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GLOSSARY OF TERMS

Our industry uses many terms and acronyms thatmotige familiar to you. To assist you in readinig thocument and other documents
we file with the Securities and Exchange Commissiea have provided below definitions of some ofth&erms.

Access Line. Telephone lines reaching from the custc’s premises to a connection with the public switctedepphone networl
Our access lines include lines used to provideisesvto our external customers, as well as lines by us and our affiliate

Asynchronous Transfer Mode (AT. A broadband, network transport service utilizdaa switches that provides a fast, effici
way to move large quantities of informatic

Broadband Services (also known as |-speed Internet servicespervices used to connect to the Internet thraxggting
telephone lines and fik-optic cables at higher speeds than-up access

Competitive Local Exchange Carriers (CLEC8)elecommunications providers that compete witmysroviding local voice and
other services in our local service area, predontipaising our network

Data Integration. Telecommunications equipment located on custc’ premises and related professional services. Thes&ss
include network management, installation and maautee of data equipment and building of proprietémgr-optic broadband
networks for our governmental and business custer

Dedicated Internet Access (DI. Internet access ranging from 128 kilobits peoséco 10 gigabits per secor

Facility Costs.Third-party telecommunications expenses we incuufing other carriers’ networks to provide sersite our
customers

Fiber to the Cell Site (FTTCSA type of telecommunications network consistindilbér-optic cables that run from
telecommunication provider’s broadband interconivegboints to cellular sites. Fiber to the celesservices allow for the delivery
of higher bandwidth services supporting mobile tetbgies than would otherwise generally be avadldbtough a more traditional
telecommunications networ

Fiber to the Node (FTTN. A type of telecommunications network that combifiber-optic cables (which run from
telecommunication provider’s central office to agde location within a particular neighborhood eographic area) and traditional
copper wires (which run from this location to inidival residences and businesses within the neiglolooror geographic area).
Fiber to the node allows for the delivery of highpeed broadband services than would otherwiserggnbe available through a
more traditional telecommunications network madeipnly copper wires

Frame Relay. A high-speed data switching technology used primarilywterconnect multiple local network
Hosting Service. The providing of space, power, bandwidth and rgadaservices in data cente

Incumbent Local Exchange Carrier (ILE'. A traditional telecommunications provider, sushoarr subsidiary, Qwest Corporatit
that, prior to the Telecommunications Act of 198&d the exclusive right and responsibility for pdirwg local telecommunications
services in its local service art

Integrated Services Digital Network (ISD. A telecommunications standard that uses digigaigmission technology to support
voice, video and data communications applicatiores cegular telephone line

Internet Protocol (IP.. Those protocols that facilitate transferring imfiation in packets of data and that enable eackepat a
transmission to “tell” the data switches it encaustwhere it is headed and enables the computeraadnend to confirm that
message has been accurately transmitted and rec
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* Managed Service:Customized, turnkey solutions for integrated diternet and voice services offered to our busimezkets
customers. These services include a diverse contidrinaf emerging technology products and servisash as VoIP, Ethernet,
MPLS, hosting services and advanced voice servitet as web conferencing and call center solutidiost of these services can
be performed from outside our customers’ intermdvorks, with an emphasis on integrating and gentif Internet security for
applications and conter

» Multi-Protocol Label Switching (MPLS)A standards-approved data networking technolbgyit a substitute for existing frame
relay and ATM networks and that can deliver thelityaf service required to support real-time voard video, as well as service
level agreements that guarantee bandwidth. MPIldgpdoyed by many telecommunications providers angel enterprises for use
in their own national networks. We sell MPLS basedvices primarily to our business customers undeQwest iQ Networking
trademark

» Private Line. Direct circuit or channel specifically dedicateda customer for the purpose of directly conngctimo or more sites.
Private line offers a hi¢-speed, secure solution for frequent transmissidargé amounts of data between si

