsequently bc amcndcd. pursuanr to 47 

d. Failing io comply with FCC information and disclosure requirements for . .  

L 0 . k  pursuant to 47 C.F.R- $64.11 60, as presently enacted or as may subsequenrly be amended. 

FaiIing to provide accurate. clear and complete iriormaiion about material e. 

r e m  and conditions of the service. 

1. C Providing infern-arion which, cspressiy or by implication, compares Qwar.s 

services to services of orher providers in a manna which is misleading. 



. 

7. Qwe~t  shall conrhue to submit to ~e appropriate LEC all PIC change orders 

obtained on behalf of Qwesr by any third-parry marketing company or disaiiutor. 

8. Qwest agrees IO implement and/or continue to use, for a period of 2 years following 

of this Order, those mti-sIamming and cusrornex-care policies and procddurcs the dart of 

ageed io in the mest FCC Consenr Decre:, including bur not limited to, the folIowing: 

a. Ant i -Shming Aa'visoty: QWCSI shall dism'oute to all its distributors a copy 

of its updated Anti-Slammin$ Advisory. @vest shall require cvexy sales representative involved in 

any way in the marketing of Qwesr service co review and sign an anti-slamming advisory: at l e s t  

once every six months, achowIedging rlkr onderstandinz of its reqriircmears and verifyiq heir 

i n r m  to coinply. 

b. Gztbniirsiorr aud Sccnirirfg q f L 0 - b :  Qivest shall cocMue to require that all 

disebuton and represenratives transmit 10 Qwesr the LQ.4 upon which an order is based. Q w e s  

skall conlinur: ro scan such L O A  inco its database, and shall continue to miew such LO& for k c i d  

validiry (i.e., complete bfomation: marching signawe. etc.). Qwesr shall continue to explore 

commercially practicable methods of verifying the v 3 i i d i ~  of such LOA in order to deter abuses, 

foreerics, and fa!sificauons and, where feasible and appropriate, implement such measures. 

. *  

c. Welcome Mailing: Qwest shall condnuc to send a welcome mairing to the . . 

consumer identified on the LOA informing him or h a  that Qwesc hss received a service chaa_ee 

oracr and is processing rhar order, which mailing Shall disclose rhe telephone line(s) to be chan~td 

and shall conrain acontact telephone numb= for the consumer to call ifhe orshe believes the c h a p  

order has bckn subnimd in enor. 

d. C=IR€ Flags: Q w a  shd1 implement such procedurrs as will CNWC rhar all 

consumers who have previously indicarcd 10 Owst that the:/ do not wylt Qtvesi's scrviccs. m x h o  

S 



have alleged chat their services were chanpd to Qwest without proper aurhorizadon, will not be 

retuned to Qivest absent clearly valid authonz3tion. Qwest has designated this sysrem as a"CARE 

Flag" sysrein whereby such consumers will be specifically flqged to prevent the reusfallation of 

Qwest services. 

e. Economic Sanctions ;a ~ i i r d - f u r ~ ~ ~ ~ i d e p ~ ~ d e ~  Con tractors andDistriburou 

f o r  Sfamrning: Qwest shall continue to require, through its contracud anangemem with rhird- 

partyhdependent contractors and dismbuton of its scniccs, that all commissions and fm, as well 

zs administrative cosls and pmalties, associared With a slammed order be r e m e d ,  refunded, and/or 

<.Js_eorged by rhe conuactoddisuibutor. Cocuactors and disrflbrlton shall be required to invesrigat? 

2.11 slamming ailegauons received by Q u p l t S i  md provide Qwest u-itfi a prompt response thereto. 

Q w s :  shall  bo continue to monitor and mck h e  perfixmame of irs rhird,pmy conmctors anJ 

ikriburors rvi-irh respect to aIleged slams ar PIC dispures, and shall mrke such repons available tu 

zkc Director or the Board on reasonable norice. 

i '  

f niird Parp Ver@canbtt ofSdfa: Qwes;shaIl verify all consumerPIC change 

rquests obtained through a siped LOA dur.ng fact-to-face muketing according to the procedures 

se: fonh in 47 C.F.R. 0 1 ISqc) or (d). Q w e s  shall comply with all valid and effective rules adopted 

in CC Docket 94-158, or any other FCC docket regarding verification of all atha d e s  as well as . 

the procedures setforthinN.J.A.C. 11:10-11.3. Qwestwillrcvise itsthird-parry verificationprocess 

KO :quire rhar any customer confirming a iesidtnrial sale. wirhouc undue prompting or suggestion 

by the third-party verifier, stare his or he: name and rhz teiephone numberis) for which the prefernd 

cz+er is IC be changed. in addition, TPV zorvac:os shall R o t  be compensated or renunerared on 

thc basis ofrhe number of change orders vc;fied. 

3 



g. Suengrhewf Distributor Enforcemem Procedures: Qwest shall continue to 

track and monitor irs distributors’ performance in various cespecrs, including PIC disputes, andshall 

retain chc right CQ take remedial acuon against dismiutors whose performance falls below certain 

preset (and propiemy) levels. The performance-monitoring meckanisms and thresholds used by 

Qwest are set forth in W15-18 of the Qwest FCC Consent Decree. Remedial actions include 

additional aainins sessions for the distributors’ personnel ar the distributors’ expense, to be 

conducted or supedsed by @est personnel; heightened monitoring of distributor performance: re- 

affirmation of Qwsr’s Anti-Slamming AdYiSOry dimbutor self-audits; addiriondpenalcics anct‘or 

renninarion of the disaibutor. 

h. S~zngthened Sales Represenrctive fi.fircaneirr Pm<editr+x: @csi stdl 

require a11 sales reprqentarives involved in wy way with tht mukering of Qwest senices Q 

periodically, bur in no instjncr less rhan once every six months, review and s i p  Qwesr’s .-ti- 

Slamrninp Advisory. and to commit rhemselvcs Io rhz policies can&ced &herein. Qwes r  shall &-her 

enforce its “zero-rolerance” policy reparding forged LOAS, which requires the terninarion of  any 

representative determined to have forged a consumer’s signam: on an LOA. Qwcst shall 3kO 

monitor individual sales reprtsenrarives’ pcrfomance d, i f a  spcti5c individual is hvolvtd in a 

significant number o f  improper orders, shall rake such remedial action as ncccssary. up to and 

including termination of thar s a l t s  representak-e. This para-sph 801) shall be consmed s 

consisrcnr wich ~ h r  rcquircmenrs o f T  15-18 ofrhe QweSt FCC Consent Decree. 

1. hensfied Pre-Screening of Disrriburors: Qwest shall strengthen its 

distribution chamcis through the use of intensified. prt-screening of potend4 dismourun. QV:CI 

shall require all distributor candidates to disclox ai1 inswnca in which it has becrr rccused of 

damming or orher deceptive business pracrics, inchdins allqaions m3G2 a g i ~ . ~ ;  ~ ~ ; i : ~ ~ ~ ~ .  ..- . . 
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predecessor companies, and tliedismbutors' officers, directors orprincipals, and any conipanicswiiti 

which the officers. directors or principals previously were or currently are associated QWE: ski!: 

immediarely terminate any disnibutor which is found to have failed completely or accc;.?riiy !a 

make such disclosures. In addirion, Qwesr shall plac: all new distributors on probatior,zqC ST.C:;.~ 2.. 

the first 90 days, during which time Qwest shall conduct performance rctiews to e m w  :h2! ili,: 

disuibutor meets Qwest's standards for performmce. Should the d',sributor fail fa meet QWS;': 

srandards of performance during the probationary period &e distributor shall be cerr5nzirsd. T+ 

mechanisms and thresholds used by Q w s t  to define and dae-mine appropriare perhrzmz: -; .is 

forth in4: 15-15 of the Qwesr FCC Consent Decree. 

j. Tmbziiig: h'rial training sessions. +Jmised by QIvO:: arn~is : - - : .~ ,  -.: . .  -._ .. 

conducred for all pers+el mgased in dcor-todoor, telephone, orodicrpoir(r-.;~---;ci,- -- 
beliali of +est. With respect to u3ininp and/or marketing, Qtvesr: 

1 

(i) ShaU provide IO 311 irs disuitutors aeopy of i ts 
updared Anti-Slamming Advisory atiached to rhc 
QweSt FCC Conscn~ Decree, except for rhose '- 

disaibutoe that have alrcady received that document. 
Qwesr shall provide paining to all new distributors 
rcgardi~q federal and srare prohibitions againsz 
unauthorized PIC changes, and shall conduct annual 
"nfiesher" raining to all dhriburors; 

(ii) Shall ,  tvirbin 30 days of the approval of this 
consent order notify BPU and DCX of any trainins 
sessions scheduled to occur wirhin one-hundred znd 
eighty (1 80) days korn the date of eny~ of the Order 
and BPU and DCA shall have the fight to monitor 
such sessions without prior notice; 

jiii) Shall comply with ail requireatnu regardins 
provision of information and training in the Qwesr 
FCC Conrenr Decree and sich all restrictions on 
marketins in the Qwat  FCC Consenr Dccrez; 



(iv) Shall require all of irs agents to exccu~c a 
c,ori!icarion rhar :hey have attended ~e rajning 
sessions, understand the materials presented, and 
agee to comply with dl h e  mining requircmmrs and 
applicable laws and will acImowled_re &as if they are 
found to have violated any of rhe aaining 
requiremenrs or applicable laws. they are subject to 
disciplinary action, including, but not limited to, 
tminari0Tl; 

(v) Shall insmrct its agents to cease efforrs to 
solicit cworners who demonsnare i d c i m r  
prafiicienty in English (or 1 l a n p a p  spoken by the 
sales quu) to understand the solicitation and, shall 
when maldng a sale to customers who do not speak 
En_uIish, provide all follow-up wiacn  material tcIeccd 
to rhe sale in rhe lan-mge spoken by rhe customer, 
and 

(vi) Shall conducr mar~cringon1vduring:ns ko.or;rs 
/+d days during wbich their cummet call cmta is 
open. 

k. Order process in,^: Qwest shall maintain a “stay awaf’ lisr of consumers who 

hat.? either ri] claimed an unauthorized witch by Q w s t  in the past m e  year; or (iij e?cpres;&j:icii 

inrcnr ncvcr to purchase QWCSI’S services. Qwesr shall verify ordr, against this-’^stsy away” !in 

bciore submicdng a PIC change to a LEC. Consurncrs will remain on the stay away fist for 3 

minimum of one y e s ,  unless they request to be removed born the h. 

1. Q\WK shall engage an independent auditor on an annual basis to conducr an 

tsamination of its reponing and daw. tricking mechanisms and the cnforctrncnr procedures Sased 

cpon rhosc repons. This csminauon will be super-ked by ptrscn Iiccnsed to provide public 

accounting seniccs and shall be conducted in accordance Xbirb &e relevant swdxt is  ofthe AICPx. 

The indqpendcnr auditor shall provide anopinion iwhh exceprions. if -any, noted) in 3 written repor; 

10 the Bo&d of Directors of QW~SL Qwesr dso will require irs disrkbsws to report on 31 1t.s; ‘J. 



quarterly basis, he  rsults of an internal audic of its anri-slamming procedures. Qwest shall provide 

\ summaries of such audits to the Director and Board upon rqucsr. The requirements for audits under 

tlis subparagaph shall be construed as C O N I S I C ~ ~  -7th the requirements of audits under paragraph 

72 of the Qwesr FCC Consent Order. 

m. Cusromer Service bririarives: Qwesr shall conrinue to moniror its 

responsiveness 10 customer service concern, and shall take such steps as are necessary to ensure thar 

irs customer care cenrm arc adequately staffcd to meet anricipatcd consumer demand and that 

consumers conracring Qwest's cusTomer care centers are aeared in a proksional, couneous manner 

by customer smice represencarivcs familiar with Q w s t ' s  Ml range of sen-ices. 

9. tl'iQin 60 days of &e date of the BPU Order approving this Coasenr Decree, Qwest 

wiJ1 obtain a siped an# &zed acknowled-mtnr of rhc receipr ofrhe provisions of this Consent Order 

&om ail directors. officers, mana,oemenr icvcl employees involved in rnanapnent of markerins of 

Qwcsr Lon$ DG-ace Sexvices KO consumers in h-ec Jersey and of any rhird-pzq 

disrributor/indqendentconaacror bvolved h m a r k e M ~  long d i m c e  services to consumers inXcw 

Jersey on behalf of Qwest. 

IO. Q w a t  dtsignates Michaek Mattar 4290 N. Fairfax Drive, l;* Floor, Arlington VA 

22203; phone: (703) 363-3713, e-mail: Michael-blarLar@qwcsr.com, or his successor in title, as its . . 

ombudspcrson to answer any inquiries €iom rhc BPW and/or &e DCA Qwar will provide the BPU 

wirh any chantps to & information on rhis ombudspcrson. 

11. Foraperiodofrwelve~1~)monrhsfollotvingc~tryofthis~asenrOrder, Qwcstshall . 

I 
submir to the Director and die B o d .  quarterly reports, to be rec:ived no Iarcr thyl thhy (30) days 

h m  the end of the quaneriy reporting period, for rhe puqs6se of ennvins its compliance with &is 

Order. These qumeriy reports shall include a monthly s- of all P!C dispuies filed (tirhtr -.vi& 

I3 
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Qwest or a LEC by New Jersey consumers. west shall make available to rhe Director or the Board 

details of individual cases upon request. 

11. W i W  thirty (30) days ofa Writttn rcquest by the Director or the Boani, Qwesr shail 

make available such records, includins those required under this Consent Order, as zre necessary to 

determine Qwesr's compliance with the terms of this Consent Order, including, but noc limited 10, 

advemsemenrs. sales scrip, manuals or prcsenauons, writtcu advisories to des representatives 

or distributors and any responses required by those advisories, LO&, PIC dqure records. PfC 

change records, TPV records, and all complaints by New Jersey consmcrs, whether forwarded by 

- novemenral agencies, non-govtmlenral orguiwuons, or submined uirecrly 10 Qivest- The recorci 

of consumer complaints shall contain the consumer's name, address. IeIephone line involved, ani! 

C;mm o f ' c o m p ~ ~ x ~ ~  y well Y all actions r&en by Qwest in response. Qwesr shail also pexmi: 

representatives of the Director or the Board, cn a random basis for one hundred and csghj (1 8% 

. a  

days following the dart of the entry of this Order, and thermfter upon winen requesr and wirh 

resonabie advance norice, to monitor (a) Qwest's &ins of sales representatives; (b) actual salts 

soIicirauons; and ( c )  third-parp verifications. 

PAYMEYT OF COSTS. FEES - AND (70- RESTIT UTION 

13. Pmlranrto N.J.S.A 56:5-11 and 56:%-19, Qwesris obligatedfor and shall pay to rhe 

Scare ofNcw Jersey the toral amount oiS500.000.00, which shall C O ~ W ~  investigative costs and 

fees and future inves;igarive endeavors. and &ich to_eecher wirh che corrective action provided for 

herein shall be in full sarisfaction of all claims \\irhout limirarion or exception &at have or 

hereinafter may haye arisen @.nsr Q ~ e s t ,  pmcant 10 Y.J.S..A. 56:s-1 -. and Lhc Public 

Utilities Laws. at any time on or before the date o f c n v  of tllis Consent Order. Payment sbl l  bt 

made ten (10) days of h e  &re of enp' of dris Order ana shail be ma& in ihe form Of W O  

. .  

d 
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cerrified checks, each for 6250,000, payable to 'Treasurer, State of New Jersey" and delivered io 

State ofNew Jersey, Department of Law and Pubiic Safety, Division of Law, P.O. Box 45023, 2.4 

Halsey Street - Fifth Floor, Newark New Jersey, 07101, Anention: DAG Christopher I. Daltot?. 

14. If. afier sigiing this Consent Order, Qwesr engages in any acts or practices :k:: 

constirute a violation of this Consent Order, the C o m m a  Fraud Act, the Public Utilirics Laws, or 

&e replauons promulgated by either the Division of Consumer Affairs or the Board of Pubiic 

Utilities thereunder, Qwest may be subject to rhe knposirion of such enhanced penalties. purrsnar 

to H.J.S.A. 56:8-13 and 56:8-91, as may fiom t h e  10 rime be amended, or such ocher rc!r: UI;  

statutes or regularions a may be in effect and as may be deemedjust and proper. 

15. Qwesr a p e s  to work rvirh the BPU and DCX to resolve within ane-hun&:t :..-..; 

eigliry (180) days &or# BPU approval of rhis Consent Cecree, ccnsistenr with the provisicn: I! i . ' 

C.F.R. 964.11 70, a~ presently enacted or as may be amended h e r d e r ,  all outstanding New JG-~~.:- 

cons*mer complaints on file wich the BPUadorDC-4 as of the dace of entry of this C0nser.t Ords. 

includingihe cornpIaints of hose Sew Jcrscy consumes listed on Exhibit A attached herero. In 

addition, Qwesr shall resolve dl funuc consumer compiainu consistenr with tbe then-applical:.i::, 

FCC NICS, regulations, and orden. 

. .  a. h the event that any of the consumer complaints listed on Exhibir A can~ioi 

be consensually resolved by Qwest and the consumer, Qwesr shaIliafom h e  cornplainingconsumcr 

char he or she may fanvard the unresolved cornplainr to rhe DCA's Alternatiye Dispuce RCSOIIII;~III 

Unit for molurion in accordance with the Unir's pidclincs. Nothing contained herein, howewr, 

shall be deemed to abridge any ri_phrs provided to consumers p b a n r  to the Consumer Fmitl .",I.;. 

Within thirty (30) days afrer rht cooclusion of rhe one liundrcd and ciqhLy 

(180) day period following enrry of ;his Consent Orde: (LE.. nvo hundred and ten [ ? I C i  day&:!:ic 

15 
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enuy of this Consent Order), Qwesr shall provide the BPU and DCA a repon detailing the name, 

address, telephone number, and resolution (iicluding amounc ofrefund or credir, where apprapriate) 

for each New Jersey consumer complaint addressed pursuant to this Paragaph. 

16. @vest shall keep, for a period of wo (2) years from rhe date of entry of this Consent 

Order, all sales, advertising and marketing materials related to the sale of long disraace services 

directed at or intended to be seen. read, heard, andor observed by New Jersey consumers, whether 

such sales, advenising, or markeung materials were in audio, vim1, elecrroric, telephonic, or 

printed presentation format. TO nmo~ the focus of this retention pro-am, Q\vest may limit the 

mareds ir keeps to those which arc dircctcd, aired, or distributed in Yew Jenq- as well as rhc New 

Y x k  Cityfrri-Stare e a  and the Southern Bcw Jersey~Phikidelphiz~ Pamsylvziis regional ma. 

Qwcsr shall also mainrain for thar same period records reflecting the name and address of tach N e w  

. 
Jcrscy consumer ~ 4 x 0  pays Q\VCSI dirticly, as opposed to rlrrouu,ha reseller, for services and &e type 

of jcnices for which the consumer paid, Qwesr shall make such rnaterials.av3ilable fo che Duecror 

and the Board upon request. 

17. In rhe event Um.t a e  provisions of 17 C.F.R 3 64.11 00 g s~Q., or any other state or 

. .  federal law or regulation are amended, or in Lhe went tha any other law or regdadon is cnactcd in 

a m a m a  which would render compliance with any tern of this Consenr Order a violation of such 

law or regularion, it is understood that Qwest's compliance with such amcaded or newly enacrcd law 

or regularion will consrirure compliance wkh this Consem Order and Qwcst's failure IO comply wirh ~ 

such amended or newly enacted law or Fegladoo will comUtruc filurc D comply wirhrhis Consent 

Order. The remainder of the terms and conditions of chis Consent Order shall not be affected 

thereby. 
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GENERAL PROVISIOVS 

18. Nothing contained in this Consent Order shall be construed to deprive my cowunier 

or ocher person or entity of any private ri&t under the Law, except insoEar as any consumer accepts 

restirution pursuant to the provisions of this Consent Order. 

19. Qwest shall not represent or imply that any advdsing, procedure, or other act, 

practice, or conduct hereinafrer used or enga,oed in by Qwesr has been required, sanctioned, 

authorized, or approved, in whole or in part, by the Arrcrrney General, the Division of Consumer 

Affairs, the Board of Pubiic Utilities. or rhe Stare of New Jersey or any of the  State's agencies or 

agents. Nothing in rhis Consent Order shall be consuucd as approval, sancrion, or authonzacioa of 

any act, practice, or conducr of Qwesr 

20. 

2 1. 

TIUS Cgnsenr Order may be enfarced only by rhe parties or rheir successors hereto. 

Nothing in rhis Consent Order shall be consrrued to h i t  the authority of &e Board 
i -  

or the Director to enforcc prospecti%-ely any laws, regulations. or rules against @est. 

22. lhis Consent Order shall be governed by and implemented in accordance w i ~  the 

laws of rhe State of Sew Jersey. 

25. 

and the Director. 

34. 

This Consent Order shall becomc effective immediarely upon executionby the Board 

In the cvcx any materials previously produced by Qwest to the BPU and the DCA 

have been marked as "proprier;uy." "conf1dencial," or t e n s  ofsimilar impon. rhe BPU and che DC,+ 

shall rerum the origbatjj) and ail copies made ofsuch materials to Qwesr within ten (10) days of 

the dare ofcnrry ofrhis Order. Qwcsr shall make available to the DCA and BPU, zpon requesr and 

wbere necessary, such pmprietq or  codidenrial matehis as nre rquired to monitor cornplimntc 

with the c e m s  and conditions of chis Order. 
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2% This Consenr Order may be signed in comerpart by the p w i ~  d a c  t5lcirC:sigiacd 
. .  

'iepiesenrarives. 

26. Any notices, repok, or other marerials rquited to be ~OIWX&J to the Box -A j r  the 

Director shall be forwarded IO the following penom: 

a. On bchaif of &e Board: 

Director, Customer Relations 
New Jersey Board of Public Utilitjcs 
Two Gateway Cenra 
Newark New Jersey 07 102 

b. On behalfaf rhe Director. 

Executive Direcror 
Office of Consumer Roteciur, 
Divisicn or' Consumer =airs 
PO Box 15019 
124 SKCCC, ?rh Floor 
Newark New Jersey 07 102 

? 
/ -  

. .  
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QWEST COMMUNICATIONS 
*INTERNATIONAL, INC. 
’BY r 

DATED: 

1 f i . 4  p2p 
Mark Pitchford 
Senior Vice President 

DATED: 

THE ROTHFELDER L.4W OFFICES 
Counsel for Qwst  Communicsciins 
lntzrnationaL Inc. 

DATED: . 

JOHN J. FARMER JR 
Attorney General of New Jersey 

Deputy Anomey General 

DATED: 

BOARD OF PLBLIC UTILITIES 
B Y  

DATED: 

. .  

Commissioner 

.- 

Director 

DAT 

Secretary 
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STATE OF nO€UDA, DEPARTMENT OF ‘ 

AGRICULTURE AND CONSUMER SERVICES 

. .  
SETTLEMENT AGREEMENT 

IT IS H E E B Y  AGREED AND STIPULATED by and between the FLORIDA 
DEPARTMENT OF AGEUCULTURE AND CONSUMER SERVICES (the “Department”) and 
QWEST COMMUNICATIONS CORPORATION, a corporation doing business in Florida with 
principal office located at 1 80 1 California, Suite 5 100, Denver, Colorado 80202, as follows: I 

WHEREAS, the Department has jurisdiction to administer and enforce Florida’s 

Telephone Sales Law, Section 501.059, Florida Statutes. 

WHEREAS, the Department has received complaints from Florida consumers whose 

residential telephone numbed appeared in the then-current “no sales solicitation calls” listing 

kept and maintained by the Department, said compiaints alleging that, despite such listing, the 

consumers received unsolicited telephone sales calls fiom Qwest Communications Corporation. 

WHEREAS. Qwest Communications Corporation maintains business practices and 

procedures designed to ensure compliance with Section 501 -059, FS .(2000). 

THEREFORE: 

1. Qwest Communications Corporation, agrees to periodically review its business 

practices and procedures in the area of telephone sales, further supplementing them as necessary 

to enhance compliance with Section 501.059, FS. 

2. Qwest Communications Corporation, either by itself or through its designated 

agents, agrees to submit and pay for advance orders for the Department’s no sales call lists such 

that the subsequent identification and suppression of names in prospect files can be completed 

before the first business day of each quarter for the next five years; provided that the no sales call 

lists are made available at least four (4) weeks in advance of the respective quarter. 

I 



3. Qwest Communications Corporation, in order to avoid the inconvenience, 

uncertainty and additional expense of further investigation and potential litigation in this matter, 

agrees to pay to the Department a senlement in the amount of Seventy Thousand, Five Hundred 

Dollars ($70,500) by October 31,2001. Qwest Communications Corporation agrees, by the 

same date, to pay on behalf of each of the 57 individuals filing complaints in the matter, a $1 0 

reimbursement for costs associated with listing each consumer’s residential telephone number on 

the Department’s no sales solicitation calls list for an additional two years. The total settlement 

of Seventy-One Thousand, Seventy Dollars (%71,070) is to be remitted by check made payable t G  

the Florida Department of Agriculture and Consumer Services and directed to Judith S. Kyle, 

Senior Attorney, 407 South Calhoun Street, Room 515, Mail Stop M-1 1 , Tallahassee, Florida 

I 

32399-0800. 

4. Qwest Commukcations Corporation acted in good faith and cooperated with the 

Department in resolving this matter. By entering into this Settlement Agreement Qwest 

Communications Corporation, is not admitting any fault, liability, wrongdoing or violation of 

law. 

5. The Department will continue to monitor consumer complaints against Qwest 

Communications Corporation. Qwest Communications Corporation will immediately pay a 

penalty of Two Thousand Two Hundred and Fifty ($2,250) Dollars per valid consumer 

complaint (“VCC”) for each VCC received over and above the first ten (1 0) VCCs made within a 

twelve-month period beginning October 3 1,200 1 and ending October 3 1 , 2002. A 9 

complaint will be a sworn statement from a consumer who was on the then-current Do Not Call 

list that includes the following information: 

- 

a. The name of the firm calling, Qwest Communications Corporation, or any of the ~ 

firms that Qwest Communications Corporation contracts with for telephone-marketing services 

during the one-year period. 

b. The time and date of the call. 



d. The name of the caller unless the caller refuses to give their name. 

e. The caller’s number given by rhe caller or o b h c d  from a callcr I.D. system. 

f. The lack of any prior or existing business relationship with the fm on behalf the call 

is made. 

A n y  valid complaints that are proven by Qwest Communications Corporation to be 

exempt under Section 50 1.059, Florida Statutes 2000, or that were the result of the Department’s 

errors in the compilation or dissemination of the “no sales solicitation calls” listing, or that were 

not the result of calls made or caused to be madz by Qwest Communications Corporation shall 

not be used in compiling the calls and shall not be chargeable to the firm. 

6. By execution of this Settlement Agreement, the Department and Qwest 

Communications Corporation intend to and do resolve all issues arising prior to and through 

October 3 1,2001, as may pertain to the particular matters set forth herein o r  otherwise connected 

with these matters in any way, including any alleged violations of Florida’s Do Not Call law that 

were not previously idcntificd. 

7. 

8. 

Each party shall bear its own costs and attorney’s fees. 

Failure of Qwest Communications Corporation, to abide by the provisions of this 

Settlement Agreement may result in action by the Department to secure any and all relief to 

which it may be entitled by law. 

9. The parties acknowledge that this Settlement Agreement is subject to the approval 

of the Commissioner of Agriculture, and the General Counsel of the Department. 

10. This document must be executed and payment received in full by October 3 1 , 

200 1, or the offer of settlement is withdrawn. 

1 1. The parties stipulate that the sertlement was entered into in the State of Florida 

and any cnforcernent litigation will be interpreted and governed by Florida law. 

3 



WHEREFORE, the parties hereto have entered into this Settlement Agreement by their 

I respective signatures. 

FOR THE FLORIDA DEPARTMENT OF FOR QWEST COMMUNICATIONS 
coRPoRA-rIoN 

J /---7 r L4 
(. 

‘4- LJ .5*v& Print Name: ‘ -+,,‘ 
Authority to bind corporatio‘n 
33487 

/ 
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BEFORE THE FLORIDA PUB 

i J 

I n  re: Initiation of show cause 
proceedings against LCI 
International Telecom Corp. 
d/b/a West Communications 
Services for apparent violation 

Customer Complaints. 

In re: Initiation of show cause 
proceedings against West 
Communications Corporation for 
apparent violation of Rule 25- 
22.032 (5) ( a ) ,  F.A.C., Customer 
Complaints. 

In re: Initiation o f  s h o w  cause 
proceedings against Qwest 
Communications Corporation for 
apparent violation of Rules 25- 
4.118, F.A.C., Local, Local 
Toll, and Toll Provider 
Selection; and 25-22.032 (5) (a), 
F.A.C., Customer Complaints. 

Of R u l e  25-22.032 ( 5 )  (a), F.A.C., 

:C SERVICE COMMISSION 

DOCKET NO. 010198-TI 

DOCKET NO. 010204-TX 

DOCKET NO. 000778-TI 
ORDER NO. PSC-01-1791-AS-TP 
ISSUED: September 5, 2001 

The following Commissioners participated in the disposition of 
t h i s  matter: % 

E. LEOX JACOSS, J R . ,  Chairman 
J. TERRY DEASON 
LILA A. JABER 
BRAULIO L. BAEZ 

MICHAEL A. PALECKI 

I . .  

BY THE COMMISSION: 
I 

CASE RAcrcGISOW 

LCI International Telecom Corp. d/b/a Qwest Communications 
Services (LCI), holder of Interexchange Company (IXC) Certificate 
No. 2300, and West Communications Corporation (QCC) , holder of IXC 
Certificate No. 3534 and Alternative Local Exchange 
Telecommunications Company (ALEC) Certificate No. 5801, are owned 
by parent company Qwest Communications International, Inc. (QCI) . . 
QCI requested that staff consider its offer to s e t t l e  the “Customer 



ORDE3 NO. PSC-01-1791-AS-TP 
DOCKZTS NOS. 010198-TP, 010204-TP, 000778-TP 
PAGE 2 

Complaints" issue in all three dockcts above as one aettlement 
offer, and to consider its offer to settle the "Unauthorized 
Carri.er Change" issue in Docket No. 000778-TI as a separate offer. 
The 'Commission is vested with jurisdiction over these matters 
pursuant to Sections 364-183, 364.285, 36.337 and 364,603, Florida 
Statutes. 

DISCUSS ION 

The Division of Consumer Affairs  (CAF) notified the Division 
of Competitive Services LltaL i L  was experiencing dirficulty in 
obtaining responses to customer complaints from telecommunications 
companies. Specifically, Qwest had failed to respond to a total of 
23 ci istnmer complaints €or its three certificatcs. On February 9, 
2001, three dockets were opened to initiate show cause proceedings 
for the company's apparent violation of Rule 25-22.032 (5) (a), 
Florida Administrative Code, Customer Complaints: Docket  No. 
010198-TI against LCI International Telecom Corp. d/b/a Qwest 
Communications Services; Docke t  No. 010204-Tx against Qwest 
Communications Corporation (ALEC) ; and Docket No. 0007-78-TI against 
Qwest Communications Corporation (IXC), collectively referred to as 
"Qwest . " 

Q w c o t  rcvicwed thc consumer complaint cdses associated with 
the show cause proceedings. In its July 9, 2001, settlement offer, 
Qwest explained that it had been undergoing a merger with U.S. West 
that strained its company resources and impacted its complaint 
response process. It stated that it had recently implemented 
changes to ensure that Qwest (and its affiliates) respond t o  staff 
in a timely fashion. It further stated that it has confirmed that 
responses to a l l  of the complaints that are the subject of this 
issue in these dockets have been submitted to CAF. Therefore, to 
settle these dockets, Qwest proposed the following: 

1. A monetary settlement of $1,500 per complaint, for 
a total of $34,500; and 

2. To take  steps to ensure the timely and consistent 

The settlement amount of $1,500 per complaint in this 
recommendation is consistent with the Commission's approval of the 
settlement offered in Order No. PSC-00-2089-AS-TI, issued Novernber 
2, 2000, in Docket No. 000399-T1, Inltlatlon of Sho w Caiise 

of the Sou--- 

response to consumer complaints. 

. .  a 
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/a Connect  N' Save and d/b/a Luckv Doa  Phone C u d  d/b/a 
A!X B s l s i n e s s  f o r  AEEAZXP~ Violatibn of h e  1 75  - 4.043. - ~ . A . L  
W D o n s e  to Co m i s s i o n  S t a  ff f n q u i  rieg. However, this settlement 
does not in any way preempt, preclude or resolvp any matters under 
review by any other state agencies or departments. 

Upon consideration, we accept the company's settlement 
proposal of a $34,500 voluntary contribution and assurance that the 
company w i l l  implement measures to ensure future compliance. The 
voluntary contribution should be received by the Commission within 
ten business days of the issudnce daLe of an order approving the 
settlement offer and should include the docket numbers and company 
name. The Commission should forward the contribution to the Office 
of khe Comptroller for deposit in the Statc  of Florida General 
Revenue Fund. If the company fails to pay in accordance with the 
terms of the Commission Order, Certificate Nos, 2300, 5801, and 
3534 should be canceled administratively. 

Rule 25-4.118, Florida Administrative Code, requires that a 
provider seeking a customer's authorization to switch his or her 
loca l ,  local t o l l  or toll service to itself must first obtain a 
Letter of Agency (LOA) or taped Third Party Verification (TPV) 
containing the following information specified in Rule 25- 
4.118 ( 3 )  (a)  1.-5., Florida Administrative Cude: 

( 3 )  (a) The LOA submitted to the company requesting a 
provider change s h a l l  include the following information 
(Each shall be separately stated): 

1. Customer's billing name, address, and each telephone 
number to be changed; 
2. Statement clearly identifying the certificated name of . .  

the provider and the service to which the customer wishes 
to subscribe, whether or not it uses the facilities of 
another company; 

3 .  Statement t h a t  the person requesting the change is 
authorized to request the change; 

4 .  Statement that the customer's change request will 
apply only to the number on t h e  request and there must 
only be one presubscribed local, one presubscribed local 
toll, and one presubscribed t o l l  provider for each 
number; 
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5. Statement that the LEC may charge a fee for  cadi 
provider change. 

When our staff reopened Docket No. 000778-TI nn February 5, 
2001, its initial analysis of our complaint database indicated that 
QCC showed an increase in the nurnber of complaints closed as 
unauthorized carrier changes in the fourth quarter of 2000. 
Subsequent analysls of the complaints, with the associated TPVs 
when available, revealed a total of 22 complaints closed as 
unauthorized carrier changes for the period April 2000 to March 
2001. 

QCC's response states t h a t  of the 22 slamming complaints, four 
should be eliminated from f l i r t h e r  consideration. We agrcc w i t h  the 
analysis presented by QCC, that the four cases outlined in its 
response were not the result of QCC's actions and should be removed 
from consideration. Thus, QCC has 18 apparent violations of Rule 
25-4.118, Elorida Administrative Code, f o r  the period April 2000 to 
March 2001. 

In its settlrmeaL offer,  Qwest notes  that fourteen of the 
complaints involve the omission of one or more of the elements 
required by Rule 25-4.118 ( 3 )  (a) 1.-S., Florida Administrative Code, 
but that it believes the customer c lear ly  wanted to change his or 
her IXC service to QCC. Of the remaining four, one involved a 
keypunch error, and QCC was unable to locate the TPV or LOA for the 
last three. To settle the unauthorized provider change issue in 
this docket, QCC proposes t h e  following: 

1. A voluntary contribution of $18,000; and 

2. To take measures to ensure t h a t  all of the 

Florida Administrative Code, are captured on its 
TPVs . 
information required by Rule 25-4.118(3) (a) 1.-S., . .  

We believe the proposed settlement axnniint of $18,000 is fair 
and reasonable given the nature of the majority of the slamming 
complaints agains t  QCC. Our staff's investigations show that, 
though still deficient in some areas, the level of compliance of 
the TPVs from the period April 2000 to March 2001 has improved over 
those of the previous study period, December 1998 to March 2000. 
However, this settlement does not in any way preempt, preclude or 
resolve any matters under review by ally other state agencies or 
departments. 
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Therefore, we accept O w e s t ’ s  settlement proposal. Any 
contribution should be received by the Commission within ten 
business days from the issuance date of the Commission Order and 
should identify the docket number and company name. The Commission 
should forward the contribution to the Office of the Comptroller 
for deposit in the State of Florida General Revenue Fund. If the 
company fails to pay in accordance with the terms of the Commission 
Order, Certificate No. 3534 should be canceled administratively. 

Based on the foregoing it is 

ORDERED by the Florida Public Service Commission that LCI 
International Telecom Corp. d/b/a Qwest Communications Services and 
Qwest Communications Corporati on‘s settlement proposal regarding 
customer complaints set forth in the body of this Order is hereby 
approved. It is further 

ORDEUD that Dockets Nos. 010198-Ti? and 010204-TP sha l l  remain 
open pending receipt of the $34,500 contribution. The contribution 
will be transmitted to the Office of the Comptroller for deposit in 
L l l e  s ~ a L e  of Florida General Revenue Fund. it is further 

ORDERED t h a t  Docket 000778-TP shall remain open pending 
receipt of the $18,000 contribution. The contribution will be 
transmitted to the Office of the Comptroller f o r  deposit in the 
State of Florida General Revenue Fbnd. It is further 

ORDERED that if LCI International Telecom Corp. d/b/a Qwest 
Communications Services and West Communications Corporation fail 
to comply with this Order, certificates nos. 2300, 3534 and 5801 
will be canceled administratively. It is further 

ORDERED that upon receipt of the $34,500 contribution, or 
cancellation of the certificates, Dockets N o s .  010198-TP and 
010204-TP shall be closed. Upon receipt of the $18,000 
contribution, or cancellation of the certificate, Docket No. 
000778-TP shall be closed. 

By ORDER of the Florida Public Service Commission this 5Zh 
Day of SeDtember, 2001. 

Is/ Rlanca S. m 6  
BLANCA S .  mY6, Director 
Division of the Commission C l e r k  
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and Administrative Services 

This is a facsimile copy. Go t o  thc 
C o d s s i o n ’ s  Web site, 
~iL~u://wvv.rlorida~sc.com or fax a request 
to 1-850-413-7118, for  a copy of the order 
with signature. 

( S E A L )  

JAE /WDK 
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AL REVIEW NOTICE OF FWRTHF'R PROCr. 7p DINGS OR JrJDICT 

The Florida Public Service Commission i s  required by Section 
120.569(1), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply. This notice 
should not be construed to mean a l l  requests for an administrative 
hearing o r  judicial review will be granted or result in t h e  relief 
sought. 

Any par ty  adversely affected by the Commission's final action 
in this matter may request: 1) reconsideration of the decision by 
f i l i n g  a motion f o r  reconsideration w i t h  the Director, Division of 
the Commission clerk and Administrative Services, 2540 Shumard Oak 
Boulevard, Tallahassee, Florida 32399-0850, within fifteen (15) 
days of the issuance of this order in the form prescribed by Rule 
25-22.060, Florida Administrative Code; or 21 judicial review by 
the Florida Supreme Court  in the case of an electric, gas or 
telephone utility or  the First District Court of Appeal in the case 
of a water and/or wastewater utility by filing a notice o f  appeal 
with the Director, Division of the Commission Clerk and 
Administrative Services and filing a copy of the notice of appeal 
and the filing fee w i t h  the appropriate court. This filing must be 
completed within t h i r t y  (30) days after the issuance of this order, 
pursuant to Rule 9.110, Florida Rules of Appellate Procedure. The 
notice of appeal must be i n  the form specified in R u l e  9.900{a), 
Florida Rules of Appellate Procedure. 





... , .  . .  ..__. . .  . .  
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The Cornmisslo?. oreers : 
I. L C I  I R t e r n a t i o n z l  TeleCOm C o r p .  shall be 

f o r  ad zdmicircracive ponalcy of Sl.000 f o r  e r c h  o f  i ts  

( 1 2 )  v i o l a t i o n s  of Seccior ,  9 2 - s  or' che Public Service L 

lieble 
cwe lve 
W .  

3 -  
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& BEFORE THE CORPOILITION COMMISSION Of THE STATE OF OKLAHOMA 

APPLICANT BILL BUFt' iETT 
DIRECTOR C0E;SUMER SERVICES DLKS1ON 
OKLE3IOMA C0iL"ORAiION COMMSSIOF 

RELIEF SOUGHT: CO5TE'LPPT CAUSE ?io. CS990000008 
. .  . . . . .  . . . .  . _.;. : . 

\ "  
. ,  ' . 

. . . .  . . . . .  . . . . . . . .  . . . . . .  , . --.. -:: ,.&EX.&& , ;: . . .  . . .  ..... . \ . '  . . ,.:, . . ._. . -  . . . .  
_ -  .- . .  

. .  . .  . - .  , . c  

. . _  . :  .- . . .  . I .  .\ c . 
. . .  . .  

a. . .  

r n A L  ORDER 

BY T€E C O ~ S S I O Y .  

(.a4 of the rems of their senlernent agreemem which u e  sa forth in tbc FLndinp of Fact a d  

Cor.clusions of Law. beiow. Upon k i n g  advised of h c  terns o f  rho sectlcmcnt agrcmcnr., u t  

I 

_ _  5c- :s '99 1:':: - _  - 
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FWDWGS OF FACT AYD C9NCLUSIOPJS OF L . A ~  

:. Tris C a w  was iniaacd by the hp$icacon of Bill  bunt^. Cuecmr. C o m ~ c r  

S ~ I C C S  Division Oklshoma Cxporaaon C3miSi3r!!  seeking an ordcr for conrempt, alleging 

Comumcr Services Division (CSD) of rhc Commission we ives  ten (!O) ar mom cornpl~nrs 

fkom consumers in Oklahoma allegins bat R e s p o n h i  h x  engaged in acjons which are in 

violation of 17 0,s. $I 1 and OXC I55 56-1 1 - ! ,  md which cornpl.xinc;. d e r  avcstigatioa and 

~ ~ O S C C U ~ ~ O R  of a c o n m p t  procecdinng a p i m  Rtspondmr, Res;p&nt will pay an additional 









reinsuttd to the telecommunications service provider of such curnumar's chaice a~ no a n  cb tba 

Oklahoma residents. Respondents shall dsa w b m k  t3 the CSD suff for =view md rpproval 

media materials anC scripts t.h.11 arc utihtd by M n d c n :  solely For the purpose of mirrkcting 

6 



. ... - ,  - 

disappmval wihn Ihc M (LO) day period provided hertin. 

5 .  Beg- on Lie dare of this Order Ind coociOukg for .a peciod of  one year 

against i t  by m y  Gate or federal rqulamv agency; 

5 )  advise the CSD of the acquisition by RcqxxdcrLt o f  my company which 

has been issued a Cenificatc of Public C c n v e n k x c  ad Necessity :D provide 

tcleconcunicnriuns services in Oktahom.~ 

c )  advize *.e CSD quar.z~ky. ic s*zir,g, of any cc~nplaint whicr. ir receives 

From an Oklahoma customcr of Respondent alleglng chat such customer has had irs 

w l t c o m m d c a ~ m  s:Mce swirched to Reqorident without authorization. md sraring 

&e invcxigatiom made and actions taken by Respondent 1~ a mult of such complaiot- 

6. In Lhe event Respondent receives a wrinm or telephone communication from 

CSD rcqucsting information concerning any invtsri5a:ion being made by CSD. Respondent will 

q l y  in w n h g  to CSD w i t h  ten (10) business days scdng forth my urformstian which i t  hu 

available I ~ C  is responsive <O the CSD inquiry. 

7. This Order resolves any and all camphinu which CSD has rcc t ivd  witb rrspetr 

to Rtspondem h u g b  the date of this Order. incluC:ag, but not limited to. all c o r n p l a n s  w.0 

dIegations dcscrijcd i. the Amended Comp!aint. 

8. Dis Order docs not result I?. ~ r . y  finding of  conrernp! a@nsr R c s p n d c n t  h n y  

payment made by RLqmndenr p ~ u ~ t  to this Order is nor a fine, but a 9aymmt ro t he  

Commission mede pursuant 10 thc scdemcnf  2grcerr.ca: which t i c  p d c s  c n m d  inro. 



- ... 

[T [S FURTHER ORDERED BY "E COMMISSION chas the Findings of F a  and 

Conc)uicns of Law set iod? above are adoped as rhosc of the Cornmission. 

COfUCF'AnON COMMISSION dF OKLAHOMA 
I 

+d. &&y 

D E N S E  A. BODE. Vice-Chairmm 

BY ORDER OF THE C0,MMISSION. 

REPORT OFTHE ADMIPISTRATWE LA W JUDGE 

'The lomgcling is &e Report and Reccmnendation of the Adm*rive Law I-. 

APPROVED: 



'* 

i 

\ 

rea IC 
DaUd-E. Ftrguon AUorney for 
Owen Conrmunications Corp. 





*- 
\ 

i 

m RE: 



'. 



E. Lynn Grar, IC., Dk-zctclr 

. .  
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COMMONWEALTH OF KENTUCKY 
8EFORE THE PUBLIC SERVICE COMMISSION 

? 
_. 

In the Matter of; 

QWEST COMMUNICATIONS CORPORATION ) 

STIPULATION AND SETTLEMENT AGREEMENT 

This Settlement Agreement is made and entered into on this T- day of 
,.cLL. 2001. between QWEST COMMUNICATIONS CORPORATlON (-Qwesr) . 

and me STAFF OF M E  PUBLIC SERVICE COMMISSION ("Commission Staff). This 

Settlement Agreement is intended to resolve pending Cases Nos. 99-326 and 2000- 

229. 

WITNESS€TH: 

Case No. 99-326 

WHEREAS. on or about February 7, 1999, the Commission Staff received by 

telephone a consumer complaint from the owners and operators of Lookout Marine 

Sales ('Complainants"), which is located at 6590 Highway 127 South. Somerset, 

Kentucky. alleging that the primary interexchange carrier ("PIC) for the long-distance 

telephone service at their business had been switched from AT&T Communications of 

the South Central States, Inc. ('ATgT") to Qwest without their authority; and 

WHEREAS, the Commission Staff notified Qwest of the consumer complaint, bcrl 

Qwest was unable to provide any written or tape recorded authorization from the 

Complainants that property authorized the PIC change: and 



I .+ - 

I ’  
4 WH€REAS, on Aogrnt 12,1999, the Public Senrice Commission ( ‘ a m j s m n ‘ )  

issued a show cause Order in Case No. 99-326 against Owest in which found 

svffident evldtnce to kiWe that West failed to com& with the pmvisians of KRS 

278.535; and 

2 
4 

WHEREAS, Qwest responded 10 the Commission’s show cause Order, . . .  . . . .  . . . .  . . . .  . *-..:.. .. .‘ . -  
. . .  : .pqti=igat+~ . . . . . .  iq +..iof+I . . .  mn&e~iwithi=s&missioq .. ~ s t a ~  K ~ K  Noy&t~js+, $&, . . . .  

and provided to the Commission a copy of its %lamming Compliance Plan’ submifled to 

the Federal Communications Commission (TCC) fof FCC File No. ENF-99.tq; a d  

, . .e . . . .  . .  

WHEREAS. the parties hereto desire to enter into this Se3lernent Agreement b 

resolve the issues raised by the Commission’s show cause Order in Case No. 99-326, 

tCIe parties therefore enter irdo the stipulations set out below. 

Case No. 2000-229 

WHEREAS, on or about August 4, 1999. t he  Commission Staff received by 

tekpbone a consumer complaint from Cuong Hoang (‘Complainantm), who resides at 

385 southpoint Drive, Lexington. Kentucky, alleging that the PIC for the l o ~ i ~ ~  

telephone service at his residence had been switched from Sprint Cornmunicatlons 

Company (‘Sprint‘) to &est without his authority; and 

WHEREAS. the Cornmissbn StaR notified &est of the consumer complaint, but 

Qwest was unable to provide any written or tape recorded authorization from the 

Complainant that properly authorized the PIC change; and 

WHEREAS, on June 23, 2000, the Commission issued a show cause Order in 

Case No. 2000-229 against W e s t  in which it found sufficient evidence to believe that 

&est faited to comply with the provisions of KRS 278.535: and 



L '1 WHEREAS, West responded to the Commission's show CZIUSO Order, 

participated in an informal conference with Commission Staff held September 7,  2000, 

a d  pr~vidod infometion to the ammission regarding implementation of its 'Slamming 

CampEance Plan,' including FCC approval of the Plan in August, 2000, and 

. 3  
-' 

WHEREAS, the Commission Staffs review of Counts I-IV, VI. V111, and IX of me 
. - .  .. . . C  . .  

. . *. j+ ia,  m . i ~ w  = a u A ~ m i e r : p r G ~  - .  i i  -MA c ' ~ 9 h ~ n ~ i  'deted&j h i  ..-. :', . : . .  . .  - ,.:-. _ .  . . *  . . . . ~ .. 
dolatian of KRS 278.535 had occurred: and 

WHEREAS, infohation provided to the Commission Staff by Qwest at the 

informal conference indicated that the PIC changes identified in Counts V and X of %e 

June 23,2000 show cause order did not violate KRS 278.535; and 

WHEREAS. the parties hereto desire to enter into this Settlement Agreement to 

resolve t h e  issues raised by the sole remaining count of the Commission's show cause 

Order in Case No. 2000-229. the parties therefore enter into the stipulations wt out 

below. 

S - t b U l 8 t i O ~  

NOW. THEREFORE, the parties mutually stipulate as follows: 

1. Qwest is a relecommunlcatians provider' as defined by KRS 278.535, is 

authorized to do business in Kentucky, and is subject to the provisions and penalties of 

KRS 278.535 which are enforced by the Commission. 