» Public Switched Telephone Network (PS'. The worldwide voice telephone network that isessible to every person witt
telephone equipped with a dial tol

* Unbundled Network Elements (UNE®iscrete elements of our network that are solidased to competitive telecommunications
providers and that may be combined to provide the#il telecommunications servici

» Universal Service Funds (USFJederal and state funds established to prometawailability of telecommunications services to al
consumers at reasonable and affordable rates, aaibagthings. As a telecommunications provideraneoften required to
contribute to these fund

» Virtual Private Network (VPN. A private network that operates securely withjpualic network (such as the Internet) by mear
encrypting transmission

* Voice over Internet Protocol (VolR)An application that provides real-time, two-wayice communication similar to our traditional
voice services that originates in the Internetgeot over a broadband connection and often termian the PSTM

* Wide Area Network (WANA communications network that covers a wide gedgiaprea, such as a state or country. A WAN
typically extends a local area network outsidelthitding, over telephone common carrier lines ik io other local area networks
in remote locations, such as branch offices -home workers and telecommute
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Unless the context requires otherwise, referencédkis report to “Qwest,” “we,” “us,” the “Company” and “our” refer to Qwest
Communications International Inc. and its consot@thsubsidiaries, and references in this repoftQ€Il” refer to Qwest Communications
International Inc. on an unconsolidated, st-alone basis.

PART |

ITEM 1. BUSINESS

We offer data, Internet, video and voice servicationwide and globally. We operate the majorityuof business in the 14-state region of
Arizona, Colorado, Idaho, lowa, Minnesota, Montaxabraska, New Mexico, North Dakota, Oregon, Sd4kota, Utah, Washington and
Wyoming. We refer to this region as our local segvarea.

We were incorporated under the laws of the Sta@eddiware in 1997. Our principal executive offiees located at 1801 California
Street, Denver, Colorado 80202, and our telephomeber is (303) 992-1400.

For a discussion of certain risks applicable tolmusiness, financial condition and results of opi@na, see “Risk Factors” in Item 1A of
this report. The financial information in this seatshould be read in conjunction with, and is il by reference to, our consolidated
financial statements and notes thereto in ltemd“&anagement’s Discussion and Analysis of FinanCiandition and Results of Operations”
in Item 7 of this report.

Financial and Operational Highlights
The table below provides a summary of some of mamtial highlights.

Years Ended December 31
2009 2008 2007
(Dollars in millions, except per
share amounts)

Operating results

Operating revenu $12,317  $13,47F  $13,77¢
Operating expenst 10,33¢ 11,37¢ 12,02:
Income before income tax 90¢ 1,051 62(C
Net income 662 652 2,89(
Earnings per common sha

Basic $ 0.3¢ $ 0.3¢ $ 1.57

Diluted $ 0.3¢ $ 0.37 $ 1.5C

Cash flow data
Cash provided by operating activiti $3307 $2931 $ 3,02¢
Expenditures for property, plant and equipment capltalized softwar 1,40¢ 1,77 1,66¢
Dividends paic 551 55€ —
December 31,
2009 2008

(Dollars in millions)
Balance sheet dat

Cash and cash equivalel $ 2,40¢ $ 56¢
Total debi® 14,20( 13,55¢
Working capital defici® (483) (883)
Total stockholder deficit (2,179 (2,386
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(1) Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidated balance sheets.
total obligations, see “Management’s Discussion Andlysis of Financial Condition and Results of @piens—Future Contractual
Obligation¢” in Item 7 of this report

(2) Working capital deficit is the amount by which aurrrent liabilities exceed our current ass

The table below presents some of our operationsicse

December 31,
2009 2008 2007
(in thousands)

Operational metrics

Total broadband subscribe 2,974 2,84 2,617
Total video subscribel 88( 79€ 64¢
Total wireless subscribe 85( 717 824
Total access line® 10,26¢ 11,56t 12,78¢

(1) Access lines include approximately 403,000, 485 &0 518,000 of affiliate access lines as of Deagrgh, 2009, 2008 and 20(
respectively

Operations

We operate our business through the following tlsements: business markets, mass markets andsateolaarkets. We group our
products and services among three major categamigading:

» strategic services, which include primarily privéites, broadband, Qwest iQ Networki®, hosting, video, voice over Intern
Protocol, or VoIP, and Verizon Wireless servic

» legacy services, which include primarily local, ¢-distance, access, traditional wide area networkyAN, and integrated servici
digital network, or ISDN, services; a

» data integration
We also sold Qwest-branded wireless services Gutibber 31, 2009, and included those servicesfasrth major category for 2009 and

prior years. You can find more detailed informatédout our segments and major product and seraiegories below under the heading
“Products, Services and Customers.”
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Our revenue by segment, including a breakdown ofexenue by major product and service categorgs iollows:

Years Ended December 31 % of Operating Revenue
2009 2008 2007 2009 2008 2007
(Dollars in millions)

Operating revenue by catego
Business market:

Strategic service $ 1594 $141¢ $ 1,18¢ 13% 10% 9%

Legacy service 1,94- 2,10¢ 2,24¢ _16%  _16%  _16%

Total strategic and legacy servic 3,53¢ 3,52¢ 3,43¢ 2% 26% 25%

Data integratior 557 571 47¢ 4% 4% 3%

Total business markets rever 4,097 4,09¢ 391z 33%  30%  28%

Mass markets

Strategic service $139¢ $133 $ 1,15 11% 10% 8%

Legacy service 3,50¢ 3,94¢ 4294 2% 2% _31%

Total strategic and legacy servic 4,907 5,281 5,44¢ 4C% 3% 39%

Qwes-branded wireless servic® 11z 45¢ 53¢ 1% 4% @ 4%

Total mass markets reven 5,01¢ 5,74( 597¢ 41% = 43% @ 43%
Wholesale market:

Strategic service $ 1222 $1227 $ 1,19¢ 10% 9% 9%

Legacy service 1,621 2,04+ 2,31 13%  _18% @ 17%

Total wholesale markets reven 2,84: 3,271 3,50¢  23% @ 24% @ 26%

Total segment revent 11,95¢ 13,11( 13,40( 97% 97% 97%

Other revenue (primarily USF surcharg 35€ 36E 37€ 3% _ 3% _ 3%

Total operating revent $12,31. $13,47¢ $13,77¢  10(%  10(%  10C%

(1) As noted above, we stopped selling Qwest-brandeeless services on October 31, 2009. The dserigaQwest-branded wireless
services revenue in 2009 as compared to 2008 vimsully due to our transition to selling Verizon Wfliess services. We categorize net
revenue from Verizon Wireless services as strategicices revenu

Substantially all of our revenue comes from custenh&cated in the United States, and substantlllgf our longlived assets are locat
in the United States.

For additional financial information about our seggits including total segment income for each ofsmgments, see Note 16—Segment
Information to our consolidated financial statensentitem 8 of this report. We do not allocate assets among our segments and therefore dc

not report total assets by segment.

Products, Services and Customers

Our products and services include a variety of datarnet and voice services. Through our stratpgrtnerships with DIRECTV and
Verizon Wireless, we also offer satellite digitalevision and wireless services to customers inanal service area. As noted above, we
operate our business through three segments: Isssinarkets, mass markets and wholesale marketgraMp our products and services
among three major categories: strategic servieggcly services and data integration. Revenue frarstoategic services represented 34% of
our total revenue for the year ended December®19,2and these services are our fastest growingsai revenue. We also sold Qwest-
branded wireless services until October 31, 20@Piacluded those services as a fourth major cayefpor2009 and prior years.

3
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We offer our business markets and mass marketsrogss the ability to bundle together several prétslaad services. For example, we
offer our mass markets customers integrated arichitetl local and long-distance services. Theseotnsts can also bundle two or more
services such as broadband, video, voice and \fekitioeless servicesWe believe these customers value the convenien@ndfprice
discounts associated with, receiving multiple ssgsithrough a single company.