2. Wrth respect to the PIC changes: 

a. O n  or about August 14, 1998, the PIC long-distance service of 

Lookout Marine Sales was switched to Qwest. and subsequent to the customer's 

- 3- 



complaint to the Commission, be PIC ser\lice was Switched back to AT&T on February 

9,1999; 

b. On or about May 1, 1990, the PIC long-distance service of Cuong 

Hoang was switched to West, and subsequent to the customets complaint to the 

Commission. the PIC service was .switched back lo Sprint on September 9, iggg., , . .  . . .  . . . . .  . . . . . . . . . . . . . . .  .- . *.: . .: . . . . . . . . . . . . . .  , . .  - :....-. 
'. . ... . . . . .  

>' ,, - , .,' 'Z . .3 ..... 'i '-i-n.&&f&anw. . .  . .  .. . . . .  
. . ... * .  

it to maintain for one (1) year a letter of agency or electroniuity m r d e d  tape 

authorizing the PIC switch by the customer. 

4. Owest acknowledges the fact that each PIC switch occuned. At the time 

of the PIC switches, Qwest used the services of third-party marketing and sales 

distributors of its telecommunications services to secure and provide the necessary 

customer authorization. In neither Case No. 99-326 nor Case No. 20f33-229 could me 
marketing 2nd sales distributor provide proof of authorization by the Complainants or 

Complainant. Qwst maintains that It has not wiltfully or repeaiedly violated KRS 

278.535 in either case. 

5. These stltipulations are pmposed by the Commission Staff and Qwtst for 

purposes of reaching settlement in Case No. 94-326 and Case No. 2000-229. In the 

event settlement is not reached, these proposed stipulations will be withdram. 

6. Nothing contained herein shall be construed as an admlssion of a violation 

of K R S  278.535 by Qwed. nor shall the COfnmkSiOn'S acceptance of this Settlement 

AQmment  be construed as a finding of a vidation of KRS 278.535 by b e s t  and me 

facts contained herein shall not be cited as precedent in,any other proceeding, except to 

enforce this Settrement Agreement 

I 

t 
- 4 -  



Aqretmcnt 

NOW, THEREFORE, West and the Commisshn agree that 

1. N O ~  tater than ten (10) days after entry of an Order appmving this 

Settlement Agreement. h e s t  agrees to make a voluntary contribution of TWO 

. .  

. c  

Thousand Dollars (52,000.00) for investigative costs . -  to the Kentucky State Treasurer in . .  
I . . . . , .e.-... :--. - . . . . . .  - - -  . .  

. - 'w- -&&t oi both &se ~~. '9S326a& C&rNo; 206ti22& .. 
1 .  

. .  

2. Payment of the voluntary contribution shall be in the form of 9 cashier's 

check made payable to Treasurer, Commonwealth of Kentucky," and shall be maled or 

delivered to: Office of General COUnSel, Public Service Commission, 211 Sower 

Boulevard, P.O. Box 615, frankfort. Kentucky 40602. 

3. This Agreement is spec i f id ly  subject to the acceptance of and appro-! 

by the Ccrmmission. 

4. Nothing contained in this Settlement Agreement shall be mnstrued as a 

violation of KRS 278.535 by Qwes;f nor shall the Commission's acceptan- of this 

Agreement be censvued as a nnding that Qw& violated the statute. Neither Qwest's 

agreement to the payment of a voluntary cantributian nor any other agreement 

contained herein shall be construed as an admission of a violation, nor shall it be 

construed 8s an admission by Q w m  Of liability in any legal proceeding or lawsuit 

arising out of the tscts set forth herein. This Settlement Agreement and the stipulations 

I contained herein may not be cited in any other proceeding or matter, except that they 

may be used in a proceedtng between the Commission and West to enforce this 

Settlement Agreement Case No. 99-326 and Case No. 2000-229 shall be terminated 

uDon the  entry of a Commission Order accepting the Settlement Agreement in 

I - 5 -  



.- . 

. .  

s&jsfa&n of &he show cause Orders dated August 12, 1999 and June 23, 2000, 1 .  

,P*. . .  
i 

ESpectively. -' 

6. H the Commission fals b accept and approve this Settlement Agreema 

In its entirety then these proceedings sham go forward and each of the terms of the 

Settlement Agreement, any matters raised during settlement negotiatioM, and the 

-. 
. . . .  . ... . -, - *. .. - ...- . . . 

. . - wntonts &the ~ r o S + c + t  men#wt notGbi;diq uwn & cif t k  sisif\5t4rj~.'. 
, I .  : .< . - . . .  - . .  . .  . .  

. . e .  

6. lr the Commission accepts and ado& this Settlement Agmerncmt in its 

entirety and entem an Older in these Proceedings to that effect, &est shall not apply 

for a rehearing of this matter or brlng any legal actin for judicial review of such Mer.  

AGREED TO SY: 

QWEST COMMUNICATIONS CORPORATION 

- 1  
Counsel for Qwest Communications Corporatian 

PUBLIC SERVICE COMMESJON Of KEXIUCKY 

I 

- 6 -  





COq 3< BEFORE THE PUBLfC Utl l l t iES COMMISSiON 
O f  THE STATE OF SOUTH DAKOTA 

IN THE MATTER OF QWEST ) ORDER APPROVIN (L 
COMMUNICATIONS, 1 ~ .  ) AGREEMENT REGAR 

ANTI-SLAMMIN 1 
) PRACTICE, OlSMlS 
1 MOTION AND CLO 
1 OOCUET 

RECEZVED JUL 5 1 TCOO-007 

On February 4. 2000. the Staff'CStaff) of lhe South Dakota Public Utilities Corn 
(Cornmisston) filed a Motion tu Assess Fines and Statutory Penatties against 
Commun~cations, Inc. (Qwest). Staff asked for the imposition of statutory fines and ptna 
m v e r y  of costs and the rwoafion af Qvvest's certfRcate of authorrty should the Comrnissi 
the acts of Qwest rufflcfent to mertt such adon. 

filed mth the Cammission. said A g m e n t  wresemg a compmmlse and settlement of tit 
On June 16.2060, an Agreement Regarding Anti-Slamming Practices (the Agree 

between Qwest and Staff. 

The Cammission has jutisddion in this matter by reason of Chapter 49-31, SDCL 

A: rts duty natlced June ZO, 2090. meeting. the Commisslon considered whether 
the Agreement Qwpst aDpeen3d t h u g h  ik local counsel of record. Robert Rittr. Jr. 
Staff recommended its approval 

and. SbCL 44-31-93.49-31-64 and 49-31-%, in particular. 

NRTHER ORDERED. that the tams and condltfort3 afthe Agreement shall be harp ed 

FURTHER ORDERED. thet pursuant to the Agreement. the rnotian of Staff as descri d in 

The Cammission unmimousb voted to approve the agreement. It is therefom 

ORDERED, that the Commssion approves the agreement; and it is 

into this Order by reference end a!bched hereto, the Same as if it was hlty rectted herein and shall 
as such be fully binding upon the parties to d: and H is 

h i s  Order shall be dlSmlSSt3d wlth prefuaice and the docket shall be dosed. 

Dated at Pierre. South Dakota. this 2d' day of June. 2ow. 
t 

BY ORDER OF THf COMMISSION: 



I 

I 

c .  

1. This A g r e e m e n t  Regatding V o l u t a r y  Practices 

( l * A g r e e m t n t " )  is entered i n t o  between the s t a f f  of the State 

South Dakota Xb1ic Otilities Commission and Qwest Commrrrsicat'ans 

2 ~ 

PUBLIC UTILSTSES COMMISSION 

IN TKE MATTER OF AG- REGARDLYG 
QmST COPPIVYICATIONS COWCXATION - m I - s - M m G  .PRACTICE 

TCO 3 - 0 0 7  
XNTRODUCTION 

cmrnercial and residential long distance ce lccomnica t ione  

s e n i c e .  

3. On February 3, 2000 the undersigned 

to ~ s s e s t s  Fines and statutory bed tic^, docketed as TCOO-007, 

and sioce that t i m e  the partiee have met and 

I 

the issues raised therein- 

4 .  ~t is expresely agreed and understood t ha t  West does 

i not admit to any violation of sta te  or Zr2eral l a w ,  rule Or 

regulation, wron+oiag, or liability of any kind on its part 0 

on the p a r t  of any af West ' s  officers, Zrectors. agenta, 

employees, representatives, independent contractcre, marketers 

or assigns, n o ~  does t h i s  Agreement constitute any finding of 

such violations, wrongdoing or liability of any kind on its p 

o r  03 the part of any Of West ' s  officers, directors, agents, 

emplg.ees, representatives, indepexdent contractors,  narkQtaro, 

I 1 

fluv u110d L S w O J J  mEE:LL 2 o 0 2 - 1 \ q a d  



or assigns. Indeed, m e e t  expressly denies such qongdoing 

11. QWWT VOLUNTARY ANTI-BLAMWIIPQ PRACTICES 

preferred interexchange and/or intraLATA carril:e 

( " P I C " )  changss, in effect, or as hereafter 

modified or amended. 

m e s t  shall require that each mest distributor. 

and each person involved in the marketing of 

Qwest ' 8  services review West's anti -slamming 

policiea periodically and affirm a r t  he or she 

understands the Advisory and w i l l  adhere to i:s 

contents. 

representative sign an Achowledgement confirniiq 

that  he ur ohe haa read the A d v i a a r y ,  undezetandls 

5. 

W e s t  w i l l  requize that every sales 

5 .  @est agrees to the following assurances provided 

t h e  South Dakota public Wtilities Commission in th i8  agreemt: 

E ) .  QUEST shall not  howingly submir to any loca: 

exchange carrier (.LE;C*) any preferre2 catr ic  

chaaqe request uclecss West has complied w i t 1  

State of S o u t h  Dakota anC Federal Ccmmnicatj 

its ccntetts, and will a2t',ere to the pol ic ies  

0 

t: 

el1 

Is. 

representatives that violatior-; of these policies 

are grounds f o r  terminatic::. 

1 Cmmiss ion (nFCCn) rules and orders concerning 

I C .  Q w e s t  will maintain a policy t h a t  any individual 

discovered to have forged a signature on a letzs t I 



e- 

to e m r e  i t  Fs complete and facial ly  v a l i d .  

LOA with an apparently lnwtlld o r  forged 

shall be rejected. If ar, LOA passes this facjal. 

f. 

Each 

signo.ttse ?, 

d .  

system by an independent third party. 

Qwest ehall maintain a "s tay  away" l i s t  of 

custcmers who have either (11 complained about 

of agency ( " M A " )  must be terminated immedia 

Qwest s h a l l  require that g a l e a  reprcsectativ 

transmit to Qwesz the LOA for  avery sale for 

s h a l l  ensure that consumers added to this liar 

remain on i t  f o r  a ninimum of one year. 

jely . 
I 

on internal reporting and t racking mechanisms tl 
monltor distributor performance with respect to' 

PIC disputes. Inadequate performance initialiy 

shall t r i bge r  m k Z l d a t 0 Y y  training a d  a d d i t i o n 1  

monitoring- Sf pe=foIsPance does not improve, 

Qwest shall respcnd w i t h  more   eve re rernec?ial 

meamrcs and, if performance continues to be 

unsatisfactory, w i t h  te-vination of thc 

d i g t r 3 u t o r  relationship. 

3 

I 



h. 

i .  

6 .  

Q W S t  shall require eve,? new distribut r 3 

disclose a l l  instances where it has been acn 

of slamming or other deceptive business prac! 

Qweet shall immediately terminate a dis tr ibut  

contract upon d i o c o o e q  of any inaccurate or 

incomplete dieclosures made by the distrlbutc 

west has oubrmtted a slammisg compliance pla 

the FCC, a copy of which is at tached to t h i s  

document as Exhibit 1. 

settlement, also agrees to the t ern  and 

conditions of t h u  plan. 

Further, Qcrest represent6 t o  the South Dakota 

?ublic Utilities Commission that it has insti 

cer tain remedial actions w i t h  regard to sales 

agent3 and telemartetero am contained i n  Exhi1 

which is attached to thfe  document, in part a: 

update to Exhibit 1. 

West,  as p a r t  of thi 

111. F l N U  8- 

West ahall  make a voluntary payment in 

sum of Fifty Thousand Do1h-s (SSO,OOO.OO), and pzy mst;  

pursuant to SDCL 49-31-96 to the South Zalcota Public Utilit:. 

Commission of a sum of TWO Thocsad, Five Hundred Dollara 

(52.500.00), t o  zeimburse them for the ir  coats of those 

proceeding3 specified in Docket TC00-007. These payments sha 

be in lieu of ar.y other f ines ,  penaltias, or actiom as might 

4 

ed 

ces . 

rt 

to 

h ed 
I 

t Z  

an 

the 

,e 



I .  
I 

axti? rlz d or i m p  ed. m d e r  SDCL 49-31-38, 49-3 -38.1, a,9-31 3 3 ,  1 
4 9 - 2 2 - 9 4 ,  49-31-95 and 49-31-96. or any other etatutes ax N e5 

under which t h e  South Dakota.Public M i l L t i e s  Commission is 

accing. The p a r t i e s  hereto further acjree t S a t  such p a p o a t  i 

fair and reasonable, in t h e  beBt intereszs of all parties 
I 
I 
I involved, arid an appropriate resolution of TCOO-007. 

I The crlceria addressed by SDCL 49-31 -94  show a8 7. 

f 0 l l O W 6  : 

A. 

B. 

C. 

0 .  

a6dresses the 

-5 

stockholdere' equity of over $7 billion. (Thi. is 

S i z e  of the company. Qwest bas t o t a l  

from pes t ' s  home page 199s financial report, I 
I; -:.' 

i - - 1  

attached 'History a€ Recent Complaints", wluch s 

artached to thig document as Exhibit 3 . )  

Allegsd prior offenses, compliance h i s t o r y :  s 

attached to t h i s  document as Exhibit 4 .  

Good f a i t h  in attempting to achieve compliance: 

~e atated above, Qwaet: has submirtmd a slamming 

compliance plan to the FCC and instituted cer' 

remedial actio- with resard to eale agencs and 

telemarketers, all of whic5 .  are attached 

Exhibits 1 and 2 a ~ d  incqrpcrated hera in  by t l-L 

reference. 

It i a  understood iind &greed :hat this aqreernent 

cases specifically cltcd II Staffla motion in t h i  

docket.  and m y  o t h a r  CXV=D f i l e d  a g a b t  Wesr pr fo r  to t h e  da 

this agreement becomes effective- All. of t h e  cane8 cited by I 

5 



chat could arise from any other complainto concerning similar 

mattere or claims or complaints of improper practices of any 

received by the Commission on or before the effective date of 

thls A g r e e m e n t .  Xcwevrr, this Agroomont docs not  address 

compensation, if any, which may be awarded by the Commission 

pursuast to SDCL 49-31-93 to Grider, Cichoa or the three u a n d d  

cumstomers of Suily Buttes Telephone Cooperative. 

6 

kind 

and complete resolution thereof a6 betwe= the parties hereto. if 



1 Furthermore, t h i s  Agreement shall not be final and effective 

untrl it i f3  approved and adopted by the South Dakota Public ' 
Utilities Commission, and if not BO adopted, it shall be of 'p 

IO. Staff  of the South Dakota Public Utilities 

 omm mission f u r t h e r  agrees not to assert Qwest'e business and 

marketing practices associated wLth PIC changes or associated 

cornplainte or disputes as grounds for op?osing issxance of 

certificates, trarmfer of certificates or o t h e r  regulatory 

approvals neceseary for the diveetiturz by Qwest of its locg 

distance business in the ata te  of South Dakota. - 4 - L C A T I O ~ ~ S  CORPORATICN 

By: mpk4fl 
/ 

Senior Vice President for W e s z  

STATE OF SOCK" DAKOTA 
STNF OF S O W  DAXOTA PUBLIC UTIUiI 

... 



NOVEM33E3 18,1999 



i '  



implementing to stmgtb the cffectivcnsss of its m toferance policy and UItimately to 

ctadicate 

Rlt 

inwived in the markdng of QweSrs s c n 5 c ~  must h e w  Qwtst's anfi-&g policies sct 

out in an Advisory and affirmtbath or she undcEsaJnds &e Advisory &d wiU adhen to its 

conmts. This Advisory explains the cammoo c8usc0 of slamming, idrntifying problem areas 

I 
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ATTACHMENT F 



. ,  
(. i 

Dcfedacr. I .  

JWUSDTCTIOW 

1 - fie Court has jurisdicdoa over this action =der A 4 S .  9 44-ij21 et scq.. the xr i zo~  

Consumer Fraud -4cr Titis acrion is brought to obtain civil p d u a  and acta  relief to pnvc 

unlawful acts and p m u c s  and to remedy h e  conduct alleged in rhis complaint. Venue 

in Pima Counry, .Arizona 

?. The Sup&or COW has jy-isdicdaa 10 enter appropriate orden bo& prior to and follorVing 

a deterrniuauon oflitjiIiry. ?ursuant to X R S .  3 4-4-1528. 
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ARIZONA 
DOCKET NO. T-02811B-04-XXXX 
QCC APPLICATION 
ATTACHMENT F 

. -  . .  

-ARIZONA SbTENOR COLRT 
COUNTY OF PIMA 

C20001927 

KENNETH LEE 



J 

I 

e 

s 
IC 

I 1  

13 

13 

I4 

I5 

16 

17 

18 

22 

23 

which does 'business in Arizona as a relecommuuicatio& service caniu. 

ALLEGAIIIONS 

a Defaware corporalm, 

5. Qwest marf?rets and provides mterstate and innasrate Ions distance service to Arizcna 

connZiners. Qwesr has engaged independear contzzctordthird-parry dismhuors who act as Qwcsr's 

tgenrs  to solicit ncw ~ ~ ~ l ~ r n e r z  for Qwesr. 

6. Be$drxS m apgroximateIy 1997 and continuing throu& 1999, the Stare of kana al[eses 

that @rest has in praco'ces in vioiazion of P L R S .  g 4 4 - 2 5 t l s  scp., which pracrices include 

the unauthorized nvirching of moria consumm' intasatc and haasrate Iong distance s m i t e  w 

Qwsr and the u~authorized billing ofXrironaconnrmers. Specifically, and amoa,o o t h e r s a r r ~ ,  h e  

Stare of Arirana allscs char Qwesr engased in rhe following: 

a Submitted primary interexchange c d e r  ('TIC") change orders based on forged 

. LO& to local exchange cazriers ("LECS) hc!udiig but not limited to U.S. W ~ S L  

b. Sl;bmkeC PIC ckmgc  odc iz  h e 2  on LOAS which coc*aiCed the sig-.of 

parties unknown to the Arizona subscribes whose long distance service was being 

4 

. c. Submined PIC change ordrrs when in fkt Qurert had no LOA or my ohci  

mrhorizadon as &e basis for ntbmitCing these orders. 

d. Engaged third ?any tekm&tting qents  who comcted (TOIXUZ=~-S k:r ::!?kc=: 

to setl consumers teIe=ommunic&ons service, and o f f e d ,  as an Irc:ndve. the F<; 

Free Ammka p r o g r a m ,  by whichconsumers who rayed as cussoue~s of Qwtsr :cr 

60 &F w n  c-ac+d IO rcc:ive iwo 6-et ai~lrnc tickets. h some cases, Qwest' j 

telemarkedng agents didnot infarm connrmm of &e ~ c n o ~  cormected to the 

inccztnvt and in ocher dses, did not provide consumers with their airline rjckcts. 

e. BilIcd subsm'bm. for fees amciared Wirh kserswe and in-t long distance 

servic: before dctcrmining whechathe PIC change would go thmu&otbe rcjcctc! 



by &e LEC based on a nrbscnbcr's PIC k e  

E Bibled subscnks for monthIy rrcrrrrir;g fks .wha the r&seZ& had pequ- 

that their accounts be cIosed andor deactivatad Q..ar sates thar it had not 

received the required clcmnic noscaaoo from the LEC iadicating that the 

subscn'bcr had canceIed his or her scrvicc with Qwex and setcctd a n o k  e a .  

3. At ai1 times ern h e w  or shouId have h o w n  that its actio= violated h e  Arizona 

:onsumer Fnud Act  

.. . .  . .  



CPA 99-172 
JANET rU.WLIT=tYO 

State or' Arizona. t i  rei. h e r  Nayotitmo, 
.%nomcy Genera; 

? I z in t i~  

F I L E D  

PATRICIA A. NOLAND, Ctuk 
APR 19 

c 2 0 0 0 1 9 2 7  - 'NO. 

Atrorney General 
NBREXN R IUITS - 
Assistant Anomey Ceueral 
Conrumer Protwrioo & Advocacy Sacdon 
400 W. Congress, South Bldg, Suite 315 
Tucson, . ~ ~ Q D R J  a3701-1367 
Teitphone: (520) 628-6304 
Pima County Computer 80- 36732 
Anorneys for Plainrift 

'fS. 

Qwest fommunkauons Inttrr2ticnal, he.. 
a Delaware corporation, 

c 

ARXZONA SUIPERXOR COURT 
- - COmTYOFPIMLG 

CONSEN KBG?A€rn 

KENNETH LEE 

~~ 

The Szate of&uona, having filed ii campi& d.l~&g violztidons of the Arizona Consumer 

Fraud Act. AR5.  $4-1521 5 m., and Q-vm Comunicacions Internariorial, Inc., 3 Delawac: 

:orporacion. having accepted service of rhe compIai~t, having btrn fully ad./ised of irs ri&t to trial in 

his maner. and having waived char r i $ ~  -aimis the jurisdiction of rhis Cow over the subject matter 

md rhc ?anits fardw p q o s c  a i e m y  of Lhis comentjudmenc and acknowitdscs Qatjwkdiction is 

ecainri by rht C o w  for purpose of d o r c c n n t  of &e consentjudpcnr. 

BACKGR O W  

I. For p ~ ~ o s e s  ofthe consentjudpenr, the following Qiinidons apply 

a. "Qwesr shall- m m  Qutesl Communications Inremadonai; he., Qwesr 

Communicauons Copomion. LCI Intrmadonal Telecom Corp.. and t n y  

- ~ ~ ~ O Y C C S ,  independent c o n ~ t o d t h k d  party dkiburon, o e agars, and e v w  
R EC z I &5 

- Apa 1 2 :q 
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for or on bekdf of @a 
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17 

18 

23 

2c 

21 

21 

23 

25 

26 

1 33 
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I 2 

I \ 

J 

9 

10 

11 

I 3  

13 

14 

15 

16 

L ?  

35 

26 

27 

23 

I 

orders now in cffecc, or as are modified or amended, before submitrho a PIC chanse d e r  

to any local achaxlgc C&tr. 

7. Qwcszshall obtain the exbressauthorizarionofaaArLronasubscnberoranthorizedparry 

before submirdng a PIC change order. 

8. For apcriod of cwo ycars h r n  the dare rhc C o w  s i p  dris cownrjudgnent. ifusing 

an LOA in fgct-t-f=e markcdng as the basis for -submining a PIC chase  order for an &zona 

consumer, Qwsrst SWl, before iubmirdn_n 3 PIC change order, match the subscriber's name and 

rigamre on the LOA to the m e  and sigranac on &e subsmber's p i c m  idmafiaion kt addiuoo: 

ZL @esr shall note on &e LOA rhe Q)PC of picture ideadfktion provided by the 

. subsuhr, e.%. an Arizona driver's licmse. 

b. Qwcst shaE w i t =  the agcn:'j name mdcompanyon rhe LOA so char Qwesrcan a: 
. comc-rdissadsf~cuun wichapk*culara;msacriondirdy to tbef&esigentwho 

, handled the -ooa transaction. @est shall follow the same procedure if its 

. employes conduct che mxjcedng. 

c. Qwesr shail rccain LO& for a p&.d of two -yzas  OM rke &re &e .*ana 

collsumer sigs &e LOA. 

9. Qwat &a3 prohibit its asairs Gom offering a y  uavti inctndve, including bur not 

Limited to the R' Free Amcn'ca program, to any &%?oaa cot~sumcn: as an hccorive to Switch 

iefecoma~cadons ~erzict  IC Q w s r  Withoui discloShp allmaterial terms and io~diriom of &e offer. 

10. Qwesr shdI not bill Ari.rona subscriiers for Qwest reIccommuPicadons :C&CC until 

such time that west cxpressiy ascertains tiom the LEC whether the subscribers have PIC h e s .  

1 1. west 3hall pmmpdydiscon&.uc billiug hcuonaiiubscribcrs foranycWscs,tncluclino, 

~ U Z :  DOC timired to the rnorrhly fee, as soon as rat iva  elecaouic uotificadou h m  the U C  chat 

a subscriber bas canceled his or her telnommunicaaons scrvict Wich Qwai  ana stftcred anorher 

:aniet. Xorhing in this p-h prohi'bics Q Y I S  b m  billins for services r u d d  prior to Qwcst's 

:eceipr of such R O ~ S ~ O C L  - .  
* 11. Wirhin thirry (50) days of Sipins this conrcntjudgmenr., Qwtx sh;JI &c, as nedcd, 

u sales and training manuals. whether provided to Qw- employtts, independedr contracrodthird 

1 
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36 

27 

25 

PIC dispures aed attrcr with @at or a l o a  exchange carrier by Arizona eonsumq ciassikuiou 

ofthe basis for the disputes, and classification of the dispute rrsoIurion, six (6) mouths-hm the date 

onwhich the Corncsi~~econsentjud~~~crerysix(6) rnontbsthtna)crforapcriodofnvo 

(2) Y==- 

15. Within sixty (60) clays of &e h e  &c Court signs the consat judgmenr, Qwerr: &a11 

contact, via iLsr c l w  mail, each c o ~ s u ~ l e r  whose long disucce service wy chansed since Januay 1, 

1999 -&ow$ the dare rhc c o r n  sigs t?iS judgmaxc as a r e d c  of marketing by aay agut set ouc in 

Exhibit A and who disconnected such scrVicc Wirhin Siny (60) days. The letter s b i l  inquire whetha 

&e subscriber in fact authorized the change in Iong dislance service io Qwm. Ifthcsubscnf>cr did not 

authorize the change and bs not received a refund from Qwm, he or she mi be dirrcted by the letter 

to r e m  a prepaid postcard within thirry ( X I  dayj of the posanark on Qwesr’s Icrter. In nsponsc, 

QwesrshaU. Withic thirty(3Oj clays of l embg  thar thesubscritKrdidaorau&cri=c &e c h g e ,  procidc 

a refund to each subsm3er to kcIude: .. 
a -4 rr-radag of the chaqes the eousutncr incurred for long discvlce &.c!ering ?he 

time of the uiiauttorked cfian,oe to Qwcst t3 my iov.vti fate th-= Nbscrihe wou!sl 

have bees c h q t d  by its prior carrier fit hose cails during rhaz rime period; 

b. Any switching fees Kuibutable to &e unamhorizd chaagc; and 

c. Should Qwar deny a COIIS~UIIU~S rquesr. for a rebd,  it shall provide to the Attorney 

G c n d  within ten (10) d2ys ofdenying the requar, the writsen r w n  for the denial. 

+est shall ac the same &e provide to the Aaorney General &e amount in dispure, 

a copy of the itlevant LOA or other proof of  v&carioa of aziy long disraacc 

telephone carrier change, and d ~ y o r h e r  evidence that Qwen has used to subsandare 
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4 
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I1 

12 
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15 

16 

I7 

18 

19 

20 

21 

32 

l 24 

~ 

25 
I 

36 
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19. Within rhirty GO) days of a wrinu request by rhc Aaomcy GacraI, Qwesr shdl 

mux retain as set out 

&e conscatjud$mat & w e .  along With copies of such orher documents as the Aaomey General 

shall from h e  to h e  da&e are necessary to CIISIXC compliance with the consent j u d g x q  

inclusiins, but not limited to, advertisements, Sacs scripts, mRnlrarc orprcscntations, written aivisories 

to sales diSaiburorS add ~ I I K S  and required responses fo &me advisoncs, LOAS, PIC change L-CCO~S, 

billin3 records, and all Arizona consumc~ complaints ~ c € u ~ ~  those forwarded by gow~~ment  

qencies, the BBB, and those filed dkciy wiQ Q w s  The record of consumer complaints shall 

kcIude the name, address and teiephoue amber of each complainant, &est’s response, and the kal 

disposinon of each complah 

prowrL< to &e Attorney General‘s W c e  rrcords, to include those which 

20. Fursuanc to .US. 944-1534, Qwcsc shaLl pay and deliver to the Arizona Atrorney 

General, along wih &e signed consat jud&nq &e amomr of one hundred sevenry-fi~c thousand 

dollars (Sl?~.OOO.OO) in the form of a check niade out to the Arizona Anoney Genera? for casu of the 

h~esdguicm and anorneys’ f-. 

21. Qwest shaIl cooperare with the h o r n  Attorney GeIleraI lo fund in an amount to be 

d e r e d d  by &e Arrorney G e n d  within %en days of the ELLS of this consent judgnenk the airing 

of public service aar1omcemt~1ts and/or for pnprams of public education ?he M o n a  Amroey 

Gmerai shall inform @est within Sixty (60) &ys of the sipiris of the consencjudgneat the form the 

public servict announctmu~~ andor pubtic education shall take Wirh re@ to the public scrvict 

~ o u c c ~ e n t s ,  QVIesr and &c Anor;le:i G m d  dl agree OQ &e public s d c t  aunounctmexi to 

be provided, which @at will then devise at its own expense- 

22. The panics arknowled~e and - rfiar rhis c o ~ e n t  j u d s c n t  shall consdmrc Akil and 

6naI rertlemcnt betwcu thc Arkom Amrney G e n d  md Qwes only as to tbe rrmnk-s described in 

the ab~ve-captionedpmc&ding under ARS. $461521 3149. andforanycomplaiau concerning those 

rnatLes received by the Arizona Anorney G c a d  based on conduct on ot Scforc the effecdve dare of 
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25. Qwtst shad not represent or kpIy that the SWe oCArimna. or the Anorney C e a d  

or any agency thereof has approved any p o d  or service sold or offacd by eat in Arizona or bas 
approved any of @est's pas: present or hrure b u s i n s  practices in .*kana and Q w a  is enjoined 

firom dirctx~y or indirccr~y rsprtscnting anything to the contrary. 

23. Jmisdicdoa is rerained by this Corn forrhe puxpasc of tlforcing the consentjudgmqlt 

&est to enter into the consent judgnenS and rhat @est enfrrs into rhc comtjudpcnt  voluntarily, 

md 

3. Achowledgs &af the Stare's acceptartce of the consent judpent k soleIy for the 

nupose of serbg  this action agdnsr Qww. with the exccption of the jets and pncdccs which 

vxurredpnor :a the dace ofthc consemjudgncnr and whkb arc the subjcct of this consenrjudgmar 

mdcr.QRS. 3 -X-ISZl gm.. ennyofcheconsenrjua-emat doesnorpreclude the Scateoranyofirs 

)Eccrs, ag,cnts or any subdivision themf fiom instirudng my ocher procctding thar may be 

lppropriare uow or m the firure, hcludia,~ acrion to afore: the Z C . ~  ofthe consenc judFent  
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.APPROVED AS TO FORM &W C O W 3 T :  

J A W  NAPOLJTAVO 
Attorney GenmI 
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12. MTMarkecing * 

13. Pacific & Son 

14. Paradigm 

15. Quintel Commtnicauons 

16. Qubtcl Fly 

17. RMH Intrmaticnll 

IS. RMH Internaaod Ciry 

19. RMH Teleservic: 

20. Silverback Upbat 
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122. Telerouch 
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KELLEY DRYE i WARREN LLP 

A YmD Uu*m P- 

1200 197" STREET, N.W. 

SUITE: 500 

WASHINGTON. D.C. 20036 

April 11,2000 

* A U I Y I L C  

Noreen R Ma&. EsquirS 
Assistant Anorney General 
Consumer Protection & Advocacy Section 
State of Ariruna 
400 West Congess 
South Building 
Suite 3 15 
Tucson, Az 85701-1367 

Re: Owest Communicarions. International. Inc. 

Dear Ms. Matts: 

As promised in my letter dated Apni 6,2000, attached is rhe payment described in 

Please call if  you have questions. 

8 30 of h e  Consent Judgment with Qwcst 

S incercl y, 

S A 4 p b  

Enclosure 



KELLEY DRYE 6 WARREN CLP .. NOnenRMatts,Esqln'n .. 
April 11,2000 
Page 2 
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bcc: CaroIKUhnaw - - ... 
Mark Pitchford 
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No. cv 074 

STATE OF COhiECTICUT 

12- 

’ STATE OF CONNECTICUT : SUPERIOR COURT 
110 Sherman Street - .  

i Hartford, Connecticut 06105 : COMPLEX LITIGATION DOCKET 
I 

I : 

Plaintig : JUDICIAL DISTRICT OF 
: TOLLAND 

V. 

QWEsT COMMUNICATIONS 
NIERNATIONAL, INC. 

1801 California Street 
Denver, Coiorado 80202 
De fendant : AUGUST2001 

I 

FINAL JUDGMENT ON STIPULATION 

This action. by writ and complaint, claiming injunctive relief, civil penalties, and 

restitution, came to this Court on December 14, 1999, and thence to January 3,2000, when the 

Court (Booth, J.) entered a Temporary Injunction on Consent, and thence to the present time 

when the parties filed a written stipulation that judgment be entered as hereinafter set forth. 

Plaintiff, State of Connecticut, and defendant, Qwest Communications International, Inc, 

(“Qwest”), by their respective attorneys, having consented to the making and entry of this Final 

Judgment on Stipulation (“Stipulated Judgment“), without admission by either party with respect 

to any issue of fact or law, other than with r e g d  to jurisdiction as set forth in Part I of the 

Stipulated Judgment, and Without this Stipulated Judgment constituting evidence of any 

. .  



. .  . 

I 
I 

f .  i i  
I 

: i  . : i  
.. 
. I  . I  

admission of any party hereto with r e s p t  to any issue of fact or law, other than with regard to 

jurisdiction as set forth in Part I of the Stipulated Judgment. 

Now, thcr&forc, bcforc any testimony has bccn takcn, without trial and without any 

. 

i I hereby 

it 

admission by the defendant of any wrongdoing and upon consent of the parties hereto, it is . 
! *  .. 

‘ i  

; I  ORDERED, ADJUDGED AND DECREED as foiiows: 

I. JURISDICTION 

The Court has jurisdiction over the subject matter of this action and of the parties hereto, 

pursuant to Conn. Gen. Stat. 9 42-1 10m. 

11. DEFINITIONS 

For purposes of this Sl,pIated Judgment, the following definitions shall apply: 

A. “State” means the State of Connecticut. 

B. “AGO” or “Attorney General” means the Attorney General of the State of 

Connecticut. 

C. “DCP” or “Consumer Protection” means the State of Connecticut Department of 

Consumer Protection. 

2 
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1 
:: 

. .  1 ‘ I  

1 
I 

I 

I 
D. “DPUC” or “PubIic Utility Control” means the State of Connecticut Department of 

‘ 

Public Utility Control. 

E. “Qwest” means Qwest Communications International, Inc. and m y  of its subsidiaries, 

branches, divisions, departments or groups; any corporate predecessors, successors, precursors or j 

> I 

I 
’ forbearers of Qwest Communications International, Inc., whether purchased, merged or 

otherwise subsumed by Qwest Communications International, Inc.; any other entity, subsidiary, : 

parent. successor, assign. or affiliate, controlling or controlled hy Qwest; and any employee or I 

agent of Qwest. 

! 
! 

! 

! 
F. ‘LConsumer,’7 unless otherwise specified, means any Connecticut consumer who has ; 

. been, or may be billed, directly or indirectly, by Qwest for charges related to long distance 

’ i  services. 

G. “PIC Dispute Complaint’’ means a complaint that Qwest switched the consumer‘s 

long distance carrier for interstate, intrastate, or both to Qwest without proper authorization. 

H. “Billing Complaint’’ mcans a complaint that Qwcst continued to bill tlie cunsurner fir 

charges related to long distance service, which charges were incurred during a period after the 

consumer had switched to another carrier. 

I. “Known Consumer Complainants” means each former or current consumer, who made 

either orally or in writing, to the AGO, DCP, DPUC, Federal Communications Commission, a 

local exchange carrier, or directly or indirectly to Qwest, any or all of the following: 

3 



I. a PIC Dis,-utr Corcplaint; 

2. a Billing Complaint; or 

3. a complaint by a consumer as idcntificd in Appcndix A. 

Such Known Consumer Complainants are the consumers identified in Appendix A hereto and the 

consumers previously identified to AGO by Qwest pursuant to Qwest’s search of its internal : 
., 
: i  . 

I ,  !! 
!; 
I f  
I 1  records for all PIC Dispute and Billing Complaints from January 1, 1998, to present. 
:; 

.. 
J. “LEC” means local exchange carrier. 

K. A “preferred carrier” or “preferred interexchange carrier” (“PIC”), commonly referred ’ 

to as a “long distance provider,” means the telecommunications carrier chosen by an end user 

consumer to which trallilic from the end user consumer’s location is automaticalIy routed by a 

’ 

; 
1 ;  

I 

I :’ : LEC. In Connecticut, a consumer may have a different preferred carrier for local exchange, 

t :  . 

! 
I 
I ’ carrier to a LEC requesting R change of a consumer’s preferred interexchnngc and/or intraLATA I 
I 

intrastate long distance aiid interstate !ong disbnce service or traffic. 

L. “PIC Change Order” means an order or request transmitted by an interexchange 

carrier; 
I 

M. “PIC Block” means a request by a consumer to a LEC to prevent a change in his or 

her preferred carrier selection unless and UntiI the consumer gives the LEC his or her express 

consent to the change. 
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. I  

I ;  

N. “Letter of Agency” or “LOA” means a letter of agency form as set forth in 47 C.F.R. 
. .  

5 64.: 130, as existing at the time a carrier change was made, as presently enacted or as may ! 

subsequently be amended or modificd. 

0. “TPV” means a third-party verification of a consumer’s authorization of a PIC 

I : Change. 

P. “Distributor” means a third party entity engaging in marketing of long distance I 

telecommunications services to consiimers on behalf of Qwest. 

Q- “Days“ means calendar days, unless otherwise specifically noted. 

R. “FCC” means the Federal Communications Commission. 

! 

! 

S. “FCC Consent Decree” means the Consent Decree adopted by the FCC on or about 

M y  19,2000 In the Matter of Qwest Communications International, Inc. Apparent Liability for 

Forfeiture, File No. ENF-99-11, NAWAcct. No. 91 6EF008. 

111. INJUNCTION 

A. Pursuant to Corm. Gen. Stat. 6 42-110m(a), Qwest is hereby enjoined and 

restrained from directly or indirectly: 

1. Submitting PIC Change Orders to LECs to transfer a consumer’s preferred 

carrier(s) to Qwest, unless Qwest complies with applicable FCC Regulations and Orders 

5 



.. * I  i !  .. 
5 ,  .. 
I .. 

‘: 

and Conn. Gen. Stat. $1 6-256i, as presently enacted or as may subsequently be amended I 

or modified. 

2. Failing to obtain valid authorization from a consumer, as rcquircd by 

Conn. Gen. Stat. -§16-256i, 47 U.S.C. 9 258(a), 47 C.F.R 9 64.1 100 et seq. (1999) or 

FCC orders, now in effect, or as hereafter are modified or amended, before submitting a 

PIC Change Order to switch the consumer’s intrastate and/or interstate long distance 

carrier. 

3. Failing to verify a consumer’s alleged authorization to switch intrastate 

and/or interstate long distance carriers, as required by CO-M. Gen. Stat. §16-256i, 47 

C.F.R. $64.1 150 (1999)’ or FCC orders, now in effect, or as hereafter are modified or 

amended. 

4. Failing to comply with FCC information and disclosure requirements for 

LOAs pursuant to 47 C.F.R. $ 64.1 160, as presently enacted or as may subsequently be 

amended. 

5. Forging or causing to be forged a person’s signature on a LOA that 

purports to give a consumer’s consent to change the consumer’s intrastate andor 

interstate tong distance provider to Qwest. 

6 



5. Faisifj-ing Oi cz~siiig to be falsified any TFV that p~qmrts to verify a . 

: consumers’ consent to change the consumer’s intrastate and/or interstate long distance 

providcr to Qwcst. 

7. Failing to comply with 47 C.F.R. $5 64.1 1QQ(b) and 64.1 160(e)(4) 

( 1  999), as may be modified or amended from time to time, by using LOAs or marketing i 
techniques that do not include separate statements for selection of intrastate and interstate ! 

long distance carriers. , 

i 

8. BilIing or causing any consumer to be billed, for “dial 1’’ long distance 

service, or charges related thereto, such as monthly fees, Wes  or other charges, unless 

Qwest has received notification from the LEC that the LEC has accepted the PIC Change 

Order submitted by Qwest for that consumer, or Qwest has received long distance traffic 

routed from the LEC, indicating that the consumer’s intrastate and/or interstate long 

distance camer has been switched to Qwest. 

9. Billing or causing to bc billed any coisunier for charges related to “dial 1” 

long distance service, such as monthly fees, taxes, or other charges, after Qwest has 

received notification from a LEC that the consumer has switched long distance service to 

a carrier other than Qwest. 

10. Representing to a consumer that the consumer’s account will be referred to 

a collection agency and/or reported to a credit rating agency when the consumer disputes 

7 
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I 

3 :  :, 

that Qwest was authorized to provide “dial 1” long distance service, unless w e s t  has 

provided the consumer with proof of authoriatim, or with reasonable access thereto, and 

an opportunity for the consumcr to rcspond thcrcto, and has subsequently determined the 

validity of the authorization and that the charges were properly authorized 

11. Refenring an account to a collection agency or notifying a credit rating . 

agency of a consumer’s failure to pay charges, when the consumer disputes that Qwest 

was authorized to provide “dial 1” long distance service, unless Qwest has provided the . 

consumer with proof of authorization, or with reasonable access thereto, and an 

opportunity for the consumer to respond thereto, and has subsequently determined the 

validity of the authuriziition and that the charges were properly authorized. 

i 
f 

i 

12. Billing any consumer in excess of Qwest‘s rates filed with DPUC. 
I 
I 

B. Qwest agrees to implement and/or continue to use those anti-slamming and 

customer-care policies and procedures agreed to in the FCC Consent Decree during the effective 

term of such consent decree. 

C. Qwest, whether acting directly or indirectly, is enjoined for one ( I )  year from the 

entry of this Stipulated Judgment, from soliciting or causing to be solicited, by mail or 

telemarketing, any Known Consumer Complainant, unless such consumer requests to receive 

such solicitations or is a Qwest customer. 
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D. Qwest shall take all rcasonabie steps that are necessary to ensure that Qwest has i 

trained customer service staff to correctly respond to consumer inquiries and that Qwest 

promptly assists consumers in resolving thcir disputcs ovcr billing and/or carrier clia~iges, 

including but not limited to: 

! 

i 
I 

develop practices to ensure that qualified personnel are available during regular business i i 

1. Qwest shall review and, as necessary, revise its written policies and 

hours to receive, and if pnssihle, resolve all customer inquiries, requests, and complaints. 

2. Qwest shall review and, as necessary, revise its written policies and 

develop practices to ensure that for consumer inquiries regarding the basis for a carrier 

change to Qwest, Qwest shall provide the consumer within fourteen (14) days either a 

copy of any LOA, if the carrier change was based on an LOA, or With reasonable access 

to any third party verification, if the camer change was based on inbound or outbound 

tetemarketing. Qwest also shall advise the consumer to inform Qwest if the consumer 

continues to disputc the basis for authorization. 

3. Qwest shall review and, as necessary, revise its written policies and 

develop practices to ensure that PIC Dispute and Billing Complaints are resoived as soon 

as practicable, but in any event no later than forty-five (45) days from the initial 

complaint. These timelines will also apply to PIC Dispute and Billing Complaints for 

which DCP, DPUC, or AGO contacts Qwest on behalf of consumers. 
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.. 

E. Within thirty (30) days of die entry of this Stipulated Judgment, Qwest shall take 

aI1 reasonable steps that are necessary to ensure that consumers do not have their credit adversely 

affcctcd by nonpayrncnt of Qwcst charges for unauthorized scrvicc, or other unauthoriad ! 

charges, including but not limited to: 
i 
I 
I 

1. Qwest shall notify all collection agencies to refer back to Qwest all 

accounts associated with the Known Consumer Complainants and with all complaints 
i 
1 

generated pursuant to paragraphs IV(D)(%) and ( 3 )  inf;n, until such time as it is deter- 

mined whether any such accounts are subject to credits or refunds pursuant to paragraphs 

I 

I 

I 
I 

! 

IV(F) and IV(G), in3a; and I 

2. If any Known Consumer Complainant or any consumer who makes a 

complaint pursuant to paragraphs IV(D)(2) and (3) inpa, notifies Qwest that a credit 

rating agency’s records regarding such consumer contains adverse information related to 

Qwest charges, Qwest shall issue any and all necessary retractions and/or corrections. 

3. For the accounts referenced in the preceding paragraphs that are referred 

back to Qwest, Qwest shall comply with the procedures in paragraphs IV(F) and IV(G), 

inj-u. Qwest shall not resume any billing or collection activities unless and until Qwest 

fully complies with the procedures set forth in paragraph IV(F) and IV(G), infiu. 

10 
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: 

IV. PAYMENT OF PENALTIES, COSTS, FEES, AND CONSUMER RESTITUTION 

Within ten (10) days of entry of this Find Judgment on Stipulation, Qwest shall A. ’ 

pay to the State of Connccticut the total ~II I I IUU~L of $ 1 . 1  million. Payment shall be by check 

made payable to the “Treasurer, State of Connecticut,” and shall be delivered to the Office of the , 

Attorney General, 1 10 Sherman Street, Hartford, CT attn.: Phillip RosLlno, AAG. Of this total 1 
1 

amount, $800,000.00 shall constitute civil penalties. In lieu of Qwest’s payment of costs and fees, i 
I incurred by the State in investigating and prosecuting this action, $300,000 of thc total amount 

shall be set aside, of which S 150,000 will be deposited in a find maintained by the AGO for 

consumer complaint resolution programs, consumer education, or consumer protection 

enforcement and litigarion and %150,000 ofwhich will be deposited in a fund maintained by the 

DCP for consumer complaint resolution prognms, consumer education, or consumer protection 

enforcement and litigation. 

i 

i 
i 

. B. Qwest hereby certifies that any and all consumers who were billed a recumng 

monthly fee during their first partial month of service for thc “Qwcst Counldown,” “Qwest 1500 

Package” and “Qwest Tri-State Calling Plan,” where service was initiated prior to October 26, 

2000, have been ’fully credited andor refunded. If a consumer has not been fully credited andor 

refunded, Qwest shall issue a full credit or refund within twenty-one (21) days of written notice 

to Qwest. 

11 



C. Qwest herety certifies that any and all consumers who were billed by Qwest for 

charges related to long distance services where Qwest biIled the consumer even though there was 

a PIC Block on the consumer's telecommunications linc(s) havc bccn fully credited aidor 

refunded. If a consumer has not been fully credited andlor refunded, Qwest shall issue a full 

credit or refund witbin twenty-one (21) days of written notice to Qwest. 

D. Qwest also shall provide hlI restitution in the form of a refund, or a credit if 

charges have not been paid, if a constimer is entitled to such reknd or credit pursuant to 

paragraphs IV(F) and IV(G), inja, for each and every: 

(1) Known Consumer Complainant; 

(2) consumer who makes a PIC Dispute Complaint or Billing Complaint 

within ninety (90) days of the entry of this Stipulated Judgment with either 

AGO, DCP, DPUC, a LEC, or directly with Qwest; and 

consumer who responds to the Consumer Letter within forty-five (45) 

days of thc mailing of the CoIisumer Letter. 

(3) 

E. Within forty-five (45) days of the entry of this Stipulated Judgment, Qwest shall 

forward by first class mail, postage prepaid, a letter (the "Consumer Letter"), a copy of which is 

attached to this Stipulated Judgment as Appendix B, to each consumer who from January 1, 

1998, to the date of the entry of this Stipulated Judgment had his or her long distancc scrvice 

12 



. switched to Qv~est acd who subsequently disconnected Qwest long distance service for another 

canier within ninety (90) days of the initiation of Qwest servicc. 

i 

F. For each consumer identified in paragraph IV (D), supra, Qwcst shall investigaie 

such complaint. Except where Qwest denies a credit or refund to a consumer pursuant to 

paragraph IV(G), irzpu, Qwest shall reimburse consumers as follows: 
! i  ! 

i i 1 !i 
i !  .. 0 .  

:. 

I i .  
-1. Qwest shall provide a credit in the amount equal to all outstanding charges ! 1 

billed to that consumer, including but not limited to any charges for or related to long ! 

i 
distance services, less any credits or refunds previously granted to the consumer. If any i 

i 
such consumer has paid monies to Qwest on account of such charges, then, in that event, 1 

i . I  

.. .. 

Qwest shall provide a refund to the consumer of such amount actually paid, less any 

refunds previously paid to the consumer. 

2. Qwest shall issue a credit to the consumer or mail a refimd check as soon 

as practicable, but in any event no later than forty-five (45) days from receiving the 

complaint, or in thc cast of a Known Consuiiicr Coiriylairiant no later than fony-five (45) 

days from the entry of this Stipulated Judgment. 

G. Qwest may deny a credit or rehnd to a consumer identified in paragraph IV@) 

above if Qwest determines after investigation that (I) such consumer's receipt of services from 

Qwest was properly authorized; or (2) the consumer was properIy billed by Qwest for services 

rendered. Should Qwest deny a credit or r e h d  to a consumer identified in paragraph IV@) 

13 
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' !  