Most of our products and services are providedgusimm telecommunications network, which consistga€e and data switches, copper
cables, fiber-optic broadband cables and othempagemt. The majority of our network is located irr tacal service area. Within our local
service area, our network serves approximately a0ll®>n access lines in 14 states and forms ai@ouf the public switched telephone
network, or PSTN.

Business Market:

Our business markets customers include enterpnidgavernment customers. Enterprise customersstarfdpcal, national and global
businesses.

Described below are the key products and serviwsie sell to our business markets customers.alVéhgese products and services
through direct sales, partnership relationshipsaar@hgements with third-party sales agents.

Strategic Services

Our business markets customers use our strategicegto access the Internet and Intetveeted services, as well as to connect to pi
networks and to conduct internal and external ttatessmissions such as transferring files from agation to another. We also provide value-
added services and integrated solutions that makerinications more secure, reliable and efficienblur business markets customers. These
services include primarily private line, Qwest i@tiNorking® , hosting, broadband and VolP servicas. ®arketing and sales efforts with
respect to business markets customers increadimglg on these growth services.

Private line. Our business markets customers use private $imedirect circuit or channel specifically dedicater the purpose of
directly connecting two or more sites. Private laffers a high-speed, secure solution for freqamsmission of large amounts of data
between sites.

Qwest iQ Networking . Qwest iQ Networkin@ is a Multi-Protocol Label Sehing, or MPLS,-based service. MPLS is standards-
approved data networking technology, compatiblé@itisting asynchronous transfer mode, or ATM, frathe relay networks that can deli
the quality of service required to support realetimoice and video, as well as service level agre¢sitbat guarantee bandwidth. MPLS is
deployed by many telecommunications providers angel businesses for use in their own national ndgsvd his technology allows network
operators a great deal of flexibility to divert amdite traffic around link failures, congestion dradtlenecks.

Hosting. Hosting includes providing space, power, bandwattd managed services in data centers. We alspaffariety of server and
application management, back-up, disaster recoesry professional web design services. We curreqtiyrate 16 hosting centers, or
CyberCenters™ | in 12 metropolitan areas.

Broadband. We offer our business markets customers broadbarices that allow customers to connect to tkermet through their
existing telephone lines and fiber-optic cablekigher speeds than dial-up access. Substantibf alr broadband customers are located
within our local service area.

VoIP . Our business markets customers use VolP, aireal-two-way voice communication service (similaour traditional voice
services) that originates in the Internet protan@r a broadband connection and often terminateahe@RSTN.

4
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Legacy Services

Our business markets legacy services include ltmad-distance, traditional WAN services (includiagM, frame relay, dedicated
Internet access, or DIA, and virtual private neteyar VPN) and ISDN services. We originate, tramspad terminate local services within our
local service area. Local services consist primarflbasic local exchange and switching servicesg-distance services include domestic and
international long-distance services and toll Beevices. Our international long-distance servionekide voice calls that either terminate or
originate with our customers in the United States.

Data Integration

We also provide data integration to our busineskets customers. Data integration involves the shtelecommunications equipment
located on customers’ premises and related prafieakservices. These services include network nemagt, installation and maintenance of
data equipment and building of proprietary fibetioproadband networks for our governmental an@mobiusiness customers.

Mass Markets
Our mass markets customers include consumers aaltilmmsinesses.

Described below are the key products and serviw#sae sell to our mass markets customers. Wehsede products and services using a
variety of channels, including our sales and catiters, our website, telemarketing and retail stared kiosks.

Strategic Services

Our mass markets customers generally use ourgitatervices to access the Internet, Internet-basedces and video services. These
strategic services include primarily broadbandewidnd Verizon Wireless services. Our marketingsates efforts with respect to our mass
markets customers increasingly focus on these greenvices.

Broadband. Our broadband services allow customers to cortoetie Internet through their existing telephaned and fibeeptic cable
at higher speeds than dial-up access. Substaraialty our broadband customers are located withinlocal service area.

Video. Our video services include primarily satellitgitil television. These services are offered utaglearrangement with DIRECTV
that allows us to market, sell and bill for its\sees under its brand name.

Verizon Wireless service®©ur wireless services are offered under an aeaegt with Verizon Wireless that allows us to méarkell,
and bill for its services under its brand namemprrily to customers who buy these services asgbatundle with one or more of our other
products and services. We began selling thesecgsrin the third quarter of 2008 under a five-yagreement entered into in April 2008.

Legacy Services

We offer our mass markets customers legacy servicesisting primarily of local and long-distan@\dces. We originate, transport and
terminate local services within our local serviceaa Local services consist of primarily basic leoechange and switching services. We also
provide enhanced features with our local exchaegéces, such as caller ID, call waiting, call retu3-way calling, call forwarding and voice
mail.

Wholesale Markets

Our wholesale markets customers are other teleconuations carriers and resellers that purchase@mducts and services in large
guantities to sell to their customers or that pasghour access services that allow them to comimeictcustomers and their networks to our
network.
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Described below are the key products and serviwsie sell to our wholesale markets customerss#lighese products and services
through direct sales, partnership relationshipsaar@hgements with third-party sales agents.

Strategic Services

Nearly all of the strategic services revenue weegate from wholesale markets customers is fromageiline services. Our wholesale
customers use our private line services to contheat customers and their networks to our netw@vk. also provide private line services to
wireless service providers that use our fiber-optirvices to support their next generation wirerestgvorks.

Legacy Services

Our wholesale markets legacy services include istance, access, local and traditional WAN seszit®cal services include primarily
unbundled network elements, or UNEs, which allowwholesale customers to use our network or a coatisin of our network and their own
networks to provide voice and data services ta tiegtomers. Our local services also include ndiwr@ansport, billing services and access to
our network by other telecommunications providers wireless carriers. These services allow otHecéenmunications companies to provide
telecommunications services that originate or teat@ on our network. Long-distance services inchlmi@estic and international long-distance
services.

Access services include fees that we charge ta tdlecommunications providers to connect theitamuers and their networks to our
network so that they can provide long-distancengpart, data, wireless and Internet services.

Other

We also generate other operating revenue from W&tharges and the leasing and subleasing of spam# ioffice buildings, warehous
and other properties. We centrally manage thisme@eand consequently it is not assigned to ampothree segments described above. The
majority of our real estate properties are locéteolr local service area.

Importance, Duration and Effect of Patents, Trademaks and Copyrights

Either directly or through our subsidiaries, we acwvrhave licenses to various patents, trademaidde thames, copyrights and other
intellectual property necessary to conduct ourteess. We believe it is unlikely that we could lasg intellectual property rights that are
material to our business.

Competition

We compete in a rapidly evolving and highly comipeti market, and we expect intense competitiorotttioue. Regulatory
developments and technological advances have seteapportunities for alternative communicationsise providers, which in turn have
increased competitive pressures on our businegseTélternate providers often face fewer regulatan have lower cost structures than we
do. In addition, the telecommunications industrg bBaperienced some consolidation and several of@upetitors have consolidated with
other telecommunications providers. The resultiogsolidated companies are generally larger, hawe fireancial and business resources and
have greater geographical reach than we do.

Business Market:

As discussed below, competition for many of ouriheiss markets services is based in part on buradfedngs. We believe business
markets customers value the convenience of, ad discounts associated with, receiving multipteises through a single company. As st
we continue to focus on expanding and improvingkaurdled offerings.