:I i i 

I 

I: 

, 

above, it shall provide both the consumer and the Attorney General written notice of the denial 

(the "Denial Notice") as soon as practicable. but in any event no later than forty-five (45) days 

from thc entry of this StipuIated Judgment for Known Consumer Complainants and no later than 

forty-five (45) days fiom receiving the complaint for all other consumers identified pursuant to ; 

paragraph IV@). If Qwest does not issue the Denial Notice within forty-five (45) days of receipt 

of the consumer's complaint, or in the case of Known Consumer Complainants within forty-five 
! 

(45) days of the entry of the Stipuiated Judgment, thc rcqucst is deemed granted. With Uie I 

Denial Notice, Qwest shall provide a written explanation of the denial, including the consumer's : 

name, address and telephone number, the amount in dispute, a copy of the appficable LOA or a 

. 

i 

way to access a TPV recording, including but not limited to toll-fkee telephone access, and any 

other evidence that Qwest is relying upon to substantiate the denial. The Connecticut Attorney 

General or his designee shall be the final arbiter of whether a consumer is entitled to restitution 

and the amount and timing of that restitution in accordance with the eligibility requirements 

established in this Stipulated Judgment. Qwest shall include as part of the Denial Notice 

notification to consumers that such denials will be forwarded to the Attorney General and that 

the Attorney General is the final arbiter of any such denials. Additionally, Qwest shall noti@ the 

Attorney General of any disputes of its resolution of consumer claims concerning credits or 

r e h d s .  Such notification shall include materials consistent with those included in the Denial 

Notice. 
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H. From the date of entry of the Stipulated Judgment and for three (3) months 

thereafter, Qwest shall provide a toll-free telephone number for the purpose of receiving, in any 

Isu~guage used by Qwest for marketing to a consumer, consumer complaints pursuant to the 

newspaper notice and the Consumer Letter. 

I. Within fourteen (14) days of the entry of the Stipulated Judgment, Qwest shall 

publish notice of the terms of the Stipulated Judgment in the following Connecticut newspapers: 

the Hartford Courant, Ncw Haven Rcgistcr, Stamford Advocate, Connecticut Post, Warerbury 

Republican-American, the New London Day, Journal Inquirer, Record-Journal, The 

News-Times, The Norwich Bulletin, El Transcrito Catolico, Tiempo, The Immigrant, El Extra 

News, and El Sol. The notice shall be at least a quarter of a page in the front section of the 

publication to the extent possible. The notice shall include the exact language included in 

. 
I !  

i 

, 

' 

Appendices C or D, as appropriate, and shall be printed using clear, conspicuous and easily 

readable font and design. Tine notice must be published for three (3) consecutive publications, 
8 .  

including at least one Sunday for all daily publications that have a Sunday publication, and at 

least two (2) consecutive publications of each weekly publication. 

V. REPORTS, AUDITS & RECORDS 

A. Within one hundred arid eighty (180) days of enrry of this Stipulated Judgment, 

Qwest shall forward to the Attorney General an affidavit, subscribed to under oath by a Qwest 
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officer authorized to bind Qwest, confirming that Qwest is in full compliance with each and 

every term of this Stipulated Judgment requiring Qwest to undertake any actions. 

B. Within one hundred and eighty (180) days of the entry of this Stipulated 

Judgment, Qwest shall forward to the Attorney General an afEdavit, subscribed to under oath by 

a Qwest officer authorized to bind Qwest, indicating: 

1. in aIphabetical order by surname, each consumer to whom Qwest issued a . 

refund or credit pursuant to this Stipulatcd Judgmcnt, including thc namc, address arid 

telephone number of the consumer and the amount and the date of the r e h d  or credit; 

2. in aIphabetica1 order by surname, each consumer to whom Qwest was 

unable to issue a refund or credit pursuant to this Stipulated Judgment, including the 

name, address and telephone number of the constimer and the amount of the refund or 

credit and the reasons Qwest was unable to issue a refund or credit; 

3. in alphabetical order by surname, each consumer to whom Qwest had 

denied or is denying, in whole or in part, a refund or credit, including the name, address 

and telephone number of the consumer, the alleged dates of service. and the amount in 

dispute; and 

4. in alphabetical order by surname, the name, address, telephone number, 

alleged datcs of service and amount in dispute of each consumer that Qwest has (a) 
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provided a retraction or correction with a credit reporting agency; (b) withdrawn from 

collections; andor (c) sent back to collections after investigation. 

C. Qwest shall retain, or contract for any TPV vend.or to retain, all LOAs and/or TPV 

audio files regarding consumers for a period not less than two years from the date the consumer's 

long-distance service was switched to Qwest. 1 
i 

D. Qwest shall provide the AGO with summaries of any audits conducted pursuant to 1 
! 
I 

the FCC Consent Decree as soon as practicable, but in any event no later than 30 days after its 
. !  

receipt of the audit. 
I '  

E. Beginning in October 200 1 and for two years following the entry of this I 

1 Stipulated Judgment, pwest shall provide quarterly reports to the AGO, listing ail PIC Dispute 

Complaints and Billing Complaints by consumers, however made known to Qwest. These 

reports shall include the consumer's name, address, telephone number, the type of the I 

consumer's complaint, the sales distributor, setup and disconnect dates, L O m V  status, history 

of consumer contact, and resotution of thc dispute. Morcovcr, Qwcst shall cooperate with all 

reasonable requests for additional information. 

F. Qwest designates Carol P. Kuhnow, RegionaI Director, Policy & Law, 4250 

North Fairfax Drive, 13th Floor, Arlington, Virginia 22203, Telephone: (703) 363-3 189; 

Facsimile (703) 363-4404, e-mail: carol.kuhnow@qwest.com, or hidher successor in title, a its 

ombudsperson to receive and facilitate answers to any inquiries from the State, AGO, DPUC 

17 
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" . '. i/ 
! #  

I 

! 

i 
' andior DCP. Qwest will provide AGO, DPUC and DCP with written notice of any changes to I 

this information for Qwest's ombudsperson. 

G .  Any autices, reports, or orher material required to be forwarded to the Offrce of 

the Attorney General pursuant to the Stipulated Judgment shall be forwarded to: 

Valerie J. Bryan, Assistant Attorney General 
Office of the Attorney General 
1 10 Sherman Street 
Hartford, CT 06105 

' 

VI. GENERAL PROVISIONS 

A. No part of this Stipulated Judgment shall constitute or be interpreted or construed 

. 

' 

as an admission of Iiability under any federal, state, or local law, as an admission of any fact or 

of law, or as an admission of violation of any law or regulation. 

f 
t 

I B. This Stipulated Judgment shall constitute a full compromise and settlement of dI : i  

claims that have been or may have been asserted against Qwest by the State of Connecticut in 

this action which are based upon m y  violation of thc Connecticut Unfair Trddle Prdctices Acr, 

Chapter 735 of the General Statutes of Connecticut up to the date of entry of this Stipulated 

Judgment and are based on any fact, matter or transaction that is set forth in the Complaint filed 

by the State against Qwest in this instant matter. 

C. This Stipulated Judgment may he enforced only by the parties or their successors 

hereto. 
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D. Nothing in this Stipulatzd judgment shall be construed to limit the authority of the i 

State, DCP, DPUC or AGO to enforce prospectively any laws, regulations, or rules against 

Qwcst. 

E. This Stipulated Judgment shall be governed by and implemented in accordance 

e .  

:: I 

with the laws of the State of Connecticut. 
!. 

F. The duties and obIigations of this Stipulated Judgment are binding upon Qwest's 

successoq purchasers, and other inheritors of Qwest. Qwest shall provide written notice to thc 

AGO of any change in corporate control of Qwest Communications International, Inc. within ten : 

(1 0) days of such change. 

' 

. 

. 

I G. Any violation of this Stipulated Judgment shall be governed by Corn. Gen. Stat. 
I 

I 
! 

H. Except for the provisions in sections I and I1 and paragraphs III(A)(l), (2), (3), 

I 

1 

(4), and (7), supra, and paragraph VI(I), infia, which are permanent, the remaining provisions of 

Oiis Stipulaul Judgment shall expire, and those provisions shall have no further effect, three (3) 

years from the date the Stipulated Judgment has been entered. 

I. Jurisdiction is retained by this COW for the purpose of enabling the parties to this 

Stipulated Judgment to apply to this Court at any time upon proper notice to the adverse party foi 

such further orders and directions os may bc ncccssary or appropriatc for thc modification 

thereof, the enforcement of compliance therewith, and for the punishment of violations thereof. 
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SO ORDERED. 

Dated at Tolland, Connecticut tJ-h 29th day of August, 2001. 
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APPENDIX A 

List of consumers vho complained to state and federal agencies 



*ut, Dave 
jams. irl:Chael D. 

i m.AaroA 
’ ban.Sairun 

den, Denise 
ten, Bertha 
naral.Llone1 . 
ndrade. Andrea 

nselmo. Jeanne 
ponta. AIuander 
ma, Janb 
uclair, Christine A 
uclalr, Christine A 
ma, Luis 
yala, Uena 
aez. Unda 

,aik. Rank 
(’ 8ik.Wctor 

aim. Todd 
ak, Elizabeth K. 
aldwin, BNC~ 
ardo, Ben 
anedo, Rita M. 
arretta, Sandra 
anhay, Janlce and Stephen 
ayona. Ramon 
edefl, David 
e l m ,  Kathy 
elkan. Daniel 
elltandi. Damlan 
dtrandi, John 
enudez. Jose A . kncouhMaryK. 
halt Pravin N. 
iglor, Denise and Gary 
lock. Stanley 
raxton. Margaret E. 
nzalovich. Kathy McNamara 
mnund, Ted. Dr. 
~ro~ks ,  Robert 
.urke. Jean 
.utler, Evangeline 
abanas, Maria 
abral, Duarte 
Zesar. Julian P. Jr. 
rlienes, Alicia 

J ngus.Williim 

ampos, Stephen 
:anto. Marjorie 
araballo. Carmen 
-eta, Susan 
Warneta, Susan 

Enriquc end Carmen 

aanza. Ruelfo 
Wroll, Robert F. 
arvalho, DanleVShelley 
!=a. Gian-Cari 

ktillo, Juan 
Fanta, Sand- 

M O n W  
weStHartf0n.l 
Coventry 
oxford 

Harlford 
Danbuty 
Walllngford 
Winsted 
East Hartford 
HWtfOrd 
Monroe 
Brlstol 
Bristol 
Brldgcrlxrrl 
West Hartford 
New Britain 
Brooklyn 
Middletown 
Branford 
Newington 
Ha&inton 
Ghstonbury 
Torrington 
Waterbury 
West Hatiford 
Wolcott 
New Canaan 
Manchester 
Nowich 
Windsor Locks 
Windsor Locks 
Norwalk 
Broad Brook 
Hamden 
Cheshire 
Trumbull 
West Hartford 
East Hartford 
New Haven 
ROC@ Hill 
Waterbury 
Waterbury 
Hartford 
Milford 
Wmdsor 
East Nowalk 
Waterford 
New Haven 
Chester 

New Haven 
Darien 
Newington 
Brookfield 
Brookfield 
Newington 
South Meriden 

Bemn 
Darten 
Wolcott 
Hartford 
Hamden 
Manchester 
west Hartford 

CT 
CT 
C f  
CT 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
Cf  
CT 
CT 
cf 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
C f  
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 



Illrlro.Jr..Rcnnan 
han, Atexander M.D. 
han. Eva Y. 
han. fhamas K. 
hang, Ellen 
hang, Meredith 
hang, S. K. 
hang. Susan 

1 hanin.Steven 
hao. Nelson T. 
hen& Tsung 0.. M.D. 
hey, Ma6iyn a C hades 
hln, Don 
hiu, Che-Ming 
ho. Oouglos 

hung, Hyung 
hurch, Cynulia 
hyung. ChiHan 
ondreo. Susan 
onnell. Charles T. 
onti, Vincent L 
wdairo, Luiz Wagner 
'otter, Amy 
.renin, Janis 
'nna, Michael 
:ui, Yadong 
:umming. Shirley 
W, Joan ( h i l a )  
jay. Kerry 
@Forge. Donald H. VMD 
leiello, Christopher and Linda 
leloureio, Mayra 
4eLucia. Raymond 
kSantis, David 
kscalia, Julia 

&%fey, Elmer 
liaz. Jorge 
r i a .  Wilfredo 
Ivcr!::a, E m  
vr. David E. 
:Ilsworth. Joyce 
hg. Dsnkl 
hg. John MichaeUNeu Fook 
'ackler, Robert 
'alco. Lisa 
'amer, Harlan 
pin, Bonnie 
'ang. Xin 
'onn, Robert S. 
'srrante. Thomas 
Jnelli, Eda 
laster, Karen 
W. Carlos 
Jores. Humberto 

~eTullio. Barbarn 

, Suzanne or Fenpe 
Mlchsel 
Wendy L 

'.ortunato, Tom 
%Mer, Michael andJennifer 
:uentes,Alfred & Betty 
bog. Xiang 

~rda. Yiguel 
' 2LrciaAbrlnor. Luis & Marie 

ParminOton 
Wallingford 
Ridgrfleld 
Suffidd 
Hamden 
Stamford 
Wethersfield 
Columbia 
Glastonbury 
Wilton 
Beihesda 
oerby 
Trumbull 
stratforrl 
w-t IIaMord 
Orange 
Dayville 
Notwalk 
South Windsor 
Darien 
New Britain 
Bridgeport 
Monroe 
Waterbury 
Trumbull 
Baltimore 
Waterbury 
Naugatuck 

Milford 
Ganby 
West Hartford 
New Haven 
Stamford 
North Haven 
Trumbull 
Manchester 
Meriden 
Meriden 
West Haword 
Milford 
Bridgeport 
Shelton 
Stamford 
Cheshire 
Bridgeport 
Sheitopn 
Monroe 
Slom 
Old Saybrook 

Bridgeport 
Waterbury 
Trumbull 
Jewett CSty 
Stamford 
Naugatudt 
Columbia 
Newtown 
Danbuly 
Middletown 
Bloomfield 
New h e n  
Wallingford 
NOW Haven 

Sauthin@on 

CT 
CT 
CT 
CT 
C f  
CT 
M 
C t  
CT 
CT 
MD 
CT 
CT 
CT 
M 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
MD 
CT 
CT 
Ct 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
Ct 
CT . 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
GT 
CT 
CT 
CT 
CT 
CT 
CT 
ct 



hash. RanJan 
ilbert Lou 

fhberg. Kenneth 
pitla. Jose M. 
dub. Leo or Audrey 
onzaler. Albert 
onzalex,Elmer . 
ontalu. LtJz 
my. Judith A 
my, Judith A 
reen, MayAnn 
regg. Sarah 
UBCI;I, Martno 
uem. Thomas E. 
uerruro, Fdk 
uerrero. Mario A 
ugliotti. Krlsta 
ytlerrez, Emesto 
BUerrez, Raymond 
utierrez. Teofilo, Jr. 
addad, Guoorgette 
nddad, Margaret 
ahn, Maria S. 
ahn. Theresa 
an. Cheryl A 
anchard. Clovene 
any, Judith 
any, Magdalena 
any, Richard a d  sets- 
arris. Shew 
arrfson. Don 
art. Leigh 
nton, Clova 
handex, Maria 

emandez, Ramon and Nilda 
ires, Joan 
on, Earl 
unter, Rick 
urdle, Nancy (Mrs.) 
wang, Carol 
iarra, Maria 
nbert. J a y  
sffrey. Thomas 
ohnstone, Card A 
ones. Janice 
do, Mary 
'?pa, srinivasa 

Jennifer 
* Kathleen 

hoslo, PonkdNstosha 
lm, Byung Sub 
jm. Carol and Michael 
3m, Jeansdc 
lln, so0 
Jm. Young Nam 

He@, Richard 

:ummer, Robert 
. vnlckas, Eleanor 

-dells. LoveJoy 

WcQ, Maya 

3, Paul 

FaMICld 
Hartford 
West Haven 
New Haven 
Noank 
Brfstol 
South Meriden 
Stamfad 
Hopkinton 
Hopkinton 
Stamford 
Waterbury 
Orange 
Darlen 
New Haven 
Darien 
Waterbuy 
Hartford 
Ridgefield 
Meriden 
Waterbury 
Wahrbury 
Columbia 
Granby 
Bfistol 
New Haven 
Roclotilie 
Elllngton 
tolland 
Hartford 
Waterbury 
Southport 
Windsor 
Meriden 
Windsor 
Brlstol 
Watertown 
Groton 
Stamford 
Guilford 
Bloomfield 
Bridgeport 
Waterbury 
Moosup 
Bridgeport 
East Lyme 
Hamden 
Waterbury 
Faimeld 
Nomalk 
Sandy Hook 
Hamden ' 

Hamden 
New Canaan 
Old Greenwich 
New Haven 
-ton 
Bfistd 
Rldgefleld 
New Haven 
New Britaln 
Enfield 
FmsMl le  
Portland 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
Rt 
RI 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
GT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
cf 
CT 



-- 

Icrdx. Richard S. 
ling. Llnda 

'$ \manno,Michsd 

m h o .  Elizabeth 
metta. Constance 
ipolt, Margaret B. . 
@OR, Suzanne 
au, Tony 
m, Mteen 
3. Long and Nule 
3. Phung 
3, Tai Van 
i, Lingfeng 
bn. Zhong (Ma.) 
In. nng 
inde. Howard 

0. Pauline 
&hart. Lyne 

ok, C=thy 
ok. Cathy 
ongo. Peter 
opes, Henrique and Jenny 
o(nr, Fernando 
ow, Stuart 
ugo. Elizabeth 
Inout, Polrich 
lahon, James 
lak, Raymond and Evelyn 
lakUblk8. Jean L 
tandaman, Ema 
landigo, Frank 
lao, Yuxin 
laws. William A 
lar(1, Teresa 
lartinsen, Russell 
lase. Susan 
lateo, LUIS 
latindale. Regina 
kchesney. Wendy a lee 
IcCormack, Barbara t 
IcFarland, Katie 
lejia, Sergio 
lele, Lydia 
lender, Gary and Elleen 
endez,Jose 

dendora, Juan 
hneses. Manuel 
ternall. Valerie 
like, Eustaw 
litchel, Paula B. 
Iondo. Greg 
lontague. Sam 

> lu, George Hwming 

Dhse. Jill 

nterosso, Thomas s., CPA 

lorales. Carlos 
loales. James 
tOral00. wilfrodo 
lorales. Zenon 

ano, William 
. sreno..lonl 

Waterbury 
Glastonbuy 
Shenon 
Waterbury 
Cromwell 
Branford 
Wethersfield 
Norwalk 

Westport 
Stamford 
Newinaton 
Waterbury 
WIndsor 
New Haven 
New Haven 
Shelton 
Norwalk 
New Haven 
Hartford 
Hartford 
Guilford 

Nowalk 
Waterbury 
Windsor 
Torrington 
Guilford 
East Norwalk 
Trumbull 
Monroe 
Enfield 
Naugatuck 
Bethleham 
North Branford 
Woodbridge 
Norwalk 
Watertown 
Terryville 
Manchester 
Waterbury 
Meriden 
Giastonbuty 
Milford 
North Haven 
W. Hartford 
Hartlord, 
TNrnbull 
East Haven 
Meriden 
East Hartford 
Guilford 
PIalnville 
tvoryton 
orange 
Bloomfield 
Milford 
Wallingford 
New Haven 
Bridgeport 
Walllngford 
Mariden 
Meriden 
West Hartford 
Nlantk 

ClaStMDUry 

N-lk 

C f  
CT 
C f  
CT 
CT 
CT 
CT 
CT 
CT . 
CT 
CT 
CT 
CT 
CT 
CT 
GT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
C f  
CT 
CT 
CT 
CT 
CT 
CT 
cr 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
cr 
Cf 
CT 
CT 
CT 

cr  

C f  
CT 
CT 



oreno. Patricia Windsor 
on, t luarn 
oy, k ina  
'oy, P. LukUoi 
undo. Denise 
uniz, Witiiirn 
urghy. Paul 
andakumar, Usha . 
eppl. Dorls 
eri. John L 
wins. Albert 
wins. Jr, Vlncent 
guyen. Loc 
guyen. Loi Van 
guyen. SY 
guyan. Tin Thi 
ieves. -ham 
choa. Giancarlo 

~ k ,  Ulllan 
adm, Mary Ellen 
aez, Bette Lynn 
alladino, Anthony J. 
allotti. Christine 
almleri, Cynthia 
aniaguaand, Antonio 
apa, Carmine 
aradis. Marianne F. 
ardo. Osvaldo F. 
ark. Steven 
atel, Dipak 
atel, Manu 

.' ,'atel. Rajendra 
'atel, RaJendra 
*e&, Robert 
'em, Alberto 
'ena, Miguel 
'eteia. Dlna 
'erez. Allcia, Or. 

'erez. Archie 
'ere& Benlgna 
hrar. Charks 
'erez, Jban 
'era, Manuel 
'erez, Rauf 
'eny, Sylvia 
lezo, hatcisco 

"iekarski, Miam 
'OSpisB. Judy and Agnes 
'otetz. Jacqueline 
Veston, Stap and Diane 
'uebla, Jose 
U, Hong 
Linn. Keny and Natalie 

'ere=, N f h ~  C. 

hmirez. Jose 
bmos, Jvan A 
tarnos. Lourdes 
&skin. Richard 

-wry, Goorgo M. 
ped. Koshii 

sramrm 
Piainville 
Middletown 
Oakville 
Meriden 
Waterbury 
New Fairfield 
West Haven 
Clinton 
Avon 
Clle5tW 
Manchester 
Willimantic 
East Haven 
I IPrtfOrd 
Bridgeport 
New Haven 
Greenwich 
Bridgeport 
Seymwr 
New Milford 
a&epat 
Watertown 
Hartford 
Xarnden 
Madison 
woieon 
Wlndsor Locks 
Willimantic 
Hartford 
Berlin 
Rocky Hill 
Milford 
Milford 
SufField 

East Hartford 
Bridgeport 
Danbury 
Winsted 
Torrington 
East Hartford 
stratford 
Soulhbury 
Derby 
Weatogue 
Stamford 
Waterbury 
Hamden 
Manchester 
Waterbury 
North Stonington 
Gaylordsviile 
East Lyme 
Waterbury 
Woodbridge 
Now Haven 
Salem 
Hartford 
Partland 
Mfddletown 
southport 
New Britain 
Groonwkh 

H8rtford 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
ci 



n p c l .  stow 
-y, Carlia 

'ayes, Cdia 
' syes.Dorene 

ws. Myma. Dr- 
los, Evellsse 
ios. Jose 
hrcn, Aoi& 
ivera. Apdinar 
ken, Carmen 
hla, Eduardo 
iwra, Evangelista 
ivera. lsrael 
bent, Jorgs L. 
ivora. Oscar 
iwra, Priscilla Ann 
iwm, William 
lvero. Judith 
ivenide Flow Covering 
-g-.Ana 
odrlgues, Fnnclsco and Ana 
odrlguos, Manuol 
odrigues, Manuel 0. 
odrigues. Maria 
odriguez. Candido L 
odriguez, Csrmen Via 
odriguez. Eddi 
odriguez. Edwln R 
.odrigua, Jaumo and Vilan 
odriguez, Jennifer 
.odrfguer. Jorge 
:Odriguez. Jr., John 
:odriguez, Jr.. Rarniro 

:odriguez, Mirta 
:odriguez, R3ul 
:odrlguez, Raut A Esq. 
:odriguez, Sablno. 111, Esq. 
:odrfguir, Poncho and Janet 
!ometo, Romrrio 
:onda, Sam 
:=a, Carmen 
*a. Jotoph 
!ma. Margaret 
!uk Albert J.. Jr. 
:uiz. Delbert 

:odrigwz, tarry 

Luttico, Joseph 
lustico, Thomas 
bla, Peter 
hlazar. Catherine and Marco 
Uazar, Jairo 

ador, Mary Suo and Eddie 

ianabrla. David 
ianchez, Alfred0 
iancher. Angel 
*anchtY. Carlos 

anchez. €win 
IncheZ, Edgar. Jr. 

Ashford 
Stamford 
Bridgeport 
Waterbury 
96dgeport 
Hartford 
Waterbury 
Moridcn 
Hartford 
Meriden 
South Windsor 
Tmmbull 
Villalba 
Amston 
BrookRcld 
Twrington 
Moosup 
Sherman 
Riverside 
Danbury 
West Hartford 
Diinbwy 
south Windsor 
Milford 
Bridgeport 
East Norwalk 
Bridgeport . 
Waterbury 
tolland 
West Haven 
Stamford 
New Britain 
Waterbury 
Vernon 
Newington 
Wothortfield 
Hartford 
S tarnford 
S tralford 
Branford 
Stamford 
WOlCOtt 

Endgoport 

Newington 
Brookfield 

Walllngfwd 
Danbury 
Moridon 
New Britain 
Phinvilte 
Newington 
Plainville 
East Haven 
Bethany 
Wort Hartford 
Enfield 
Plainville 
Stamford 
Ansonia 
Mariden 
Waterbury 
Manchester 

woicon 

Hartford 

M 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT. 
CT 
CT 
PR 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
c i  
CT 
GT 
C f  
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
GT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 

CT 
cr  



mchol, Rlcardo 
mcheq Vietar b, Casmen 
wtdoval, Edwin 
mtlagc, JmnneA 
intopletro, Henry J. 
intos, Antonio 
mtos,&thur . 

mbs. Maria 0. 
h 5 a r I .  Dulse?; 
jputveda, Lra 
-no, Gabriel 
mano, Manuel 
3rrano. Miguel A 
mato. Solvatom 
hah, Bhadrik and Dipti 
hah. Bhavesh. M.D. 
hoker. James (L Lorelta 

' hami. Dorothy 
hellito. Cristhe 
hevlin, fhtrick 
hiddo. C k O M  L Christine 
hfn Seung H. 
h, John 
ih. Ems 
ilva, Joseph 
ilva, pati 

mith. Magdalene 
ohn. Goorgo 
olis. M a x  
olis, Provldencla 
oloff, Carol 

oto, Maritza 
otoohi, Maureen 
plehlor. Howard Ill 
tahouskf, Glenn 0. 
tempter. Stacey 
uarez, Jose. AAG 
ulliian. TIna 
un, Kwok 
ylvia, Debra J. 
am-. LlIa and Jool 
andoc, Edeline 
arvin, Jeffrey 
Mor. Fay 
eJano. Manny 

anta. C a y  

OW. MW 

olentino, Paul 
olentino, Samual 
omas. Emma 

oms. Jose J. 
openo. N ~ C I I O ~ S  sr. 

ran, Mal 
ran. Mal 
'ran,lhai (Mr.yTran,Duc(Ms.) 
W, Emily 

, &.Donald 

Hartford 

Hartford 
East Hartford 
Avon 
Waterbury 
Waterbury 
Hartford 
West Hortford 
Windsor 
Bridgeport 
New 81itain 
West Hartford 
W. Hartford 
New Haven 
Derby 
North Stonington 
Suftield 
Waterbury 
Beacon Falls 
Manchester 
NevvtOWlI 
Walcrtawn 
South Wlndsor 
Faitfield 
West Haven 
Waterbury 
Wethenfleld 
Waterbury 
E s j e x  
North Stonington 
Portland 
Westport 
Trumbull 
Bridgeport 
West Hartford 
Bloomficld 
Somen 
Nomalk 
West Hartford 
Nowalk 
North Haven 
Faifield 
Huntington 
Stamford 
Brookfield 
Wlndsor 
Waterbury 
Danbury 
Cheshire 
Norwalk 
Westport 
Notwalk 
Bridgeport 
Bnnford 
Hartford 
East Hartford 
Simsbury 
Windsor 
South Windsor 
North Haven 
Wlndsor. 
Granby 
Portland 
westpnrl 

ff 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
C? 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 

CT 
CT 
CT 
CT 
CT 
CT 
CT 

CT 
CT 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
GT 
OR 
ct 

IN 

cr 



rbsno, Nancy 
mini. Debra and Robert 

3krhno. Andmw 
aleriano, Ruh 
argas. Antonio 
nqUet.Aureli0 . 
mzquoz, Victor A 

j ece.Jacquefine 
Wa, lgMCl0 
elex, Peter Rios  
eM, Richard 0. 
entura. Kenneth 
d u r a ,  Maria 
illahne, Nelson 
illenewe. Richard 
iota. h e  A 
latter, John B. 
lang,Wayne 
tang. Yuoang 
/hit%, Deborah K 
Rnter. Stephen M. 
r-poon, Rhea 
long. Brian, Y.D. 
long, Hey Y. 
tong. Icwoic 
l a g ,  Lucy 
hiah& Janet 
du,  Mintder 
tu, Tao 
lu, Y.C 
3e. Qun 

' :u.Weijun 
I agar, Donald A. 
avin. Ely 
eng, Huirin 
han. Peili 
bo. Songtan 

Joseph C.. Esq. 

1 

BMoePort 
Meriden 
Stamford 
New Haven 
New Haven 
Tolland 
Riverside 
Hartford 
Middietown 
Torrington 
N- Stonington 
East Hartford 
Meriden 
Watehury 
Stomford 
Enfield 
Stamford 
Madison 
University Park 
New Haven 
Newington 
Ridgofield 
Bloomfieid 
Woodbridge 
North Haven 
East Haddam 
Woodstock Valley 
Oakville 
West Hslrtford 
New Haven 
West Hartford 
Stamford 
New Rochelle 
Prospect 
Stamford 
Orange 
Farmington 
New Haven 

CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
cf 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
PA 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
CT 
NY 
CT 
CT 
CT 
CT 
CT 
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FirstName 
Manuel 

Agbayani Juan 8 tolda .- 
kgrawal Hanuman 

Phone 
-- 

Ah0 

IAnselmo I 

Aaro A I 

Alexander Chan 
Andrade 
Angus 

Lily Ye0 
Andrea 
William 
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Qwest's Response to Interrogatory No. 27 

I '  

LastName FlrstName Phone I 
Ramos Ivan 
Ramos Lourdes 
Reyes Dorene 
RioS tvelisse 
Rivera Priscilla 
Rivera Apolinar 
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West's Response to Interrogatory No. 27 
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I APPENDIX B - Letter to Consumers 

Dear Consumer: 

As a result of a settlement with Connecticut Attorney General Richard Blurnenthal, we 
are writing to advise you that Qwest has agreed to provide you with a refund or a credit if Qwest 
switched your service whhout your authorization or if Qwest billed you without providing 
service. This notice explains your rights and how to apply for such a refund. Please read this 
notice carefblly and follow all instructions if you wish to submit a claim for a credit or refund. 

Who Is Eligible 

Qwest will issue rehnds or credits for certain fees and charges to: I 
(1 ) consumcrs who had thcir long distance scrvicc switched to Qwest without 

their consent; or 

(2) consumers who were billed by Qwest for unauthorized charges when they 
were no longer Qwest customers. 

What You May Be Eligible For 

Qwest will reimburse (through a hill credit or refund) those consumers who had their 
long distance service switched to Qwest without their consent for: 

( I )  any charges billed by your iocal tclcphonc compauy for: 

(a) switching your long distance service to Qwest; andor 

(b) for switching your long distance service from Qwest back to your 
long distance carrier of choice; 

(2) charges billed by Qwest: 

(a) for long distance service while Qwest provided long distance 
service without your consent; a d o r  

(b) other charges after you switched your long distance provider fiom 
Qwest to another carrier. 
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Any refund will be reduced by the amount of any credit or refund that Qwest or your 
local exchange carrier has already given you based upon a previous complaint that Qwest 
changed your long distance service without your permission. 

How To Determine If You Are Eligible To Receive A Credit Or Refund 

If you believe that you are eligible for a credit or refbnd, you must contact Qwest within 
45 days either by returning the enclosed, postage prepaid, postcard, by calling Qwest at 
1-800-405-1506 or by sending an email to ctsettlement@qwest.com. A determination will then 
be made whether you are entitled to a credit or refund. If Qwest does not have proof that you 
consented to have your long distance service switched to Qwest, we will provide you with the 
credit or refund described above. Additionally, we will provide you with a credit or r e h d  if we 
do not have proof that we billed you for actuaI, authorized service. 

Within forty-five (45) days of receiving your call or postcard, you should get a notice 
from Qwest either (1 1 explaining the amount to which you are entitled, along with your payment 
or notice of your credit; or (2) explaining Qwest’s denial of your claim. I f  Qwcst dctcrniincs that 
you are not entitled to a credit or refund, Qwest wilI provide the reasons why to you. 

I[, dier receiving your notice from Qwest, you stili dispute the resolution of your claim, 
you can contact us at the address below: 

Qwest Communications COT. 
Sales Regulation Compliance, 45020 
4650 Lakehurst Court 
Dublin, Ohio 4301 6-3254 

Qwest will forward any denials or customer disputcs rcccivcd to thc Attorncy Gcncral’s Ofice 
for final resolution. Qwest will seek to promptly resolve any problems you may have. 

Sincerely, 

SI USTED HABLA ESPAROL Y NO ENTIENDE LA INFORMACI~N EN ESTA 
CARTA, FAVOR DE LLAMAR A QWEST A 1-800-405-1506. 

mailto:ctsettlement@qwest.com
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APPENDIX C - Form of Newspaper Notice of Terms of Stipulated Jud, ament 

NOTICE TO CONSUMERS REGARDING QWEST COMMUNICATIONS 
SETTLEMENT WITH THE STATE OF CONNECTICLlT 

As a result of a settlement with Connecticut Attorney General Richard Blumenthal, this 
Notice is to advise you that Qwest Communications International Inc. has agreed tu provide you 
with a refund or credit if Qwest switched your service without your authorization or if Qwest 
billed you without providing service. This notice explains your rights and how to apply for such 
n refund. PIcasc read this notice carefully and follow all instructions if you wish to submit a 
claim for a credit or refund. 

YOU MAY BE EN'I'ITLED TO A REFUND OR CREDIT FROM QWEST. 

Who Is Eligible 

Qwest will issue refunds or credits for certain fees and charges to: 

(1) consumers who had their long distance service switched to Qwest without 
their consent; or 

(2) consumers who were billed by Qwest for unauthorized charges when they 
were no longer Qwest customers. 

What You May Be Eligible For 

Qwest will reimburse (through a bill credit or refhd) those consumers who had their 
long distance service switched to Qwest without their consent for: 

(1) any charges billed by your local telephone company for: 

(a) switching your long distance service to Qwest; and/or 

(b) switching your long distance service fiom Qwest back to your 
long distance canier of choice; 

(2) charges billed by Qwest for long distance service while Qwest provided 
long distance service without your consent. 

Qwest will also reimburse (through a bill credit or rchid) tIiosc consumers who 
continued to be billed by Qwest after switching Erom Qwest to another long distance carrier. 
Any refund will be reduced by the amount of any credit or refimd that Qwest or your local 
exclia~ige carcier has already given you for the same incident. 



How to Proceed 

1 

i 1 

If you believe that your long distance service was switched to Qwest without your 
consent, or you were billed by Qwest for unauthorized charges after switching to another carrier. 
you must contact Qwest no Iater than November 27,200 1, by calling: 

. 

1-800-405-1506 

Qwest will review your complaint regarding unauthorized billing. If Qwest cannot 
provide you with proof that you consented to have your long distance service switched to Qwest, 
it will provide you with a bill credit or refund. If Qwest billed you for unauthorized charges 
after you switched long distance service to another carrier, Qwest will issue a bill credit or refund 
for these charges. You will also be reimbursed for any switching charges that were billed by 
your local telephone company. 



APPENDIX D - Form of Newspaper Notice of Terms of Stipulated Judgment, 
Spanish Language Version 

UN AVISO A CONSUMIDORES CON lRESPECT0 DE UN ACUERDO CON OWEST 
COMMUNICATIONS INTERNATIONAL, INC. Y EL ESTADO DE CONNECTICUT 

IJSTEn P O D a  TENER DERECHO A RECIBIR REEMBOLSOS 
0 C&DITOS DE QWEST 

Debido D un acucrdo con cl Procurador GeIicri Richard Blumenthal y Qwest, este aviso 
es para anunciar que Qwest ha concordado dar reembolsos o crCditos si Qwest cambi6 su servicio 
sin su autorizacion o si Qwest factur6 cargos sin proveer servicio. Este aviso le explica sus 
derechos y como solicitar tal reembolso. Por favor lea este aviso cuidadosamente y siga todsiS las 
instrucciones si desea un crkdito o reernbolso. 

Quien es ElipibIe 

Qwest distriburirh reembolsos o crCditos por un hononrio o uugo 8: 

(1) Los consumidores que tuvieron su servicio de larga distancia cambiado a 
Qwcst sin su auiorimci6n; o 

(2) Los consumidores que heron facturados por Qwest de cargos sin 
autorizacidn cuando ya ellos no e m  clientes de Qwest . 

Usted serai eligible Dara recibir IO sieuiente 

Qwest reemboIsd @or un crddito de cuenta o reembolso) a esos consmidores que . 
tuvieron su servicia de Iarga distancia cambiado a Qwest sin su autorincihn: 

(1) Cualquier cargo facturado por su compaii'a telefbnica local: 

(a) cambiando su servicio de larga distancia a @est ylo 

@) cambiando su servicio de larga distancia con Qwest a su servicio 
de larga distancia que usted habia elegido originalmente; 

(2) Cargos facturados por Qwest para servicio de Iarga distancia mientras 
Qwest proporcion6 el servicio de iarga distancia sin su autorizacih. 

Qwest reembolsari @or un c d i t o  de cuenta o reembolso) a esos consumidores que 
continuaron ser facturados por Qwest despues de ser cambiado a otro servicio de larga distancia. 
Cualquier reembolso sera reducido por la cantidad de cualquier =&lit0 o reembolso que Qw& 
ya dio para el mismo incidente. 



Ccimo Proceder 

Si usted piensa que su servicio de larga distancia h e  cambiado a Qwest sin su . consentimiento o usted fue facturado por Qwest con cargos no autorizados despuCs de ser 
cambiado a otro portador, usted d e b  avisar a Qwest no mis tarde que el 27 de noviernbre, 2001, 
llamando a Qwest a: 

1-800-405-1506 

Qwest r e v i d  su quereila con respecto a su fac&. Si Qwest no provee pruebas de que 
usted consintib cambiar su servicio de larga distancia, Qwest le dar5 un crddito de cuenta o un 
reembolso. Si Qwest facturo cargos no autorizadas despuCs que usted cambio su servicia de 
larga distancia a otro portador, Qwest le dari un cnidito de cuenta o un reembolso por esos 
cargos. Tambien usted sed reembolsado pot cualquier cargo que su compaiiia telefinica local le 
factur6 por cambiar su servicio. 
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ALAN G. LANCE 
ATTORNEY GENERAL 
STATE OF IDAHO 

MICHXLE R BUTTS (ISB No. 5437) 
BRETT T. DeLANGE (ISB No. 3628) 
MXcHhEL J. SHEELEY OSB No. 2913) 
Deputy Attorneys General 
Consumer Protection Unit 
Office of the Attorney General 
700 W. Jefferson, Room 210 
P.O. Box 83720 
Boise, Idaho 83720-0010 
Telephone: (208) 334-2424 

ATTORNEYS FOR THE STATE OF IDAHO 

IN THE DISTRICT COURT OF THE FOURTH JUDICIAL DISTRICT . 

OF THE STATE OF IDAHO, IN AND FOR THE COUNTY OF ADA 

Case No. 
1 
) 
1 

STATE OF IDAHO by and through 
ALAN G. LANCE, Attorney GeneraI, 

Plaintiff, STIPULATION 

vs. 

LCI INTERNATIONAL TELECOM COW., 
a Delaware corporation, dba Qwest Communications 

Defendant. 

) 
Services, 1 1 

1 

This Stipulation is entered into between the State of Idaho, acting through its Attorney 

General, Alan G. L a c e  (Attorney General), and LCI Internationat Telecom Corp., a Delaware 

corporation, dba Qwest Communications Services (hereinafter "Qwest" or "Defendant"). The 

Attorney General and Defendant submit this Stipulation in conjunction with entry of the 

accompanying Consent Judgment, in accordance with the Idaho Consumer Protection Act 

(CPA), codified at title 48, chapter 6, Idaho Code. The parties stipulate and a p  that 

STIPULATION - 1 
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I. FINDINGS 

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

located at 555 17b Street Denver, Colorado. Defendant’s registered agent in the State of Idahc, is 

CT Corporation System, 300 N. 6* St., Boise, Idaho 83701. 

2. The Attorney General alleges that Defendant has engaged in misrepresentations in 

soliciting customers to switch their long distance telephone seMce, the unauthorized Switching of 

C U S ~ O ~ ~ X S ’  long distance Services, and improper verification of authoridon for the change in long 

distance service in violation of Idaho Code 8 48603D (2)(a)@)(iXii) of the CPA and Rules 30 and 

220 of the Idaho Rules of C o m e r  Protection (CPR) codified at IDAPA 04.01.02000. 

Additionally, the Attorney Gcncral alleges that Defendant has billed consumers for unauthorized 

services on their telephone bills %-I violation of Idaho Code 848-6031) (3)(a)(b) of the CPA and 

Rules 30 and 220 of t!e Idaho Rules of Consumer Protection (CPR) codified at IDAPA 

04.01.02000. Fmdy,  the Attorney General alleges that Qwest has engaged the services of 

unregistered telemarketers to solicit their services to Idaho constnners in violation of Idaho Code 6 

48-1 004 ofthe Idaho Tetephone Solicitation Act (?SA). 

3. Defendant admits b the jurisdiction of this Court over the subject matter and the 

parties for the purpose of entry of this consent judgment and acknowledges that jurisdiction is 

retained by the Court for &he purpose of enforcement of the consent judgment. 

4. This consent judgment is for d e m e n t  purposes only, and Defendant does not 

admit to any of the factual allegations by the Attorney General or to any violation of state or federal 

law, d e  or rcgdation, wrongdoing, or Iiability of any kind on its part or on the part of any of 

Qwest’s officers, directors, agents, emplo).ees, representatives, independent contractors, marketets, 

STIPULATION .. 2 
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1 or d g n s ,  nor does this Stipulation constitute any finding of any such violations, wrongdoing or 

liability of any kind on its part or on the part of my of Qwest’s officers, directors, agents, 

employees, representatives, independent contractors, marketers, or assigns. 

IT. DEFTN~ONS 

5. Definitions: 

a. “Authorized person‘‘ means the subscribersf-record or any person to 

whom the subscribersf-record has delegated the authority to change telecommunications 

service carriers who is eighteen years of age or older, provided that if at any time after the 

filing of this stipulation, the Federal Communications commission (FCC) determines that 

the subscribersf-record for a telephone line is the only person authorized to change 

I 

tclccommunications service carriers, or if thc FCC sets out more restrictive criteria’ than that 

set out in the definition of an “authorized person’’ as defined herein, the Defendant shall 

comply with the FCC standard. 

b. “TelecommUnications seMm’’ means hterLATA., inmLATA, or 

local exchange service. 

C. “Credit” refm to any adjustment made to the subscriber’s 

telephone account that leads to a reduction in the amount of money owed by the 

subscriber on his or her telephone bill. 

d. “Dispute” is 8 written or oral communicafion from a subscriber or 

third party regulatory agency contesting charges made to a subscriber’s telephone bill. 

e. “Subscriber” is an individual or entity, in whose name a telephone I 
account is hcld or who is financially nzspnsible for the payment of the telephone 

accaunt ’ . .  

STIPULATION - 3 
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f "Verification" means the process by which Defendant confirms, at 

a minimum, that a subscriber: has affirmatively authorized a switch in long distance 

service. Verification must occur after Defendant has made the requid disclosures for 

solicitations and has obtained the subscriber's authorization. 

111. GENERAL INJUNC~VE RELIEF 

6. Defendant Qwest for itself, its successors, assigns, officers, agents, representatives, 

employees, and all other persons acting on their behalves, jointly or individually, directly or 

through any corporate or other business device, including any entities whose acts practices, or 

policies are directed, formulated or controlled by the Defendant is permanently enjoined from 

engaging in the following practices in corneaion with the advertising, offering for sale, sale, or 

provision of telecommunications services: 

a. Failing, in c~nnection with any solicitation initiated by west, to 

clearly and conspicuously disclose, in English or Spanish, if any part of the solicitation is in 

Spanish, before any statement other than an initial gieeting, the following h&omation: 

1) the solicitor's name; 

2) the name of the company on whose behalf the solicitor is 

calling; 

3) that the purpose of the call is to solicit the d e  of 

- _  telecommunications service; and 

4) that the solicitor must speak to the 

subscriber-of--record or to an authorized person; 

b. Failing to disclose clearly and conspicuously, in English or Spanish, 

ifany part of the solicitation is in Spanish, all material terms and conditions of Defendant's 
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c. 

OffW, 

c- Misrepresenting, expressly or by aplication, that the solicitor is 

catling hm, is a representative of, or is with a consumer's current telecommunications 

service carrier, or otherwise misrepresenting the function, role, origin, or status of the 

solicitor; 

d. Representing, expressly or by implication, to a particular prospective 

custonicr that telaxlmmunications service is being offered at rates which are less than those 

of his or her ament telecommunications service, unless such a representation is true, and 

Defendant has a basis for making such a representation at the time the represeatation is 

made; 

e. Represcnting, expressly or by implication that if the offer is 

accepted, the consumer will not be switching telecommunications service carriers; 

f, Failing to obtain the express authorization fiom the subscriber-of-record or 

fiom an authorized person to switch telecommunications setvice from the 

subscriber-of-record's current telecommunications service carrier to west before 

attempting to verifj such authorization; 

g. Failing to verify the express authorization of the subscriber-of-record or 

, authorized person to Switch teIecommunications seMce fiom the subscriberof-record's 

current telecommunications service carrier to Qwest as required under 47 C.F.R. 86 

64.1100 and 64.1150, as they now exist, or may later be amended, before submitting a 

change order; 

h. Failing, in the wc of Defcubt's use of the independent third pany 

verification method described in 47 C.F.R., fi4.1100 (c), to obtain oral verification of a 
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subscriber-of-record‘s or authorized person’s authorization to switch telecommunications 

service from his or her current telecommunications service carrier to Qwest, to meet all 

of the following criteria with respect to such verification: (a) the independent third party 

must operate from a facility physically separate fram any facility of the telemarketer; @) 

Defendant may not have any direct or indirect ownership or proprietary interest in said 

independent third party; (c) Defendant may not manage, control, or direct said 

independent third party, either themselves or through agents, representatives, or insiders; 

and, (d) employees, representatives, independent contractors, or other agents of said 

independent party must not derive commissions or compensation based upon the number 

of change order requests confirmed; and . 

i. Telemarketing in the State of Idaho or engaging the services of third-party 

teiemarketers to telemarket in the State of Idaho without registering with the Office of the 

Attorney General. 

A. GENERALREQUIREMENTS 

7. Defendant shall not solicit in an unfair or deceptive manner to sell or provide long 

distance service to any Idaho consumer. In any solicitation for a long distance service, regardless 

of form, Defendant and Defendant’s agents shall make at a minimum the following disclosures 

clearly and conspicuously: 

a. Defendant’s full name and customer senice telephone number, 

b. 

hcr long distance scrvicc; 

c. 

the fact that the solicitation is intended to induce the subscriber to switch his or 

an accurate description of the long distance service which the subscriber is being 
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asked to select; and 

d. all monthly minimum charges or monthly service fees and the amount of such 

fees that will be charged by Defendant, if such is the case. 

B. TEISMARKETING S O U ~ ~ ~ A ~ O N S  

8. Any telemarketing solicitation shall contain the minimum disclosures described 

hereinabove in paragraph 7 (required disclosures for solicitations) and Defendant and 

Dcfendant's agents shdl register with the Oflice of the Attorney General prior to telemarketing 

in the State of Idaho. In addition, in any telemarketing solicitation, Defendant shall disclosc 

clearly and conspicuously the following information: 

a. the caller's name; 

b. 

c. 

d. 

subscriber is being asked to switch; and 

e. 

the name of the company on whose behalf the caller is calling; 

that a long distance service is being offered; 

a complete and accurate description of the long distance service to which the 

a toit.free cwtomer service number where further idonnation may be obtained. 

V. SUBSCRIBER Avnroruul-noN AND VER~CAXON 

9. Defendant shall obtain express authorization and verification fkorn the subscriber or 

authorized person in accordance with the provisions of this Stipulation and with 47 C.F.R. $5 

64.1100 and 64.1150, as they are currently in effect or may be amended, before submitting a 

carrier change order to switch the subscriber's service to Defendant's long distance service. 

Defendant shall maintain proof of same in its entirety for two years at Defendant's place of 

business, or, at a minimum, proof of same shall be reasonably accessibIe to Defendant. 

Defendant shall provide such documentation to the Attorney General upon the Attorney 
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General‘s request. 

VI. k S l T l U l O N  

10. Defendant shall undertake, with respect to Complaints previousiy filed by Idaho 

residents or fiIed within ninety (90) days foIlowing the date of entry of this consent judgment, -.-Ah 

the Idaho Attorney General’s Ofice, the Idaho Public Utilities Commission, the FCC, or any other 

govemental entity, or with the Better Business Bureau, which are forwarded to Qwest, as well as 

those filed with or directed to Defendant, which complaints reference that Qwest billed the 

consumer for a long distance or other service without authorization or that a service was billed to 

the consumer as the result of express or implied misrepresentations, to address such complaints in 

accordance with the following procedure: 

a Within twcnty (20) days following the receipt of a complaint either h r n  the 

entities noted in paragraph 12, or from the consumer directly, Defendant shall 

investigate such complaint and for each undisputed complaint shall reimburse 

consumers as follows: 

1) Defendant shall provide a credit or refund in the amount equal to all 

charges billed to tbat consumer after the Switch at issue, less any credits or 

refunds previously grantd to the consumer. 