6
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Strategic Services

In providing strategic services to our businesskeigrcustomers, we compete primarily with natiagaldcommunications providers, such
as AT&T Inc. and Verizon Communications Inc. Weoadt®mpete with smaller telecommunications providergional providers and wireless
providers, as well as large integrators that previdstomers with data services thereby takingitraff of our network.

Competition for business markets strategic seniedsiven by price and bundled offerings. Priiiie and Qwest iQ Networking
services also compete on network reach and ratigbithile hosting, broadband and VolP services alsmpete on bandwidth and quality.

Legacy Services

Although our status as an incumbent local exchaageer, or ILEC, continues to provide us some atlges in providing local services
in our local service area, we continue to faceifigant competition in this market. In providingdal services, we compete primarily with
competitive local exchange carriers, or CLECs, e petition is based primarily on price and bundiéfdrings. We also face competition
from wireless providers, resellers and sales agamthiding ourselves) and from broadband serviowiglers, including cable companies, as a
result of product substitution.

In providing long-distance services to our businasskets customers, we compete primarily with metidelecommunications providers,
such as AT&T Inc. and Verizon Communications Inbe3e competitors often have significant name reitiogrin the national long-distance
markets and also have substantial financial arftht@ogical resources that allow them to competeenaffiectively against us. In addition, as
some national telecommunications providers haveadatated to form larger companies, their namegaitmn and financial and technologir
resources have increased. We also increasingly emyith wireless providers and broadband serviogigers, including cable companies
VolIP providers. Competition in the long-distancerked is based primarily on price and product buddiéerings.

Some of our competitors are subject to fewer reguia than we are, which affords them competitisreamtages against us. Under fed
regulations, telecommunication providers are abli@terconnect their networks with ours, resell senvices or lease separate parts of our
network in order to provide competitive servicesn@rally, we have been required to provide thesetions and services at wholesale rates,
which allows our competitors to sell their servieg$ower prices. However, these rules have bedrcantinue to be reviewed by state and
federal regulators. For additional discussion gltations affecting our business, see “Regulatlmelbw. In addition, wireless and broadband
service providers generally are subject to lessoaregulation, which may allow them to operate Mdtiver costs than we are able to operate.

In providing other legacy services, such as tradiél WAN services and ISDN, we compete primarilyjhwiational telecommunications
providers and cable companies. Competition fordtwher legacy services is based primarily on piwe bundled offerings.

Data Integration

In providing data integration to our business megkeistomers, we compete primarily with large inggrs, equipment providers and
national telecommunication providers. Competitistased on package offerings, and as such we focpsoviding these customers
individualized and customizable packages. We pesimme of our data integration through packagedsnblde other strategic and legacy
services. As such, in providing data integrationoften face many of the same competitive pressasasge face in providing strategic and
legacy services, as discussed above.
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Mass Markets

As discussed below, competition for many of our smasirkets services is based in part on bundledindf® We believe mass markets
customers value the convenience of, and price digsassociated with, receiving multiple servidesugh a single company. As such, we
continue to focus on expanding and improving ourdbed offerings.

Strategic Services

In providing broadband services to our mass madegtomers, we compete primarily with cable comgamind other broadband service
providers. Competition is based on price, bandwidétwork reach, service, promotions and bundléeriofgs. In reselling DIRECTV video
services, we compete primarily with cable companies

Competition is based on price, content, qualitpnpotions and bundled offerings. Many of our contpetifor these strategic services are
not subject to the same regulatory requirementgeaare, and therefore they are able to avoid saamif regulatory costs and obligations.

The market for wireless services is highly competitin reselling Verizon Wireless services, we pate with national and regional
carriers, as well as other sales agents and reséllee market and sell wireless services to custembo are buying these services as part of a
bundle with one or more of our other services. Cetitipn is based on coverage area, price, servieafyres, handsets, technical quality and
customer service.