2) In most cases Defendant shaIl issue a bill credit to the consumer 

within 20 days of receiving the complaint however, when that is not 

possible, Defendant shall issue a r e h d  check within those 20 days. 

3) Should Qwest deny a co11su~1a’s request for a credit or refund, it 

shall providc to the Attonley General, within ten (10) days of denying the 

request, the written reason for the denial. Defendant shall, at the same time, 
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provide the Attorney General the amount in dispute and any other evidence 

that Defendant has used to substantiate the denial. Should the Attorney 

General determine that Qwest was unjustified in denying a refund, the 

parties shall submit the aispute to the Court for a decision. 

4 )  Within one hundred and fifty (150) days of the signing of the 

consent judgment by the Court, Qwest shall forward to the Attorney General 

an affidavit, subscribed to by a %est officer authorized 10 b i d  Qwesc 

- indicating for each Idaho w~lsumer to whom Qwest issued a r e fh i  or credit 

pursuant to the consent judgment, the name, address and telephone number 

of the consumer, and the amount and the date of the refund or credit. 

Vli. RECORDKEEPING 

11. Qwest shall retain, for a period of one (1) year fhm the creation of the record, the 

fohving records reIating to its provision of telecommunications services to Idaho wnsurners: 

a copies of all versions of written LOAS, tapes, or other proof of authorization 

and/or verification for a switch in long distance service, all print and electronic media 

advertising materials, telemarketing scripts and all other promotional and solicitation 

r) 

materials related to same. 

b. the name, address, and telephone number of each consumer whose long 
/ 

' distance Service w a ~  Switched to west; and . 

e. documentation with regard to the handling of consumer complaints andor 

requests for telephone bill credits or refirnds submitted to Qwest by Idaho consumers, 

including a copy of all written complaints or requests and nom takcn by Qwest in thc 

course of responding to oral complaints or requests, to hcluding the name, address, and . 
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telephone number of the mnSumer and Qwest’s response regarding refunds or credits. 

12. Upon the written request of the Attorney General, Qwest will provide the records set 

out in 11 (ax) to the Attorney General within tfijl(30) days of that request, along with copies of 

such other documents as the Attorney General shall h m  time to time determine are necessary to 

ensure compliance with the consent judgment. 

VIII. PAYMENT TO THE AT~ORNEY GENERAL 

13. Pursuant to Idaho Code 9948606 and 48-607, Qwest shall pay and deliver to the 

Idaho Attorney General, along with the signed Stipulation, the amount of Twenty-Five Thousand 

Dollars ($25,000) in the fonn of a cashier’s check made payable to the “Idaho Attorney General, 

Consumer Protection Unit” for civil penalties, costs of the investigation, and attorney fees. The 

Attorney General, in his sole discrction, and as authorized by law, shall decide the w to which &e 

funds shall be put. 

14. Qwest shall not represent or imply that the State of Idaho, or the Attorney General 

or any agency thereof, has approved any good or service soId or offered by Qwest in Idaho or has 

approved any of Qwest’s past, present or future husinesn practices in Idaho, and Qwest agrees to 

be enjoined fi-om directIy or indirectly representing anything to the contrary. 

Ix. GROUNDS FOR k O P E N M G  STIPULATION 

15. This Stipulation constitutes a full and final resolution between the Attorney 

General and Defendant of all claims brought by the Attorney General for the alleged conduct 

described in this Stipulation, up to and including the date of the signing of this Stipulation on 

behalf of the Attorney General. Matters set forth in this Stipulation and the accompanying 

Consent 3udpcnt may bc nopcncd by thc Attomcy Gcncrai for fiutbcr pro&gs in Lhc 

public interest if Defendant violates any term of this Stipulation. In addition to obtaining civil 
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I penalties of up to Ten Thousand Dollars ($10,000) per violation, pursuant to Idaho Code 9 
48-615, the Attorney General may seek all other remedies and relief as provided by Idaho Code 

$5 48406,48407, and 48-615 of the CPA. 

I 
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X J U R I S D I ~ O N  

16. Jurisdiction is retained by this Court for the purpose of enforcing this Stipulation 

. and the Consent Judgment. 

17. This Stipulation and the accompanying Consent Judgment shall not be construed 

to affect the rights of any private party to pursue any remedy or remedies pursuant to Idaho Code 

$48-608 of the CPA. 

18. This Stipulation shall be filed concurrently with the accompanying Consent 

Judgment and the Stipulation and Consent Judgment shall be subject to the approval of the 

District Court of Ada County, Idaho, which has subject matter jurisdiction, pursuant to the CPA, 

and personal jurisdiction, pursuant to Idaho Code Q 5-514. 

19. Defendant agrees to accept service of a conformed copy of this Stipulation and the 

accompanying Consent Judgment by prepaid first class mail s m t  to Defendant. Defendant 

expressly waives personal sewice of a confom.ed copy ofthis Stipulation and the accompanying 

Consent Judgment after they have been filed with the Court. 

20. Each person who signs this StipuIation in a representative capacity warrants that 

he or she is duly authorized to do so. 

21. Defendant agrees that the Attorney General, unless notified to the contrary, may 

send all notices under this Stipulation to Defendant at the address set forth in paragraph I .  

DATED this day of ,2000. 

ALAN G. LANCE 
A'ITORNEY GENERAL 
STATE OF IDAHO 
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By: 
MICHELE R BUITS 
Deputy Attorney General 

1 

DATED this day of ,2000. 

LCI INTERNATIONAL TELECOM COW. 
dba w e s t  Communications Services 

Name; 
(Printed) 

Signature: 

Title: 
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STATE OF MINNESOTA 
BEFORE THE ATTORNEY G E N E W  

In the Matter of ASSURANCE OF 
Qwest Communications Corporation, 
LCI International TeIccom Cop. d/b/a 
Qwest Communications Service, 
USLD Communications, Inc., Phoenix 
Network, Inc. and Qwest Communications 
International, Inc. 

DISCONTINUANCE 

I. INTRODUCXION. 
1. This Assurance of Discontinuance (“Assurance”) is entered into under &esota 

Statutes section 8.3 I , subdivision 2b (I 998) between thc State of Minnesota, through its Attorney 

General, Mike Hatch, and Qwcst Communicatio~ls Corporation, LCI International Telecom 

Corp. d/b/a Qwest Communications Services, USLD Communications, fnc., Phoenix Network, 

Inc. and Qwest Communications International, Inc. (coliectively uQwesty’). 

2. Mike Hatch is the Attorney General of Minnesota and is authorized under 

common law and Minnesota Statutes section 8.31 (1998) to enforce Minnesota’s consumer 

protection Inw3. 

3. Qwest Communications Corporation is a DeIaware corporation with its principal 

place of business at 555 17” Street, Denver, Colorado. Qwest Communications Corporation was . 

authorized to provide long distance service in Minnesota on December 8,1994. 

4. LCI International Telecom Corp. d/b/a Qwest Communications Services is a 

Delclwarc corporation with i f s  principal place of business at 555 17& Street, Denver, CoIorado. It 

was purchased by Qwest Communications International, Inc. in June 1998. LCI International 

Telecorn Corp. was authorized to provide long distance service in Minnesota on June 27,1990. 

5. USLD CommUnications, Inc. is a Texas corporation with its principaI place of 

business at 555 17Lh Street, Denver, Cdorado. USLD Communications, Inc. was authorized to 

provide long distance service in Minnesota OR JuIy 26,1990. 

. 



6. Phoenix Network Inc. is a Delaware corporation with its principal place of 

bus&css at 555 17* Street, Denver, Colorado. Phoenix Network Inc. was authorized to provide 

long distance ses4cc in A4im.esok on SqFtenEe; 14, !?92. 

7. Qwest Communications Corporation, LCI International Telecom Corp. dfbla 

Qwest Communications Services, USLD Communications, Inc., and Phoenix Network, Inc. m 

all wholly owned subsidiaries of west Communications International, Inc. QWS~ 

Communications International is a Delaware corporation with its principal place of business at 

555 17* Street Denver, Colorado. 

8. The Attorney General, with the cooperation of Qwest, has h v d g a t c d  allegations 

of misconduct by Qwest, including misconduct by third party sales agents and distributors 

working on behalf of Qwest. In consideration of the commitments and assurances provided 

beIow, Qwest and the Attorney Genera! have agreed to resohe this investigation without formal 

litigation. It is expressly agreed and understood that this Assurance is for settlement purposes 

only, and Qwert does not admit to any of the factual allegations by the State of Minnesota or to 

any violation of state or federal law, rule or regulation, wrongdoing, or liability of any kind on its 

part or on the part of any of Qwest’s officers, directors, agents, employees, representatives, 

independent contractors, marketers, or assigns, nor does this Assurance constitute any finding of 

any such violations, wrongdoing or liability of any kind on its part or on the part of any of 

Qwest’s offrccrs, directors, agents, employees, representatives, independent contractors, 

marketers, or assigns. Indeed, Qwest expressly denies such wrongdoing. 

n. THE AT~ORNEY.GENERAL’S kVESlTCATXON 

9. Ln its investigation, the State of Minnesota alleged several violations of law 

relating to Qwcst’s marketing of telecommunications services in Minnesota. The Attorney 

General’s allegations are summarized in paragraphs 10 - 43 below. Qwest disputes these 

allegations, and nothing herein shall be construed as an admission of the conduct alleged below. 
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QwesVs In-Person Sales Program 

. IO. Since at least 1998, Qwest has mailiZi;p,d telecommunications services, including 

long distance service, in  Minnesota by using face-to-face or in-person des. 

11. Qwest hired third party sales agentsldistributors to conduct its face-to-face sales 

in Minnesota. Qwest was responsible for the conduct of these sales agentddistributors. In 

addition, Qwest was responsible for ensuring That rhese agents were adcquareIy trained and 

supervised and that they complied with the law as they sold long distance service on behalf of 

Qwest. Qwest accepted d1 the revenue fiom consumers who these’agents indicated had wanted 

to switch their Iong distance service to west 
12. In order to legally switch a person’s long distance provider, Qwest is required to 

obtain a person’s authorization to switch providers and then veri@ that pemn’s authorization to 

switch providers. For its in-person sales, Qwest has verified consumers’ authorizations to switch 

Iong distance providers in writing by using “Letters of Agency” (“LOAS”). Valid LO& must 

contain the signature of the lone, distance subscriber who is changing Lis or her long distance 

service or a person whom the subscriber designates with authority to make that change. 

13. Qwest forged Minnesota consumers’ signatices on LOAS. As a result, Qwest 

changed Minnesota consumers’ long distance service without their authorization and without 

verifying their authorization. 

Qwest’s Telemarketing Program 

14. From September 1998 to July 1999, Qwest solicited Minnesota mmumers 

through telemarketing calls that offered two free airline tickets through “Fly Frce America” if 

they switched their long distance service to Qwcst. Consumers were required to remain Qwest 

customers for 60 days in order to qualify for the fiee tickets. 

15. Qwest hired a third party salcs distributor to conduct the telemarketing campaign 

for “Fly Frce America.” Qwest was responsible for the conduct of thest tekrnarkcters. In 

addition, Qwest was responsible for ensuring that these telemarketers were adequately trained 

and supervised and that they CompIicd with thc law as thcy sold long distance service on behalf 
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of Qwest. Qwest accepted aI1 the revenue fiom consumers who t hee  telemarketers indicated 

had.wanted to switch their long distance service to Qwest. 

i 16. Jn order to use the fiee airline tickets, consumers were required to stay at 

participating hotels for a minimum number of nights at thc regularly published rate. Qwest’s 

telemarketers did not always inform Minnesota consumers that they-had to stay at participating 

hotels at predetermined rates for a minimum number of nights in order to use the fiee airline 

tickets. 

17. Qwest’s telemarketers did inform some consumers tliat they were required to stay 

at participating hotels for a minimum numbcr of nights at the regular published rates. Qwest, 

however, did not inform consumers of aI1 the material terms and conditions of that stay, 

including the specific rates they would have to pay and the number of nights that constituted the 

minimum stay required, until after the cousumer had switched to Qwest’s long distance service. 

18. Depending on the destination, the required stay to obtain tickets could be 

anywhere from four iriglits fur a Minnesota consumer lo travel to Florida to thirteen nights for a 

Minnesota consumer to travel to Hawaii. The appIicable published rates for participating hotels 

range from $154 per night to $441 pcr night. The cost for a Mhiesota consumer to trave! to and 

stay in Hawaii through FIy Free‘America is approximately $2500. 

19. Qwest’s Fly Free America Pricing Guide lists the relevant hotei rates and required 

stays. QWCSL cliJ not providc consumers with the guide until several weeks after a consumer had 

switched to Qwest’s long distance service. 

20. Approximately twenty-two thousand (22,000) Minnesota consumers switched to 

Qwest’s long distance scMce in response to the Fly Free America promotion. 

21. In addition to the Fly Fne America program, Qwest has idso solicited Minnesota 

consumers rhrough telemarketing calls. When soIiciting c o m e r s  in Minnesota via the phone, 

Qwest’s telemarkcters informed Minnesota consumers of the rate they would pay for interstate 

calls. Depending on the caIling plan, the rate for interstate calls was typically 5 cents or 9 cents 

per minute. Qwest’s telernarkctcfi did not inform Minnesota co~~cumor; of thc rntc they would 



i pay tor intrastate, interLATA calls in Minnesota Qwest’s rate for all intrastate calls in 

Minnesota was 12 cents per minute during the relevant time period. Qwest’s teiemarketers ais0 

did not speciiy to consumers that they would have to pay a PiCC and Universal Service Charge \ 

off1.93 per month. 

22. From at least March 1999 to Octobcr 1999, Qwest has used Automatic Dialing- 

Announcing Devices (ADADs) to market its services in Minnesota. 

23. Qwest’s telemarketing agent used ADADS to solicit Minnesota consumers when 

those consumers had not consented to receive messages f?om ADAbs or when those consumers 

did not have a current business relationship with Qwest. 

Violations of Law 

Minnesota Anti-Slamming Laws 

24. Slamming -- changing a customer’s provider of teIecommunications service 

without his or her consent - is prohibited under state and Federal law. Minnesota’s anti- 

s l d g  laws arc conbind in Minnesota Statutes seclions 325F.963, 237.121, and 237.661 

(1 998). 

25. Section 325F.693, subdivision 2(a) provides that changing a customer’s locd or 

long distance provider “without the subscriber’s verified consent’’ constitutes fraud under the 

Minnesota Consumer Fraud Act. Under subdivision 2(c)(l), consent “may be verified u t i l i g  

m y  mcthod that is consistent wid1 fder- law or rcgulation.” 

26. Section 237.661 similarly prohibits causing a change in the consumer’s phone 

service ‘‘without prior authorization fiom the customer,” and requires verification of this 

authorization consistent With federal law. In obtainiug a customer’s authorization to switch 

carriers, a carrier must confirm: (1) the customer’s identity with information unique to the 

customer; (2) that the customer has k e n  informed of the offering made by the carxier; (3) that 

the customer understands that he or she is being asked to change telecommunications carriers; 

(4) that the customer has the authority to authorizt the change; and (5) that the customer agrees 

to the change. Id. 



27. Federal law penaining to verification procedures for the change of long distance 

service is contained in Part 64.1 150 of Title 47 of the Code of Federal Regulations. This 

consumer’s consent to the change in his or her long distance service, or primary interexchange 

carrier (“PIC”). 

28. Oral authorization, one method used by Qwest, is permitted under 47 C.F.R. Pt. 

64.1 150(c) only as follows: 

An appropriately qualified and independent third p& has obtained the 
customer’s oral authorization to submit the PIC change order that confirms 
and indudes appropriale verification data (e.g., the customer’s date of 
birth and social security number). The independent third party must: (1) 
not be owned, managed, controlled, or directed by the carrier’s marketing 
agent; (2) must not have any financial incentive to confirm preferred 
carrier change orders for the canier or the carrier’s marketing agent; and 
(3) must operate in a Iocation physically separate fiom the carrier or the 
carrier’s marketing agent. The content of the verification must include 
clear and conspicuous confirmation that the subscriber has authorized a 
preferred Carrier change. 

Qwest also used h n e n  authorization, or LOAs, to verify that Minnesota 

cun~umcrs  had authorized Qwes to become their long distance provider. Written authorization 

is permitted under 47 C.F.R Pt. 64.1 lSO(a) only if “the te1ecommunication.s carrier has obtained 

29. 

the subscriber’s written authorization in a form that meets the requirements of section 64.1 160.” 

30. 47 C.F.R. Pt. 64. I160 requires that: 

the letter of agency shdl be a separate document (or an easily separable 
document) containing only the authorizing languagc dcscribcd in 
paragraph (e) of this section having the sole purpose of authorizing a 
telecommunications catTier to initiate a preferred carrier change. The 
letter of agency must bc signcd and datcd by rhc subscriber to the 
telephone line(s) requesting the preferred carrier change. 

Minnesota Iaw further provides that (t carrier “must bc able to produce, u p n  31. 

wmptaint by the customer, evidence that the carrier verified the authorization by the customei‘ 

to change the customer’s telecommunications service provider. Minn. Stat. 3 237.661, SUM. 

2(b)(2) (1998). 

6 



.-- I 
i 32. ‘Ihe State of Minnesota alleges that Qwest violated Minnesota’s anti-slamming 

laws by failing to obtain proper authorization to switch Minnesota consumers’ long distance 

1 service to Qwest. Qwest forged consumers’ signatures on LO.&. Despite ~c fact that 

consumers were not authorizing the switch of the long distance providcr, Qwest became the 

consumers’ long distance provider. 

33. Qwest also filed to provide customers with evidence that it verified the 

customers’ authorization to change their telecommunications service providcr when customers 

complained to Qwest Weeks passed before Qwest responded to these complaints and provided 

either proof of authorization to switch caniers or credits. 

Minnesota Consumer Protection Statutes 

34. Minnesota law con& several broad statutes designed to deter and remedy 

fraudulent and deceptive practices against consumers. 

35. The Minnesota Prevention of Consumer Fraud Act contains Minnesota Statutes, 

section 325F.69, subdivision 1, which provides that: 

The acf use, or employment by any person of any fraud, false pretense, 
fdISl: promise, miSqreSenEitiOn, misleading statement or deceptive 
practice, with the intent that others reiy thereon in connection with the d e  
of any merchandise, whether or not any person has in fact been misled, 
deceived, or damaged thereby, is enjoinable as provided herein. 

36. Minnesota law also prohibits fake statements in advertising. Minnesota Statutes, 

section 325F.67 states: I 
A n y  person . . . who with intent to selI . . . services . . . directly or 
indircctty to the public . . . makes, publishes, disseminates, circdates, or 
ptaces before the pubIic, or causes, directly or indirectly to be made, 
published, disseminated, ckdated, or placed before the public, in this 
state . . . an advertisement of any sort regarding . . . service . . . which 
contains any material assertion, representation, or statement of fact which 
is untrue, deccptive, or misleading, whether or not pecuniary or other 
specific damage to any person occurs as a direct result thereof may be 
enjoined as such. 



37. The State of Minnesota alleges that Qwest violated Minnesota law when it 

telemarketed Minnesota consumers through its “Fly Free America” program. Qwest failed to 

iz,F3m d! c m s s . a e ~  that if k j j  witched their long dis!mce service to Qivest -U&i Lie “Fly 

Free American” program. they would have to stay at preselected hotels at predetermined rates for 

a minimum number of nights when they used their “free” airline ticke-ts. 

38. Qwesr did disclose to some consumers that they would have to stay at 

participating hotels for a minimum number of nights at the regularly published rates. This 

disclosurc violated Minnesota law because Qwest did not inform these consumers of all material 

terms and conditions ofthe required stay. Qwest did not tell cnnsumers the costs associated with 

staying at participating hotels or the actual number of nights that constituted a minimum number 

of nights before consumers switched their long distance service to Qwest 

39. Minnesota law also limits the use of automatic dialing - announcing devices 

(ADADS). Mh. Stat. $3 325E.26-3 1 - 

A d l c r  shall not use or connect to a tclcphonc lint: an automatic dialing- 
announcing device unless: (1) the subscriber has knowingly or voluntarily 
requested, consented to, permitted or authorized receipt of the message; or 
(2) thc mcssagc is hiuncdiatcly preceded by a live operator who obtains 
the subscriber’s consent before the message is delivered. This section ... 
[does] not apply to ... messages to subscribers with whom the caller has a 
current business or personal relationship .... 

Id. 3 325E.27. 
40. The State of Minnesota alleges that Qwest violated Minnesota Iaw when its 

teIemarketing agents used ADADs to make calls to Minnesota consumers who had not given 

their consent to receiving the message or who did not have a cunent business relationship with 

Qwcsl. 

Minnesota’s Telecommunications Solicitation Statutes 

41. Minnesota’s telecommunications statutes contain several provisions designed to 

protect consumers by requiring teIecommunications W r i e s  to provide customers with specific 

information when soliciting customers. 
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42. MiMeSOta law requires that long distance carriers provide CUStOmCfS with certain 

price information when they solicit a customer by phone or mail, or when a customer contacts 

the= z b u t  obtakiiig loag distaiice service. Minn. Stat. 5 237.662, su’d. i ji998). Long 

distance Carriers must disclose the following information: 

(1) the price or range of prices of interstate message toll service accessed 
by dialing “I+” or “LO-XXXC’, including any diffcrcncc in price for 
evening, night., or weekend calls; 
(2) the price or range of prices of intrastate interLATA message tot1 
scmicc occcsscd by dialing “l+’r uc “lO-X3ar’, including any difference 
in price for evening, night or weekend calls; 
(3) the price or rangc of prices of intrastate intraLATA message toll 
service-accessed by dialing “I+” or “ I O - X W ’ .  including any difference 
in price for evening, night or weekend calls; 
(4) any minimum volume requirements, fixed flat fees, service charges, 
surcharges, termination charges or other non-service-specific charges, 
including the fact that the provider of I o d  service may charge a one-time 
fee for changing carriers; 
( 5 )  any special promotional rate or promotiond offering related to the services 
or prices dcscnbcd in clauses (1) to (4) above’, including any limitations 
or restrictions on the promotional rates or offerings. 

Id. 

43. nlc: Slate of Minnesota alleges that Qwest violated Minnesota law by failing to 

inform consumers of all the specific price information detailed in the preceding paragraph when 

it soIicitcd Minnesota consumers. by mail or phonc or when Minnesota consumers contacted 

Qwest about obtaining long distance service. 

In. GENERAL PROVISIONS 

44. In consideration of the commitments and assmces below, the Attorney General 

and Qwest have agreed to resolve this investigation without a finding or admission wrongdoing. 

45. 

46. 

Qwest has read and understands this Assurance and enters into it voluntarily. 

Qwest has been advised by its legal counsel of the meaning and cffcct of cach . 

provision of this Assurance. 

47. Qwest understands that a violation of this Assurance may result in sanctions for 

contempt pursuant to Minnesota Statutes section 8.3 1, subdivision 2b, andor that the Attorney 



Gcacral mdy thereafter iniriare legal proceedings against it for any and all Violations of 

Minnesota law, provided, however, that Qwest shall be diowed to actively contest any such 

contempt proceeding. 

48. The Attorney General, without further notice, may make ex porfe application to 

the District Court for an Order approving this Assurance. Service of the Order may be made 

upon Qwest by mailing a copy Of fie Order to Steven A. Augustino, Kelley, Drye & Warren, 

L.L.P., 1200 19th Street,N.W., Suite 500, Washington, D.C., 20036, attorney for Qwest. 

49. Mark Pitchford decIares that he is the Senior Vice Piesidenf Consumer Markets, 

and as such, has been authorized to enter into this Assurance on behaIfof Qwest. 

50. This Assurance constitutes a full and final resolution beween the Attorney 

General and Qwest of all claims brought by the Attorney General for the alleged conduct 

described in this Assurance, up to and including the date of the signing of this Assurance on 

behalf of the Attorney General, as long as Qwcst is in compliance with the terms of th is  

Agreement. With respect to MPUC Docket No. PA-99-1 192, the Attorney General, acting sorely 

in its capacity to represent the interests of rcsidential and smd2 business consumers pursuant to 

Mmn. Stat. 4 8.33, agrees not to make the aIIeged conduct described in this Assurance a grounds 

for arguing against approval of the merger which is the subject of that docket. Notwithstanding 

the foregoing, the parties retain their rights to reference the Assurance and its underlying factual 

and legal aliegations in responding to my questions asked at any Commission or administrative 

hearings in MPUC Docket No. PA-99-1 192. In addition, the Attorney General is not prohibited 

from making reference to the statements contained in its January 1,2000 comments in MPUC 

Docket No. PA-99-1 192 about Qwest’s business and marketing practices that are not the subject 

of this Assurance. This Assurance does not limit in any way the legal remedies available to any 

other person. 

In junction 

51. Qwest, togethcr with its employees, agents, successors, assignees, affiliates, 

including but not limited to an affiIiate long distance company authorized under 47 1J.S.C. $5 



271-272, merged or acquired predecessors, parent or controlling entities, subsidiaries, and all 

other persons acting in concert or participation with it, are permanently enjoined as foilows: 

A. Qwest Will not offer or sell 104 or “1+” direct dialed long distance phone 

services to Minnesota consumcrs without exprcssly and unambiguously disclosing 

to the consumer that it is seeking to replace the consumer’s current local or long 

distance provider. 

B. Qwest will not cause a change in the local or long distance phone service 

of any Minnesota consumer unless it fully complic’s with dl appIiwble federal 

and state *+tutcs and regulations regarding unauthorized changes to phone 

service, including Minnesota Statutes sections 237.121,237.661,325F.693 and 47 

C.F.R Pts. 64.1100, 64.1150, & 64.1160 or their successor or amended 

provisions. 

C. 

I 

Qwest will not change the local or long distance phone servicc of any 

Minnesota wnsumer unless it expressly and unambiguously obtains the 

consumer’s consent and authorization to a change from its current phone service 

provider to Qwest. 

D. Qwest will not forge or caused to be forged a person’s signature on n 

“Letter of Agency” that purports to give the Minnesota consumer’s consent to 

change their local or long distance provider to Qwest. 

E. If Qwest becomes a customer’s teIecommunicrttions provider without 

obtaining his or her authorization and verified consent to switch providers, Qwest 

will comply firlly with Minn. Stat. 5 237.661, or any othcr applicablc statc or 

federal statute or regulation, whichever provides the most favorable relief to the 

customer. 

F. Qwest will provide, in a clear and conspicuous manner, accurate and 

complete information about any and all material terms and conditions of any offer 

to provide local or long distance teltcommuni~tions scwicc, including but not 



limited to limitations, restrictions and costs related to. any promotion and 

limitations, restrictions and costs related to any airline tickets that Qwest is 

oEering to Minnesota consumers as an inducement to switch their 1xa.I or long 

distance service. 

G. Qwest will not represent, expressly or by implication, to a Minnesota 

consumer that they will receive “free” airline tickets if they change their long 

distance service to Qwest if the consumer must stay at certain accommodations at 

predetermined prices for a minimum number of nighti in order to use the tickets. 

H. Qwest shall not misrepresent the terns or conditions of its local or long 

distance phone service to any Minnesota consumer, inchding but not limited to 

the terms and conditions of any promotional offering. 

I. 

with Minn. Stat. $5 237.66 and 237.662. 

J. Qwest will disclose to alI Minnesota consumers who contact it directly 

about obtaining long distance service or who are telernarketed about Qwest’s long 

distance service: (1) the price or range of prices of interstate message toll service, 

including any difference in price for evening, night or wcckcnd calls; (2) the 

price or range of prices of intnstate intxaLATA message toll service, including 

any difference in price for evening, night or weekend calls; (3) the price or range 

of prices of inbastate hterLATA message toll service, including my difference in 

price for evening, night or weekend calls; (4) any minimum volume 

requirements, fixed flat fees, service charges. surcharges. termination charges or 

other non-service-specific charges, and the fact that the provider of local scMce 

may charge a one time fee for changing carriers; and (5) any promotional rate or 

offering related to the services or prices described in clauses (1) to (4), including 

any Iimitations or restrictions on the promotionaf rates or offerings. 

All of Qwest’s customer solicitations, via mail or phone, must comply 
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K. 

325E.26 - 325E.3 1 or their amended or successor provisions. 

L. Qwest will review and, as necessary, revise its written policies, deveIop 

practices, and employ sufficient customer servicc rcprcscntativcs to cnsurt: that 

qualified personnel are available during regular business hours to receive, and if 

possible, resolve all customer inquiries, requests and complaints. 

M. 

Qwest will comply with Minnesota’s ADAD statute, M h .  Stat. $5 

Qwest Will review and, as necessary, revise its written policies, deveIop 

service and it will not engage in any act or practice in violation of Uinnesota 

I 

practices, and employ sufficient customer service rgpresentatives to emure that, 

for complaints that cannot be resolved during the customer’s hritial contact with 

the company, Qwest will contact the customer within five business days and at 

Ieast once every fourteen calendar clays thereafter, and advise the customer 

regarding the status of his or her investigation until either: (i) the complaint is 

mutually resolved; or (ii) Qwest advises the customer of the results of its 

investigation and final disposition of tlir: matter; or (iii) the customer files a 

written complaint with the Minnesota Public Utilities Commission or the courts. 

These timelines will apply to complaints in which the Minnesota Office of 

Attorney General contacts Qwest on behalf of customers. 

N. If Qwest contracts with a third party to provide Qwest’s retail customers 

with m y  scrvicc or producl related to Qwest’s telecommunications service, Qwest 

will ensure that the third party fulfills all customer obIigations in a timeIy manner. . 

Qwest will respond to and resolve all customer complaints and inquiries related to 

such a third party and the services or products it was to provide Qwest’s retail 

customers in the manncr and timelines specified in paragraphs 4 9 6 )  and 49 0. 
0. Qwest wilI comply wjth all Minnesota statutes, d e s ,  and Public Utility 

Commission orders, regarding Qwest’s provisioning of local and long distancc 



i 

Consumcr Protcction Laws, including but noi limiled to Minn. SUI. gg 325D.44, 

325E.26-3 1,325.F67,325F.69, and 325F.693. 

Customer Restitution 

52. Qwest, together with its employees. agents. successors. assignees. affiliates: 

including but not limited to an affiliate long distance company auh-orized under 47 U.S.C. $9 
271-272, iiicrgcd or aquircd predecessors, parent or conuoIling entities, subsidiaries, and all 

other persons acting in concert or participation with it, agree as follows: 

A. 

its records to ascertain the name and address of each and every Minnesota 

consumer who switched to Qwest’s long distance service in response to Qwest’s 

Fly Free -erica promotion aad disconnected such service within the fmt sixty 

(60) days of service. 

B. 

forward by frrst class mail a letter, a copy of which is attached to this h s s m c c  

Within thirty (30) days of execution of this ksurance, Qwest shall review 

Within forty-five (45) days of execution of this Assurance, Qwest shall 

as Exhibit A, to each of thc consumers identified in paragraph 52A. For cach 

consumer who contacts Qwest in response to such letters within sixty (60) days 

from the date of the letters and who has discorsiected or requests to disconnect his 

or her long disbncc service with Qwest, Qwest shdi forward by first class mail a 

check or issue a bill credit, as appropriate. The amount of the restitution or bill 

credit shaI1 equal any and all switch fees paid by the wnsumer to switch to 

Qwest’s service and any and dl switch fees paid by the consumer to switch from 

Qwest to another long distance canier that have not already been credited or 

refbnded. In most cases, Qwest will issue a bill credit. However, if that is not 

possible or if the consumer’s incumbent local cxchangc company will not apply 

the bill credit to the consumer’s account because he or she does not have m 

outstanding balance owed to west or an active account with Qwest,.Qwest will 

issue a refund check. 
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C. 

provide restitution for charges not drezdy refunded or credited to each and every 

f o n e r  or cmeiii customer of Qwest who switched to Qwest’s long distance 

service in response to the Fly Free America program and who has alrcady filed a 

complaint or who fiIes a complaint within one hundred and twenty (120) days of 

execution of this Assurance with the Minnesota Attorney General’s Office, the 

Minnesota PubIic Utilities Commission, or directly with Qwest, alleging Qwest 

did not inform him or her of the costs associated’witkthe Fly Free America 

program. Qwest shall forward a chcck or issuc a bill crcdit dculated pursuant KO 

In addition to the customers identified in paragraph 52A, Qwest shall 

paragraph 52B within fi Aeen (I 5 )  business days of the Minnesota Attorney 

General’s Office, the Minnesota Public Utilities Commission, or a consumer’s 

forwarding such a compiaint to Qwest. 

D. Except for those consumers identified in paragraph 52(A), Qwest will 

provide f i l l  rcstitution to Minutsob consumers whose long distance service was 

switched to Qwest without their authorization since January I ,  1999 and who 

disconnected such service within ninety (90) days. Within forth-five (45) days of 

execution of this Assurance, Qwest Will forward a letter, a CODY of which is 

attached hereto as Exhibit €3, to all Minnesota consumers whose long distance 

service was switchcd to Qwcst since January I, 1999 and who disconnected such 

service within ninety (90) days. For each consumer who contacts Qwest within 

sixty (60) days from the date of the letter, Qwest will investigatc his or her 

inquiry. Qwest will have fifteen (IS) days to determine whether the company 

obtained the consumer’s authorization to switch his or her long distance setvice to 

Qwest pursuant tdali applicable federal or state laws and regulations. if Qwest 

cannot provide the consumer with evidence that it legally switched his or her long 

distance service to Qwest, Qwcst will forward by first class mail a check or biI1 

credit, as appropriate. within fifteen (1 5 )  days of receiving the comumcr’s 



L 

request. If Qwest has evidence that it legdly switched the consumer’s long 

distance service to Qwess Qwest wil! provide that customer with t h i s  evidence 

within twenty (2i)) days of receiving the consumer’s request. 

E. 

shall be calculated to include any of the foIlowing charges not already refunded or 

crcdired to each such consumer: (1) the total amount of charges Qwest assessed 

to the consumer while Qwest provided long distance service to that customer 

without authorization; and (2) any and all switch feespaid by the consumer to 

switch to Qwest’s service and any and all switch fees paid by the consumer to 

switch fkom Qwest to another Iong distance carrier. In most cases, Qwest will 

issue a bill credit. However, ifthat is not possible or ifthe consumer’s incumbent 

local exchange company will not apply the bill credit to the consumer’s account 

because he or she does not have an outstanding balance owed to Qwest or an 

The amount of a check or bill credit provided pursuant to paragraph 52D 

-.. .- 

I 

- 

active account with Qwest, Qwest will issue a refund check. 

F. 

consumer is entitled to restitution and the amount of that restitution in accordance 

with the eligibility requirements established in this Assurance. . 

G. Qwest shall pay the direct and incidental costs incurred in providing the 

restitution required by this Assuf~cc, induding but not iimited to, the costs of 

preparing and mailing refhd checks to eligibIe cmsumers in Minnesota. 

H. Within one hundred and eighty (1 80) days of the execution of this 

Assurance, Qwest shall forward to the Attorney General an affidavit. subscribed 

to by a Qwest officer authorized to bind Qwest, c o n f i i g  that Qwest is in full 

cornplimce with cach and cvcry term of this Assurance. h addition, this affidavit 

will include the following information: 

The Minnesota Attorney General shall be the fmal arbiter of whether a 

. 16 
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( I )  The name, address, telephone number, and amount of check or bill 

credit, if given, for ezch consumer to whom Qwest mailed Exhibit A pursuant to 

the terms of this Assurance; and 

(2) The name, address, telephone number, and amount of check or bill 

credit, if given, for each consumer to whom Qwest mailed Exhibit B pursuant to 

the terms of this Assurance; 

Monetary Payment 

53. Qwest shall pay to the State of Minnesota a civii penalty' in the amount of 

$500,000 pursuant to A4imesota Statutes, section 8.3 I ,  SUM. 2(b) & 3 (1998). This amount shall 

be paid by an electronic transfer to the State of Minnesota, which is made before an executed 

copy of this Assurance is delivered to the Office of Attorney General. 

Dated: Dated: 

MARK PITCHFORD LIANNEKNYCH - 

Senior Vice President . Assistant Attorney-General 
Consumer Markets 
Qwest Communications Corporation 

1000 Qwest Tower 

Denver, CO 80202 

1200 NCL Towcr 
445 Minnesota Street 
St. PauI,MN 55101-2130 

555 - 17th Street (651) 296-8714 

AC: 3701 I S.V. 01 

17 
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IN THE COMMONWEALI'H COUKI' (IF PENNSYLVANIA 

COMMONWEALTH OF PENNSYLVANIA 
ACTiNG BY ATTaFSEY GENEKAL 
D. MICHAEL FISHER 

PETIT1 ON ER 

V 

QWEST COMMUNICATIONS 
CORPORATLON 

RESPONDENT 

OUNSEL FOR PETITIONER 

. BARRY CREANY 
t N 1 W  UbPU'I'Y ATTORNEY GENERAL 
TTORh'EY NUMBER 39533 
FFICE OF ATTORNEY GENERAL 
UREAU OF CONSUMER I'ROTECTION 
BENSBURG REGIONAL OFFICE 
7 I  LOVELI, AVENUE, SUITE 202 
3ENSBURG. PA I593 I 
14) 949-7900 

M.D. 2001 

ASSURANCE OF 
VOLUNTARY COMPLIANCE 

COUNSEL FOR RESPONDENT 

RACHEL O'BRYAN, ESQUIRE 
QWEST COMMUNICATIONS 
CORPOUTION 
180 I CALIFORNIA STREET 
SUITE 3800 
DENVER. CO 80202 
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ZN THE COMMONWEALI’H CWUKT Ut-‘ PENNSYLVANIA 

COMMONWEALTH OF PENNSYLVANIA 
~ c T 2 4 G  E:‘ ATT3RAEY C - Z N E U L  
D. MICHAEL FISHER 

PETITIONER 

V 

M.D. 2001 

?WEST COMMUNI CATIONS 
ZORPORATION 

RESPONDENT 

ASSUFUNCE OF VOLUNTARY COMPLIANCE 

WHEREAS, the Commonwealth of Pennsylvania, acting by Atrorney General D. Michael 

:isher, through the Bureau of Consumer Protection (hereinafter “Commonwealth”), has caused an 

nvestigation to be made into the business practices of Qwest Communications Coiporation, a 

lelaware coiporation with its principal place of business at 180 1 California Street, Deliver, Colorado 

hereinafter “Qwest”); 

WHEREAS, Qwest engaged in trade and commercc within the Commonwealth of 

’ennsylvania directly and through its agents in marketing for sale, selling and thc provisioning of 

ntrastate and interstate long distance telecoinrnunication services to Pennsylvania telephone 

ubscribers and in the billing and collection for such services; 

WHEREAS, based upon its investigation, the Commonwealth alleges that Qwest has 

ngaged in conduct alleged to be violative of the Unfair Trade Practices and Consumer Protection 

.aw, Act of December 17, 1968, P.L. 1225, No. 387, as amendcd and reenacted by the Act of 

Jovernber 24, 1976, P.L. 1 166, No. 260, and the Act of December 3, 1996, P.L. 906, No. 146,73 

I.S. $201 - 1 et seq. (hereinafter the ‘‘Consumer Protection Law”). generally as follows: 

1. Unauthorized Carrier Switches 

A. Beginning in 1997 and contint:ing through I999 Qwesr employed independent 

ontractors or third pany distributors (“marketing agents”) to solicit Pennsylvania telephone 

ubscribers to change their long distance telecommunication services (Le., interLATA, intraLATA 
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and/or local toll services) to Qwest. Specifically, said marketing agents solicited Pennsylvania 

telephone subscribers to change their primary interexchange carrier (“PIC”) to Qwest by using 

writtcii Lcttei; zf,A,gencj. (“LOAS”). 

R. .4 long distance carrier must obtain valid LOAs before initiating a PIC chanye for any 

tclcphone subscriber. ‘Federal regulations require thar i n  order to be valid LOAs niust contain the 

signature of eitlier the telephone subscriber for the line being cl~anged or a person who the subscriber 

has designated with the authority to make such a changc. 

C. Qwesr initiated PIC changes for Pennsylvania telephone subscribers upon orden i t  

received from its marketing agents despite the fact that its marketing agents had not obtained LOAS 

from the telephone subscribers or its marketing agents had LOAs which contained forged signatures 

>t* the telephone subscribers. Qwest was responsible for the unauthorized PIC changes of 

Pennsylvania telephone subscribers. 

2. “Flv Free America” Teleniarketina Program 

A. Beginning i n  September of 1998 and continuing through July o f  1999, Qwest 

:liiployed a third party telemarketer (“telemarketing agent”) who contacted Pennsyivania consumers 

ind offered them hvo (2) airline tickets as an incentive for thcir agreement to switch rheir long 

iistance telecommunication services to Qwest (hereinafter the “Fly Free America Program”). In 

xder to qualify to receive the two (2) free airline tickets, Pennsylvania consumers were required to 

,einain a customer of Qwest for sixty (60) days at an agreed upon per minute rate, a monthly fee of 

bur and 95/100 dollars ($4.95) and other recurring charges. Although the airline tickets were 

tpresented as “free” they could only be used in connection with the purchase of accommodations 

it participating hotels and condominiums at fixed prices for mandated lengths of stay. 

B. In some instances in their initial call to Pennsylvania consumers, Qwest’s 

elemarketing agent did not disclose the material fact that consumers had to purchase 

iccommodations in order to use the two (2) airline tickets which purportedly were “free”. When 

$vest’s telemarketing agents did disclose that thc purcliase of accommodations was required, they 

’ailed to disclose other material facts including the ternis and conditions relating to the use of the 

free” airline tickets until after consumers had agreed to switch their long distance 

- 2 -  
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telecommunication Services to Qwesr. Specifically, consumers were not informed of the mandated 

lengths of stay and the high daily rates they would be required to pay for accommodations. In fact, 

tOfiSiiinerS did n3t receive infomation abauc x c h  raterial terns 2r.d coditions iinti! several weeks 

Lifter the.), switched to Qwest. Only iipnn their receipt of the “Fly Free America Pricing Guide” and 

information packet wwld consumers leani thx i n  order to use their “free” airline tickets they would 

hwt‘ to stay between tlvee (3) and fourteen ( 14) days (depending upon destination) at rates ranyng 

from one hundred fifty-four and 00/100 dollars (S 154.00) per day to four hundred bventy-seven and 

30/100 dollars (S427.00) per day. In addition to these high daily rates coiisurners would also be 

-cquired to pay service charges, taxes and other fees, the amounts o fwhich  were n o t  even discloser1 

n the “Fly Free Anierica Pricing Guide”. Further, consumers traveling to cenain destinations were 

-equired to purchase commuter airline tickets to reach their destinarions i n  addition to paying for 

~ccommodations. 

C. Many of the Peimsylvania consumers who switched carriers pursuant to [he Fly Free 

\ m e r i a  Prosrani and remained as customers of Qwest for more tharisisty (60) days never reccivecl 

:ither thc “Fly Free America Pricing Guide” or the two (2) “free” airline tickets they had been 

iromised. 

D. Although represented as “free”, the net amount paid by consumers who traveled on 

he Fly Free America Program was approximately equal to the price a consumer would pay for the 

inmc airfare and occonimodations booked through 3 conventional travel agency. 

E. As a result of Qwest’s Fly Free America Program fifty-eight thousand twenty-four 

‘58,024) Pennsylvania telephone subscribers changed their telecommunication services to Qwest. 

3. Customer Billing 

A. Qwest began processing and charging some accounts before confirmation that the 

’ennsylvnnio consumers subscribed to such accounts were connected to and receiving the long 

listance telecommunication services of Qwest. As a result, certain consumers were billcd monthly 

ees and other recurring charges at times when Qwest was not tlicir priniary interexchange carrier. 

Qwesr continued to process and charge some accounts after the Pennsylvania 

:onsumers subscribed to such accounts had switched thcir long distance telecommunication services 

- 3 -  
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to another carrier. As a result, certain consumers were billed monthly fees and other recurring 

diargcs ;it times when Qwest was not their primary interexchange carrier. 
” 
L, Trior to Janiiary 1998 lccd :elephor;,o c ~ i i i p x ~ e s ,  !cr,,cw:: 2s !ocz! exchxzs ccrnpanies 

(“LECs”), billed long distance companies such as Qwest an access charge on a pet minute basis for 

thc access to and usc of their telephone lines. I n  January 19% the Federal Communications 

Commission (“FCC”) lowered the allowable per minute access charge that LECs bill long distancc 

col1ipanics iiiici at that time instituted r? presiibscribed intercschange carrier charsc (“I’ICC”) which 

LECs could bill long distancc companies for access to and use of the LECs tclephone lines.’ The 

FCC cappcd the PICC amount that long distance companies could be required to pay LECs at 90.53 

pel- month for a primary line:’ SI S O  per month for non-primary residential l i n ~ . s , ~  and S2.75 per 

month for a multi-line business line.J The PICC is not a ta\r or a FCC or other governmental agency 

m;rnrlatcd charge upon a telephonc subscriber, rather i t  is a charge that LECs were permitted to 

asscss and require the long distance L.anipanies to pay for access to and use of ~ I I C I ~  telephone lines. 

The FCC did not require long distailcc companics to add this to the relephonc‘ subscribers’ phonc 

bills. From January 1, 1998, through November 1993, Pennsylvania telephonc subscribers who 

received direct bills from Qwest v.we charged a PICC of S0.79 which w a s  listed in a category 

described as “FCC Mandatccl Cliargss”. 

WHEREAS, the Commo~i\\;ealth maintains that the above allegations fall within the 

definition of unfair methods of competition and unfilir or deceptive acts or practices under the 

Consumer Protection Law $$201-2(4)(v), (vii), (ix), and (xxi); 

‘In the blarrcr of Acccss Cliiirec Rcforiii. r r d ,  relc~scd M a y  16, 1997, 12 F.C.C.R. 15952 

‘Prirnaiy linc is dcfincd by thc FCC as 11ic principal p h x c  liiic of a residence or a singlc-line busincss linc. 

’Nun-primary liiic is dciiiicd by tlic FCC as any phone l i r x  :I rcsidcncc. may h v c  ii: csccss of, or i n  ~dd i t ion  
IO, the primary line phont linc. 

’A niulii-line busincss lint is  dcliiied by rhc FCC as :illy phonc linc a btisincss m i y  have in cxccss of, or 
idJition to, the primary lhic phonc‘ lhc .  

- 4 -  



c 

7 

s 
9 

IO 

1 1  

'12 

13 

14 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

WHEREAS, Qwest is willing to cease and desist from engaging in thc typcs of business 

practices alleged above and shall not violate the Consumer Protection Law in the future; 

WHEREAS, Qwest denies any and all allegations of statutory violations or other 

wrongdoing as alleged by the Commonwealth and has agreed to enter into this Assurance of 

Voluntary C:ompliance for settlenient without any admission of any matters of Fact or any violations 

3fIaw, wron,odoing or l iability of any kind and tliis Assutilncc of Volui t tuy Cuiripliance shall nor 

Jc construed as an admission of a violation for any purpose; and 

WHEREAS, the Commonwealth agrees to acccpi this Assurance of Voluntary Compliance 

wrsuant  to 3201-5 of thc Consumer Protection law i n  lieu of commencing statutory proceedings 

iursuant to $20 1-4 thereof. 

NOJY TMEREFORE. :vhile enyagrd in future trade and cominerce within the 

2ommonwealth of Pennsylvania, from the date of execution of this Assurmce of Voluntary 

:onipliance, Qwest, for itself and its administrators: successors, assigns, agents (including, but not 

iiiiited to third party marketing agctits), employees and dl persons acting os1 its behalf. directly or 

hrough any corporate or other business device (including, but not limited to corporate subsidiaries), 

.grccs as follows: 

A. 

R. 

c. 

Qwest shall only alfwv orders for its telecommunication services to be marketed by 

employecs, independent contractors, third party distributors or persons or other 

entities which i t  has directly autholized, and Qwest shall require any such persons or 

entities involved in such practices to comply with the provisions of this Assurance 

uT Vuluniary Compliance. 

Before submitting a PIC change to a IocaI exchange carrier which will affect any 

Pennsylvania telephone subscriber's service, Qwest shall comply with a11 Federal 

Communication Commission's rules and orders now in effect. or as liereinafter 

modified or amended, which relate to the change of a tclephonc subscriber's primary 

interesc!i;lnge carrier. 

Bcforc submitting :I PIC cliange to a local exchange carrier \vIiich will affect any 

Peniisylvania tc lepho~~e subscriber's service, Qwest sliall obtain the express 

- 5 -  
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authorization of any such subscriber or  person designated 3s authorized to make a 

change on their behalf. 

For a period of hvo (2) years from the date of execution of this Assurance of 

Voluntary Compliance. Qwest wi!l not subinit a PIC change order based upon a L0.4 

unless i t  has first been indcpcndently verified by a third party that the person IS the 

subscriber or is authorized to iiiakc thc switch and that i t  is thcir intont to do so. 

Qwest shall not represent, expressly or implicitly, or offer, advertise or promote any 

good or service to any constinier as free, or use any term of similar import, unless the 

consumer is not charged for their receipt or use of  any portion of the product or 

sentice represented as free. Further, the recipients of any non-telecommunication 

goods or serviccs offcrcd as an inccntivc (“noli-rclccoiiiiiiunication inccntivc”) in thc 

marketing of Qwest telecommunication services shall not be required to purchase 

other non-telecommunication services in order to receive and use the lion- 

telecommu~~ication incentive. 

Qwest shall not use or allow to be used any inccixive offers in telemarketing its 

scrviccs unlcss its telcniarkctcrs disclosc in a clcar and conspicuous manlier accurate 

and complete information regarding all material t e r m  and conditioiis of any such 

incentive offer including, but not limited to, m y  rcsirictions or costs related to the 

receipt or use of any incentive offered. For purposes of this Assurance of Voluntary 

Compliance “clear and conspicuous’’ means that the required disclosures are 

prsciited i i i  il IiiilIuirr that a consumer will hear and undersland at a normal speed in 

the same tone and volume as other information presented. Further, such disclosures 

must be given prior to obtaining a consumer’s approval to accept the services being 

offered. 

Qwcst shall not begin billing Pennsylvania tcleplione subscribers for monthly fees 

oi oclici rc:cnrrii\g !i::s t m i l  [lie local exchange carrier has s\vvirched the subscriber’s 

long distance services to Qwest. 

Qwcst shall proniptly cliscontinue billing Pennsylvrinin telephone subscribers for all 

D. 

E. 

F. 

G. 

1-1. 
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fees including, but not limited to, monthly fees and other recurring charges as soon 

as Qwest receives notification from any local exchange carrier that a PIC change has 

ueen submitred switching the telephone subscriber's long distance services from 

Qwest to another long distance carrier in  accordance with the subscriber's monthly 

billing cycle. 

For subscribers dircct billed by Qwest. Qwest shall not misrepresent any PIC charge 

or PIC fee as a tax or FCC or other- governmental agency mandated charge by 

describing i t  as such and shall distinguish any discretionary surcharges i t  may impose 

upon its subscribers as being Qwest surcliarges. 

Qwest shall notify its current officers, directors, management level employees and 

any independent contractors who are engaged in markering Qwesr services in 

Pennsylvania of the subject matter and tenns and conditions of this Assurance of 

Volurirary Compliance. Further, Qwest shall provide a copy of this Kssurance of 

Voluntar). Compliance to any of the aforementioned individuals or entities up011 

request. 

For a period of two (2) years afrer the eiirry of this Assurance of Voluntary 

Compljance, Qwest sliall maintain and make available to the Office of Attorney 

General, Bureau of Consumer Protection within fourteen (1 4) days of a receipt of a 

written request from the Office of Attorney Gener;?l, Bureau of Consumer Protection, 

records of all  consumer complaints containing any allegations of events occurring 

I. 

J .  

K .  

after the entry date of this Assurance of Voluntary Compliance and which relate to 

the subject matter of this Assurance of Voluntary Compliance. The record of 

consumer complaints shall include the name, address and telephone number of each 

complainant, Qwest's response, and the final disposition of each complaint. 

NOW THEREFOIZE, Qwest, its administrators, successors, assigns, agents, eniployees and 

I 1  other  persons nctiny n:i its behalf, directly or throu_cli : ~ n y  corporate or other business device 

including, but not liiiiitcd to, corporate subsidiaries) as follows: 

A. Within sisry (60) days of the date of the esccution of this Assurance of Voluntary 

- 7 -  
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Conipliancc, Qwcst shall contact, via first class mail, all Pennsylvania consumers 

who had their long distance service switched to Qwest as a result of marketing by 

any of the agents identified on Exhibit “A” and who disconnected such service within 

sisry (60) days. TIir letter shall inquire as to whether the consumer in fact authorized 

the change in long distance service to Qwest. If the consumer did not authorize the 

change and has nor received a refund from Qwt.51, Ire UI d ie  wi l l  bc dircctcd to rctum 

n prepaid postcard within thirty (30) days. In response to its receipt of any postcards 

from consunicrs iiidicating they did not authorize a change in long distance service 

to Qwest, Qwest shall provide a refund of any amount not previously returned to 

each consumer which shall include, at a minimum: 

1. A re-rating of long disrance charges incurred duririg tlic tirue of thc 

unauthorized change which will give the consumer the benefit of any lower 

rate the Consumer would have been charged by their prior carrier for such 

service; and. 

Any switching fees attributed to the unauthorized change. 

. 

2. 

In the event that Qwest should deny any consumer a requesr for refund i i  shall 

provide prompt notice of the same to the Office of Attorney General, Bureau of 

Consumer Protection with documentation and an explanation as to why a refund was 

not granted. The Office of Attorney Genera[. Bureau of Consumer Protection shail 

be the final arbitrator ofwhether the consumer is entitled to a refund in accordance 

with the provisions of this Assurance of Voluntary Compliance. 

Refunds due coiisuniers pursuant to this paragraph shall be made upon the 

consumer’s provision of sufficient infomation or authorization to verify the rates the 

consumers were charged by their prior carrier and any switching fees that may have 

been paid. 

Within one hundred fifty (150) days from the dare ofthe execution of this Assiuaricc 

o f  Voluntaiy Compliance, Qwest shall provide thc Office of Attorney General, 

Bureau of Consumer Protection with a certified rcpol-t setting forth the names, 

B. 
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addresses and telephone nunibers of all Pennsylvania consumers who had clainis for 

refunds under any provision of this Assurance of Voluntary Compliance and the 

amount of any such reftiitds. 

Qwest shall refund the charge nny  Prrincylv:inia consumer incurred to switch to 

Qwest long distance service in response to its “Fly Free America” program to thc 

extent i t  has not prcviously refunded or credited any such charges. ‘I’his duty to 

rcfund switching fees for the “Fly Free America” program shall apply to all 

Pennsylvania coiisiitiiers who have alrcady filed complaints or, within one hundred 

twenty (120) days of the entry o f  this Assiirance nf Voliiiirnry Compliance file 

complaints with the Pennsylvania .Attorney Generai’s I3urcau of Coiisiirzier 

Protection, Pennsylvania Offce of Consumer Advocate, Pennsylvania Public Utility 

Commission or’ rhe Fedeni Communications Commission. Rcfunds due consumers 

pursuant to this paragraph shall be made upon the consumer’s provision o f  sufficient 

information o r  ::uthorization to verify the switching fees t h a t  may have bccn paid. 

Qwcst shall provide refunds or credits equal to any iii11OUntS paid by any 

Pennsylvania consumers who were billed for monthly fees or other recurring charges 

at any time before they were connected to Qwest’s serviccs IO the extent it  has not 

already refunded or credited such fees or charges. 

C .  

D. 

E. Upon sisning this Assurance of Voluntary Compliance, Qwesr shall pay rhe snm of 

three hundred fifty thousand dollars ($350,000.00) to the Commonwealth of 

Pennsylvania as costs of investigation and/or for future public protection purposes. 

PROVIDED, that nothing contained herein shall be construed to waive any private right of 

action by any consumer or any action by any other Pennsylvania governmental entity. However, this 

4ssurnnce of Voluntary Compliance constitutes f u l l  and fin31 rcsolution bctween the Pennsylvania 

3ffice of Attorney General, Bureau of Consumer Protection and Qwest of all claims which may have 

x e n  brought by the Officc of Attorney General, Burcau of Consumer Protection for the alleged 

:onduct described in this Assurance of Voluntary Compliance up to and including the date of the 

sttorriey General’s acceprniicr of this Assurance of Voluntary Compliance. 

- 9 -  
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NOW THEREFORE, Qwest agrees by the signing of this Assurance of Voluntary 

Compliance tliat Qwest shall henceforth abide by each and every one of the aforementioned terms 

of this Assurance ofvoluntary Cor?:pIiance, and that the Commonwealth may enforce this Assurance 

o f  Voluntary Compliance pursuant to SS201-S, 20 1-9 and 20 1-9.1 of the Consumer Protection Law 

by petitioning the Commonwealth Court of Pennsylvania or the Carnbria County Court of Common 

Pleas. or any other Court of comperent jurisdicrion, to order any equitable relief which may be 

deemed necessary and appropriate as provided herein. 

WITNESS, the following signatures thi&7%y of March, 200 I .  

FOR THE COMMONWEALTH 

D. MICHAEL FISHER 
ATTORNEY GENERAL 

FOR THE RESPONDENT 

QWEST COMMUNICATIONS 
CORPORATION 

BY f l .  
FRANK T. DONAGHUE 
CIIIEF DEPUTY ATTORNEY GENERAL 

MARK PUCI-IFORD, SENIOR VICE 
PRESIDENT - CONSUMER MARKETS 

E. BAKKY CREANY 
SENIOR DEPUTY ATTORNEY GENEWL 

CORPORATION 
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CORPORATE AUTHORIZATION 

I. Mark Pitchford, being first duiy sworn 011 at!;, depose a d  say that I an? the Senior Vice President 

- Consumer Markets of' Q w s t  Communicnriniis Corporation. and I have been fully authorized and 

empowered to sign this Assurance of \'oluntary Compliance on behalf of Qwest Communications 

Corporation and bind the same to the ternis hereof. 

m PdLJ 
Mark Pitchford 
Senior Vice President - Consumer Markets 
QWEST COMMUNICATIONS CORPORATION 

Sworn to and subscribed to before me 

this Z'rhday of fietre k ,200 1. 



EXHIBIT “A” 

ACN (An1ericnl1 Comm tiriications ?u‘etwoik) 

A I1 i;~ncc Commi in ication Technologics 

Dino G I . O L I ~  

Ethnic Trlcin~nagcn~ent  International. Inc. 

Eurasia Telecom 

Everlasting Telecom, Inc. 

Ml‘  Market ing 

Pilcific and Sons Company 

Telcrouch 

Voice Network  





5 MARION COUNTY 

6 IN THE MAT"ER OF: 

7 LCI: INTXRNATXONAL 

a 
Respondent. 

9 

10 1. 

11 

12 herein. .This agreement is between respondent and' the Oregon 

13 Department of Justice (DOJ) acting pursuant to ORs 646.632 (1) . 

LCI International does business in Oregon and is respondent 

14 - 
15 2 ,  

16 This Assurance of voluntary Compliance [AVCI is a settlement 

17 of a disputed.matter. It shall not be considered an admission of 

18 a violation for 'any purpose. 

19 provision of this AVC operates as a penalty, forfeiture, or 

2Q punishment under the Constitution of the United States, under the 

z i  Constitution of the State of Oregon, or under any other provision 

22 of Law. 

Respondent and IXN agree that no 

. 

3. 

Respondent waives receipt of a notice from the State.of 

'23 

24 

25 Oregon pursuant to OR$ 646.632 (2) of the alleged unlawful trade 

26 practice and the relief to be sought. 



' fyh 
24 

25 

26 
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IO 

I1 

sz 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

or approves of respondent's: 

efforts to refam its practicoc; or, any future practices which 

respondent may adopt or consider,adopting. 

settle this matter or to otherwise unilaterally limit current or 

future enforcement action does not constitute approval or imply 

authorization for any past, present, or future business practice. 

past business practices; current 

DOJ'S decision to 

13 - 
Upon execution of t h i s  AVC respondent shall. pay the sum of 

$10,000.00 to DOJ fo r  deposit to the Consumer Protection and 

Education Revolving Account established pursuant to ORs 180.095. 

Said sui shall be used by .DoJ as provided by law. 

14. 

Restitution shall be paid as provided in this paragraph: 

A. Immediately upon execution of this AVC, respondent 

shall remit the check to t h e  Oregon Department  of Justice- 

15 - 
Effective immediately upon execution by respondent of this 

AVC, respondent agrees t o  adhere to each'of the following 

requirements : 

A. To re-rate or make restitution to al l  consumers listed 

d.n Actachmenf A of the Department of Justice C i v i l  Investigative 

Demand daced December 29, 199S. 

re-rate or make restitution to any consumer on the above list for  

which X I  w a s  unable to locate an 

8 
LCI is under no obligation tQ 

account. 

8 .  To follaw correct telemkketing procedures as required 



1 

2 

by rule and statute found in ORS 646.605 et seq. (1997). 

4 

5 

Respondent has read and understands this agreement and each 
of its terms. Respondent agrees to each and every tenn. 

1 

Individual ResPondent 
6 

10 

11 

7 R L J L f d  
[Individual Respondent Signature] 

12 

I3 

S I ~ C R I B E D  AND SWORN to before me this' 1 . 2  day of. 
' 1999. 

14 

Is 

I6 

17 
CorPorate Respondent / 

I, &+&J - TWUf being first duly sworn on oath depose 
F7fiRkET 5 f and say that I a m  the ' 3 a p ~  VTCE CfC- 

and axn f u l l y  authorized and empowered to sign this AsW-ce Qf 
and 19 Voluntary Compliance on behalf of - L@z- 2ut.L. 

bind the same to the terms hereof. 
20 

21 

2 2 .  

23 

PAdSdPIFR 18 

s ~ignaturel 

24 

2 5 '  

24 

mf 
Title 

Address 



t CRIBED AND SWORN to before me this \L day of 
, 1 9 9 9 .  

-m L 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

A-WEs9  - 
Accepted this day of 

L .  

Elizabeth A. Gordon 
Assistant Attorney Genera 

APPROVAL BY COlJR~ 
13 . 

14 , 1999 .  

15 

16 

17 

FOR FILING and SO ORDERED this day of . 

Richard 0. Barber 
Circuit Court Judge 

7 *  
L- 

19 

20 

21 

23 

25 

26 
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onduct m- on or b&re the date of this Consent 3udp-k under NRS Chapter 598 relative to 

he Subject Matter of dzis Consent Judgment 

ADDI"UINAL PROMSfONS 

12. Nothing comained hertin may be taken or construed to be an admission or comcssiun of 

my violation of law, or of any other d e r  of fact ai law. or of any l i a b W  or wrongd~hg, all of 

. -  .- vbich Defmdant - .  txpres~ly denies. .. 

13. Nothing in paragraphs "6' or T herein shall phibit Defeadrurt fimm ststiag that the 

Consent Judgment was ezltcreci with the stipulation of tbc OFFICB OF "RE ATTORNEY GENEUL 

2 

3 

and tbe Deftdank or from p&dbg copies of tbis Cons& Jdgmcnt to any prison. 

14. Any individud Sigaing in 8 r e p r c s d v e  q a & Y  for the Dtfcsdaat repre~clrts that he 

is authorized to bind such Corporation to this Conscnt Judgmtnt 

15. Eachparty to this Consent Judgsnmt has indepcndktiy investigated all matarid facts, 

snd therefore executes the same based on independent knowledge anti judgment. 

16. Except its set fb& in paragraph "9" hmin, each of the p d c s  will bear his, her, or its 

own costs and attoruefs fees. 

so SfIPotATED. 

STATE OF W A D &  OFFICE OF 
ATTORNEY OENERAL, QC rcl. 
FRANKZESUEDELPAPA 

4 
I 

/=y 

65 

1 1 

I .' '1 6 

9 

10 

I1 

37 

18 

19 

2c 

21 
.? 

2; 

I 2! 

e- 

e s M f i f d  
DcputyAttore.y Gamd 
Nevada Bar No. 3606 

Omce of the Attorney G a u d  
Bureau of Consumer Aatection 
1 OOO East William Street, Suite 200 
Carson City, NV 89701 
reicphOne: (775) 687-6300, x238 

DATED:f41 3 I 
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' ATTACHMENT A 

BEFORE THE FLORIDA PLBLIC SERVICE COMMISSION 

IN RE: PETITION BY QWEST 
COMM'UNICATIONS INTERNATIONAL, 
iNC. FOR APgROVAL OF PROPOSEG 
SETTLEMENT AGIIEZMENT WITH THE 
DEPARTMENT OF LEGAL AFFAIRS, 
OFFICE OF THE ATTORNEY GENERAL 
OF THS STATE OF FLORIDA. 

DOCKET NO. 020563-TI 
ORDER KO. PSC-02-0998-PAA-TI 
ISSUED: 2 x 1 ~  23, 20C2 

The following Commissioners participated in the disposition of 
this matter: 

J. TERRY DEASON 
BRAULIO L. BAEZ 

MICHAEL A. PALECKI 

NOTICE OF PROPOSED AGENCY ACTIOM ORDER REGARDING O W E S  
COKMUNICATIONS INTERNATIONAL INC.'S PETITION FOR APPROVAL 

OF SETTLEMENT AGREEMSNT 

BY THE COMMISSION: 

NOTICE is hereby given by the Florida Public Service 
Commission that the action discussed ..erein is preliminary in 
nature and will become final unless a person whose interests are 
substantially affected files a petition for a formal proceeding, 
pursuant to Rule 25-22.029, Florida Administrative Code. 

CASE BACKGROUND 

On June 25, 2002, Qwest Communications International Inc. 
(QWEST) filed a Petition in which it asks this Commission to enter 
an order accepting a proposed settlement agreement between the 
OEfice of the Attorney General of the State of Florida (OAG) and 
QWEST as satisfying any potential claims for issues related to the 
subject matter of an investigation by the OAG over which we may 
have overlapping jurisdiction. 
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In its Petition, QWEST states that the OAG opened an inquiry 
of QWEST in February 2001. Based on that invescigation, the OAG 
asserted that certain of QWEST's third-party vendors conducted 
improper marketing practices designed to change Florida consumers', 
long distance. providers to QWEST without first obtaining 
appropriate authority. The OAG also asserted that QWSST is legally 
accountable for the activities of its third party vendors. QWEST 
denied committing any violation of law, citing in scpport of its 
position, internal measures designed by QWZST to intercept and 
reject any deficient orders submitted by its vendors; QWSST's 
imposition of monetary penalties on vendors who breached 
contractual provisions prohibiting unauthorized transfers; QWEST's 
insistence that vendors discharge agents who committed those acts; 
and QWEST's termination of relationships with vendors who failed, 
after being notified of deficiencies, to police their agents. 

In its Petition, QWEST recites that, in the interest of 
avoiding costly litigation, QWEST and the OAG entered into le-?gthy 
negotiations, and have now agreed to the terms of a settlement. 
However, under Section 364.603, Florida Statutes, and Rule 2 5 -  
4.118, Florida Administrative Code, this Commission a l so  has 
regulatory jurisdiction over the subject matter of the OAG's 
investigation. QWEST asks that we accept the Settlement Agreement, 
the terms of which include a compliance program and a mor?etary 
payment, as satisfying and dispositive of any claims of 
unauthorized transfers occurring during the period covered by the 
OAG's investigation over which the Commission would have 
overlapping jurisdiction. QWEST states that this action is needed 
to remove any aspect of the risk of litigation that the settlement 
is designed to eliminate, and thereby allow QWEST to consummate the 
settlement. 

In the proposed Settlement Agreement, which is attached to 
this Order as Attachment A, the term "investigative period" is 
identified as the period beginning January 1, 1997, and ending on 
the date of the execution of the Settlement Agreement. The term 
"Matters Investigated" is defined as ". - . the activities of QWEST 
and its agents relating to their efforts to solicit and transfer 
consumers' incumbent long distance service providers to QWEST 
occurring in the State of Florida, or from other jurisdictions to 
consumers located in the State of Florida, and includes the 
investigation into allegations that some of these activities 
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involved the switching or attempted switching of long distance 
telephone service providers to QFiEST without the consumer‘s 
knowledse, consent o r  legal authorization.” For purposes of this 
Order, we adopt and incorsorate these ard the other definitions, 
contained in the Settlement Agreement as defining the scope in time 
and subject matter of this Order. 

The Settlement Agreement between QWZST and the OAG includes 
the following terms. Q‘rJEST will: 

Send a written notice to its Florida customers 
informing them that they have the option to remain 
with QWEST or choose another provider; 

Continue to provide credits and rate adjustments to 
all complaining Florida cor,sumers who experienced 
unauthorized carrier changes by QWEST that resulted 
from solicitations during the period January I, 
1997, up to and inclnding the date the proposed 
settlement agreement is executed; 

Refrain frorr: effecting any change in its form of 
doing business, its organizational structure or 
from forming a separate entity or corporation to 
circumvent the Agreement; 

Issue a directive to all management personnel, 
employees and distributors who are responsible for 
implementing the obligations set forth in the 
Settlement Agreement providing information about 
the general terms and conditions of the Agreement; 

Comply with a l l  applicable Federal and State of 
Florida rules and statutes; 

Implement or continue providing adequate training, 
policies and guicielines f o r  its representatives, 
agents, employees and distributors who are 
responsible for implementing the obligations set 
forth in the Settlement Agreement to prevenc 
unauthorized carrier changes. 
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Continue to promptly resolve complaints from 
Florida consumers regarding unauthorized carrier 
changes by QWEST; and 

e Provide a monetary settlement of $3,250,000. 

In the proposed Settlemect Agreement the OAG stipulates that: 

. . . upon acceptance of the Agreement by the Attorney 
General, the OAG shall terminate its investigation and 
not pursue any further investigation of QWEST for 
unauthorized carrier changes for the period January 1, 
1997, to the effective date of the Settlement Agreement. 

The Settlement Agreement is attached to this Order as "Attachment 
A . ' I  

- - $ I ?  

. -  

DISCUSSION 

The Settlement Agreement states that QWEST enters the 
as 'reomn: :or settlement purposes only; the Settlement Agreement is 
not to be constrced as either an admission or finding of any 
wrongdoing or violation of any state or federal law, rule, or 
regulation. In the Petition, QWEST states that the OAC has 
authorized it to represent that the Attorney General is p- ye p ared to 
approve the Settlement Agreement. 

Through its enforcement of Rule 25-4.118, Florida 
Administrative Code, this Commission prohibits regulated carriers 
from transferring customers without first obtaining authorization 
in the manner prescribed (slamming). As QWEST acknowledges in its 
petition, in the past this Commission conducted show cause 
proceedings related to this rule against QWEST Communications 
Corporation and LCI International Telecom Corp., both of which are 
affiliates of QWEST, and both of which are included in the terms of 
the Settlement Agreement. On October 9, 1998, we issued Order No. 
PSC-98-1318-AS-TI in Docket No. 971487-TII in which we accepted 
LCI's settlement offer of $110,000. More recently, on September 5 ,  
2001, we issued Order No. PSC-O1-1791-AS-TPl in Docket No. 000778- 
TI, in which we accepted an offer by QWEST Commmications 
Corporation in the amount of $18,000 to settle the allegations of 
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unauthorized carrier changes raised in that docket. In addition, 
I QWZST entered a settlexent with the Federal Comxunications 

Commission (FCC) in July of 2000 for spparent Unauthorized carrier 
changes, which required the implementation of corrective measures, 
by QWEST; many of these corrective measures are incorporated and 
continued under the terms of QWEST's prcposed Settlement Agreement 
with the OAG. 

QWEST correctly states that currently we have no s1ammir.g- 
related enforcement proceedings againsz any affiliate or subsidiary 
of QWEST over which we have regulatory jurisdiction. We have 
reviewed the complaints filed with the Conmission against QWEST for 
the calendar year 2002 and fir,d that QWEST's efforts to reduce 
unauthorized carrier changes apparently have been effective. We 
also note that under the terms of the Sectlement Agreement, any 
individual customers who may have been switched to QWEST without 
authorization will continue to have the right to submit complz-ints 
and have cheir situations rectified. Further, under  -,he terms of 
the Setclement Agreement, QWEST agrees to follow in good faith the 
procedures for obtaining authority to transfer customers prescribed 
in Rule 25-4.118, Florida Administrative Code. 

Base6 upon our review of the Petition, of the Settlement 
Agreement between QWEST and the OAG, and of the progress of QWEST 
in reducing complaints of unauthorized carrier changes, we find it 
in the public interest to grant QWEST's Petition. Once it has been 
executed and has become effective, the Settlement Agreement between 
the OAG and QWEST, attached hereto, will satisfy, and be 
dispositive of, any and all claims of violation of Rule 25-4.118, 
Florida Administrative Code, occurring between January 1, 1997 and 
the date of this Order by the QWZST affiliated entities encompassed 
by the Settlement Agreement over which we would have regulatory 
jurisdiction. 

Based on the foregoing, it is 

ORDERED by the Florida Public Service Commission that the 
requests set forth in the body of Qwest Communications 
International, Inc. ' s  Petition fcr Approval of Settlement Agreement 
are hereby granted. It is further 
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ORDERED that the specific findings set forth in this Order are 
i approved in every resgect. it is further 

ORDEXED that the provisions of this Order, issued as proposed 
agency action, shall become final and effective upon the issuance 
of a Consummating Order unless an appropriate petition, in the form 
provided by Rule 28-106.201, Florida Administrative Code, is 
received by the Director, Division of the Commission Clerk and 
Administrative Services, 2500 Shumard Oak Boulevard, Tallahassee, 
Flarida 32399-0850, by the close of business on the date set forth 
in the "Notice of Further Proceedings" attached hereto. It is 
further 

ORDERED that upon execution of the proposed Settlement 
Agreement between Qwest Communications International, Inc. and the 
Office of the Attorney General and acceptance of that Agreement by 
the Attorney General, as specified therein, and this Order becoming 
final, no action by this Commission shall be taken to impose any 
penalties or seek any remedies against Qwest- Communications 
International, Inc. affiliated entities related to violations of 
Rule 25-4.118 that are alleged to have occurred between January 1, 
1997 and the date of this Order. It is further 

ORDERED that in the event this Order becomes fical, this 
Docket shall be closed administratively upon verification by our 
staff of the execution of the settlement agreement. 

By ORDER of the Florida Public Service Commission this 23rd 
Day of July, 2002. 

BLANCA S. BAY6, Director 
Division of the Commission Clerk 
and Administrative Services 

By : 

Bureau of Records and Hearing 
Services 

( S E A L )  

CLF 
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NOTICE OF FURTHER PROCEEDINGS OR J I U D I C I  REVIEW 

The Florida Public Service Commission is required by Section 
120.569 (1) , Florida Statutes, to notify parties of any. 
administrative hearing that is available under Section 120.57, 
Florida Statutes, as well as the procedures and time limits that 
apply. This notice should not be coxstrued to mean all requests 
for an administrative hearing will be granted or result in the 
relief sought. 

Mediation may be available on a case-by-case basis. If 
mediation is conducted, it does not affect a substantially 
interested person's right to a hearing. 

The action proposed herein is preliminary in nature. Any 
person whose substantial interests are affected by the action 
proposed by this order nay file a petition for a formal proceeding, 
in the form provided by Rule 28-106.201, Florida Administrative 
Code. This petition must be received by the Director, Division of 
the Commission Clerk and Administrative Services, 2540 Shumard Oak 
Boulevard, Tallahassee, Florida 32399-0850, by the close of 
business cn Auqust 13, 2002. 

In the absence of such a petition, this order shall become 
final and effective upon the issuance of a Consummating Order. 

Any objection or protest filed in this/these docket ( s )  before 
the issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed within the 
specified protest period. 
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SETTLEIWNT AGREEMENT 

THlS SETTLEMENT AGREEMENT (the “Agreement”) is entered into on this - day-of - 2002, between the Depament of Legal Affairs ,  Ofice oithe Attorney General of the Siate 

of Florida (“OAG”), and Qwest Communications International, Lac. (“Qwest”). 

WITNESSETH: 

WHEREAS, the OAG caused an investigation to be made into the markehg and sales 

practices of Qwest and LCI International Telecom Corp. (LCI) (now a Qwest subsidiary) relating 

to the acquiring of telecommunications Cocsumers (as defined below) in or from thc State of 

FI orid a; 

WHEREAS, the investigative period for the OAG’s investigation of Qwest (which 

includes the investigation of LCI) is from January 1, 1997 to prescnt; 

WHEREAS, the Parties acknowledge that Qwest enters into this Agreement for 

settlement purposes only. Qwest does not admit to any of the factual allegations made by the 

OAG and this Agreement s h d  not be construed as either an admission or finding of any 

wrongdoing or violation of any state or federal law, rule, or regulation; and 

WHEREAS, Qwest and the OAG desire to conclude the Investigation and reach ;in 

Agreement that will hl ly  and finally settle, resolve, release, discharge, and compromise the 

Matters Investigated (as defined below) reiated to the Investigative Period (as defined below) 

concerning Qwest and LCI and all claims and causes of action by the OAG against Qwest or LCI 

relating thereto. 1 ’ 3 ~  !>ar!ie< agrer IO provirlc! ;\ckiioivicdynient of In? W U ~ C  Lili(c11 rclilti\#:: 

IG tile KPSC :mi iriscr! it bere in n f i n d  rtcitiil. rcflecriq r i w  there has also h e n  n iuI: 

Y!&%toa~trticlo 0: th&~’  rhiulj  for the saiiitl pericid. i f  tht: ~ ~ p ~ ( ~  :1grees t o  ~ ; ‘ i I l J f  Qwest’s Pelirinc.i 

NOW THEREFORE, in consideration of the premises and the mutual promises, 

agreements, covenants and obligations contained hereia, and for other good and valuable 

consideration as stated herein, the receipt of which are hereby ackoowledged, the OAG and 

Qwest hereby agree and stipulate to the following: 

EXHIBIT A 
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1 .  The term ‘‘Claim” shall mean any claim or causes of action for fines, damages, 

kid 3; liabilities, penaities, attorneys’ kes, losses, coscs, expenses, or ottsr relief ~f 

chrrracter whatsoever, at law or equity, regarding the Matters Investigated. 

2. The term “Consumer” means any persoq a natural person, individua! 

governmectal agency or entity, partnership, corporation, limited liabiiity company or corporation, 

trust, estate, incorporated or unincorporated association, and any other legai or commercial entity 

however organized located in the State of Florida. 

3. The term “Distributor” means a third-party entity or agent engzging in face-to- 

face sales or engaging in telemarketing of Long Distance Services to  Consumers on behalf of 

Qwest. 

4 .  The Term “Effective Date” means the date upon which Qwest receives notice that 

the Florida Attorncy General has accepted this Ageement, but shall be no later than thirty (30) 

days subsequent to the last date ofexecution of this Agreement. 

5 .  The term “Investigation” shall mean the OAG’s investigative case, number LOI-3- 

1193, which was opened on or abcut January 31, 2001, and covers the time period from Januvy 

1, i 997 through the date of execution of th is  Agreement. 

6. The term “Investigative Period” ha11 mean the time period of the Investigation, 

J u l u q r  1, 1997 through the date of execution of this Agreement. 

7. The term “Long Distance Services” means any 1+ service provided directly by 

Qwest to a Consumer. 

8. The term “Long Distance Telephone Service Provider” means the entity that is 

chosen by a Consumer to transpon “Long Distance Services” and shall include and is 

synonymous with the terms “Primary Interexchange Company,” “Interexchaqe Carrier,” 

“Primary Interexchange Carrier,” “Preferred Carrier,” “Interexchange Company,” and “long 

distance company”. 

9. The te rn  “Matters Investigated” mems the activities of Qwest and its agents 
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relating to their effdrts to solicit and transfer Consumers’ incumbent Long Distance TeIephone 

Service Providers to Qwest o c c u r h g  in the State OF Florida or kom other jurisdictions to 

Consumers located in rbe State of Florida, and inciuaes the investigation into allegations that 

some of these activities involved the switching or attemptcd switching of Long Distance 

Telephone Service Providers to Q w a t  without the Consumers’ knowledge, consent or legd 

authorization. 

. 

10. 

11. 

The term “Parties” as used in this Agreement shall mean Qwesr and the OAG. 

The term “Qwest” as used herein r n e m  Qwest Communications International, 

Inc., and any of its affiliates, subsidiaries, branches, divisions, departments, groups, Distributors, 

employees, officers, directors, consultants, agents, attorneys or representatives; and any corporate 

predecessors, successors or assigns controlling or controlled by Qwest Communications 

lnternational Inc The term “Qwest” is expressly intended to include, but is not lirnitecl to, Qwest 

Communications Corporation and its subsidiary LCI. The term “Qwcst” does not mean or 

include -any switchless, switch based, or facilities based carrier or reseller of Long Dis:ance 

Services that has contracted with Qwest. 

RJ2PRESENTA TIONS AND WARRANTIES 

12. Qwest represents and warrants that it is a properly named Respondent with respect 

. to  the Investigation and the Matters Investigated md a properiy named Party to this Agreement 

and can incur the obligations set forth herein. 

13. The Parties represent and warrant that this Agreement is entered into by the 

Parties as their own free and voluntary acts and with full knowledge and understanding OF the 

nature of the proceedings and the obligations and doties imposed by this Agreement. Each Party 

represents and warrants that no waivers, offers, agreements, representations, warranties or 

inducements of any nature whatsoever concerning this Agreement, other than those contained 

herein, have been made to it by the other P m y  to procure this Agreement. 

14. Qwest represents and warrants that it is solvent and it has good and sufiicient 

h n d s  available to meet hUy all financial obligations called for in this Agreement. Qwest also 
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represents a n d  warrants that it has reviewed its Gnanciai situation and that it currcnrly is solvent 

within the meaning of 11 U.S.C. 5 547(b)(3), and will remah soivent followins its payment to 

the OAG hereunder. 

15. Qwest represents and wzrrants that, within ninety (90) days of the Effective Date 

of this Agreement, it will send a written notice to all Conmmers whose Long Distance Telephone 

Service was with Qwest on the date of execution of this Agreement. Qwest M e r  warrants and 

represents that said notice shall clear!y and conspicuously state to each such Consumer that 

h d h e r  Long Distance Telephone Service Provider is Qwest and that the Consumer would have 

the option to remain with Qwest or switch to a Long Distance Telephone Service Provider of the 

Consumer's choice without cost to the Consumer if the Consumer was tiansferred to Qwest in 

error and without consent. A copy of the notice recyired by this Paragraph 15 is attached hereto 

as Exhibit A. 

16. Qwest represents and warrants that it has provided and will continue to provide 

rate adjustments, credits, change of Long Distance Telephone Service Provider, or other redress, 

to all compIaining C c n m e r s  whose Long Distance Te!ephone Service Provider was changed to 

Qwest without proper authorization as a resul: of solicitations md activities by or on behalf of 

Qwest involving Consumers located in the State of Florida duriig the time period specified in the 

Matters Investigated up to and including the date of this Agreement. 

17. Qwest represents and warrants that neither Qwest nor any of its representatives, 

employees, agents or  any  other person acting directly under, by, through or on behalf OF Qwest, 

shal1 state, represent o r  .imply that the Attorney General of the State of Florida, the OAG, or any 

other governmental unit or subdivision of Florid; has approved, sanctioned, or authorized any 

practice, act or conduct of Qwest pursuant to this Agreement except to the exrent that this 

Agreement expressly mandates or incorporates such practices and procedures as adequate 

corrective action measures to meet the terms and conditions of the obligations undertaken by 

Qwest in this Agreement. 

18. Qwest represents and warrants that it shall not effect any change in its form of 

4 
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doing business or its organizational identity or participate direcdy or indirectly in any activity to 

form a separate entity or corporation for the purpose of engaging in acts prohibited by this 

Agreement or for any other purpose which would otherwise circumvent any part of this 

Agreement or the spir;t or purposes of this Agreement. 

APPLICATION 

19. This Agreement shall be binding upon and inure to the benefit of the Parties, and 

their respective successors and assigns. This Agreement shall also be binding upon and inure to 

the benefit of any corporate pzren:, holding company, dba, affiliate or subsidiary of Qwcst to the 

extent necessary to ensure th2t the rights and obligations created by this Agreement are 

effectuated and survive any merger, dissolution, or change in Qwest’s corporate name, identity, 

organization or function. 

20. This Agreement applies to Qwest acting directly, or  through a Distributor which 

Qwest directs or controls, in connection with the offering for sale, selling or providing Qwest 

Long Distance Services in or f ron die State of Florida to Consumers within the State ofFlorida. 

21. This Agreement applies to any current and h t u r e  officer, servant, represeatative, 

employee, agent, Distributor, or any other person who acts on behalf of Quest in or affecting the 

sale of Long Distance Services within tine State of Florida. Where applicable, for the three years 

following the Effective Date of tbis Agreement, Qwest shall be responsible for making the 

substantive terms and conditions of this Agreement known to its respective officers, directors, 

successors, and appropriate managers, employees and those persons associated with Qwest, 

including Distributors acting on Qwest’s behalf, who are responsible for implementing the 

obligations set forth in this Agretment. 

22. For a period of three (3) years following the EfTective Date of this Agreement and 

termination of the Lnvestigation, prior to any sale, dissolution, reorganization, assignment, 

merger, acquisition or other action that would result in any successor or assign of any of Qwest’s 

obligations with regard to selling Long Distaoce Services and/or acquiring long distance 

telephone Consumers in the State of Florida, Qwest shall hraish a copy of this Agreement t o  
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such prospective SuCcessor or assign and advise same of its duties and obligations under this 

Agreement. 

COMPLL4WCE 

23. Qwest s h d ,  within sixty (60) days of the Effective Date of this Agreement, 

deIiver a summary of this Agreement to ail applicable managerial and supervisory employees 

having responsibilities for the implementation of the subjcct matter of this .4grecment. Within 

thirty (30) days following the Effective Date of this Asrcement, Qwestk Corporation’s Exemtive 

Vice Presidents for Consumer Sales and National Business Accouats shall send a directive to: (1) 

all Qwest employees; a d  (2) .dl Distributors of w e s t  involved in the sale of Long Distance 

Services to Florida Consumers having duties and responsibikies related to the subject matters of 

this Ageement, including solicitation of customers and monitoring of distributors. The directive 

shall provide information about the general terms and conditions of this Ageement, with 

instructions to Distributors that such information be provided to their employees. 

24. Qwest shall implement and maintain a corporate compliance program for each of 

Qwest’s divisions or operations providing Long Distance Services to Consumers. Fcr thc three 

years follcwitlg the Effectbe Date of this Agreement, continuation by Qwest of its current 

practices implemented in compliance with Sections 13, 14, 1 S, 16, 17, 18, and 19, of the Consent 

Decree entered into by Qwest Communications International Inc. and the Federal 

Communications Commission captioned In the Matter of Qwest Communications International, 

Inc. (July 19, ZOOO), fiie No. EM-99-11, N U  Acct. No. 916EF008 and attached hereto as 

Exhibit B shall satisfy the requirements of this Paragraph 24. 

25. Witb regard to selling or providing Long Distance Services in or from the State of 

Florida to Consumers, Qwest, its representatives, officers, agents, Distributors, employees, or 

consultants shall: 

(a) comply with Title 47 of the Code of Federal Regulations relating to 

Telecommunications; 

(b) follow in good faith the procedures Tor transferring Consumers delineated 

6 
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in Title 25-4.1 18 of ihe Florida Administrative Code relating to the Public Service Commission; 

and 

~ 

(c) comply with Sections 8 12.0 14, 83 1.01 and 83 1.02, Fiorida Stztutcs. 

It is hereby agreed by Qwest that immediately upon the Effective Date of this 26. 

Agreement and for a period of three (3) years thereafter, Qwes! shall, with regard to selling Long 

Distance Services in or €iom the State ofFlorida to Consumers, adopt and implement adequate 

and responsible training, policies, guidelines, and procedures to monitor and ensure regularly and 

routinely that Qwest or its representatives, officers, agents, Distributors, employees, and 

consultants shall not receive, submit, change or attempt to receive, submit, or change Consumer 

orders or selections of Long Distance Telecommunications Providers, under false pretenses or 

without authorization or consent from the Consumer to be affected. 

27. Qwest shaI1, wit!-tin ninety (90) days of the Effective Date of this Agreement, 

begin providing the notice required by Paragraph I5 above and shall complete the notice within 

one hundred and twenty (120) days of the Effective Date of this Agreement. 

28. Qwest shall continue to promptly resolve any and all Consumer complaints 

jnvolving the Matters hvestigated, which are refered to Qwest directly by the Consumer, 

;efer;ed to Qwest by the OAG, or referred to Qwest by any othe. r source. 

29. For a period of three (3) years after the Effective Date of this Agreement, Qwest 

shall continue its current practice of maintaining records of Consumer complaints for a period of 

two years following the date that a complaint is lodsed (calculated on a rolling basis from each 

and e\'ery cornp[a.int made) and shall make such complaint information available to the OAG for 

inspection and copying during normal business hours upon reasonabie notice, which shall mean 

at least five ( 5 )  business days notice, although, when necessary, the Parties shall work 

cooperatively and Qwest shall be given additional time to comply as needed 

CERTWICATION A M )  VERIFICATION 

30. Qwest shall provide certification to the OAG within one hundred and thirty (130) 

days of the Effective Date of this Agreement. Said certification shdI be in writing by an 

7 
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appropriate employee of Qwest, who has personal knowledge of the matters contained in the 

certification. Qwest shall send.the original certification to the OAG. The certification s h d  

include: 

ATTACHMENT A 

(a) a statement indicating the position and title ofthe person providing the 

certification; 

(I) a statement that the person providing the certification is executing the 

certification on behalf of Qwest pursuant to this Agreemcn:; and 

(c) a statement that Qwest has complied with the notification provisions of 

Paragraphs I5 and 27, is complying with and wiIl continue to comply with the complaint redress 

provision of Paragraph 28, and all other provisions ofthis Agreement. 

MONETARY PROVISIONS & TERMNATION OF IJWZSTIGATION 

21. In consideration of the mutuzl agreements, conditions and covenants set forth 

herein, upon execution of this Agreement, Qwest shall pay to the OAG the sum of 3.25 million 

dollars (% 3,250,000). This monetary obligation to the OAG shall be paid at the time of 

execution of this Agreement by Qwest, made payable to the “Legal Affairs Revolvicg Trust 

Fund”. Payment shall be by wire transfer and notification of  payment of said funds shall be 

defivered to Assistant Attorney General John A Topa, Office of the Attorney General, The 

Capitol PL-0 1, Tallahassee, Florida 32399-1050. 

32. Upon acceptance of the Agreement by the Florida Attorney General h e  OAG 

shdl immediately terminate the Investigation and shall not pursue any hrther  investigation of or 

action or Claims by the OAG against Qwest, or against past or present officers, direcrors, and 

employees of Qwest, regarding the Matters Investigated that are related to the Investigative 

Period 

- 

GENERAL PROVISIONS A N D  CONTIITIONS 

33 .  The Parties agree that venue for any aud dl matters or disputes arising out of this 

Agreement and asserted by or against the OAG shall tie solely in Leon County, Florida. 

34.  This Agreement shall become effective upon its acceptance by the Florida 

8 
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Attorney General, who 5ay  refuse to accept it at his discretion. The Florida Attorney General 

will accept or re,iect this Agreement within thirty (30) days of its submission and execution by 

Qwest and the submission of the total payment set forth in Paragraph 3 1. Upon his acceptance of 

the Agreement, the Florida Attorney General shall terminate the Investigation and notify Qwest. 

In the event the Florida Attorney General does not accept this Agreement, the payment made 

pursuant to Paragraph 31 shall be immediately returned to Qwest and this Agreement shdi 

become null and void. 

35. This Agreement consritutes the enfire agreement between Qwest, on the one hand, 

and the OAG, on the other hand, with regard to terminating the Investigation and resolving the 

Matters Investigated, and dl prior negotiations and understandings between Qwest and the OAG 

shall be deemed merged into this Agreement. 

3 6 .  No waiver, modification or amendment of the terms of this Agreement shall be 

valid or binding unless made in  writing, signed by all Parties afTected and then only to the extent 

set forth in such written waiver, modification, or amendment. 

37. Qwest retains the right to modify and improve its Customer service policies, 

training programs. and Distributor agreements and is not bound to maintain such policies, 

programs or agreements in any particular form. Substance, text and content of policies, programs 

and agreements adopted to implement the requirements set forth in this Agreement may be 

modified by Qwest at any time as long as the Customer service goals of eliminating unauthorized 

switches of Customers' Long Distance Service are continued and the underlying purposes of this 

Agreement are not thwarted. 

38. Any failure by either Party to this Agreement to insist on strict performance by the 

other Party of any provision of the Agreement shall not be deemed a h ture  waiver of any of the 

provisions of this Agreement, and such Party, notwithstanding such failure, shall have the right 

thereafter to insist upon the specific performance of any and all provisions of this Agreement. 

39. This Agreement shall be governed by, construed and enforced in accordance with 

9 
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the laws of the State of Florida, including, but not limited to, its conflict of law principles. 

40. If any clause, provision, or section of the Agreement shall, for any reason, be held 

illegal, invalid, or unenforceable, such illegalizy, invalidity, or unenforceability shall not s e c t  

any other clause, provision, or section of this Agreement, and this Agreement shall be construed 

and enforced as if sucb iUegal, invalid, or unenforceable clause, section, or other provision had 

not been contained herein. 

41. With regard to its conduct, Qwest denies any liabihy, wrongfL1 acts, or violation 

of law, and enters into this Agreement without any admission of liability, wrongfui acts, or 

violation of law. WhJe by this Agreement @est seeks to cooperate wit4 and to address and 

resolve concerns that the OAG may have with respect to the Matters Investigated, this 

Agreement does not constitute 110 admission of any sort by Qwest. 

42. Qwest specifies in Paragraph 46 the address and telephonc number where it can be 

contacted and served with process in the event of default under this Agreement. In additioo, 

Qwest shall provide the new address, telephone number and facsimile number within five ( 5 )  

business days of any h t u r e  change to the contact information provided in Paragraph 46. Service 

upon Qwest for the purposes of enforcing the provisions of this Agreement in the went of default 

shall be effective upon mailing a notice via first class mail and facsimile transmissions. 

43. Nothing in this Agreement shall be construed to limit the authority af the Florida 

Attorney General to protect the interests of the State or the people of the State of Florida except 

to the extent of the express settlement of Claims delineated herein and as expressly stated in this 

Agreement. 

44. Nothing in this Agreement shall be construed as relieving Qwest of its obligation 

to comply with all state and federal laws, regulations o r  rules, nor shall any of the provisions of 

this Agreement be deemed to be permission to engage in any acts or practices prohibited by such 

law, regulation or rule. 

. 

4 5 .  This document shall not be construed against the “drafier” because both Parties 
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ATTACHMENT A 

participated in the drafting of this document. 

46. Exsept as otherwise provided herein, any notice, affidavit, cenification, or 

statement, sworn or otherwise, required to be sent to the OAG or Qwest by this Agreement shall 

be sent by United States mail, certified mail return receipt requested or other nationally 

recognized courier service that provides for tracking services and identification of the person 

signing for the document. The documents shall be sent to the following: 

For the OAG: John A. Topa, Assistant Attorney General 
Ofice of the Attorney General 
PL-01 The Capitol 
Tallahassee, Florida 32399- 1050 
Phone: 850-414-3600 
Fa: 850-488-4483 

For Qwest: Andrew D. HoIIeman, Senior Attorney 
I80 1 California Street, Suite 3800 
Denver, Colorado 80202 
Phone: 303-672-2774 
Fax: 303-672-2757 

and: James A. Smith, Executive Vice President 
Consumer Markets 
I801 Cdifornia Street, Suite 5200 
Denver, CO 80202 
Phone: 303-992-6001 
Fax: 303-296-4977 

47. This Agreement sets forth the entire agreement between the parties, and thcre are 

no representations, agreemenls, arrangements, or understandings, oral or written, between the 

Parties relating to the subject matter of this Agreement which are not hlly expressed herein or 

attached hereto. 

48. Except for the Parties' respective obligations hereunder, and for and in 

consideration of the mutual promises and covenants contained herein, and other good and 

valuable consideration, the receipt and sufficiency of which are hereby acknowledged the OAG 

and the Attorney General for the State of Florida do hereby and forever discharge and release 

1 1  



ORDER NO. 
DOCKET NO 

PSC-02-0998-PAA-TI 
. 020563-TI ATTAC-WENT A 

PAGE 19 

Qwest, and its respective parent, subsidiary 2nd asliate corporations, officers, directors, 

shZ&ddeiS, eizp!oyees, agmls, successors, Distributors, consultants, representatives, attorneys 

and assigns, of and from any and all manner of demands, actions, causes of action, Cl$rns, suits, 

debts, Sums of money, promises or damages whatsoever, in law or in equity, suspected or 

unsuspected, whether heretofore asserted' or not, arising out of, or occurring as a result of, or in 

any way connected with the CIahS that exist as of the date of this Agreement, concerning the 

Matters Investigated during the Investigative Period. 

QWEST COMMUNICATIONS INTERNATIONAL, INC. 

Dated: 

By: 

Title: 

OFFICE OF THE A ,TTORNE? GENERAL 

Dated: 

By: M z y  Leontakianakos 

Chief of Economic Crimes 

12 
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IMPORTANT NOTICE TO ALL OWEST CUSTOMERS 

Our records indicate that you seiected Qwest Communications Corporation as your iong 

distance carrier for long distance calls. Qwest is working with the Office of the’ Attorney 

General of the State of Florida abd other entities to ensure that no customers are or have been 

switched to Qwest without proper authorization. Some of you have been with Qwest for many 

years while others may have recently selected Qwest as your long distance carrier, but you are all 

valued customers and w e  want to ensure that you are receiving the long distance service that you 

need and that you have chosen. We know that you have many choices in long distance carriers 

and we appreciate your selection of our company to provide you this service. Eyou believe that 

our records are in error regarding your selection of Qwest as your long distance provider, please 

contact your Qwest customer service representative within the next 30 days at: 

. 

Only your local phone company (also referred to as a “Local Exchange Carrier” or 

“LEC“) or a new Long Distance Service Provider can make a change to effectuate your choice in 

the designadcn of your Long Distance Service Provide:. zf it is determined !Let you were 

switched to Qwest in error without proper authorization and you wish to select a different Long 

Distmce Service Provider, you will need to contact either your LEC and inform it that you wcrc 

switched improperly, and  designate your chosen Long Distance Service Provider or you will 

need to directly contact the Long Distance Service Provider you have chosen to serve you in 

order for the change to be made. Qwest c m o t  make this change for you. 
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IN THE MATTER OF: 

STATE OF OHIO 
OFFICE OF THE ATTORNEY GENERAL 
CONSUMER PROTECTION SECTION 

DOCKET NO. 1 8 160 1 

Qwest Communications Corporation 
555  17‘h Street 
Denver, Colorado 80202 

ASSURANCE OF VOLUNTARY COMPLIANCE 

This Assurance of Voluntary Compliance (hereinafter, “Assurance”) is entered 

into on this 3 day of May, 2003, by Qwest Communications Corporation, Inc. 

(hereinafter “Qwest”), and Jim Petro, Attorney General of Ohio (hereinafter “Attorney 

General”). For the purposes of this Assurance, the “Supplier” means Qwest 

Communications Corporation doing business under that name or any other name, its 

officers, principals, directors, partners, agents, servants, representatives, salespersons, 

employees, successors or assigns and all persons acting in concert or participation with it 

directly or indirectly, through any corporate device, partnership, or association, 

specifically including Distributors as defined in Section (A)(2) below, but excluding any 

switchless, switch-based or facilities-based canier or re-seller of Long Distance Services 

that have contracted with Qwest. 

Qwest, in the normal come of its business, offers the public, including residents 

of Ohio, telecommunication services, including long distance telephone services. 

WHEREAS, the Attorney General has conducted an investigation of certain acts 

and practices of the named Supplier pursuant to the authority granted him by R.C. 

1345.06; and 

1 



3 WHEREAS, the Attorney General may, pursuant to R.C. 1345.06(F), enter into 

and accept an Assurance of Voluntary Compliance; and 

WHEREAS, the Attorney General and Qwest desire to conclude the Investigation 

and enter into this Assurance of Voluntary Compliance that will fully and finally settle, 

resolve, release and discharge the matters investigated into by the Attorney General and 

all claims relating thereto; and 

WHEREAS, this Assurance of Voluntary Compliance is an assurance in writing 

by Qwest of its intent to conduct itself in a manner designed to comply with the 

provisions of the Ohio Consumer Sales Practices Act, R.C. 1345.01 et seq. (CSPA), and 

the Substantive Rules adopted thereunder, Ohio Adm. Code 109:4-3-01 et seq. 

NOW, THEREFORE, in consideration of the mutual promises and conditions set 

forth herein, the parties hereto agree as follows: 

(A) DEFINITIONS 

1, The term “Consumer” shall have the same meaning set forth in 

Ohio Revised Code §1345.01(A). 

The term “Distributor” means a third party entity engaging in 

marketing of Long Distance Provider Services to consumers on 

behalf of Qwest. The term “Distributor” does not mean or include 

any switchless, switch-based or facilities-based carrier or re-seller 

of Long Distance Services that has contracted with Qwest. 

The term “Long Distance Service Provider” means the entity that 

is chosen by a “Consumer” to transport “Long Distance Services” 

and shall include and is synonymous with the terms “Primary 

2. 

3. 
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Interexchange Company,” “Interexchange Carrier,” “Primary 

Interexchange Carrier,” “Preferred Carrier,” “Interexchange 

Company,” and “Long Distance Company.” 

The term “Qwest” as used herein means Qwest Communications 

Corporation and any of its parents, affiliates, subsidiaries, 

branches, divisions, departments, groups, employees, officers, or 

directors; and any corporate predecessors, successors or assigns 

controlling or controlled by Qwest. 

4. 

(B) By accepting this written Assurance, the Attorney General agrees to terminate the 

current investigation of Qwest’s business practices conducted before the date of 

the signing of this Assurance and acknowledges receipt fiom Qwest of Fifty 

Thousand Dollars ($50,000) as reimbursement of the Attorney General’s 

investigatory costs and expenses, including reasonable attorney fees. Said 

payment shall be made payable to the “Ohio Attorney General” within thnty days 

of the execution of this Assurance. 

IT IS FURTHER AGREED, that pursuant to Ohio Revised Code 0 1345.06(F), 

this Assurance of Voluntary Compliance is not evidence of an admission of 

Qwest’s violation of Ohio Revised Code §§ 1345.01 et seq. or any administrative 

rule adopted thereunder. 

IT IS FURTHER AGREED, that by giving its written Assurance, Qwest agrees to 

conduct its business in compliance with all applicable Ohio consumer protection 

laws and substantive rules, including those currently codified at R.C. Section 

1345.02(E), and that Qwest shall comply with all Federal Communications 

(C) 

(D) 
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Commission (FCC) rules and orders now in effect, or as hereafter modified or 

amended, including those currently codified at 47 C.F.R. sec. 64.1100 et seq., 

before switching an Ohio Consumer’s Long Distance Service from hidher 

existing Long Distance Services Provider to Qwest. 

IT IS FURTHER AGREED, that Qwest henceforth will conduct its business in 

compliance with R. C. Section 1345.01 et seq., including but not limited to the 

following acts or practices: 

(E) 

1. Representing, offering, advertising or promoting any goods or 

service, expressly or by implication, to any Ohio Consumer as 

“free” unless the consumer is not charged for any portion of the 

product or service characterized as “fkee,” except for any federal, 

state or local taxes, fees or surcharges, and all material terms and 

conditions associated with such offer are disclosed clearly and 

conspicuously at the outset of the offer. 

2. Disclosing clearly and conspicuously all material terms and 

conditions for each and every product, service or discount offered 

to Consumers as an inducement to switch to Qwest’s 

telecommunications service, such as minimum monthly service 

fees, in any advertisement or solicitation it disseminates or causes 

to be disseminated in the state of Ohio. 

4 



(F) IT IS FURTHER AGREED, that Qwest shall: 

1. Promptly cancel long distance service upon the oral or written 

request of an Ohio Consumer. Qwest shall disclose to the 

Consumer the following information upon receipt of an oral 

cancellation request: 

i. The Consumer must directly contact their local exchange 

carrier (LEC) to inform the LEC that Qwest is no longer 

their Long Distance Service Provider and select another 

Long Distance Service Provider; 

.. 
11. If the Consumer does not arrange for another Long 

Distance Service Provider with the Consumer’s LEC, the 

Consumer’s Long Distance calls will continue to be carried 

by Qwest at a substantially higher rate. 

The above information shall be disclosed until such date that the 

information is no longer needed to effectuate a switch of long 

distance service. 

Disclose to all Ohio Consumers who contact Qwest directly about 

obtaining Long Distance Service or who are telemarketed about 

Qwest’s Long Distance Service information sufficient to ensure the 

consumer understands the characteristics and cost of the service to 

which he or she is subscribing. All material terms of the offer of 

service disclosed by Qwest shall be in compliance with the 

2. 
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provisions of Ohio Administrative Code Rule 109:4-3-02(A) 

which presently requires disclosure to all Ohio consumers the 

following: 

1. 

.. 
11. 

... 
I11 

The price of interstate (interLATA) toll service, including 

any difference in price for day, evening, night or weekend 

calls; 

The price of intrastate (interLATA) toll service, including 

any difference in price for day, night or weekend calls; 

The amount of any minimum volume requirements, and if 

applicable that a fixed flat rate service charge, surcharge, 

termination charge or other non-service specific charge 

may be charged, and the fact that their local service 

provider may charge a one time fee for changing long 

distance carriers. 

3 .  Maintain procedures with regard to the prompt handling of oral 

and written complaints andor requests for refunds from 

Consumers residing in Ohio, including but not limited to, 

maintaining a copy of all written complaints or requests for refunds 

received, maintaining a record of all oral complaints or requests for 

refunds received, including name and address of such Consumers, 

the resolution of each complaint and amount credited, if any, and 

Qwest’s responses to each request or complaint for a period of two 

(2) years from the date of receipt of complaint or request and shall 

6 



make such complaint information or documentation of Qwest’s 

current procedures available to the Attorney General. Any 

confidential, proprietary or trade secret 

informatioddocumentation, of Qwest or its customers, provided by 

Qwest shall be held “confidential” by the Attorney General and 

shall not be considered a public record by the Attorney General. 

With regard to selling Long Distance Services in the State of Ohio 

to Consumers, adopt and implement adequate and responsible 

compliance steps including training, policies, guidelines and 

procedures to monitor and ensure regularly and routinely that 

neither Qwest nor its employees or Distributors receives, submits, 

changes or attempts to receive, submit or change Consumer orders 

or selections of Long Distance Service Providers, without 

authorization or consent from the affected Consumer. 

IN FURTHERANCE OF the obligations set forth in paragraph (F)4. above, 

Qwest shall undertake the following compliance steps: 

4. 

(G) 

1. Endeavor to provide within thirty (30) days, but in any event, no 

later than forty-five (45) days of the Effective Date of this 

Assurance, notification to all applicable employees and 

Distributors of a summary of this Assurance to prevent the 

unauthorized change of an Ohio Consumer’s Long Distance 

Service Provider. 
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2. Review sales presentation materials used by Qwest employees, 

agents, officers, directors and Distributors engaged in marketing 

and soliciting Ohio Consumers to select Qwest Long Distance 

Services . 

Provide training to all new Qwest employees and Distributors 

regarding federal and state prohibitions against unauthorized 

primary interexchange carrier (“PIC”) changes, and update the 

employees and Distributors, within a reasonable time after changes 

are made to the applicable federal or Ohio prohibitions. 

For a period of twenty-four (24) months from the execution of this 

Assurance, Qwest shall require every Qwest employee or 

Distributor employee involved in the sale of Qwest Long Distance 

Service to Ohio Consumers to review and sign an 

acknowledgment, or reply to an e-mail acknowledgment, at least 

once every six months, certifylng their understanding of the 

prohibitions on making unauthorized changes, in accordance with 

rules promulgated by the Federal Communications Commission 

and codified at 47 C.F.R. 0 64.1 100 et seq. and Ohio Revised Code 

4 1345.02(E), as presently enacted or as may be subsequently 

amended, in the selection of a Consumer’s Long Distance Service 

Provider. The Attorney General agrees not to seek recourse if 

Qwest shows a violation of this provision resulted from a bona fide 

error, notwithstanding the maintenance of procedures reasonably 

3. 

4. 
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adopted to avoid the error, or if the affected quantity of its non- 

compliant employees or Distributors is of a “de minimis” amount. 

5. Terminate Qwest employees or Distributors who engage in the 

willful unauthorized change of an Ohio Consumer’s Long Distance 

service Provider subject to the terms and conditions of any 

applicable contract or collective bargaining agreement. 

(H) IT IS FURTHER AGREED that this Assurance constitutes the entire agreement 

between Qwest and the Attorney General, with regard to terminating the 

Investigation and resolving the matters investigated, and all prior negotiations and 

understandings between Qwest and the Attorney General are merged into this 

Assurance. 

IT IS FURTHER AGREED that Qwest retains the right to modify its Consumer (I) 

service policies, training programs, record retention programs, and Distributor 

agreements and is not bound to maintain such policies, programs or agreements in 

any particular form as long as Qwest remains in compliance with this Assurance 

of Voluntary Compliance. 

(J) IT IS FURTHER AGREED that nothing in this AVC shall limit the Attorney 

General’s lawfbl use of compulsory process to investigate whether Qwest has 

violated any provision of this AVC or Ohio law. 

IT IS FURTHER AGREED that Qwest shall not represent directly or indirectly, (K) 

or in any way whatsoever, that the Attorney General has sanctioned, condoned or 

approved any part or aspect of Qwest’s business practices. 
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(L) IT IS FURTHER AGREED that this Assurance of Voluntary Compliance shall be 

filed in the Public Inspection File pursuant to R.C. 1345.05(A)(3). 

(M) IT IS FURTHER AGREED that the Attorney General of the State of Ohio 

pursuant to his statutory authority does hereby release, waive and forever 

discharge Qwest fiom and against any and all claims, demands, causes of action 

and actions, whatsoever, whether known or unknown, in law or in equity, which 

the Attorney General has, had, could have or may claim to have, in the past, or 

through the effective date of this Agreement, arising out of or in consequence of 

any of the transactions that are the subject of this agreement, including but not 

limited to the sale, switching and/or provision of long distance services by Qwest 

to Consumers in the State of Ohio. It is expressly understood and agreed to by the 

parties that only those powers and duties of the Attorney General pursuant to 

Ohio Revised Code Chapter 1345 are released hereto and no other authority or 

powers of the Attorney General are released, discharged or waived. 

WHEREAS, the parties hereto affix their signatures in recognition and acceptance 

of the terms contained herein and warrant and represent that by affixing their signatures 

A below they have the legal right to do so on this 58 day of May, 2003. 

APPROVED: 

JimPetro / f  / 

genior Deputy A M e y  General 
Consumer Protection Section 
30 East Broad Street - 14'h Floor 
Columbus, Ohio 43215-3428 

t ette Jacobs 
%est Communiiations Corporation 
Executive Vice President 
President Qwest Consumer Markets 
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614/644-9618 

Ulmer & Beme, LLP 
Consumer Protection Section 
30 East Broad Street - 14'h Floor 
Columbus, Ohio 43215-3428 

Counsel for the Attorney General 
157045.~1 

6 14/64-96 1 8 
' 

1 1  

88 East Broad Street, Suite 1600 
Columbus, Ohio 43215-3506 
6 14/228-8400 

Counsel for Qwest 



STATE OF OHIO 
OFFICE OF THE ATTORNEY GENERAL 

CONSUMER PROTECTION SECTION 

TN THE MATTER OF: DOCKET NO. 181601 

Qwest Communications Corporation 
555 171h Street 
Denver. Colorado 80202 

RECEIPT 

I, 9#fl/M& L' L Wx5Y , on behalf of the Ohio 
Attorney General, acknowledge that on June 5,2003, Ifeceived from Thomas L. 
Rosenberg on behalf of Qwest Communications Corporation a check (Check No. 
02267732) in the amount of $50,000 made payable to the Ohio Attorney General in 
accordance with the terms and provisions of the Assurance of Voluntary Compliance 
entered into by Qwest Communications Corporation and the Ohio Attorney General. 





. .- - .  . . .  



c 

2 

.. 



,. . .. . . .  

J 



, 

b. 

C .  

d. 

t. 

15. 

Forging consumers' qnaturts on Defendants' "Authorim:i:r. to Change Long 

Distance Canicr"; 
L -. *. 

A5srspresenting Dcfdantr' " f ly  Free America" progrci in telemarketing 
I . .-a. - _  coatacts; -..- wt.,  . 

Failing to provide Em airline tickets as promised in rem for switching to 

Defendants' iong dismce service; 

Ivliste- Defendaw ram llnd d i n g  plans iu tei- CQm- 
_ -  - .  

Tbc Attorney Geacral alleges that the act3 and practices- dcscr i i  in paragraph 

fourteen (14) batin are dcccptivc snd unconscionable acts and practicU 4n *lation. of Kansas 

Smtutts Annotated 6S.A) 50-626,50627,506,103 (KSA 1999 Supp.), 50676 and W?7, in 

that Defendants. their agents or ttpnsmtativu: - 
a. waged in activity, maduct ot reprcsentadons while s~liciting chsrrgts in 

consumd tclccommlmiartiops CaRiCls to the Defuadaars' mce tu had tk . 
, 

4 





21. Defendants agree to make available and/or disclose the prouisiors .si thk Consent 

Judgnent to each officer, director and employee of management IcveI that is involved in Kansas 

Opt:2Kions of the Defendants within thirty (?a) days of signing tha Consent Judgme-?t 

22, Defendants agree to maintain ail records of avtbor'uation ta swirch long distance 

sewice of Kansas consumers for a period of lwo years snd to albw the Attorney General to inspect 

such records in the fbtwe. 

6 



, -  

2s. . for any complaints filed with or supplied to the Office of the Attornty Genad 

witkin ninety (90) days of t k  encry of this Consent Judgment, which complaints aie meritorious as 

d e r t r m i d  by the Office of the Attorney General, regarding a switch of long distance services 

OccUning prior to the datc of this Consent Judgmat, thc Defendants agne to rc~olvc,such 

complaints by providing relief consistent With tbt type of relief provided to consumers in 

pangraph Wenty-thrce (23) above or as provided under fedtral or state taw, whichtvtt provides 

the grtatestrelief fbrbst#rru\na#. 





IT IS FURTHER ORDERED, ADJUDGED AND DECREED that purswnt tQ the 

Kansas Consumer Protection Act, and the provisions of K.S.A. SC1-632@), the court hereby 

approves the terms of the Corsent Judgment and adopts the same iw C t  Order of the Coufi. 

IT IS SO ORDEREI). 

. 

. .  .. 

9 



#rmstrong'Tk&le, LLP 
2345 Grand Boulwsrd. Suite 2000 
KuuasCity,MO 64108 
(816) 221-3420 

IO 
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1 5 -9V-2599 

9-5560 ‘akc Leng Wong 
702 E. FrimzoDt 
Vicbib, KS 67208 

0-0878 

0-1380 

%I750 

&I75 1 

00-1845 

00-2 1 24 MaumaKik ’ 

201 s. orma 
ClearWrt0;KS 67026. 

. ’  3 1 6 - S W 9 6  

00-2143 . 3 tbs44-7543 

785-235-2520 

EXHIBIT 1 I 



0-2459 
~ _ _  

qina L. Brow 
BO4 Dane 
Waverly, ICs 66071 

'S 5-723-2626 

10-2565 Mala Grcer 
502 S. Main 
D e x t ~ ~ ,  KS 67038-0069 

i 16-876-5643 

lo-28% i 16-25 1 9  157 

10.29 66 185-827-38 12 

IO-3398 BdNaWilSoa 
PO Box 82 
Abilerre, KS 67410 

785-261-3505 

Do-3536 s i  willianu 
Kt 1 h 2 4  
blkKS67954 

M)-3665 

a3755  UmsShRlk 
317NEP 

KS 67410 

00.3898 

- -  
I 

OM139 516-85&5337 

00-4140 

2 EXHIBIT 1 

. .  . 



3-4573 iudrcy Stecnbock 
!84 tndian Rd. 
,angford, KS 67458-9426 

2onnie Tschantz 
'0 Box 393 
Mavtrly, KS 6637 I 

1 
I 

0-4764 
1 

10.5089 85-776377 1 

9-5090 '85-263-1735 

L 
I 

116-251-6161 )0-3542 woody smith 
701 Spruce 
P.O. Box 80s 
C0-k; Ks 67337 

185749-5488 

IO-5805 785-869-3148 

785-284-3006; DO-5993 

00-5996 913-3524441 

785-388-2756 

EXHIBIT 1 



. .  -: 

. f l O l  Court 
Wathena, KS 6609: - 

00-6647 Marcia Wheatcroft 
126 Redbud Dr ive  
Winfield, KS 67 156 

4 

3 16-22 1 -2096 

EXHfBlT I - 

00-6355 Claude Manox 78 5-989-48 32 
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STATE OF WISCONSIN CIRCUIT COURT DANJ2COU"Y 

STATE OF WCONSIN, 
123 Wcst Wa~hgtOn Avenue 
Post Office Box 7857 

. Madison, Wisconsin 53707-7857, 

legal action against you. The complaint, which is attached, states the nature and bask of the 

legal action. 

Within fw- f ive  (45) days of receiving this summons, you must rcspond With a 

Written answer, as that term is used in Wis. Stat. ch 802, to the complaint. The court may 

reject or disregard an aswer that does not foIlow the requirements of the statutes. The 

answer must be &t OT delivered to the court at the Dane County Courthouse, 210 Martin 

Luther King Jr. Boulevard, Madisoa, Wisconsin 53709, and to Assisbit Attorney General 

David J. Gilles, plaintif€'s attorney, whose address is Post Box 7857, Madison, 

Wisconsin 53707-7857. You may have an attorney help or represent you 



Wisconsin Depxtment of Justice 
Post Office Box 7857 

608/2661792 
Madison, WISmnSia 53707-7857 

h ~ i l l e s d j i w ~ 6 ~ ~ - d ~  
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If you do not provide a proper answer within hrty-five (45) days, the court may 

grant judgment qarnst you tor the award of money or other legal action requested in the 

complaint, and you may lose your right to object to anything that is or may be incorrect in 

the complaint. A judgment may be enforced as provided by law. A judgment awarding 

money may become a lien against my real estate you own now or kt the future, and may 

-also be enforced by garnishment or seizure of property. I 

Datedthis IL 7-L dayof Y 2 k A M J L  ,2000. 
JAMES E. DOYLE 
Attorney Genexal - 

=G&ApAk DAVID3.0 LES 

Assistant Attorney General 
SbteBarN.rpnbe*lO16051 

Attorneys for Plainti% 
State of Wisconsin 

2 
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. ., 
- . .  1 . .  

STATE OF WISCONSIN C R r n  COURT. DANECOUNlY 
cr 

STATE OF WISCONSIN, 
123 West Washington Avenue 
Post Office Box 7857 
Madison., Wisconsin 53707-7857, 

Plaintiff, 

Colorado, 80202, and is engaged in the business 8s a provider of teleconmkications 

services. 

2. Defendant, by entering into this &pulation, makes a gene+ appeaxance 

'and consents to the jurisdiction of the court over the subject matter of this action and over 

defendant Qwest. 

. 3. w e s t  denies any wrongdoing as alleged by the State of Wisconsin. This 

stipulation and attached judgment do not constitute any evidence or admission of any ' 

kind. The annexed judgment does not constitute a finding by this court that Qwest has 

engaged in any act or practice declark in violation of Wis. Stat. tj 10U.207. 
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4. The parties hereby consent to the entry of the annexed judgment Without 

furtberpleading, notice or appearance. 

Cons&t& to by PlahW, . 

State of Wisconsin . 

JAMES E. DOYLE 
' AttorneyGeneral 

&&stant Attorney General 
State Bar Number 1016051 

Attorneys fbr Plaiatiq 
State of Wisconsin 

Dated: cr/o D 

Consented to by Defendant, 
Qwest Communications Corporation 

Senior Vice President 

Approved as to Form: 
Kelley, Drye & Warm, L U  

Anorneys fbr Defendant, 
Qwest Communications Corporation 

2 
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STATE OF WISCONSIN CIRCUIT COURT DANE COUNTY 
\ i i  ii? 

. ,’.,,~~&. i-‘ .. ,,*; ..c;y;-J.u .-i” ’ ’+-( a& 6 
: C..l - .. 

4 . t  * 

. , , ~  ./.J:> ,-*3<&~h‘ STATE OF WISCONSIN 
123 West Washington Avenue 
Post Office Box 7857 
Madison, Wisconsin 53707-7857, 

Plaintiff, 

,V. @clc?r 3280 CaseNo. 

UncIassified - Civil: 30703 
QWEST COMMUNICAITONS 
CORPORATION, a foreign corporation, L 

555 17* Street, 
Denver, Colorado 80202. 

Defendant. 

JUDGMENT 

The State of Wisconsin (“plaintifl”), QWEsT COMMUNICATIONS CORPORATION, 

defendant, having executed the annexed stipulation, and the court having reviewed the file herein, 

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AMD DECREED: 

I. jURXSDXrnON 

That said stipulatio~ is appved and made a part of the record herein. 

That this ccmt has jurisdiction over the defendant and over the subject matter of 

this action D e f d t  QWEST COMMUNICATIONS CORPORATION. (“Qwest”) is engaged 

in the business of selling intersbe and intrastate commercial and residential long distance 

teiecommtmications service. 

1. 

2. 
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II.. INJUNCTION 

3. That pursuant to Wis. Stat 5 100.207(6)(b)l., defkndant, its employees, officers, 

restrained with respect to the offer, salicitatiun and provision of telecommunications service to 

Wisconsin residents as folIows: 

a. QWEST shall comply with dl Federal Communications Commission 

(FCC) d e s  and orders now in effect, or as hereafter m&ed or amended, before 

submitting a PIC change order to any local exchange carrier o. 
b. QWEsT shall obtain the express authorization of a person authorized 

to change the subscribersf-record’s current telecmmmicalions service carrier to 

QWEST. 

c. Regarding the fhce-to-fh marketing of telecommUnic~ons sewices , 

to Wisconsin ccmstmms: 

1. QWEsT sales represematives, at point of sale, shall match 

the co~~sumef’s name and Signature on the Letter of Authorization (LOA) to 

the name and signature on the cofls~tmt~’s picturc idatification. In addition: 

a) The QWEST d e s  represedtatve shall note oq the 

LOA the type of picture identification provided by the consmer, 

e.g., a Wmonsin driver’s license; 

b) The QWEST sales representative shall write his or 

hex i d d d m  numb=, assigned by QWEST, on the LOA so that 

QWEST can trace con sum^ dissatisfaction with a particular 

- 2 -  
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transaction directly to the QWEsT sales representative who handled 

the transaction; 

c) QWEST shall main LoAs signed as a result of 

&e-to-face marketing to Wisconsin consumers for a period of two 

2. QWEST shall not srrbrnit a PIC chartge order based on an 

LOA signed by a Wisconsrn consumer as a result of faceto-face marketing 

that does not contain the notation regarding the consumer's pictye 

ident&afion and the QWEST sales representative's idendscation number 

d e s s  the PIC change order has been subject to independent third-paxty 

verification under the FCC rules. 

d. 

, 

QWEsT shall revise, if necessary, its sales xnands regarding 

faceto-he madding of telecommunications services to residential consumm in 

Wisconsin to make clear the following: 

1. That it is illegal for QWEST sales representatives to sign 

LOAs on a conswner7s behalf; 

2. That the QWEsT sales tepresentatkes m# verbally c o h  

with the collsumer rhat he or she is the p k n  authorized to change the 

subscriier-of-record's telecormnunications service; 

3. That in fze-to-ke solicitations directed to Wisconsin 

tollsumeq QWEsT sales representatives shall match the t%msUmeT's name 

and signature on the LOA to the name and siqature on the consumer's 
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picture identification and shall note on the LOA the QWEsT sales 

representative’s identification number or name. 

e. QWEsT shall provide its sales manud. reflechg the requkements 

set out in pamgraph 3.6, to the Attorney General’s Office Within thiay (30) days of 

initiating faceto-faoe marketing of telccomunications services to residential 

W n s U m e r s i r l W ~ .  

f Q W T  shall inform current pribcipak, partners, officers, directors, 

managers, sales representatives and contract marketers haxbg respomiilities w& 

respect to faceto-he marketing to W~sconsm c~mumers within thirty (30) days of 

@est policies procedures for the prevention of unanthoIized PIC change orders, 

and for a period of two years, fuhlre principals, partners, of§cers, directors, 

managers, sales representatives and contract marketers having responsibilities with 

respect to face-to-face marketing to co~sumers in Wisconsin within tkty (30) days 

of the date on which said agents assume those responsibilities. 

g. QWEsT shall take appropriate disciplinary action, up to and 

inchding disxnid, against any QWEsT ’sales representative who forges the 

signature of a W~coasin consumer to an LOA 

h. QWEST shall take timely corrective action against any QWEST 

sales representative who fails to match the consumer”s name and s;gnature on the 

LOA to the aame and signature on the consumer7s picture id&d%cation where such 

matching PTO&UIB is required under the terms of this consent judgmed; 

i. Qwxt &all ellsufe reasonable access to customer service 

representatives through a toll fiee number which affords a caller the opportunity to 
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speak in person with a customer service represemative R&.UULL a reaSOnat,t time 

period, provided that the opportunity to speak in person to a customer service 

rcprwcntative may be IiiIllited to normal b&es hours and other reasonable 

limitations; and 

j. west shall cancel service upon request of a subscnier. Upon 

receipt of a cancellation request, @vest shall clearly and conspicuously disclose to 

the subscriber the following in for ma ti^^: 

i) the subscriier must select an d t d v e  long distance service 

provider; 

ii) if the subscriber does not arrange for presubsmied long , 

distance service within a designated number of days, Qwest will block the 

customer's. calls, the subs&ier wi l l  not have 1+' long distance service and 

the subscriber will have to use another carrier long distance service to make 

long distance calls; 

iii) ' 
the subsmier should contact another long distance company . 

or the local exchange company to m g e  for replacement s&w, if desired. 

4. Tlat pkuaut to Wis. Stat. 55 100.20(6) and 100.171(8)(a), defendant, its 

employees, of f im,  agents, including marketers, representatives, successors and assigns are 

enjoined and restrained with ngard to the oEer and solicitation of telecommunications services as 

follows: 

a. Failing to provide a written prize notice in the event a telemarketing 

solicitation involves a+ as defined by WE. Stat. 4 lOO.l71(1)(a); 

- 5 -  
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b. Failing to disclose all costs that a xecipient must pay or other 

conditions related 10 the use of a gift or seMce offered as an incentive'to obtain a 

customer's agreement to subkbe or purchase telecommunications services. 

m. CORRECTIVE ACTION AND RB'I'TWTION 
* 

5. That pursuant to Wis. Stat. Q 100,18(11)(d), defendant &all discontinue any and all 

incentive payments to any agents, inchding employees, based upon the number of persons in 

WisconSin who agree to order defendak's service unless such incentive payment program 

includes provisions for momtoring, ensuring a proper authobtion, and V ~ C ~ O A  is obtained 

Born cuslomers and tha~ employees are discipuned for improper conduct. 

6. That pursuant to Wis. Stat. 9 lOO.i8(11Xd), the defendant shallundertake to address 

all complaints filed with the State of W~sconsin before ninety (90) days Born the enay of tbis 

judgment by former '.md curient subscribers who allege that thelr long distance service was 

switched to Qwest +ithout authorization as follows: 

a. The defendant shall rejmbune persons where Qwest, in its good faith 

judgment, concludes that it switched their long distance serviCc without proper 

autb6rimrion. Subscribers may submit their complaints to west telephonically, and 

it will rnake every effoa to resolve the complaints, where possible, durhg'this initial 

call. @est will also review complaints that are filed with the State of Wisconsin 

and m f d  to defendant- The State of Wisconsin shall provide west with copies 

of al l  applicable complaints and, no later than one hundred twenty (120) days after 

the entry of this judgment, a list of those complaints that it believes qualify for 

wnsid&on under this paragaph. 

I 
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b. If defhdant determines that a consumer's long distance service was 

switched with proper authorizatioq @vest shall n o m  the consumer of this h a g  

and that if the customer diswees, he or she may submit the matter to the 

Department of A@cuIture, Trade and Consumer Protection (''DATW? for its 

review. (Qwest shall provide the customer with DATCP's toll free munber.) 

c. In the eveat that afta investigating the degations and considering 

carefnlly defendant's response, DATCP determines that a complaint of an 

unauthorized primary mterexchange &er ('TIC") change against Qwcst is valid 

DATCP shall inform defadant of such determination and the basis for it. Qwcst 

shall reimburse such pawns pursuant to subsection d. of this paragraph. 

d For those customers who qual@/ for reimbursement, defendant's 

obligation shall be as follows. Defendant &all pay an amount equal to all payments 

paid by such subscribers for Switching charges related to the provision of west 

service and shall m a t e  all toll charges that occurred while @est provided Service 

after the PIC change in question. @est sha issue the refund or credit within m e  

hundred twenty (120) days of the date of the judgment, or the deteZmination by 

DATCP that a PIC change was unaubrhd, whichever iS later. Toll charges will 

be rerated on the basis of rates paid by such subscribers to their prior carriers. In 

the event such subscdbers are unable to provide documentation re8arding zates prim 

to the unauthorized change, defeudant shall base re-rating on 10 cents per minute for 

intra- and toll Charges. . 

7. Quest shall provide DATCP with ir report regardiqg credits issued to Wisconsin 

raideats within sixty (60) &ys of completion of the restitution program. 

- 7 -  
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IV. ]PENALTIES 

8. That pursuant to WiS Stat. 100.207(6)(c), defkadant is obligated far and shall 

pay to the State of Wisconsin %250,000,~such amoyt consist& of S225,OoO in civil forfeitures, ' 

which includes a , p d t y  assessment pursuant to WiS. Stat. 5 165.87. and $25,000 as costs 

pmmt to Wis. Stat 4 100263. 

v. ColyPLmcE~ 

9. That defendant shall maintain procedures with regard to the handling of oral and 

written complaints fiom customers residing in Wisconsin andor requests for refunds, irpluding 

maintaining a "py of all written compl&k or requests for refimds received, maintaining a record 

of all oral complaints or requests for r e M ,  including the m e  and address of such cutomer 

from whom each complaint or request for refund was received i h m  such custom, the armunt 

o f  refimd requested, the resolution of each complaint and amount reftmcied, if any, and defend;mt's 

response to each request or complaint for a period of at least thirty& (36) months &om the date 

of receipt of the complaint or request. 

10. In the event that the provisions of 47 C P R  9 64.1 l00,47 C.FK $64.1 150 or any 

other state or federal law or regulation are amended, or in the event that any other law OT 

regulation is enacted in a manner which would m d m  compliance with any tam of this judgment 

a violation of such law or regdabon, it is understood that QWEST's compliance with such 

Amended or newly enacted law or regulation will coastiMe campliance with this judgnent The 

remaindex of the tarmS and conditions of this judgment shaIl not be effected thereby. 

VI. CUSTOMER RIGHTS AND C O N T J " c :  JUIRI(SDICTI0N 

That nothing contained in tslis judgment shal3 be construca to deprive any customcl- 11. 

or other person or entity of any private: right under the law. 

- 8 -  
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. .  

. .  . .  

12. That nothing contained in this judgment shall be constmed 8s eppraval, sauctio~ or 

authorization of any act, pmtice or conduct of defendant. 

13. 

14. 

This judgment may be enforced only by the parties hereto. 

That nothing in this judgment shall be coAst[uBd to limit the authority of plaintiff to 

enforce prospective laws, regulations or d e s  against defendan. 

IS. That jurisdiction is retained by this court for the pu~pose of enabling any of the 

parties to this proceeding to apply to this court for any other such further dI.ders’and directions as 

may be necessary and appropriate for the enforcement o< or compliance With, this judgmqt. 

Datedds 167 dayof v e c e ~ b c ~ ,  , 2000. 

-9- 
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IN THE CIRCUIT COURT OF JACKSONCOUNTY, MISSdUfU 
AT INDEPENDENCE 

STATE OF MISSOURI, ex reI. 
JEREMlAH W. (JAY) NEON, 
Attorney General, 

Plaintiff, 

V. 

CAMPUS PROMOTION NETWORK, INC., 
et al., 

Defendant 

CONSEYT PERMANENT INJUNCTION AND JUDGmNr 

Comes now plaintiff State of Missouri and ("Defmdants"): LCI International Telecom 

Corp.. (now known as "Qwest") and Campus Promotion Nework, Inc., ("CPN) and present lhis 

Consent PamMcnt Injunction F d  Final Judgrncnt ("Consent Injunction"). This Court being 

fully advised in the premises, now finds: 

1. The parties to this Consent Injunction have read and understand the nature, terms, 

and content of this Consent Injunction and agree to be bound by all the provisions contained 

hcrcia 

2. This Consent injunction constitutes a fair andadcquate settlement of all of the 

issues involved, as between the State of Missouri and each of the Defmdants individually, in this 

cause of action. 

3. The parties recommend that this Court issue this Consent Injunction. 

I- Cenerd Provisions 

IT IS HEREBY ORDERED, ADJUDGED. AND DECREED that: 



. .  

.. 

.. . .  
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4. Jurisdiction. This Court has jurisdicrion over this Consent Injunction and the 

parties hereto rhrough their consent and under $407. LOO, RSMo 1994. This Cowt is cmpowered 

to order this Consent Injunction by agreement of the parties pursuant to §407,100.8, RSMo 1994. 

5 .  Jurisdiction Retained. Jurisdiction and venue are retained by this Court to enable 

any party to this Consent Injunction to apply to this Court at any time for such further orders and 

directions as may bc nccessary or appropriate for the construction, modification, or enforcement 

of the provisions of this Conscnt Injunction. 

6. S e v e r a w .  If any provision(s) of this Consent Injunction is or are declared 

invalid by a court of competent jurisdiction, the remainder of this Consent Injunction shall, at the 

option of pIaintiff, remain in kll force and effect and shall not be effected by such declaration. 

7. . Non-admission. It is understood and agreed between the parties that this Consent 

Injunction and settlement shall not be construed as a finding of fault or wrong-doing or an 

admission of liability by Defendants, their directors, officers, employees, agents, represenratives, 

and/or affitiates. or as an admission that Def'dants have committed or engaged in any deceptive 

or unlawful act, violation, or breach of contract or duty imposed by law. 

XI.. Definitions 

IT 1s FURTHER ORDERED, ADJUDGED AND DECREED that the following t m s  

shall have the following meanings: 

8. "Independent third party" means a parry: (1) operating from a fxility physically 

separate h m  any @est facility, ('2) in which Qwest does not have any direct or indirect 

ownenhip interest; (3) that Qwest does not manage, control or direct either by itself or through 

2 
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agents. representatives, or insiders. including relatives; and (4) that docs not derivc commissions 

or compensation based on the number of sales or authorizations aflnnatively confirmed. 
* 1 

9. "Clear and conspicuous" means that the required disclosures are presented in such 

a manner, given their size, color, conmt and proximity to any related information as to be 

readily noticed and understood by consumers. A disclosure is not dear and conspicuous, if 

among other things, it is ambiguous or it is obscured by rhe background againsr which it appears 

or by its location within a lengthy discourse of non-material information. In an oral presentation. 

clear and conspicuous also means that the information is presented in a manner that a consumer 

will hear and understand, at nonnaI speed and in the same tone and volume as the sales offer. 

10. 

estate, or swrices, 

1 1. 

"Merchandise" means any objects, wares, goods, commodities, intangibles, real 

I , ., "Material" means that the representation or fact is likely to influence the 

consumels purchasing decision. 

12. "Tclecommunkations carrier'' means the provider of telecommunications 

services. 

13. "Telecommunkations SerVicc" means interLATA, intraLATA, local and long 

distance telephone service. 

14. "Subscriber" means 1) the consumer in whose name the local exchange carrier has 

listed a telephone number, or 2) the comumer who is primkly responsible for paying the 

ieIcphonc bill for the listed telephone number, or 3) a wnsumsr authorized by either I or 2 to 

make changes with respect to the subscribed services for thc listed telephone number; or, if a 

commercial or business consumer, a person with apparent authority to act for the business or the 
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. .  
person primarily responsible for the business' decision-making. 

15. "Consumer" means any natural person or his legal representative, partnership, 

firm, for-profit or not-forprofit corporation, whether domestic or foreign, company, foundation, 

trust, governmental entity, business entity or association. 

16. "Letter of agency" ("LOA") means written authorization by a comuiner to change 

his. her or its, telecommunications carrier anrUor to authorize the provision of telecommunication 

I 

services. 

17. "Contest promotion'' means any contest, sweepstakes, or prize offer of any kind 

directed toward comumers IO solicit them to change their telecommunications carrier or to 

purchase telecommunications servicc(s)- 

111. Injunctive Relief 

, . " IT IS. FURTHER ORDERED, ADJUDGED, AND DECREED that: 

18. Defendants shall not directly or indmctiy represent that a consumer has 

authorized the transfer of the consumer's telecommunications carrier or agreed to the provision of 

retecommwrications service without the express authorization of the consumer. 

19. Qwest shall clearly and conspicuously disclose, in all advertisements, 

solicitations, publications, circulars. marketing er  promotional materials of any description 

whatever, circulated or distributed Within the State of Missouri, that are intended to solicit 

consumen to authorize any change of telecommunications carcier or to authorize the provision of 

any tclccomrnunication scvicc, the following; 

i 

I . .  

a. That the purpose of the advertkemtnl, solicitation, publication, circular. 
marketing, or promotional material is to solicit consumerS.to authorize a 
change of teIecommunications canier, or the provision of 
telecommunications service; 



b The amount of ail minimum monthly s w i c c  fees, pnc time fccs, pcr 
minute usage fees or other material terns associated with the 
telecommunications service plan promoted And when applicable,&at the 
consumer's local exchange carricr will assess a fee for changing the 
consumer's telecommunications canicr; and 

Any other materia! conditions associated with the consumer's use or 
receipt of the telecommunications service pIan promoted. 

c. 

20. Qwest shall cause Qwest's corporate name and a toll free customer service 

telephone number answered by Qwest's employees or a party designated by Qwest to receive 

customer service calls during regular business hours to appear clearly and conspicuously on any 

bill far telecommunications scrvice(s) provided by Qwest to any consumer in the State of 

Missouri. 

21. Qwest shall not solicit LOAs fkom consumes in thc State of Missouri through a 

contest promotion that uses a box or other receptacle to physically collect the contest entry forms, 

unless an Qwes sales agent is physically present, available. and able to answer material 

questions about the contest promotion and Qwesr's telecommunications service(s) when the 

consumer executes and provides the LOA. 

22. Qwest shall cause m independent third-party to verify all of Qwcst's LOAs 

derived fiom every marketing source soticiting cousumers in the State of Missouri, except as 

provided in 124 below. The independent third-party shall obtain appropriate verification data, 

such as the consumer's date of birth or social security number. and shall veri& with the consumer 

and obtain thc consuntufs asscIlt in accordance wlth 47 C.F.R. 9 1 15O(d). The tern of this 

paragraph shall remain in effect until December 31,2002, at which time @est may discontinue 

the third-pw verification procedures required in this pathgraph. However. if the number of 
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consumer complainis received by Missouri Attorney General’s Office against Qwest, its 

successors, agents or assigns, increases by 25% or more during m y  consecutive six-month period 

after Qwest stops its third-party verification compared with .the number of complaints received 

by the Missouri Attorney General during any consecutive six-month period in which Qwest 

performed third-party verification, then Qwest shall resume the third-party verification 

nqukrnmts nquired herein. 

23. The independent third-party shalt inform Qwat of any LOAs that were nor 

affirmatively verified and of any consumer who denies having authorized the transaction that is 

the subject of the LOA. Qwest shall not change a consumer’s telecommunications camer or 

provide relecommunications senrices purportedly authorid by an LOA, unless and until Qwes 

receives canfinnation ftom the independent third-party that it has affirmatively verified the LOA 

-.. as required above. 

24. Nothing hcnin shall obligate Qwest to verify PIC change requests submitted by a 

consumer via the Internet (“Internet LOAS’’), unless the Internet LOA is submitted in response lo 

a contest promotion. Ifa consumer submits an Intcmet LOA in response to a contest promorion, 

then west shall verify the Intam LOA as required in v2. In addition, regardless of the 

circumstances under which Qwcrt receives an hternct LOA, Qwvest agrees to comply with any 

verification procedurts adopted by the Federat Communications Commission b r  Internet LOAs. 

25. If a subscriber denies having authorized Qwcst to provide telecommunications 

services, then Qwes shall immediately discontinue billing Missouri subscribers for any charges, 

including but not limited to, the monthly fee, as soon ss Qwest receives electronic notification 

from the LEC that a subscriber has canceled his or her telecommunications service with Qwest 
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and selected another carrier. Nothing In this paragraph prohibits Qwest from billins for services 

rendered prior to Qwest’s receipt of such notification. If Qwest relied on an LOA in providing 

the disputed services, and (1) the LOA was not authorized by.the subscriber to the tcleplionc 

lines(s) affected by the LOA; or (2) the LOA was not veriEed as required above; or (3) thc third- 

party verification cannot be located within (30).days of first receiving a consumer’s complaint, 

then Qwcst shall refund to the consumer all charges caused by the disputed transaction chat were 

incurred within the first 90 days of service, including any fees assessed to switch the consumer‘s 

chosen telecommunicatians carrier to Qwest and then back again, any long distance charges, 

minimum monrhly senrice charges, one time Fees, per minute usage fees, or other charges 

associated with the telecomunications services in dispute. If thc censumer has not paid mme 

or all of the charges caused by the disputed transaction, then Qwcst shall remove all such unpaid 

charges. If the consmet has already paid some or all of the charges caused by the dispute, then 

Qwcst shatl reArnd these amounts to the consumer, unless applicable federal or state law requires 

payment bc made to same other person (including but not limited to a third-party administrator or 

another carrier). 

26. With respect 10 any COntCSt promotion used to solicit consumes to change their 

teIecommunicatians carrier to @vest or to purchase telecommunications service from Qwest, if . 

&est Uses an LOA that a h  acts as a form for entering chc contest promotion (“LOA entry 

form”), then it must also, provide a non-LOA entry form physically attached to the LOA entry 

form (which may be separable by a perforahon). This non-LOA entry fonn must be at least as 

simple, accessible, clear and conspicuous, and at no greater cost to the consumer than the LOA 

entzy form. In addition. any LOA entry form must clearly and conspicuously include the 

, 
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Ilowing: 

a a sutemenr in bald 2nd capital letters recpiring the entrant to certify that 

the entrant is  at [east 18-years-old and that the cacrant is  the subscriber 10 

all of the telephone numbers listed on the LOA entry €om. 

b. a statement explaining that the LOA entry € o h  is authorization to change 

the entrant‘s long distance carrier and to provide telecommunications 

sew i cts. 

IV.  Restitntibn and Other Payment 

27. Judgment is hereby entered for restitution in an amount determined below. 

Within sixty days (60) days of the date of this Order, Qwesr 5haIl uadatake, with respect IO each 

consumer identified in Exhibit 4 attached hereto and incorporated hemin by reference, to 

provide restitution in accordance with the following procedure: 

a. Except as provided in subparagraph @), Qwcst shall provide a credit or 

refund in WI amwt  q u a t  to all charges billed to that consumer for the 

5rst 90 days of disputed m i c e ,  less any credits for refuat previousty 

w i v e d  by tha collsumcr. 

b. EQwest &tennines that no refund is due, Qwest shall provide to the 

Missouri Afiomey ocnetal’s Office, do Patricia Mallei, Assistant 

*J 

AUoruey G e n d ,  a written reason for he denial, within 10 days of 

@vest‘s dcturaimtion. Q w q  shall aR the same time, provide the 

Attorney General the amount in dispute and any other evidence that Qwest 

relics upon to substantiate the denial. If, in the sole discrerion of the 

a 
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. I  

1 

I 

Within 90 days of tb 

Missouri Attorney General, Qwcst was unjus;tlied in denying a crcdit or 

refund, thc Attorney General will direct Qwcst to make a refund and will 

speciEy the amount tb be refhded. 

date of this Order, Qwest shall provide to the Missouri Attorney General's 

Office, c/o Patricia Molteni, Assistant Attorney General, a report showing the dollar amount of 

restitution paid for each consumer in Exliibit k, &e date the consumer's long distance service 

was switched to @est, the date the Qwest service was discontinued, and the dollar amount of 

long distance charges assessed by Qwcst 

29. Qwest shalt pay as reimbursement for the expenses incurred by the Missouri 

Office of the Attomy General, including attorneys fees and cost nf investigation, the amount of 

ren thousand dollars (Sl0,OOO) payable to the Mcrchandisiag Practices Act Revolving Fund, and 

judgment is hereby entered in this amount. Payment of this amount shall be made on or before 

the entry date of this Order. 

V. OtbwRelief 

30. Defendants shall be registered with the Missouri Secretary of State ar all times 

while doing business in the State of Missouri. 

31. Defendants shall not construe this Consent Injunction as relieving them of the 

obligation to fulIy comply with 4 1  state or fedcd laws, regulations, or rules. ' 

32. This Consent Injunction is binding on Defendants and their respective agents, 

servants., heirs, successors and assigns, and any other persons or enxities acting hrecrly or 

indirectly on their behalf. 

33. Defendants represenr that the signatories to this Consent Injunction have authority 

9 
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to a a  for and bind Defendants, . 

34. This documcnt shall not be consmed against the drafter because all partics herefa 

participated in dratliag this document. 

35. Defendants shall b w  any costs of court. 

36. This Consent injunction may be executed in one or more counterparts and 

facsimile signatures shall be deemed to constitute original signatures of the parties hercto. 

SO ORDERED: ~ DATE: 
Circuit COW Judgc 

QWEST COMMUNICATIONS CORPORATION 

By: /%k p&# 
Mark. Pitcbford 
Senior Vice Presidtnr for @est 

4250 North Fairfa; Dr. 
Axlington, VA 22203 
Attorney for QWEST 

- -  By: 
Marvin Benn, Esq. 
Hammgn & Benn 
10 South Malle SI., Suite 3300 

10 
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Chicago, IL 60603-1002 
Attorney for CPN 

=MIAH W. (JAY) NIXON 
Aftomty General 

. .  By: \ii-i, p- A -  
Palrick A. Molt& (#2325?) . . 

Assistant Ai%om~y General 
221 w. High St. 
Broadway Office Building, 8f.h Floor 
Jeffezson City, MO 651 01 
Attorneys for Plaintiff 

1 
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(2 12) 116-8336 

Scptanber 13,1999 

Via: 

Tbuesa Gausler, Esq. 
Assism General Cousei 
Qwest Communications, Lnc. 
4250 Xonh Fairfax Drive 
&lingon, Virginia 22203 

Dear Ms. Gzuyltr: 

Please fmd enclosed an original Asswce  oiDiscontimmct between the New York S u e  
~norney Genml's Office and @en CommMications, et. 1, 

ti11 E l h  Sandford r 

.bsistmt Attorney General 
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f7: 
* nYTREM"EROF 

Q W S T  COMMUNICATIONS CORPORATlON 
LCI ~"ATIONJLL TELECOM CQRP 
ah 
QWEST COMhpuMCAnONS SERVICES, 

PHOE- NETWORK, fNC, urd 
USLD cOMMUNICA~~OXS, INC. 

Pursuant to the provisions of Executive Law 63( 12) and General Business Law 

(''GBL") Miclc 22-A ELIOT SPITZER, Attorney General of the $?,a& of Xcw Yo& caused 

an inquiry to be made into certain business practices of Qwcst COIWTM~C~~~O~S Corporation, 

LCJ Innternationti\ Tckwm Cap. &la Q w s t  Communications Sexwccs, Phoenix Network, b., 

and USLD Communications, Inc. (iureinafter co~cctively refend to as "QW?!"). As L result of 

such in&ry, the Attomcy Gmrrat has determined as follows: 

under the laws ofthe Stale of Delaware. LCI hntemational Telecom Cow. dh/a Qwcst 

Communications Services is a corporation organizcd in 1383 under the laws ef the State af 

DeIaware. Phoenix Xenvork, Inc. 1s a corporarion organized in 1989 under the laws of the State 

of Delaware. USLD Communications, Inc. is a corporation organbed in 1966 under the hws of 



the State of Texas. @est has its principal office at 555 Scvenntccnth St~ect,  Suite 700, Dtaver, 
-9 
-' C ~ l o r s d ~  80202. 

2, Qwest in the n o d  course of its business offers the public, including 

residents of New York State, telecommunications serVices, including long distance telephone 

services. 

I 

* d/b/a Qwesf Communications S d c e s ,  USLD-Co&unications, Inc., and Phoenix Network, 

Inc., are registutd With the New York Secrelary of State as foreign corporations authorized to do 

business in the State of New York. 

4. On h'ovembcr 9.1989, April 1.1991, and January 19,1994, USID 

Comnunications, Inc., Phoenix Network, hc.. and Qwcst Communications Coxporation, 

respectively, received tiom the New York State Public Service Commission ("PSC") a 

Cemficare of Public Convenience authorizing each entity to offer and provide intrastate 

telecommunications services, including long distance telephone smrices, to residents of the State 

ofNcw York. On May 8,1989. LCI International Telecom Cop.  ("LCI") received such a 

Certificate of Public Convenience, and on September 23,1998, LCI obtaincd approval to do 

business as west  Communkations Services. 

5 .  Qwest has provided telecommunications services, including long distance 

telephone services, fo residents of the Slate of New York since at least May 1989. 

2 



6. The choict of which 104 distance carrier provides primUy Kfvitt 10 a Y 

?*, 
'.' given telephone line belongs to the "subscriber of record", iC; the individud, bUjinus or other 

entity in whose m e  the local telephone company that pravides the line registas the he. i 

7. Local telephone companies control the physical equipment that cd~cctt a 

telephone line to the primary long distance carrier for that line and carry out the opedons that 

1 

8. Pursuant to F e d d  Communications Commission CFCC") rtgulations, 

specifically 47 CFR 5 64.1 100, local telephone companies switch consumers' primary long 

distance carriers based solely on orders from long distance canier representations ?hat consumers 

have authorized the switches and do not independently confmn that the coxk?iuneff havc, in fact, 

given the necessary authorization. 

9. b c a l  telephone companies charge consumers a fee fbr switchins a 

consumer's primary long distance carrier. 

10. Long 4s- carriers engage in marketing and advertising campaigns to 

solicit consumers IO switch their primary long distance service to a given carrier, . 

1 1. Since at least Octobcr 1998, @est has solicited New Yurk collsmen by 

telemarketing and internet email offering two fiee airline tickets through "Fly Free America" to 

those consumers who switch their primary long distance sewice to Qwest. 

12. Qwest's markethg specifies rhat wnsumers must stay at a participating 

hotel far a minimum number of nights at thc regular published rate but does not specify the terns 

and conditions of that stay until after the C O N U ~ ~ ~  has switched to Qwtst long distance service. 

4 .a 



13. Depending on the destination, the required stay to obtuin tickets could be 

anywhere fiorn four nights for a New York consmet to trave4 to Plonda to twelve nights for a 

New York consumer to travel to Hawaii. The relevant published rates for participating hotels 

range from S 170 pa t@ht to $427 per night, The cost for a New Yo& consumer to wvel to imd 

\ I ;  

- \  

,3 . .. 

stay in Hawaii through Fly Free America is approximately 52000. Additionally, the number of 

state. . .  

14. Qwcst's Fly Free America Pricing Guide lists the relevant hotel rates and 

muired stays. Howcver, Qwcst does not provide consumers the guide until several weeks after a 

comumer has switched to Qwest long distance service. 

15. Approximately eightyeight thousvld (88.000) New York wns~cfs 

suitched to west long distance service in response to Qwest's Fly Free America promotion. 

16. Qwest's long disrance service is off'cd to New York coasumus at 9$ pa 

minute for state-to-state calls and 10g p a  minute for all in-state long distance and regional toll 

calls, with a monthly Service fee of 34.95. west cfiarges its customers the monthly service fae 

regardless of whetha a customer makes any long distance calls through west that month. 

17. west's telemarketers have not specified the rate for in-state and regional 

toll calling or the existence of a $4.95 monthly fee. 

18. Qwest's email solicitations as well as Qwest's websitt have not specified 

the rate for in-state long distance and regional toll calling or the existence of the $4.95 fcc. 

4 



19. Qwest empfoys third party verification befare switching a New Yo& , '.I 
.- 

1 

consumex to its setYicc. In the wurst of its third party verification, the operator has oan6rmbb to 

the m s u m e r  that Qwcst's mte for state-testate calling is 9f p a  minute but has not rpcmfied 

Qwest's rate for in-state long distance and regional toll calling or the 54.95 monthly ScIVict fce. 

yew 

prakick in the conduct of any business, trade or cornmerce or in the furnishing of any savice" 

in New York State. 

2 1. Executive Law 63( 12) makes unlawful "ptTSistent fraud or illegality in 

canying on, conducting or transacting of business" in New York State. 
.' 

22. The Attorney General believes that by engaging in the practices described 

above, including not specifying the terms and conditions of its "Fly Free America" promotion 

and not specijing thc terms and conditions of its long distance servicc, Qwest has engaged in 

deceptive practices in violation of GBL 6 349. 

23. The Attorney Genml believes that Qwest hab engaged h xepcatd 

violations of GBL 6 349 and has thereby violated Executive Law 0 63(12). 

24. GBL 9 350 makes unlawful "[flake adverrising in the conduct of any 

business. made, commerce or in the furnishing of any service" New York State. 

2S, GBL 6 350-a defines false advertising as including the f5ilu.r~ "to meal 

facts materid in the light of ... representations" mad2 concerning a product or stmice offered. 

5 
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s 

i 
I C  26. The Attorney General believes that west  has repeatedly d e  or u w d  

r= 

=J deceptive representations of its services and has engaged b false advdsing in violation of 

GBL 9 350. 

27. The Amrncy General believes tha? Qwtst has engaged in rcperttd 

violations of GBL § 3SO and has thereby violated Executive Law 9 63tl2). . - 
.. ....... . . . . . .  ., 

* . c .. - .  
... . - -. .. . . . A,;;,.. . i -28- 1:. I ~ . ~ ~ ~ . ~ ~ ~ . ~ ' ~ ~ s i ' i s l ~ ? ~  . . . . . . . . . . . . . . . .  \a.&qj.iit~:~~&sSliiapccot:'' . . . . . .  * , -.;e .... , . '*'*. .-. a. *. 

4 .  . . . .  .. g . . t  . . . . . .  . .  . .  e . .  
. .  -. . - . c  P* - - -  . 

Discontinuance without admitting to the Attorney General's findings or to any viol&on of kv, 

and that the Attorney G t n d  is Willing to accept this Assurance of Discontinuance prpsurult to 

Executive Law 5 63( 15) ia lieu of commencing a statutory special proceeding. 

I. 

' 29. IT IS REREBY UXDERSTOOD AND AGREED by and between 

Qwest and the Attorney General (hereinafter "the paxties") that this Auuranct of DisMnrjnuancc 

(hereinafter '*Assurance'*) shall apply to Qwest Communications Corpol;lticm, LCI Intcrmtiond 

Telecom COT. &/a Quest Communications Smks, Phoerix Xetwork, Inc., and USLD 

Commwucations, Xnc., uiethtr acting through their principals, directors, officers. shareholders, 

employees, represmtatives, agents, assigns, succcssors, or other business entities, whose acts, 

practices or policies are direcled. formulated or cor.trolIcd by Qwest (hertinafku colfectivcly 

refcned to u "Qwest"). 

6 



I I. 

/I 30. IT IS FURTFIER UNDERSTOOD AND AGREED that Qwcn Jb.u 

permanently rebin from engaging in any fraudulent, dcceptve, ot illegal acts in violation of . .  

G3L 8 349 or GBL Q 250; including, but not limited to, any urd all of the fbllowing acts or 

I a. Misrepresenting, either orally, in writing, thrau& any electronic medium 

or through any other means of communication, directly or by implication, that a New Yo& 

collsumef will receivc fie airline tickets for switching to Qwest's telecommunications service, 

without disclosing that there are cdndirions or costs to the consumc~ associated with obtaining or 

using the airline tickets; 

b. Failing to disclose clearly and conspicuously in any advertisement or 

solicitation it disscmhatcs or cawes to be disseminated in New York State any and all material 

terms and conditions for the use of each and every premium off'cd. to consumers as an 

inducement to switch to Qwest's telecommunicatiors service; .' 

c. Failing to disclose clearly and conspicuously in any advertisement or 

soIicitauon it disseminatcs or causes to be disseminated in New York Sbte any and all monthly 

minimum chuges or monthly service fees; 

d. Failing to ciisdose clearly and conspicuously in any advertiserneat or 

solicitation it disseminates or CIUSLG to be disseminated in New York State either any and dl 

rates for its services, including, but not limited to, state-@state long distance snvice, in-state 

7 



long distance service, and in-state regional toll service, or a toll-he number wherc such rates 

may be provided; 

e. 

. .  

Failing to maintain sufficient staff and sufficient area code SO0 or other 

tall frtt telephone lines to enable New York State residents to mbke telephone inquiries and 

complaints and to respond to such consumer inquiries and comp€aints pmmptly md adequatelr, 

f. Failing to respond in good faith to consumer inquiries and complaints 

within a reasonable time alter receipt of an inquby or complaint about long distance or any other 

retail telecommunications service @est provides within New York State. "Reasonable time" 

means within forty-eight (48) haus or by noon of the next business day, whichever is later. for 

tekphonc call inquiries and complaints, and mailed withrn ten (1 0) business days after receipt for 

written inquiries or complaints. 

51. IT IS FCRTHER UNDERSTOOD Ah'D AGREED that west shall 

have thirty (30) days from the date ofexecution of this Assurance to rMm its marketing 

materials to ensure compliance With the terns of paragraph 30 without bein3 subject to legal 

action by the Attorney Gaia&. 

8 



32. IT IS FURTHER UNDERSTOOD AND AGFUCED that within thirty 

five (45) days of execution of this Assurance, Qwcst shall forward by first class mail a letter 

containing the text annexed hereto as "Exhibit A" to each of the consumers identified in 

paragraph 32(a) and a letter containing tht tcxt annexed hereto as "Exhibit B" to cach of the i 

days (30) of execution of this Assurance, @vest shall review its rccords to ascatah the name 

and address of each and every New York cansumer who 

(b) switched to Qwest long distance service h response to Qwest's Fly Free 

America promotion and disconnected such sewice within the fust sixty (60) days of service. 

35- IT IS FURTHER UNDERSTOOD AND AGREED that within forty 

consumers identified in paragraph 32(b). For each consumez who contacts Qwcst in nsponsc to 

such letters within 30 (30) days fiom the date of the letters and requests or has requested to 

disconnect his or her long distance senice wtb west and swtch back to their former &a, 

Qwcst shall forward by f i t  class mail a restitution check or issue a bill credit, as appropriate. 

The amount of the restitution check or bill credit shall be calculated to include any of the 

following charges not already refunded or credited to each such consumer: (I)  the total mount 

of monthly s e m c e  fees paid to w e s t  by that eansumer; (2) any and all switch f e s  paid by the 

. . - -  - 

consumer to switch to west's service and any and all switch fees paid by the c o n s m a  to 

9 



switch from Qwtst to another long distance Canier; and (3) an amount ~ q u d  to the diff'cn~e 

between what a consumer paid Qwest for intra-state or regional toll calls and the price of those 

calls at a 9# per minute rate. If  the consumer has an active PEcOunt with Qww, Qwwt rhll 

issue a bill credit for rbose charges listed above whether or not the wnsumer has paid for such 

7 

charges. If the consumer does not have an active account with wet, Qwcst shall fmVa a 

the consumers who switched to Qwest in responsc lo its Fly Free America promotion, Qwcst 

shall investigate and provide restitution for charges not already refunded or credited, to each and 

evny fomcr or current customer of Qwest who has already filed a writtcn complaint or inquiry 

or who files a written complaint or inquiry within onshundpd and twcnCy days (120) of 

execution of this Assurance with the New York State Attorney General's Office, with-thc PSC. 

or directly with Qwcst, alte@~g p e s t  did not specify its in-state rates or the existence of a - . 

monthly 'fee. Qwtst shall forward a letter containing the text aaached hereto as "Exhibit C' and 

a restitution check or bill credit calculated pursuant to parappk 33 above within.Mtcen-(l5):-. 

business days of the Attorney General's Office, the PSC's, or a consumer's forwarding such a 

complaint or inquizy to mest. 

35. IT IS FURTHER UNDERSTOOD AVD AGREED that Qwest shall 

detmine the restitution check or bill c r d t  due each CO~SUIXIQ eligible under paragraphs 33 or 

34 6.om September 1, 1998 through onehundred and twenty (120) days from execution of this 

Assurance. 

10 



? 36. IT IS nfRTlffER UNDERSTOOD AND AGREED that in addition to \ :  
f' -j 

providin~ credits to consumm who have refustd to pay Qwest's chargts. Qwmt shall extinguish 

from its accounts receivable those charges in amounts equal to the bill c d k  provided to 

consumers. Additionally. Qwest shall not attempt collection of thost charges or sell or ohmvise 

v 

1 collect any cash refund chacks issued under the tams of this Assurance but retumed to Qwat as 

. .  transfer ownership of said unpaid charges to a third party. 

~ . . . .. - :  .. ..:. .............. -... ..... : . : .  . Z  . c . 
. ........ .. ........ . * *  : 4 . . . . .  .. .. , -* . .: .4 *. *,; "'.I;?'.. - -.+Y : ';=..' 0.:;: * . . .  . ' a  . . . . .  

37. IS FURTHER UNDEkTOOD A h  AGREED that the Attorney 

General of the State of New York shall be the final arbiter of whether a consumer is entitled to 

restitution and the amount ofthat restitution in accordance with the eligibility requirements 

established in tbis h u t a n c e .  * 

38. IT IS FURTHER LTFDERSTOOD AYD AGREED tbat Qwest thall 

pay the direct and incidental costs incurred in providing the restimtion required by this 

Assurance, including but not Limited to, the cost of preparing and mailing refund checks to 

eligible consumers in New York State. 

39. IT IS FWRTFXER UhWERSTOOD A.3D AGREED that Qwest shall 

undeliverable and within one hundred and nghty (180) days of r e m  place the checks in the 

keeping of Qwest's counsel, who shall retain said checks for their true owners until the f i s t  

. . . . . . . . .  . _  '.- .:+ - :. .... .. . . .  



. 

'i 7 
' fl.:> 

annivasary of the execution of this Assurance and then tum any undistributed checks over 16 the 

'- V.  ' New York State Comptroller, Office of Abandoned Ropaty. 

1 
J 

N. 

t 
40. IT IS F'URTHER WNDERSTOOD AND AGREED that simultaneous 

the execution of this Assurance, Quest shall pay to the Attorney General costs in the amount of 

five thousand dollars ($5,000). 

VI. 

42. IT IS FUITHER UNDERSTOOD AND AGREED that within one 

hundred and eighty (1 80) days of the execution of this Assurance, west  shall forward to &e 

Attorney General an affidavit, subscribed to by a Qwest officer authorized to bind Qwest 

confirming that &est is in ful; compliace with each and every term of this Assurance, 

including but not limited to: 

12 
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1 a. The name, address. and telephone number of tach consumer to whom 
' 3  

west mailed a letter containing the texl attached hereto as "Exhibit A" pursuant to the tems of 

this hssuranec; 

b, The m m t  of the refund checlc or bill credit provided to eaoh such 

c0nSumet; 

.. . :. . 3 8 .  . .... e . ; ; % , .  ~ :.-. . . . .  . 0 .. -. * . .  :..: .A e.+ ... 
, .  ;, .. . 

c,  , I-:,. ,Tie mt,.~@?&& ah$ teleptiirPe lium't$r'.of+h cyibwier&-wh6?. . + i.. ..). : .. , .., ,. . e .  

. . . .  . .. - ' . . .....I .. 
. .  * , .  . .  - .  . -  . - . e. 

e..  . . 
\ west mailed a letter containing the text attached hcreto as "Exhibit B" pursuant to the terms of 

this Assutancc; 

d. The amount of the refund check or bill credit provided to tach such 

consumer; 

e. The name, address, and telephone number of each consumer to whom 

@est mailed a letter containing the text attached hexto as "Exhibit C" pursuant to the terms of 

this Assurance; and 

f. The amount of tbe refund check or bill credit provided to each such 

consumer. 

VII, 

43. IT IS FTXTHER UWDERSTOOD AM) AGREED that in order to 

assure compliance with this hsurance, Qwest shall keep, for a period of twenty-four (24) 

months horn the execution of this Assurance, the follouing records relating to Qwest's 

promotion of retail telecommunications services in New York State: 

13 
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a. Copies of all venions of lettcn of authorization, print and electronic 
'-- media advertising materials, telemarketing scripts and direct mail promotional and solicitation 

materials; 

b, The name and last known address of each consurner who plplchasrs retail 

tebxnmunications services h m  west in Ncw Yark State, the date of activation, the service 

and written consumc~ complaints and/or requests for telephone bill credits or refunds from New 

York State consumas, including maintaining: (1) a copy of all written complaints or requests fbr 

rcfunds or telephone bill credits received from a New York State consumer, (2) a record of all 

such complaints or requests for refunds or telephone bill credits, including the name and a s s  

of the consumer &om whom each complaint or request for refund or telephone bill credit was 

rcceivcd and the amount of refund or telephone bill a c d i t  requested, and (3) Qwest's responses to 

all such complaints and requests for r e h d s  or telephone bill credit. 

Qwcst shall promptly make such records, complaints, requests and responses avaiilrblc 

for review by the Attorney General, upon request by the Attorney General, and shall provide to 

the Attorney General copies of these and such other documents as the Anomcy General shall 

from time to t h e  determine art necessiuy to assure compliance with this Assurance. 

1 4  



Mn. - 
44. IT IS lFuRTaER UNDERSTOOD AND AGREED that if* Attomy 

General believes that Qwest has violutd any provision of this Assurance, in addition to any other 

remdes pravid~d therein or otherwise under law, petitioners may apply to a Court of ampctcnt 
I 

. L. - .  . A  .. . ,.. -. :.. 
.*-'.' . i ju'I;is&$bq i3ii$?c(53 9~ rlpti<<iO . ~ ~ & t , . a i d ' ~ f i ~ ~ . ~ ~ ~ .  wt'R;&.b.&i@ thil:* :- . ..+ .... . . .  . .  .- - - * _. - - . . *  . .. . . .  

. ' L  .'. : . . .. 
. . I  . 

f 

Assurance, the Court may enter, as it deems appropriate, an order permanently enjoining Qwcst 

born engaging in the business of proviiding or offeting to provide retai I telecommunications 

services in New York State, unless and until Qwest files With the Attorney General a 

pcrforrmact bond by a surety or bonding company licensed by and in good standing with the 

Sew York State Department of Insurance and in a s u m  sufficimt to guarantee that west will 

comply with the provisions of thjs Assurance, but in no event shalt the sum be less than five 

I 
I 

hundred rhousand dollars (3500,000). 

ud 

45. IT IS FURTHER UNDERSTOOD Am AGREED that nothing 

contained in this Assurance shall be construed to deprive any consumer or other person or entity I 

IS 



46. IT IS FURTHER UNDERSTOOD AND AGFtEED by Qwert tho? the 

execution of this Assurance shall not bar the imposition of injunctive aa other relief far any 

violation, other than the acts alleged in this Assurance, of GBL 46 349 or 350, 
. I .  . .. - *_ .' , 

. . . * I  hecrihut uWc8 63(a!)~ii.FCC'[~~la~o~.li);@vest . 1 .  h ..- !k't?akmion'of . ** .. -. . , %y bu<ij,inNe.y . . *  .. . , .- .., .... . 
J 

. .  - _ . .  - . .  * . *  . -  . . .  . .  .. . . b... - ... . ,* .>.. . . . 
* a .  ., .. . . 

York State, nor shall ir bar the Atrorney General hm proceeding against Qwest for other 

violations of law. By accepting this Assurance the Attorney General agrees not to institute legal 

action against Qwst concaning thc acts allegcd in this Assurance. 

XI. 

Eiafmmm 

47. IT IS FURTHERXNDERSTOOD ANlD AGREED tliat ;my violation of 

the tcnns of this Assuraace shall constitute pdma fads evidence of violation of thc applicable 

law in any civil action QT proceeding thereafter commenced against Qwcdt by the A~!umey 

G a d .  

XII. - 
48. IT IS WRTHER UPIPERSTOOD AGREED that the acceptiancc 

of this Assurance by the Anorney General shall not be deemed approval by the Attorney General 

of any of Qwcst's business practices, and @est shall make DO repmenution to the contrary. 



QweSt enters into this Assurance without admining hi t  it has violared any federal, State or 

local law, cade, or regulation. 
-0. 

* t  .- 

WHEREFOM, the following signatures are affixed hereto this 

rc. day of Sepccmber, 1999. 

f .  . . *  *. .. .. . , .  ~ . . . . . .  . . . . . .  . 
.* . *  

. . ,  .* .* . - - . . .  . .  ' -. ;..*..-:.: '. '.' , .* . . .t, 

ELIOT SPITZER QWEST COMMUNICATIOKS 

Attorney General of the 

I:. * *  *..' . . .=a . ,_* a . .  
. . - - -  - % - 8  .._. . . I  . .. .-. * c . . . ,  . . .+' . - . .. . .  - .  . *.. . - - . +  . . 

Consumer Markets 
in charge 

and Energy 
Bureau of Teltcornmunications 

Assistant Attorney General 
of counsel 

3 
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COWORATE ACKNOWLEDGMENT 

STATE OF VIRGINIA ) 

COUNTY OF ARLINOTON 1 

1 
: ss 

. . .  . . . . . . . . . . . . .  . . . . . . . . . . . . .  . . . .  ' :.- . . .  .: . . . . . .  . . . .  .: . .  . I  . .  
.. . .... .. . .  

, 
a. ... .- . . .  :. . _ .  c ...Z -:.-. - . : 

1 

. . *  . .  . -  e 'John C.*TayIo'r, Wig duly*sworn, dtpose~'md&ys:' 

I am Senior Vice President-Consumer Markets of Qwest Communications 

Corporation, respondent described in and which executed the foregoing As~ura- of 

Discontinuance. I have executed the aforesaid imtnunent with the consent and authority of west 

Communicarions Corporation, LCI internationat Telecorn Corp. d/b/a Qwest Communications 

Services, Phoenix Network Inc., and USLD Communications Inc., and those responsible.fc# the 

acts of said entity and duly acknowledge same. 

ck Sworn to before me this 3 
ddy of September, 1999 



EXHTBIT A 
.'-. . .q 
., 2' [Date) 

D t a ~  Qwest Customer: 

Pursuant u) an agreement with the Att6rney General of the State of New York, Eliot 
Spiaer, we are writing w confirm the folIowing terms and conditions of your long disranct 
service with Qwest: 

*. . . .. . 
. '.' . . . .Monihly fee: $4.9'5 (waived $01 the first mop& of service).. 

Xnsmte rate for calls wirhin New York: 10C per minute 

. . - - . '  . .. 
1 8 * State-tCrstzttc me: 9~ per minute - 

Additionally, under the Fly Free America promotion offered to you when you switched 
your service to Qwest, you will receive two free airline ticketsafter staying with Qwtsr long 
distance service for 60 days. When you use rhese airline tickets, you must stay at one of the 
participating hotels for a minimum number of nights a[ the regular published rate found in the. 
Pricing Guide. If you have not already received the Pricing Guide, one will be forwarded to 
you shortly. 

If you beIicve the terms specified in this letter differ from what you were offered when 
you initially switched your service to Qwest, you may be entided 10 credits, If so, please 
coutact us at 800-267-891 5 by (date-30 days from letm]. 

Yours Vuly, 

Qwest Communications Corporation 

19 
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Pael 
i 

Dtar former Qwest Customer: "/ 

-. 

, .  . .  

Pursuant KJ an agctmtnr wirb she Anomey General of the State of New Yo&. Eliot 
Spinet, we are writing to confirm the following terms and conditions'of your for& long 
distance service with Qwest: - 

I ~ o i - i ~ y  fee:' s 4.95 jwaivd for the first month of service) 
Sure-ro-state rate: 9C per minute 
Instate rate for calls within Sew York: 1 0 ~  per minuic 

Additionally. under the Fly Free America promoiion offered to you when you switched 
your service to Qwest, you were offered two free airline tickets after staying with Qwest long 
distance service for 60 days and were required to stay at one of the participating hotels for a 
minimum number of nights at the regular published race when you used these airline tickers. 

Our records indicate that you have discomecad your service with Qwcst. If you 
believe the terms specified in &is lener differ from what you were offered when you initialIy 
switched your service 10 Qwest. you may be entitled to credits. If so, please contact us at 800. 
267-891 5 by [da~e--30 clays from Ietler], 

Yours truly, 

Qwesr Communications Corporation 

20 
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EXHIBIT C 

Dear [Customer M ~ c ] :  

We have completed our rcview of the issues raised in your complaint. Pursuant to an 
agrement with the Attorney General of the Stare of New York, Eliot Spitzcr, we are {issuing 
a bill credit to your account/enclosing a check) in the amount of [amount) representing refunds 
for (Qwest’s $4.95 monthly service fee billed to your account and/or tx difference between 
Qwesr’s adverziscd statc-io-state rate of 9 C  per minute and its instate rate of 1Oc per minute. 
which you were billed for your calls wirhin New York]. 

If you have any furthrr questions, plcase concact us at 800-267-891 3 .  

Yours truly, 

Qwest Communications Corporation 

2 1  
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Qwest Communications International, Inc.; Qwest Communications Corporation; 
and SP Constructions Services, IncJAT&T Corp.; AT&T Communications of the 
Southwest, Inc.; CK Directional Drilling; and Charles Loyd Nelson, Appellants v. 

AT&T Corp.; AT&T Communications of the Southwest, IncJQwest 
Communications International, Inc.; Qwest Communications Corporation; SP 

Construction Services, Inc.; C&S Directional Boring Company, Inc.; CK Directional 
Drilling; and Charles Loyd Nelson, Appellees 

NO. 03-02-00030-CV 

COURT OF APPEALS OF TEXAS, THIRD DISTRICT, AUSTIN 

114 S. W.3d IS; 2003 T e r  App. LEXIS 4898 

June 12,2003, Filed 

SUBSEQUENT HISTORY: [ *11 Released for 
Publication June 12, 2003. Petition for review filed by, 
09/11/2003 

PRIOR HISTORY: FROM THE DISTRICT COURT 
OF TRAVIS COUNTY, 261ST JUDICIAL DISTRICT. 

COVMGTON, JUDGE PRESIDING. @vest Cantmum. 
Inti v. AT&T Corp., 2000 Ta. App. LEXIS 8724 (Ta. 
App. Austin, Oct. 19, 2000) 

DISPOSITION: Affirmed in Part; Reversed and 
Rendered in Part. 

NO. 97-13778, HONORABLE SUZANNE 

LexisNexis (TM) HEADNOTES - Core Concepts: 

COUNSEL: For CK & Nelson: C. Mark Stratton, Sue 
M. Lee, Henslee Fowler Hepworth & Schwartz, LLP., 

f ,  '.- Austin, TX. 

For: C&S: Michael J. Clark, Thomton Summers Biechlin 
Dunham & Brown, Inc. Austin, TX. 

For Qwest & SP: Thomas C. Wright, Julia L. Kurtz, The 
Wright Law Firm, Houston, TX. , Molly H. Hatchell, 
Hatchell P.C., Tyler, TX. 

For AT&T Joseph Latting, John K. Schwartz, Barbara 
Ellis, E. Lee Parsley, Jennifer L. Mathis, Locke, Liddell 
& Sapp, L.L.P. Austin, TX. 

JUDGES: Before Justices B. A. Smith, Yeakel and 
Aboussie * 

* Before Marilyn Aboussie, Chief Justice (retired), 
Third Court of Appeals, sitting by assignment. See Tex. 
Gav't Code Ann. 0 74.003@) (West 1998). 

OPINIONBY: Lee Yeakel 

OPINION: 

OPINION 

Qwest Communications International, Inc., Qwest 
Communications Corp., and SP Construction Services, 
Inc. (together "Qwest") appeal a fml judgment awarding 
economic and exemplary damages to AT&T Corporation 
and AT&T Communications of the Southwest, Inc. 
(together "AT&,") for damage to an AT&T fiber-optic 
cable. CK Directional Drilling and Charles Nelson 
(together TIC") and AT&T also appeal the final 
judgment, challenging the district court's calculation of 
damages. We will affirm in part and reverse and render 
in part. 

FACTUAL AND PROCEDURAL BACKGROUND 

In 1996 Qwest began the construction of a 
nationwide fiber-optic communication network to 
compete against AT&T and other communications 
companies. n l  By the fall of 1997, with the permission 
of [*2] the Texas Department of Transportation, Qwest 
was laying fiber-optic cable in highway rights-of-way 
between Austin, San Antonio, and Houston. AT&T 
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fiber-optic cables lay buried in the same rights-of-way. 
The rights-of-way also accommodate cables, pipes, and 
lines of various other utility companies. The rights-of- 
way's narrow width dictates that underground cables be 
buried near to one another. Qwest informed AT&T of its 
cable-laying operations, and AT&T had representatives 
at the various sites to aid in coordination, mark the 
AT&T cable, and avoid potential damage. This action 
involves Qwest's cable-laying operations along State 
Highway 21 between Austh and Seguin. 

f 

n l  A fiber-optic communications network is 
comprised of thousands of miles of underground 
fiber-optic cable, which carries voice, data, and 
video telecommunications services. 

On September 16, 1997, Qwest severed an AT&T 
fiber-optic cable. The next month, CK, a subcontractor 
employed by C&S Directional Boring Company, Inc. 
(''C&S") to perform [*31 boring operations for Qwest, 
cut the cable a second time. n2 Qwest had contracted 
with C&S to perform cable-laying operations, and C&S, 
in turn, had retained CK. A third cut occurred in 
December, when CK employees again cut the AT&T 
cable. AT&T filed suit against Qwest and C&S, seeking 
damages and an injunction to stop Qwest's cable- 
installation practices. AT&T obtained a temporary 
restraining order against Qwest; however, at the 
courthouse immediately before a scheduled temporary- 
injunction hearing, Qwest and AT&T reached an 
agreement (the "Agreement"), which they announced to 
the district court. 

n2 During boring operations, an operator, 
using a drilling rig, sends a boring device into the 
ground and along a predetermined, horizontal 
path. At a preselected point, the operator turns the 
bore upwards, drilling a path to the surface. At 
the exit hole, a larger drilling head and the 
underground cable are attached to the bore. The 
boring device reverses direction, widening the 
hole, and pulls the cable back through the original 
hole to where it began, thus installing the cable. 
As the bore travels underground, it transmits a 
radio signal, which is detected by a worker- 
operated sensor, such as a "DigiTrak locator," 
monitored at the surface. The length and depth of 
the horizontal bores vary depending on 
conditions; however, the operations that led to the 
second and third cuts were about 500 feet in 
length and four to six feet below the surface. 

1*41 

The Agreement embodied a nationwide cooperative 
plan regarding Qwest's fiber-optic-network installation. 
n3 AT&T dictated the Agreement into the court record 
without objection. Later, AT&T tiled a motion for 
contempt and sanctions, alleging that Qwest had violated 
the terms of the Agreement while conducting cable- 
laying operations in another state. Qwest then disputed 
the validity of the Agreement. At a district-court hearing, 
AT&T presented an "Agreed Order," which it asserted 
was the exact rendition of the Agreement previously read 
into the record. Qwest objected, arguing the order was 
incomplete as a rule I I agreement. See Ta. R Civ. P. II 
(agreement between parties enforced if in writing, 
signed, and filed as part of record, or agreement made in 
open court and entered of record). The district court 
signed the order and made findings of fact and 
conclusions of law that the Agreement was an 
enforceable rule I I agreement. n4 

n3 The Agreement essentially provided: (1) 
restrictions on excavation work and boring 
operations by Qwest when in the vicinity of an 
existing AT&T cable, (2) procedures for Qwest 
to notify AT&T of its activities, (3) requirements 
of meetings between Qwest and AT&T, (4) 
requirements for approval of Qwest's work plans 
by AT&T, and (5) provisions for AT&T to have a 
site representative present during Qwest's 
operations in proximity to an AT&T cable. The 
Agreement was to expire in three years. [*5) 

n4 On the last page of the order, the district 
court annotated that "no enforcement of 
paragraphs (b) [and] (c) will be entertained until a 
Feb 25, 26, 1998 hearing on clarification." The 
court signed a final order on March 25, 1998. The 
enforcement restriction noted in the first order is 
of no consequence to this appeal. Both orders 
were signed by Judge John Dietz 

This Court dismissed Qwest's appeal of the order, 
holding it to be a nonappealable interlocutory order over 
which we lacked jurisdiction. @est Communications 
Intl Inc. v. AT&T Corp., 983 S.K2d 885 fla. App.- 
Austin 1999). The supreme court reversed and remanded 
the cause to this Court, holding that the order was 
appealable because it granted a temporary injunction. 
@est Communications Corp. v. AT&T Corp.. 24 S. K3d 
334, 43 Tex. Sup. Ct. J .  600 flex. 2000) (citing Act of 
April 2, 1997, 75th Leg., RS., ch. 1296, g 1, 1997 Tex. 
Gen. Laws 4936, 4936-37 (amended 2001) (current 
provision at T a .  Civ. Prac. & Rem. Code Ann 5 
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f 51.014(a)(4) (West 2003)). After remand, this Court 
dismissed [*6] the interlocutory appeal on the joint 
motion of the parties. @est Communications Int? Znc. v. 
AT&T Corp., No. 03-98-III-CY flm. App.-Austin Oct. 
19, 2000, no pet.) (not designated for publication). The 
case then proceeded to trial in the district court. n5 

n5 The case was tried before Judge Suzanne 
Covington, who signed the final judgment. 

The jury awarded economic damages to AT&T for 
all three cable cuts: for the first cut, the jury awarded $ 
205,187.69 against Qwest, finding that Qwest acted with 
malice; for the second cut, the jury awarded $ 
339,809.98 against CK; for the third cut, the jury 
awarded AT&T $ 143,583.83, with responsibility 
apportioned between Qwest (20%), C&S (30%), and CK 
(50%), and found that Qwest and C&S acted with 
malice. Additionally, the jury found Qwest had breached 
the Agreement and awarded $ 317,814 to AT&T. The 
jury found that at all times C&S was responsible for the 
conduct of CK, its subcontractor, and that Qwest was 
responsible for the conduct of C&S. The jury [*7] 
awarded AT&T $ 350 million in exemplary damages 
against Qwest and $ 51,000 in exemplary damages 
against C&S. n6 After the verdict, the district court 
advised the parties that the calculation of exemplary 
damages would xiot include: (1) prejudsment interest, (2) 
breach-of-contract damages, or (3) damages resulting 
from the second cut; in addition, twenty percent of the 
damages found arising from the third cut would be 
included in calculating exemplary damages. The court 
also stated that prejudgment interest against CK began 
on May 5,2000, the date AT&T amended its petition to 
name CK as a defendant. The final judgment employed 
the formula previously announced by the district court 
and, in addition, reduced the exemplary-damages award 
against Qwest to two times economic damages in 
accordance with the statutory cap on exemplary 
damages, resulting in exemplary damages of $ 
467,808.91. The judgment did not toll the accrual of 
prejudgment interest as to CK's portion of the damages. 

n6 The parties and the district court use the 
term "punitive damages" to describe the 
exemplary damages allowed by the civil-practice- 
and-remedies code. See Tex. Civ. Prac. & Rem. 
Code Ann. $ 41.001-.013 (West 1997 & Supp. 
2003). For clarity, we will use the legislature's 
term. 

1*8J 
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By four issues, Qwest challenges: (1) the legal and 
factual sufficiency of the evidence supporting the 
exemplary-damages award; (2) the existence of a rule I1 
agreement; (3) the damages award for breach of the 
Agreement; and (4) Qwest's liability for the negligence 
of the independent contractors. AT&T, by two issues, 
argues that the distrkt court miscalculated the exemplary 
damages and incorrectly calculated prejudgment interest. 
Finally, CK argues that the district court erred in failing 
to toll prejudgment interest as to the damages awarded 
against it. 

DISCUSSION 

I. The Exemplary-Damages Award 

By its first issue, Qwest challenges the legal and 
factual sufficiency of the evidence supporting the jury's 
award of exemplary damages. The jury found that 
Qwest's actions were the result of its malice. 
Specifically, Qwest contends that AT&T did not meet 
the clear-and-convincing-evidence burden required for 
such a finding because: (1) a corporation cannot be liable 
for exemplary damages unless a managerial agent 
participates in the conduct and (2) there was no proof of 
malice. See Ta .  Civ. Prac. d5 Rem. Code Ann. 9 41.001 
(West [*9] 1997). 

Because AT&Ts burden of proof at trial was by 
clear-and-convincing evidence, our legal-and-factual- 
sufficiency review must incorporate this heightened 
standard. In two recent opinions, the supreme court has 
articulated the standards for conducting a legal-and- 
factual-suficiency review when the burden of proof at 
trial was by the clear-and-convincing standard. See In re 
J.F.C., 96 S.W.3d 256, 46 Tex. Sup. Ct. J.  328 pa. 
2002), I n r e C H . ,  89S.W.3d 17, 45 Ta, Sup. Ct. J. 1000 
(Tex. 2002); see also Bentley v. Bunton, 94 S. K 3 d  S6I ,  
597, 45 Tex. Sup. Ct. J. I I72 vex. 2002) (for purpose of 
proving actual malice in defamation action, evidence is 
clear and convincing if it supports fm conviction that 
fact to be proved is true). 

In J.F.C. the supreme court held that the legal- 
sufficiency review "must take into consideration whether 
the evidence is such that a fact finder could reasonably 
form a fm belief or conviction about the truth of the 
matter on which the [plaintiffl bears the burden." 96 
S. K3d at 265-66. The court stated that the a reviewing 
court, in conducting a legal-sufficiency review, should 
"look at all the evidence in the light most favorable to the 
finding to determine [*lo] whether a reasonable trier of 
fact could have formed a f m  belief or conviction that its 
finding was true.'' Id at 266. Deference to the fact 
finder's conclusion requires "looking at the evidence in 
the light most fdvorable to the judgment [which] means 
that a reviewing court must assume that the fact finder 
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resolved disputed facts in favor of its finding if a 
reasonable fact finder could do so . . . a court should 
disregard all evidence that a reasonable fact finder could 
have disbelieved or found to have been incredible." Id 

I The court continued, stating: 

This does not mean that a court must disregard all 
evidence that does not support the finding. Disregarding 
undisputed facts that do not support the finding could 
skew the analysis of whether there is clear and 
convincing evidence. 

If, after conducting its legal sufficiency review of the 
record evidence, a court determines that no reasonable 
fact finder could form a firm belief or conviction that the 
matter that must be proven is true, then that court must 
conclude that the evidence is legally insufficient. 

Id. 

Regarding a factual-sufficiency review under the 
clear-and-convincing standard, [*11] the court opined 
that "a court of appeals must give due consideration to 
evidence that the fact finder could reasonably have found 
to be clear and convincing." Id. The court held that the 
inquiry must be "whether the evidence is such that a fact 
finder could reasonably form a fum belief or conviction 
about the truth of the . . . allegations." Id. The court then 
stated: 

a court of appeals should consider whether disputed 
evidence is such that a reasonable fact finder could not 
have resolved that disputed evidence in favor of its 
finding. If, in light of the entire record, the disputed 
evidence that a reasonable fact frnder could not have 
credited in favor of the finding is so significant that a fact 
finder could not reasonably have formed a firm belief or 
conviction, then the evidence is Edctually insufficient. A 
court of appeals should detail in its opinion why it has 
concluded that a reasonable fact finder could not have 
credited disputed evidence in favor of the finding. 

Id at 266-67. 

In Texas a party may recover exemplary damages if 
the jury finds the defendant acted with malice. See Tm. 
Civ. Prac. & Rem. Code Ann. $ 41.003(~)(2) [*I21 
(West 1997). Jury Questions 4, 8, and 14 asked whether, 
by clear-and-convincing evidence, the hann to AT&T 
from the three cuts resulted fiom malice. The charge 
defued malice as: 

An act or omission by [Qwest, CCS, or CK], 

(i) which, when viewed objectively from the standpoint 
of that party at the time of its occurrence, involved an 

extreme degree of risk, considering the probability and 
magnitude of the potential harm to others; and 

(ii) of which the party had actual, subjective awareness 
of the risk involved, but nevertheless proceeded with 
conscious indifference to the rights, safety, or welfare of 
others. 

This language tracks the civil-practice-and-remedies 
code. See id. $ 41.001(7). The jury found that no party 
acted with malice with regard to the second cut and no 
malice on CK's part with regard to the third cut. 
However, the jury found that the fmt cut resulted from 
Qwest's malice and the third cut h m  the malice of 
Qwest and W S .  

Malice includes two elements: (1) viewed 
objectively fiom the actor's standpoint, the act or 
omission must involve an extreme degree of risk, 
considering the probability and magnitude of the 
potential harm to others, and [*13] (2) the actor must 
have actual, subjective awareness of the risk involved, 
but nevertheless proceed in conscious indifference to the 
rights, safety, or welfare of others. Mobil Oil Corp. v. 
Ellender, 968 S. W.2d 91 7. 921, 41 T a .  Sup. Ct. 3. 763 va. 1998) (citing Transportation Ins. Co. v. Moriel, 
879 S. W.2d IO, 23, 37 Ta. Sup. Ct. J. 883 (Ta. 1994)). 
n7 Evidence of simple negligence is not enough to prove 
either the objective or subjective elements. Id Under the 
first element, "extreme risk" is not a remote possibility of 
injury or even a high probability of minor harm, but 
rather the likelihood of serious injury to the plaintiff. Id. 
Under the second element, actual awareness means that 
the defendant knew about the peril, but its acts or 
omissions demonstrated that the actor did not care. Id 
Both elements may be proved by circumstantial 
evidence. Id. 

n7 In Mobil Oil Corp. v. Ellender, the 
supreme court noted that, in 1995, the legislature 
substituted "malice" for "gross negligence" as a 
prerequisite for exemplary damages. 968 S. W.2d 
91 7,921 n.2, 41 Tex. Sup. Ct. 3. 763 (Ta. 1998). 
The Ellender court stated that the definition of 
malice in section 41.001(7)(73) "mirrors this 
Court's definition of gross negligence in 
Transportation Ins. Co. v. Moriel. 879 S. W.2d IO. 
23, 37 T a .  Sup. Ct. J. 883 (Tex. 1994). 
Therefore, this opinion's legal sufficiency review 
of gross negligence is relevant to legal 
sufficieacy review of malice as redefined by 
section 4l.OOIy/)(B)." Id 
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A corporation may be liable for exemplary damages 
resulting fiom malice only if the corporation itself acts 
with malice. Id. A corporation "can act only through 
agents of some character." Id A corporation is liable for 
exemplary damages if it authorizes or ratifies an agent's 
gross negligence or if it is grossly negligent in hiring any 
unfit agent. Id. Liability is present if the corporation acts 
maliciously through the actions or inactions of a 
corporate vice principal or officer. Id ar 922; ONI, Inc. 
v. SW$, 990 S. K2d 500, 503 flex. App.-Autin 1999. 
no pet.). In Ellender, the supreme court applied the vice- 
principal approach to determine whether a corporation 
was liable for exemplary damages. Ellender, 968 S. N2d 
at 922 (citing Hammer& Oaks, Inc. v. &ara5, 958 
S.W.2d 387, 389, 41 Ta. Sup. Ct. J. 187 (Tex. 1997)). A 
vice principal embodies: (1) corporate officers; (2) those 
who have authority to employ, direct, and discharge 
servants of the master; (3) those engaged in the 
performance of nondelegable or absolute duties of the 
master; and (4) those to whom the master has confided 
the management of the whole or a department or [*E] a 
division of the business. Id 

In determining whether acts are directly attributable 
to the corporation, the reviewing court does not simply 
judge individual elements or facts. Id Instead, to 
determine if the corporation acted with malice, the court 
should review all the surrounding facts and 
circumstances and "the reasonable inferences the fact 
finder can draw &om what the corporation did or failed 
to do and the facts existing at relevant times that 
contributed to a plaintiffs alleged damages." Id 

Qwest asserts that none of its vice principals were 
involved in the cable cuts and that the evidence is legally 
and factually insufficient as to the objective element of 
malice. We disagree. There is ample evidence, when 
viewed objectively fiom Qwest's standpoint, that 
fostering a corporate environment of rapid cable-laying 
operations in the same rights-of-way and in close 
proximity to AT&Ts cable created an extreme risk of 
damage to AT&Ts fiber-optic system. The jury heard 
testimony that Qwest's upper management was involved 
in the project and that they promoted a hurried pace for 
its completion. Qwest laid its fiber-optic cable within the 
same highway right-of-way [*I61 as AT&T, and the 
Qwest cable was buried about fourteen feet fiom the 
AT&T cable. Fiber-optic cables are h g i l e  and 
expensive conduits that transport enormous amounts of 
information every second; if damaged, thousands of 
customers lose service. 

Scott Howerton, Qwest's construction manager for 
work along Highway 21, testified that Qwest was 
&ding its fiber-optic-cable installation by contracting 
with other communications companies that paid Qwest 
upon the completion of network segments. In the event 

Qwest fell behind schedule, it would be liable to pay a 
penalty to the contracting companies. Howerton stated 
that he had eleven months, fiom February 1997 to 
January 1998, to complete this leg of the installation. He 
testified as to Qwest's hiring practices, stating that when 
he arrived in Texas he supervised six Qwest employees, 
and by September he had hued over one hundred more to 
facilitate construction. He was the person ultimately 
responsible for the hiring process in Texas. Howerton 
stated that Qwest was about two months behind schedule 
when the first cut occurred. 

Moreover, the evidence shuwed that Qwest's 
nationwide installation operations had resulted in 
numerous cuts to other l*17] fiber-optic cables and 
buried utility lines. Danny Bottoms, a former Qwest 
senior manager, testified about the hurried atmosphere at 
Qwest to finish the fiber-optic-cable system. He testified 
that "every member of the management team" at Qwest 
was pushing to get the job done. 

There is also evidence to support the subjective 
component of malice. John Huffinan, the AT&T 
employee who investigated the frs t  cut for AT&T, 
testified that after the cut, AT&T attempted to facilitate 
cooperation between the two corporations. He read into 
the record a memorandum recounting a telephone 
conversation between Steve Szabo, AT&Ts cable- 
network manager, and Qwest's ''call before you dig" 
center, during which Szabo requested Qwest's project 
plan information and the names of construction project 
maninagers. AT&T desired the information in an attempt 
to prevent future cable cuts. Huffman testified that, to his 
knowledge, AT&T received no information fiom Qwest 
after the call. Similarly, Huffinan read a second Szabo 
memorandum into the record where Szabo, after the 
second cut, wrote that he met with two Qwest 
representatives, asking them to provide AT&T with 
project plans and seeking cooperation with Qwest [*18] 
at the work site. The memo stated that Szabo never 
received any response. Huffman also testified that Szabo 
communicated with Qwest two more times as well. 
Thereafter, Szabo talked to another Qwest employee, and 
this time Qwest indicated that it would cooperate with 
AT&T. However, the third and final cut occurred shortly 
thereafter. Huffman testified that between the first and 
the third cable cuts, AT&T received no meaninghi 
cooperation fiom Qwest. 

Teny Philips, another AT&T employee, supervised 
crews that were marking AT&Ts cable ahead of the 
crews installing the Qwest cable. She testified that 
Howerton "basically [] told me that [Qwest] had a 
schedule to keep, that they weren't going to stop or slow 
down for [AT&T] and that it was our problem if we 
didn't have enough people out there to cover them on that 
job." Howerton's testimony corroborated Philips's. 
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AT&T employee Charles Rotan patrolled AT&T's cable 
system for malfhnctions and mishaps. He testified to 
observing Qwest crews working twelve-to-thirteen-hour 
days, often without lunch. 

Regarding the fmt cut, Huffman told the jury that 
the Qwest employee driving a plow was digging six 
inches h m  where AT&T's cable was [*19] marked. As 
the Qwest driver approached a road sign, he turned to go 
around it. Huffinan testified that the AT&T observer told 
the plow driver to stop because the plow was very close 
to AT&T's cable and the AT&T observer wanted to 
verify its location. After a momentary stop, the driver's 
supervisor directed him to continue; the driver proceeded 
to cut AT&T's cable. Walt Donovan, a Qwest vice 
president, testified that the driver's personnel record did 
not indicate any training by Qwest and that he had not 
discovered information of any such training. Donovan 
also testified that the plow driver's first day on the job 
was only three days before the first cut. Moreover, 
Howerton testified that the plow driver's supervisor had 
no construction experience listed in his personnel record 
and that Qwest gave him no training regarding 
excavation in the vicinity of underground utilities. 

Charles Nelson, CKs cofounder, testifying about the 
third cut, stated that he had drilled the initial bore with a 
four or four-and-one-half inch drill bit, which came close 
to AT&Ts cable during the boring. The next day, when a 
ten-to-twelve-inch back-reamer bore was used to widen 
the hole, CK cut AT&T's cable. [*20] n8 Nelson stated 
that the bore "ended up where I didn't think it was 
supposed to be." Nelson agreed that while he used the 
bore, the drill drifted under AT&Ts cable, resulting in 
the cut; however, during this process, the DigiTrak 
locator indicated that the bore was eleven feet tiom 
AT&Ts cable. Nelson stated that before the third cut, he 
had heard that there had been "interference" or problems 
with the DigiTrak locators. Moreover, Nelson testified 
that subsequent tests of the DigiTrak demonstrated that it 
was showing a deviation error of five feet. Nelson stated 
that he did not know how AT&Ts cable was cut and that 
he did not intend for the bore to move toward AT&Ts 
cable. However, he testified that either "something was 
out of control'' or he could have been turning it. 

n8 Nelson testified that another employee 
operated the drill, while he located and 
supervised. 

Dr. Samuel Ariaratnam testified that CK deviated 
from "good practice" and industry standards when the 
second and thud cuts occurred. [*21] Specifically, he 
cited the failure to maintain a log of all the DigiTrak 
readings as the bore proceeded underground and the 
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inadequate calibration of the DigiTrak. Ariaratnam 
testified that the drill would only deviate on its own if it 
hit something but that, if the calibration was correct and 
the operator had control of its movement, the bore should 
have traveled straight along its intended path. Reviewing 
Nelson's deposition, Ariaratnam opined that Nelson's 
statement, in which he said that a driller should just work 
through any interference affecting the DigiTrak, 
demonstrated a lack of care akin to gambling, because 
loss of the signal from the bore could result in deviation 
from the intended path. Ariaratnam expressed the 
opinion that Nelson knew that he had bored close to 
AT&T's cable and that he should not have taken the 
chance at using the back-reamer bore to widen the hole. 
When asked if CK and Nelson committed "legal malice," 
Ariaratnam stated that Nelson did not intentionally cut 
AT&Ts line, but he acted with recklessness when he 
operated the twelve-inch bore after initially drilling so 
close to AT&T's cable. 

Based on a thorough review of all the evidence (1) 
in the [*22] light most favorable to the finding and (2) in 
light of the entire record, we hold that a reasonable trier 
of fact could have formed a firm belief or conviction that 
Qwest and CK acted with malice. We hold that the 
evidence is both legally and factually sufficient to 
support both elements of Ellender. See 968 S.W.2d at 
921. We overrule Qwest's fmt issue. 

11. The Agreement and Breach-of-Contract Damages 

A. The Agreement 

By its second issue, Qwest asserts that the 
Agreement is not a valid rule J I  agreement. See Ta. R. 
Ck. P. 11. The district court submitted the issue of the 
Agreement's breach to the jury, who found that Qwest 
had breached the Agreement. Qwest argues that the court 
had no authority to enforce the Agreement over Qwest's 
objection and that the award of contract damages was 
error. Additionally, Qwest contends that the Agreement 
lacked "material" terms. AT&T rejoins that judgment on 
the Agreement was rendered in open court when the 
Agreement was dictated into the record and that 
attorney's fees are recoverable for Qwest's breach. 

Rule IZ provides in its entirety: 

Unless otherwise provided in these rules, no agreement 
[*U] between attorneys or parties touching any suit 
pending will be enforced unless it be in writing, signed 
and filed with the papers as part of the record, or d e s  
it be made in open court and entered of record. 

Id. (emphasis added). The rule provides threshold 
requirements that apply to all settlement agreements. 
Padilla v. LaFrance, 907 S. K2d 454, 460, 38 Ta. Sup. 
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Ct. J. 663 (7''. 1995) (citing Kennedy v. Hya'e, 682 
S K2d 525, 528. 28 Tex. Sup. Ct. J. 146 flex. 1984) 
("Rule 11 is a minimum requirement for enforcement of 
all agreements concerning pending suits, including, but 
not limited to, agreed judgments.")); Roeglin v. Daves, 
83 S.K3d 326, 330 (Tex. App.-Austin 2002, pet. 
denied). "Compliance with Rule 11 is a general 
prerequisite for any judgment enforcing an agreement 
touching a pending suit." Kenne4, 682 S. W.2d at 529. 
As a general rule, "judgment is rendered when the trial 
court officially announces its decision in open court or 
by written memorandum filed with the clerk." Reppert v. 
Beaslq, 943 S. K2d I72, 174 (Ta. App.-San Antonio 
1997, no wifl (citing S & A Rest Corp. v. Leal, 892 
SW2d 855. 857 n l ,  38 Tex. Sup. Ct. J. 303 rex. 
1995)). [*24] "The words used by the trial court must 
clearly indicate the intent to render judgment at the time 
the words are expressed." S & A Rest., 892 S.K2d at 
858. Consent also must exist at the time the court 
undertakes to make the agreement the judgment of the 
court. Id. (citing Quintero v. Jim Walter Homes, Inc., 654 
S. K2d 442, 444, 26 Tex. Sup. Ct. J. 570 flex. 1983)). A 
party has the right to revoke consent to an agreement at 
any time before, but not after rendition of judgment. 
Quintero, 654 S.W.2d at 444; Arriaga v. Cavazos, 880 
S. K2d 830. 833 flex. App.--San Antonio 1994, no writ). 
When a trial court has knowledge that one of the parties 
to a suit does not consent to a judgment, the trial court 
should refuse to sanction the agreement as the judgment 
of the court. Quintero, 654 S.K2d ut 444. The court 
rendering an agreed judgment must do so "in strict or 
literal compliance with that agreement." Vicbqv v. 
American Youth Camps, Inc., 532 S. K2d 292, 292, I9 
Tex. Sup. Ct. J. 131 (Tex. 1976). 

At a December 1997 hearing scheduled for the 
purpose of hearing AT&Ts request for a temporary 
injunction against Qwest, precipitated by [*25] Qwest's 
cutting AT&Ts cable, the parties announced in open 
court that they had resolved the immediate dispute, and 
AT&T dictated the Agreement into the district-court 
record. When the court questioned Qwest about additions 
or deletions before AT&T's recitation, Qwest responded: 
"I hope to just say, agreed, Your Honor." AT&T then 
read the Agreement into the record, and Qwest offered 
one addition: 

And that the agreement does not act to release us fiom 
any liability that we had to them-that the defendants had 
to the plaintiffs before today's date. It doesn't constitute 
an admission of our liability and it does not act as a 
release of any liability the plaintiffs have to the 
defendant for any damage they have done to our 
property. 

AT&T responded: That's correct, Your Honor." Qwest, 
responding to the court's question concerning its 
authority to enforce the agreement for operations 
conducted out of state, stated that "it is contemplated that 
this agreement will actually be reduced to a contract 
between these parties to resolve any problems we had in 
Texas." The court then asked when performance was 
required. 

The Court: How is it that you know that you're within 30 
feet [*26] of an AT&T optic cable. 

AT&T: Because what happens when they--before they 
start to dig any time they think they might be, they call 
us and we go out there and we tell them exactly where 
the cable is. 

The Court: Okay. 

Qwest: I believe the agreement provides, Your Honor, 
and correct me if I'm wrong, Mr. Schwartz [AT&Ts 
attorney], it is within X number of feet of where they 
have marked their cable, Your Honor. 

Qwest: What the agreement contemplates, Your Honor, 
is we won't do any of this within X feet of where they 
have marked on the ground. 

AT&T: Well, and I think the agreement says this, but 
there are some locations where they are going wider 
rivers and under highways where you're not out there 
painting. 

The Court: Low percentage activity. 

AT&T: Even AT&T hasn't figured that one out yet. 

The Court: Okay. With respect to the plaintiffs 
application for temporary injunction, judgment is 
rendered. [AT&T], you'll do the order. Pass it by [Qwest] 
and discussion for forum [sic] and then you all will 
submit it to me. 

The hearing concluded at this point. Qwest did not object 
to anything that occurred at the hearing, before, during, 
[*27] or after AT&Ts reading of the Agreement. Only 
after AT&T reduced the recitation to a proposed written 
order for submission to the district court did Qwest 
object and rehse to approve the written proposal. 

AT&T later filed a motion for contempt and 
sanctions, accusing Qwest of violating the Agreement. 
Following a hearing, the district court determined that 
there was no withdrawal of consent, no ambiguity, no 
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mistake, no lack of an essential term, and that there was, 
in fact, an agreement. The district court signed an 
"Agreed Order," which memorialized the language of the 
Agreement previously announced in open court. n9 The 
following month, the court overruled Qwest's motion to 
strike and motion to determine that no rule I I agreement 
existed. Qwest argues that it did not consent and that it 
objected to the "Agreed Order" signed February 17, 
1998. 

n9 The "Agreed Order" states that AT&T 
and Qwest had previously appeared and Qwest 
"announced that [Qwest] had reached an 
agreement with [AT&T] and requested that the 
Court enter the following agreement, which shall 
be enforceable by the contempt powers of this 
Court or any other court of competent 
jurisdiction." The order was drafted by counsel 
for AT&T and signed by the district court over 
the objection of Qwest. Regardless of whether 
there was a rule I I agreement, the order was not 
"agreed." 

Approval of a settlement may not constitute 
rendition of an order enforcing that settlement. Cfi S h A 
Rest., 892 S. W.2d at 857 (approval of settlement does not 
necessarily constitute rendition of judgment). But the 
fads before this Court differ from those of S & A 
Restaurant. There, the parties announced a Settlement in 
open court, which the trial court accepted. Id. The court 
then explained to the plaintiff that once the court signed 
a judgment "everything else, it's full, final and 
complete." Id. at 858. The supreme court stated that for 
an agreement to constitute an agreed judgment, "the 
words used by the trial court must clearly indicate the 
intent to render judgment at the time the words are 
expressed," and held that there was no agreed judgment 
rendered at the time the court accepted the settlement. Id. 
Here, the district court heard the settlement agreement as 
it was read into the record, announced "judgment is 
rendered," and instructed counsel to prepare an 
appropriate written order. There can be no doubt that the 
court intended at that time to dispose of the issues before 
him in the manner announced by the parties. Moreover, 
[*29J the parties sought the ruling. See Burnaman v. 
Heaton, 150 Tex. 333, 240 S. W.2d 288, 291 (Ta. 1951) 
("consent must exist at the very moment the court 
undertakes to make the agreement the judgment of the 
court"). We will apply the same standard applicable to 
agreed judgments to agreed interlocutory orders and hold 
that Qwest's attempt to withdraw consent came too late. 

We now turn to Qwest's contention that the 
Agreement failed for lack of material terms. Rule II 
requires that an agreement be: (1) in writing and filed in 
court or (2) that the terms of the agreement be announced 
in open court and entered of record. Ebner v. First Stute 
Bank, 27 S.W.3d 287, 295 flex. App.-Austin 2000, pet. 
denied). "These two provisions allow the agreement[] to 
be put into written form and kept with the court's records 
so that the parties to the suit cannot dispute its existence 
or contents." Id (citing Kosowska v. Kahn, 929 S. K 2 d  
505, 507 (T... App.-San Antonio 1996, writ denie4). 
"There should be nothing left for adjustment between the 
parties relating to the subjectmatter [sic] of the 
agreement. Until all the terms of a final judgment [*30] 
have been definitely agreed upon by all parties . . . the 
court [is] without power to render a judgment by 
agreement." Matthews v. Looney, 132 Tex. 3I3, 123 
S.W.2d 871, 873 (1939) (citing Wyss v. Bookman, 235 
S.W. 567 vex. Corn. App. 1921) (one essential feature 
required by party was omitted)). Whether a rule I1 
agreement fails for lack of an essential term is a question 
of law. Daimlerchtysler Corp. v. Brannon, 67 S.W.3d 
294, 298 (Ta. App.--Texarkana 2001, no pet.) (citing 
Ronin v. Lerner. 7 S. K3d 883, 888 vex. App.-Houston 
[lst Dist. J I999, no pet.)). 

The reason for the essential-term requirement is 
expressed in McLendon v. McLendon: "the law . . . only 
requires the parties to reach an agreement as to all 
material terms of the agreement [to3 prevent(] the trial 
c o w  from supplying additional terms to which the 
parties have not agreed." 847 SW.2d 601, 606 Pa. 
App.-Dallas 1992, writ denied). The McLendon court 
held that specific provisions in underlying documents 
regarding a partnership being used as a security interest 
for obligations in division of property did not affect the 
[*31] substantive division of the marital property. Id In 
Ronin, the court opined that the law of contracts applies 
to rule I1 agreements. 7 S. K3d at 886 (citing Padilla, 
907 S.W.2d at 460 (writings embodying rule I1 
agreement analogized to those required by statute of 
frauds)). The court held that apportionment of liability 
for indemnification was not an essential term "because 
the record reflected the essentiaI terms with sufficient 
detail to determine the obligations of the parties." Id at 
888. 

Other case law speaks to when missing provisions are 
material and leave the trial court without power to render 
the judgment. In Reppert, the court held that an 
agreement lacked the essential element as to whether the 
judgment would be self-enforcing through the trial 
court's contempt power or breach of contract. Reppert, 
943 S. K 2 d  at 174. In Rogers v. Rogers, the court of 
appeals held that an agreement dictated into the record 
concerning the division of property similarly failed for 
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lack of a material term. 806 S. K2d  886,888 vex. App.- 
Corpus Christi 1991, no writ). The agreement in Rogers 
did not include [*32j the manner in which 240 payments 
of E 3500 per month would be secured. Id The court 
held this term crucial because of the extended time h m e  
and risk involved, noting that an earlier opinion stated 
"the trial court has no power to supply terms, provisions 
or conditions not previously agreed to by the parties." Id 
(quoting Leal v. Cortez, 569 S. W.2d 536, 538 (Tex. Civ. 
App.-Corpus Christi 1978, no writ)). 

Here, Qwest argues that after the district court5 
rendition, the parties were ordered to reduce the 
Agreement to a written order, which never occurred. 
Qwest urges that the Agreement dictated in open court 
lacked some material terms, which should have been 
reflected in the written order. Qwest posits that these 
material terms include several distance requirements, 
which some portions of the Agreement contain but others 
lack. AT&T responds that some provisions do not have 
distance requirements, but that they are not required, and 
nothing on the face of the Agreement indicates that it is 
incomplete. AT&T contends that Qwest is simply 
attempting to avoid its Agreement. 

The Agreement delineates the circumstances in 
which Qwest was to inform AT&T of its cable- 
installation [*33] operations and the precautions that 
Qwest was to take. These provisions explain the 
circumstances in detail, including distances, stating when 
Qwest was to notify AT&T of excavation operations. 
n10 The parties agreed to closely cooperate on future 
operations. The Agreement requires Qwest to monitor its 
operations with electronic devices and qualified 
personnel. It also provides for the sanction of contempt if 
Qwest fails to abide by the Agreement. The absence of 
some distance requirements, when the Agreement 
contains others, is not indicative of missing essential or 
material terms. See Scott v. Ingle Bros. Pac., Inc., 489 
S. K2d 554, 555. 16 Tex. Sup. Ct. J. 145 (Ta. 1972) 
(parties may agree on some terms sufficient to create 
contract, leaving other provisions for later negotiation). 
Any missing distance requirements are not material and 
could, therefore, be left open for future negotiation 
without destroying the contract's effectiveness. We 
overrule Qwest's second issue. 

n10 The Agreement (A) requires notice to 
AT&T if Qwest excavated within thirty feet of 
AT&Ts cables; (B) states that Qwest would not 
engage in boring operations in the absence of 
continuous electronic location of the borehead 
during boring and pull-back operations, distance 
was not specified; (C) states a thirty-foot 
requirement for boring and digging test pits ar 

holes to verify the location of the borehead; (D) 
requires the use of DigiTrak monitoring 
equipment, stating no distance requirement; (E) 
requires proper calibration of the DigiTrak; (F) 
requires Qwest to submit to AT&T any plans and 
the details of the operations if excavating within 
thirty feet of an AT&T cable; (G) requires AT&T 
approval for Qwest operations within two lateral 
feet and three vertical feet of an AT&T cable; and 
(H) specifies certain procedures when Qwest was 
boring within five feet of an AT&T "underground 
facility." 

[*341 

B. Breach-of-Contract Damages 

By its third issue, Qwest challenges the damages 
awarded AT&T for Qwest's breach of the Agreement. 
The jury was asked: (1) whether Qwest had breached the 
Agreement and (2) the "costs and expenses incurred by 
AT&T that were the natural, probable, and foreseeable 
consequence of Qwest's breach of the Rule I1 
Agreement," The jury found that Qwest breached the 
Agreement and awarded AT&T damages of $ 
3 17,824.16. The record indicates that AT&T requested $ 
300,000 in attorney's fees for the breach-of-contract 
claim and E 17,824.16 in travel expenses AT&T incurred 
in attempting to monitor Qwest's activities across the 
country. Qwest argues that: (1) "Texas law does not 
permit recovery of attorney's fees as 'damages"' and (2) 
"attorney's fees do not meet the definition in the damage 
question." AT&T asserts that $ 150,000 in attorney's fees 
was incurred between January and March 1998, when the 
district court gave final approval to the "Agreed Order." 
The remaining $ 150,000 was incurred in defending 
Qwest's interlocutory appeal to this Court and the 
supreme court. Qwest rejoins that the attorney's fees 
proved were not a consequence of any breach but were 
[*35] incurred as the result of AT&Ts response to 
Qwest's challenge to the validity of the Agreement and 
"Agreed Order." Qwest asserts that "no actual damages 
were presented or proven" by AT&T. 

As a general rule, attorney's fees are not recoverable 
fiom an opposing party unless such recovery is provided 
for by statute or by contract between the phes .  Trinify 
Indus.. Inc. v. Ashlad, Inc., 53 S. W.3d 852, 869 (Tex. 
App.-Austin 2001, per. denied). This general rule is not 
without exception. In some circumstances, damages 
measured by a plaintiffs attorney's fees are recoverable. 
See, e.g., McCaii v. Tana Oil & Gas Corp., 82 S. K 3 d  
337, 344 (Tex. App.-Austin 2001), rev'd on other 
ground, 104 S. K3d 80, 46 Tex. Sup. J.  452, 2003 Ta. 
L M S  11 (citing Findley v. Mitchell, 50 Tex. 143, 147- 
48 (1878)) (recovery of attorney's fees as damages 



114 S.W.3d 15; 2003 Tex. App. LEXIS 4898, * 
Page 10 

1 permitted where constable wrongfully denied plaintiffs 
right to replevy seized property). Additionally, equitable 
considerations have led to several narrow exceptions 
allowing attorney's fees to be recovered as damages even 
though not authorized by contract or statute. See Knebel 
v. CapitaI Nut? Bank, 518 S. K2d 795, 798-800. 18 Tex. 
Sup. Cr. J 120 pa. 1974) [*36] (discussing "common 
fund'' doctrine and "fee shifting"). In McCaII, this Court 
discussed two such exceptions. See 82 S. K 3 d  at 344-45. 
The first exception applies "where the defendant's tort 
requires the plaintiff to act in the protection of his 
interests by bringing or defending an action against a 
third party, the plaintiff 'is entitled to recover 
compensation for the reasonably necessary loss of time, 

incurred."' Id. at 344 (citing Restatement (Second) of 
Torts f 914(2) (1977)); see also B q a  Energy, Im. v. 
Ball, 669 S. W 2d 836, 838-39 (Ta. App.-EatIand 1984, 
no writ). The second exception permits recovery of 
damages measured by attorney's fees when the defendant 
"has acted in bad faith, vexatiously, wantonly, or for 
oppressive reasons.n Id. at 345 (citing Alyeska Pipeline 
Serv. Co, v. Wilderness Socy, 421 US. 240, 258-59, 44 
L. Ed 2d 141, 95 S. Ct. 1612 (1975)). However, these 
exceptions are inapplicable to the matter now before us. 

AT&T argues that the attorney's fees are "properly 
recoverable as consequential damages'' and that recovery 
[*37] should be permitted based on equitable principles. 
AT&T relies on Nutionwide Mutual Insurance Co. v. 
Holmes, where the court held that attorney's fees were 
"recoverable as reasonable expenses when such expenses 
are the natural and proximate consequences of another's 
wrongful act." 842 S.W.2d 335, 341 vex. App.-Sun 
Antonio 1992, writ denied) (citing Baja Energy, 669 
S.W.2d at 838). Holmes was sued for injuries resulting 
from a cx accident, and when his insurance cm'er 
Nationwide indicated that it would not settle the claim, 
upon Nationwide's advice, Holmes hired an attorney to 
protect his interests. Id. ut 337. The suit against Holmes 
went to trial and Nationwide provided representation; 
however, Nationwide, knowing that Holmes was 
obligated to pay his retained attorney $ 7500 upon 
commencement of trial, failed to notify Holmes that it 
would indemnify him for any judgment in excess of the 
policy limits. Id. at 337-38. Holmes sued Nationwide for 
violation of the DTPA and received a favorable 
judgment, including recovery of the attorney's fees. Id. at 
338. The court noted that Holmes did not incur the 
attorney's fees in defending himself [*38] in the original 
suit, but rather incurred the expenses because of 
Nationwide's w o n g h l  conduct. Id. 

Nationwide Mutual Insurance is distinguishable 
because AT&T is not recovering damages under the 
DTPA, and west did not act wrongfully in exercising 

! attorney fees and other expenditures thereby suffered or 

its right to appeal the "Agreed Order." Although AT&T 
now argues that Qwest's interlocutory appeal was filed to 
effect a delay, AT&T did not assert this allegation nor 
did it request sanctions before this Court. Moreover, we 
find no evidence of bad faith by Qwest in pursuing the 
appeals. See General Elec. Credit Corp. v, Midland Cent. 
Appraisal Dist., 826 S. K 2 d  124, 125, 35 Tex. Sup. Ct. J. 
25 Vex. 1991) (sanctions not appropriate where 
appellant's argument on appeal fails to convince court 
but has reasonable basis in law and constitutes informed, 
good-faith challenge to trial court's judgment). 

Under these circumstances, we hold that AT&Ts 
attorney's fees were not recoverable as consequential 
damages. In addition, we hold that the $ 17,824.16 in 
travel expenses incurred by AT&T in monitoring Qwest's 
activities in other parts of the country were not 
occasioned by any alleged breach of the Agreement. 
AT&T presented no other evidence 1*39] of breach-of- 
contract damages. We hold that AT&T failed to present 
legally sufficient evidence of these two elements of 
damage and sustain Qwest's third issue. 

111. Qwest's Liability for the Independent 
Subcontractors 

By its fourth issue, Qwest argues that it is not liable 
for the negligence of the independent subcontractors. 
The district court submitted four questions to the jury 
concerning whether C&S was under Qwest's control and 
whether CK was under C&S's control at the time of the 
second and third cuts. As to the second cut, Question 9 
asked the jury whether C&S was "conducting operations 
for the benefit of Qwest and subject to the control by 
Qwest as to the detail of the work." Question 10 asked 
whether CK was "conducting operations for the benefit 
of C&S Boring and subject to control by C&S Boring as 
to the detaiIs of its work." Questions 15 and 16 asked 
similar questions as to Qwest's control over C&S 
regarding the third cut. The jury answered all four 
questions affmatively, and the district court found 
Qwest jointly and severally liable with C&S and CK for 
the second and third cuts. In its attempt to avoid liability 
for what Qwest argues are independent contractors, [*40] 
Qwest offers two arguments: (1) because AT&T did not 
request a question as to whether Qwest controlled the 
details of CK's work and Questions 9, 10, 15, and 16 did 
not submit a respondeat superior theory as to CK, 
AT&T waived the theory as between Qwest and CK, and 
(2) the evidence as to both contractors' lack of 
independence is legally and factually insufficient. AT&T 
responds that, based on the jury findings and the 
evidence, Qwest is vicariously liable for C&S's and CK's 
actions in cutting AT&T's cable. 

Generally, an employer or owner is not liable for the 
acts of its independent contractors. See Abalos v. Oil 
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Dev. Co., 544 S.FK2d 627, 631, 20 Ta. Sup. Ct. J 49 
(Ta. 1976); Scott Fetzer Co, v. Read 945 S.W.2d 854, 
859 (Ta. App.-Austin 1997), a g d  990 S.FK2d 732, 42 
Tex. Sup. Ct. J. 264 vex. 1998); see also Lee Lewis 
Const.. Inc. v. Harrison, 70 S.W.3d 778, 783, 45 Tex. 
Sup. Ct. J. 232 (Ta. 2001). For a general contractor to 
be liable for its independent contractor's acts, it must 
have the right to control the means, methods, or details 
of the independent contractor's work. Lee Lewis Const., 
70 S. W.3d at 783; Elliott- Williams Co. v. Dim, 9 S. W. 3d 
801, 804, 43 Tu. Sup. Ct. J. 200 (4%. 1999); [*41] 
Redinger v. Living, Inc., 689 S.W.2d 415, 418, 28 Tm. 
Sup. Ct. J. 404 (Tu. 1985) (contractor responsible for 
physical harm caused by independent contractor if 
contractor retained control of work). The control must 
relate to the injury the negligence causes, and the 
contract must grant the contractor at least the power to 
direct the order in which work is to be done. Elliott- 
Williams, 9 S. W.3d at 804. 

In Cage Brothers v. Friedman, Friedman sued Cage 
Brothers for trespass and damages to his property. 312 
S. K2d 532, 533 flex. Civ. App.-San Antonio 1958, writ 
refd n.r.e.). Cage Brothers had contracted with the State 
as general contractor to maintain a segment of highway. 
Id. Workers mistakenly destroyed a fence and cut trees 
on Friedman's property. Friedman sued, and Cage 
Brothers claimed the workers were employed by an 
independent subcontractor and, therefore, Cage Brothers 
was not responsible. Id uf 534. In holding Cage Brothers 
liable, the court reviewed the evidence indicating Cage 
Brothers' level of control over the workers. Id. The corn 
observed that: (1) the State required contractors to seek 
a?proval of any subccntractors. [*421 which Cage 
Brotlers failed io do; (2) all t i le employees were on Cage 
Brothers' payroll, tax, social security, and workman's 
compensation lists; (3) all were paid by Cage Brothers; 
(4) the person who signed the employees' checks was a 
partner of the subcontractor company; and ( 5 )  this 
partner and another partner of the subcontractor directed 
the employees on the job and were paid salaries by Cage 
Brothers. Id. The court concluded its review of the 
evidence by observing that: "We think there is more than 
slight testimony, and that the evidence is sufficient to 
meet the test of master and servant relationship." Id. 

Qwest argues that the evidence to support the 
requisite level of control is neither legally nor factually 
sufficient. Alter reviewing the evidence, we disagree. 
Although the contract between C&S and CK indicates 
the existence of a contractor and independent 
subcontractor relationship, such fact is not dispositive. 
See Farrell v. Greater Houston Tramp. Co., 908 S. W.2d 
I ,  3 vex. App.-Houston [lst Dist.] 1995, writ denied) 
(where contract does not grant control over work details 
to principal, evidence outside contract must show true 

t 

operating agreement [*431 vested right of control in 
principal). Evidence at trial revealed that C&S 
contractually retained some control over CKs work, but 
CK personnel, and Nelson in particular, also exercised 
some oversight with regard to C&S's operations. Nelson, 
who had previously been employed with C&S, admitted 
to "guiding and helping" C&S construction crews, and he 
signed C&S drawings as the "foreman." C&S retained 
the right to control CK's employee-hiring decisions in the 
contract. Additionally, the evidence showed that CK and 
C&S shared equipment, as evidenced by the testimony of 
Nelson and C&S's president. As is germane to the events 
giving rise to this action, there is no practical difference 
between C&S and CK. 

The contract between Qwest and C&S demonstrates 
Qwest's right to control C&S. The contract states that 
C&S was to follow Qwest's plans and that Qwest would 
review and advise C&S as to the work performed and its 
acceptability. Qwest also had the right to require C&S to 
hire more workers, increase overtime operations, or 
require additional days of work. Further, C&S agreed not 
to subcontract any of the work without Qwest's approval 
and to guarantee any subcontractor's work. Moreover, the 
[*44] contract stated that C&S would be "responsible 
for the proper and safe performance of the work." Qwest 
also retained the right to terminate any C&S employee it 
found objectionable. Qwest routinely had an inspector on 
site, including when the second and third cuts occurred. 
Nelson testified that Junior Drake "was a Qwest guy" 
who was in charge of CK's excavations in November. 
Nelson testified that after fmishing two bores, Drake 
"come down and asked me would I consider to make a 
longer bore . . .,'I instead of the two Sores that Nelson 
had drilled. In response to the request, Nelson stated 
"And I told him, yes, I would try." 

Qwest offered contrary evidence as to its control of 
C&S and CK. Regarding the testimony of Nelson, Qwest 
points out that Nelson stated that the Qwest employee 
"asked," not "directed," him to redo an excavation. 
Nelson also testified that no C&S personnel directed his 
operations at any time relevant to the second and third 
cuts. Qwest argues that its contracts with C&S and 
C&S's contract with CK cIearly state that the relationship 
is that of an independent contractor. However, we 
conclude that there is legally and factually sufficient 
evidence to support the [*45] jury's finding to the 
contrary. 

Qwest's argument that AT&T was required to 
submit a jury question concerning Qwest's control of CK 
is likewise without merit. Where issues that constitute 
only a part of a complete and independent ground are 
omitted and other issues necessarily referable to that 
ground are submitted and answered, the omitted 
elements are deemed found in support of the judgment if 
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no objection to the omission is made, and the answers are 
supported by some evidence. Tex. R Civ. P. 279; Ramos 
v. Frito-Lay, Inc., 784 S. K 2 d  667, 668, 33 Tex. Sup. Ct. 
J. 191 flex. 1990) (omitted element of managerial 
capacity supported by some evidence deemed found). 
Although it was AT&T's burden to obtain an affirmative 
finding as to Qwest's control over CK, it was Qwest's 
responsibility to object to the omission. See Tex. R Civ. 
P.  279. Qwest did not object, and the omitted issue 
constituted only a part of a complete and independent 
ground of recovery--Qwest's responsibility for the work 
of the independent contractors, and other evidence 
adduced at trial supports the finding. 

Qwest hued C&S as a subcontractor. From the 
evidence, the jury could have determined that Qwest 
controlled C&S. [*46] Similarly, fiom the evidence the 
jury could have determined C&S controlled CK. 
Moreover, there is some evidence that Qwest exercised 
control over CK. Qwest did not object to AT&Ts failure 
to request a jury question as to whether Qwest controlled 
the actions of CK. Id.; Ramos, 784 S. W.2d at 668. We 
overrule Qwest's fourth issue. 

IV. Exemplary Damages and Prejudgment Interest 

The district court calculated exemplary damages as 
follows: (1) damages resulting from the first cut were 
included; (2) prejudgment interest, breach-of-contract 
damages, and damages resulting firom the second cut 
were not considered; and (3) twenty percent o f  the 
damages resulting firom the third cut were considered. 
Applying the statutory cap, the district court reduced the 
jury's exemplary-damages award to two times the 
economic damages, or $467,808.9 1. n l  1 

n l l  The district court, based on the jury's 
finding, awarded AT&T $ 51,000 in exemplary 
damages against C&S for its role in the third cut 
and rendered judgment for that amount. Because 
the amount of exemplary damages against C&S 
was less than the economic damages found 
against C&S, the district court was not required 
to apply section 41.008fi). See Tex. Civ. Prac. & 
Rem. Code Ann. 8 41.008fi) (West Supp. 2003). 
No party appeals this portion of the judgment. 

A. The Exemplary-Damages Cap 

By its first issue on appeal, AT&T argues that the district 
court improperly limited exemplary damages. The 
district court based the calculation of exemplary damages 
only on Qwest's actions associated with the findings of 

malice: the first cut and twenty percent of the third cut. 
AT&T contends that the district court should have used 
the following formula to calculate damages: "add[] 
prejudgment interest to the $ 1 million in actual damages 
that the jury found AT&T had suffered, and then 
double[] the sum to arrive at the proper amount of 
exemplary damages to be awarded against Qwest." 
Qwest responds, arguing that exemplary damages are not 
warranted, that joint and several liability is not available 
for exemplary damages, and that it should not be held 
responsible for the actions of C&S and CK. 
Alternatively, Qwest urges that if exemplary damages 
are proper, then the district court's calculation should be 
upheld. We will a f f m  the district court's application of 
the statutory exemplary-damages cap and the award of 
its exemplary damages. 

The dispute over the calculation of the exemplary 
damages turns on chapter 41 of the civil-practices-and- 
remedies [*48] code. See Tex. Civ. Prac. & Rem. Code 
Ann. 9 6 41.00I-.013 (West 1997 & Supp. 2003). 
Statutory construction is a question of law, Johnson v. 
Cip of Fort Worth, 774 S.W.2d 653, 656, 32 Tex. Sup. 
Ct. J. 504 (7ia. I989), the resolution of which must 
begin by looking to the statute's words, Liberty Mutual 
Insurance Co. v. Garrison Contractors, Inc., 966 S. N2d 
482, 484, 41 Tex. Sup. Ct. J. 637 vex. 1998). "The goal 
of statutory construction is to give effect to the intent of 
the legislature." Monsanto Co. v. Cornerstones Mun. 
Util. Dist., 865 S.W.2d 937, 939, 37 Ta. Sup. Ct. J. 199 vex. 1993) (citing Harris County Dist. Attorney's Ofice 
v. J i X ,  807 S X 2 d  572, 574, 34 Tex. Sup. Ct. J. 538 
vex. I99I)). Simply stated, where a statute is 
unambiguous, we discern the legislature's intent from the 
"plain and common meaning of the words and terms 
used." Id (citing Moreno v. Sterling Drug, Inc., 787 
S.W.2d 348, 352, 33 Tex. Sup. Ct. J. 360 Vex. 1990); 
RepublicBank Dallas, N.A. v. Interkal, Inc.. 691 S. K2d 
605, 607, 28 Tex. Sup. Ct. J. 516 vex. 1985)). 

As applied here, chapter 41 limits an award of 
exemplary damages to two times the amount of 
economic damages. Tex. Civ. Prac. & Rem. Code Ann 9 
41.008(a)(I)(A) [*49] (West Supp. 2003). Exemplary 
damages are "any damages awarded as a penalty or by 
way of punishment." Id 9 41.001(5). Economic 
damages are "compensatory damages for pecuniary loss; 
the term does not include exemplary damages or 
damages for physical pain and mental anguish, loss of 
consortium, disfigurement, physical impairment, or loss 
of companionship and society." Id. 9 41.001(4). 
"Exemplary damages may be awarded only if the 
claimant proves by clear and convincing evidence that 
the harm with respect to which the claimant seeks 
recovery of exemplary damages results from . . . malice." 
Id 9 41.003(a) (West 1997); see also id 9 41.004fi) 
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(West 1997). Finally, "prejudgment interest may not be 
assessed or recovered on an award of exemplary 
damages." Id. 41.007 (West 1997). 

The two-times-economic-damages award should be 
applied only to the damages for the actions where the 
jury found malice. The jury found no malice in 
connection with the second cut. Likewise, AT&T did not 
request a jury question asking for a finding of malice as 
to Qwest's breach of the Agreement. We hold that the 
district court was correct in excluding such damages in 
calculating allowable [*50] exemplary damages. 

AT&Ts contention that all the damages are 
"economic damages" and should be included in the 
calculation contravenes the statutory purpose of 
exemplary damages, which is to punish. See id. 
41.001(5). If AT&T had brought a separate suit for each 
cut, resulting in the same jury finding as here, AT&T 
would not have been entitled to exemplary damages as to 
the second cut, because the jury did not find malice as to 
that act. To make such an award now would be 
counterintuitive; the jury found no malice as to Qwest's 
actions regarding the second cut. The supreme court has 
opined that: "our duty in civil cases . . . like the duty of 
criminal court, is to ensure that defendants who deserve 
to be punished in fact receive an appropriate level of 
punishment, while at the same time preventing 
punishment that is excessive or otherwise erroneous." 
Moriel, 879 S.W.2d at 17. Here, to award AT&T 
exemplary damages for what is essentially a negligent 
act would impose an inappropriate level of punishment. 

Nor should prejudgment interest be doubled in the 
damages-cap calculation. In Ellis Counp State Bank v. 
Keever, the supreme court held that an award of [*SI] 
prejudgment interest on exemplary damages was 
improper. 888 S.W.2d 790, 798, 37 Tex Sup. Ct. J.  1117 
(7h. 1994) (citing Act of June 3, 1978, 70th Leg., 1st 
C.S., ch. 2, 0 2.12, 1978 Tex. Gen. Laws 37, 46 
(amended 1995) (current version at Tex. Civ. Prac. & 
Rem. Code Ann $ 41.007)). The court opined that 
"punitive damages, being inherently penal in character, 
should not be enlarged by the imposition of prejudgment 
interest in the absence of an express legislative intent to 
do so." Id. Although AT&T advocates that it is not 
seeking prejudgment interest on the exemplary damages, 
but, rather, the inclusion of prejudgment interest as an 
"economic damage," its argument was rejected in 
Seminole Pipeline Co. v. Broad Leaf Partners, Inc. 979 
S.W.2d 730 vex. App.--Houston [14th Dist.] 1998, no 
pet.) (noting that result% of this argument was 
mathematically same where jury's award greatly exceeds 
cap). n12 Adding prejudgment interest to the award of 
economic damages and then doubling the sum would be 
no different than adding two times the economic 
damages and two times the prejudgment interest to 

compute the final award. We overrule AT&T's [*52] 
fmt issue. 

n l t  In St. Paul Surplus Lines v. Dal-Worth 
Tank Co., the supreme court held that under the 
DTPA, prejudgment interest should not be added 
to the "actual damages'' and then trebled, 
reasoning that "trebling the sum of damages 
["D"] and interest [TI is equal to the sum of 
treble damages and treble interest: in other words, 
3(D + I) = 3D + 31." 974 S.W.2d 51, 54, 41 T a .  
Sup. Ct. J 1357 pa. 1998). Here, AT&T's 
argument, reduced to an algebraic formula, would 
be 2(D + I) = 2D + 21. 

B. Prejudgment Interest 

By its second issue, AT&T disputes the district 
court's calculation of prejudgment interest. CK, by its 
only issue on appeal, also argues that the district court 
erred in calculating the prejudgment interest. On 
November 12, 1997, AT&T filed suit only against Qwest 
and C&S. On January 23,1998, C&S sued CK as a third- 
party defendant. On May 5 ,  2000, AT&T amended its 
petition, naming CK and Nelson as additional 
defendants. After the verdict, the district court 
determined that prejudgment 1*53] interest began to 
accrue against CK on the date AT&T amended its 
petition to include CK as a defendant, May 5,  2000, and 
that CKs two settlement offers, which AT&T rejected, 
did not toll the accrual of prejudgment interest as to CKs 
portion of the damages. 

1. Date of Accrual Against CK 
AT&T argues that the prejudgment interest should 

have begun to accrue fiom December 12, 1997, the date 
the original suit was filed. Alternatively, AT&T contends 
that accrual should begin on January 23, 19984he date 
CK first had notice of AT&T's claims by virtue of C&S's 
suit against CK--or 180 days after this date, because CK 
"could have, but chose not to settle those claims." See 
Tex. Fin Code Ann. 9 304.104 (West Supp. 2003). CK 
responds that the district court properly held that 
prejudgment interest ran fiom May 5 ,  2000, the date 
AT&T amended its petition naming CK and Nelson. The 
Texas Finance Code provides: 

Except as provided by Section 304.105 or 304.108, 
prejudgment interest accrues on the amount of a 
judgment during the period beginning on the earlier of 
the 180th day after the date the defendant receives 
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written notice of a claim (*54] or the date the suit is 
filed and ending on the day preceding the date judgment 
is rendered. Prejudgment interest is computed as simple 
interest and does not compound. 

Id. 

In Robinson v. Brice, this Court, construing a 
predecessor of section 304.104, held that the defendant 
must receive written notice of a "claim." a13 894 S. W2d 
525.528 flex. App.-Austin 1995, writ denied). Robinson 
involved a onetar accident in which the injured 
passenger sued the driver, who was driving his 
employer's car. Id. ut 527. The plaintiff argued that 
prejudgment interest began to run 180 days after the 
corporation's insurance company received a copy of the 
accident report from the corporation, or, in the 
alternative, 180 days fiom the plaintiffs request for 
additional payments. Id. ut 528-29. Because the finance 
code did not define the term "claim," we determined that 
the term's ordinary meaning was: "a demand for 
compensation or an assertion of a right to be paid." Id. 
As a result, we held that notification of the accident and 
an injury were not enough; however, we further held that 
the request for additional payments directed [*55] to the 
insurance company was sufficient notice of a claim. Id. 
We construed the statute liberally to achieve its purposes 
of hlly compensating plaintiffs and encouraging 
settlements. Id. ut 529 (citing Ta. Gov't Code Ann. J 
31 2.006(a) (West 1998)). 

1113 Tam Revised Civil Statute article 5069- 
1.05 J 6(a) preceded section 304.104, Tam 
Finance Code; however, the applicable language 
is identical. Compure Act of June 3, 1987, 70th 
Leg., 1st C.S., ch. 3, Q 1, 1987 Tex. Gen. Laws 
51, 51, with Ta. Fin. Code Ann. 8 304.104 
(West 2003). 

In Lee v. Fenwick, the COW, interpreting the same 
civil statute, held that sending notice to an attorney not of 
record for the defendants does not provide notice to the 
defendants. 907 S.W.2d 88, 89 flex. App.-EmtIand 
1995, writ denied). The applicable stamtory language 
was "written notice of a claim" to the [*56] "defendant." 
Id. (quoting Act of June 3, 1987,70th Leg., 1st C.S., ch. 
3, 8 1, 1987 Tex. Gen. Laws 51, 51 (amended 1995) 
(current version at Ta. Fin. Code Ann. 9 304.104)). In 
Lee, the plaintiffs attorney sent notice to an attorney 
whom he believed represented the two defendants; 
however, a different attorney appeared of record. Id at 
89-90. The record did not reflect any authority on the 
part of the attorney. Id. ut 90. The court held that there 
was no proof that the attorney who received notice was 

an attorney for both defendants, the attorney did not 
appear of record for the defendants, and there was no 
proof that the defendants received the written notice; 
therefore, the prejudgment interest ran from the date suit 
was filed and not fi-om the date of the notice sent to the 
misidentified attorney. Id. 

Finally, in Thrift v. Hubburd, the court held that 
"suit was filed" when plaintiffs amended their petition to 
include a claim for intentional infliction of emotional 
distress. 44 F.3d 348, 362 (5th Cir. 1995) (interpreting 
Act of June 3, 1987,70th Leg., 1st C.S., ch. 3, 0 1, 1987 
Tex. Gen. [*57] Laws 51, 51 (amended 1995)). Thus, 
plaintiffs would be allowed to recover prejudgment 
interest on their claim fiom the date of amendment and 
not from the date suit was first filed. Id The Thrifi court 
held the defendants had notice of the claim, and thus an 
opportunity to settle, when they received the amended 
petition, and that holding otherwise would defeat the 
statute's objective of encouraging settlements. Id. The 
court also ruled that the 180-day delay from the 
amendment to the accruing of prejudgment interest did 
not apply because the language "whichever is earlier" 
required the accrual to begin on the earlier of the two 
dates--the date the plaintiffs amended their petition. Id. 

Here, the purpose of encouraging settlements would 
not be served if prejudgment interest began to run from 
December 12, 1997, the date AT&T filed suit against 
Qwest and C&S, because CK had received no notice at 
that time that AT&T asserted a claim against it. On 
January 23, 1998, the date C&S sued CK, CK received 
notice and an opportunity to settle the claim with C t S ;  
however, AT&T had yet to present notice to CK of a 
claim; as of this date CK was a named defendant only as 
to C&S. Nelson [*58] had not yet been named as a 
defendant. AT&T argues that because the district-court 
judgment found Qwest and C&S jointly and severally 
liable to AT&T for the damages caused by CK, 
prejudgment interest should begin to run against CK on 
December 12, 1997. AT&T posits that by virtue of this 
holding, it would have been entitled to the damages 
caused by CK from Qwest and C&S without suing CK 
and prejudgment interest would have run fiom December 
12, 1997. Therefore, it should not be penalized for filing 
suit against CK, which would result from designating the 
May 5, 2000 date as the date that prejudgment interest 
began to run against CK. AT&T directs this Court to no 
authority in support of this proposition, and we have 
found none. The fact remains that AT&T made no claim 
against CK to which it could respond until AT&T 
actually named CK as a defendant. In the hypothetical 
scenario described by AT&T, CK would not be liable for 
prejudgment interest. Only Qwest and C&S would be 
liable. We hold that AT&T did not give the required 
notice of its claim to CK until May 5,2000, when AT&T 
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amended its petition to name CK as a defendant. Only 
then was CK required to consider whether it should settle 
[*59) with AT&T. We overrule AT&T's second issue. 

2. Tolling 

In its only issue, CK argues that the district court 
erred in failing to toll the accrual of prejudgment interest 
for the period after CK made its two settlement offers, 
until October 25, 2001, the date of entry of judgment. 
n14 CK posits that tolling should have began on 
September 2 1,2000, when it made an offer to settle for $ 
200,000, and on April 25, 2001, when CK made its 
second settlement offer for $ 439,684.93. In the 
alternative, CK urges that the settlement offers were 
open to acceptance until AT&T rejected them in writing. 
Although, CK admits that AT&T had promptly rejected 
both offers, it argues that the rejections were not in 
writing and AT&T had the burden of proving that the 
rejections were "immediate," rather than "prompt." 

n14 CK argues that the total amount of its 
damages to AT&T should be S 439,803.34, a 
difference from the judgment of $32,393.30. 

The purpose of prejudgment interest is twofold: "( 1) 
encouraging [*60] settlements and (2) expediting both 
settlements and trials by removing incentives for 
defendants to delay without creating such incentives for 
plaintiffs." Johnson & Higgins of Tex., Inc. v. Kenneco 
Energy, 962 S K 2 d  507, 529, 41 Ta. Sup. Ct. J 268 
(Tex. 1998); West Beach Marina, Ltd. v. ErdeGac, 94 
S. W.3d 248, 266 vex. App.-Austin 2002. no pet.). The 
finance code controls the effects of a settlement offer on 
the accrual of prejudgment interest. See T a .  Fin. Code 
Ann. $ 304.105 (West Supp. 2003). Specifically, "if 
judgment for a claimant is more than the amount of a 
settlement offer of the defendant, prejudgment interest 
does not accrue on the amount of the settlement offer 
during the period that the offer may be accepted." Id 0 
304.105fb). Further, a settlement offer must be in writing 
to affect the accrual of prejudgment interest. Id. 0 
304.106. The supreme court, in C & H Nationwide, Inc. 
v. Thompson, opined that the purpose of prejudgment 
interest is to "encourage settlement." 903 S.K2d 315, 
325, 37 Tex. Sup. Ct. J. 1059 Vex. 1994) (citing Act of 
June 3, 1987, 70th Leg., 1st C.S., ch. 3, 5 1, 1987 Tex. 
Gen. Laws 51, 52 (amended [*61] 1995) (current 
provision at Tex. Fin. Code Ann. 304.105)). The court 
noted that the tolling provisions suspend accrual of 
prejudgment interest during the period in which a 
settlement offer may be accepted. This is not merely an 
effort to arrive at an accurate measure of compensation 
for the plaintiff's loss of use of money, since a plaintiff 

who declines a settlement offer has been without the use 
of the money just as surely as one who received no offer. 

Id (emphasis added). The supreme court's language 
contemplates the possibility of the rejection of a 
settlement offer. 

In Harris v. Mickel, a defendant made a settlement 
offer for an amount greater than the final damage award, 
but the plaintiff rejected it four days later. 15 F3d 428, 
429 (5th Cir. 1994) (citing Act of June 3, 1987, 70th 
Leg., 1st C.S., ch. 3, 5 1, 1987 Tex. Gen. Laws 51, 52 
(amended 1995)). The court held that the defendant was 
entitled to have the prejudgment interest tolled for the 
four days, or from the time of the offer until the 
plaintiffs rejection. Id at 430-31. The court opined that 
"once an offer is rqected, the general [*62] rule is that 
the offer is thereby terminated, and consequently it 
cannot be accepted." Id at 431 (emphasis added). 

Although an intention of the legislature in 
authorizing prejudgment interest was to foster 
settlements, there is no legal prohibition against rejecting 
an offer and no requirement that an offer cannot be 
rejected or that the rejection be in writing. See 
Thompson, 903 S. W.2d at 325. Only the settlement offer 
need be in writing; the statute makes no mention of the 
form a rejection must take. See Ta. Fin. Code Ann. 0 
304.10s. .106. CK has directed this Court to no authority 
for its assertions and, moreover, stipulated to AT&T's 
"prompt" rejections of the offers. n15 Furthermore, CKs 
argument that a settlement offer made after the jury 
verdict should toll the accrual of prejudgment interest is 
equally without merit. After the jury verdict, AT&T was 
entitled to the amount awarded, subject to the district 
court's approval. We overrule CK's issue. 

n15 CK asked the district court to admit 
letters containing its two settlement offers into 
evidence. AT&T objected, unless CK stipulated 
to the fact that AT&T "promptly" rejected the 
offers. Before their admittance, CK asked for the 
court's ruling. The testimony proceeded as 
follows: 

AT&T: Well, subject to the-the stipulation that I 
mentioned. 

CK: That you rejected the one, and I assume that 
you're rejecting the second one? Because you 
haven't called me up and said you're not going to 
take it. 

AT&T Well, I don't agree with that 
characterization of the facts and the-what I said 
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was that assuming that we are agreeing that our 
responses to these settlement offers, so-called, 
are--were prompt and negative, then I'm okay 
with having these come into evidence. Subject-- 
otherwise, we want to prove what happened, with 
evidence. 

CK: And that's tine. They did reject them, and 
that's fine. 

The Court: Okay. 

AT&T: Then, in that-and therefore, I have no 
objection to the letters coming in. 

The Court: They [the settlement-offer letters] are 
admitted then on the stipulation stated on the 

record, with respect-with regard to the response 
by AT&T. 

CONCLUSION 

We reverse the district court's judgment in so far as 
it awards AT&T damages for its breach-of-contract 
action and render judgment that AT&T take nothing by 
such claim. In all other respects, we a f f m  the district- 
court judgment. 

Lee Yeakel, Justice 

Affirmed in Part; Reversed and Rendered in Part 
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