Legacy Services

Although our status as an ILEC continues to provisisome advantages in providing local serviceslirlocal service area, we
increasingly face significant competition in thisurket. An increasing number of consumers are wiltmsubstitute cable and wireless for
traditional voice telecommunications services. Tias led to an increase in the number and typerapetitors within our industry and a
decrease in our market share. As a result of fllidyzt substitution, we face greater competitioprioviding local and long-distance services
from wireless providers, resellers and sales agémthiding ourselves) and from broadband serviowigers, including cable companies. We
also continue to compete with traditional telecominations providers, such as national carriers |lemaegional providers, CLECs and
independent telephone companies.

Competition for mass markets customers is baseadgpiiy on pricing, packaging of services and feasyiquality of service and meeting
customer care needs. In addition, we and our cdtopetontinue to develop and deploy more innovapivoduct bundling, enhanced features
and combined billing options in an effort to retaimd gain customers. While we rely on resellerabesagency arrangements to provide some
of our bundled services, some of our competitoesadie to provide all of their bundled serviceedily, which may provide them a competit
advantage. We believe our mass markets customkrs thee convenience of, and price discounts assatigith, receiving multiple services
through a single company.

Similar to the competitive market for business retslcustomers, many of our competitors for mas&etsicustomers are subject to
fewer regulations than we are and are therefomrddfl competitive advantages against us, as desdw@mve.

Wholesale Markets
Strategic Services

In providing private line services to our wholesalarkets customers, we compete primarily with metidelecommunications providers,
such as AT&T Inc. and Verizon Communications Inddiionally we are experiencing increased compuatifor private line services from
cable companies. A small number of our wholesalgkata customers are important contributors to $higment’s revenue.

8



Table of Contents

Competition for private line services is based jariily on price, as well as network reach, bandwidtality, reliability and customer
service. Although we are experiencing intense cditipe in this market, we believe we are favorapbsitioned due to our strong presence in
our local service area.

Legacy Services

The market for wholesale legacy services is higlmpetitive. In providing long-distance service®to wholesale customers, we
compete primarily with national telecommunicatigmeviders. Competition in the wholesale long-disemarket is based primarily on price;
however customer service, quality and reliabilin@lso be influencing factors. Our resale and dN&omers are experiencing the same
competition with CLECs for local services customassve are, as discussed in mass markets and ssisiraekets above. We also compete
with some of our own wholesale markets customeasabe deploying their own networks to provide oosrs with local services. By doing
these competitors take traffic off of our network.

We provide access services to other telecommuaitaproviders to connect their customers and tieiworks to our network so that
they can provide long-distance, transport, dateeless and Internet services. We face significantpetition for access services from CLECS,
cable companies, resellers and wireless serviogdas. Our access service customers face comygefitessures in their businesses that are
similar to those we face with respect to stratemid legacy services. To the extent that these ctitimpepressures result in decreased demand
for their services, demand for our access senat®Esdeclines.

Regulation

We are subject to significant regulation by thedratlCommunications Commission, or FCC, which retgd interstate communications,
and state utility commissions, which regulate istiaée communications. These agencies issue rufstect consumers and promote
competition; they set the rates that telecommuitinatompanies charge each other for exchanginfigrahd they have established funds
(called universal service funds) to support pranisdf services to high-cost areas. In most stédes| voice service, switched and special
access services, and interconnection servicesubjecs to price regulation, although the extentegfulation varies by type of service and
geographic region. In addition, we are requirethtontain licenses with the FCC and with utility cmissions in most states. Laws and
regulations in many states restrict the mannerhithva licensed entity can interact with affiligteansfer assets, issue debt and engage in
business activities, and many mergers and acapisitiequire approval by the FCC and some state éssions.

In this section, we describe potentially signifiteggulatory changes that we face, including: statemission review of the rates we
charge for local telephone service and FCC propdsaleform universal service funds, change thesrearriers charge each other for
exchanging traffic, and change the rates we cargelfar special access services.

Interconnection

In our local service area, we are required by lamterconnect with other telecommunications prevédand to allow competing local
exchange carriers to resell our services and ustollities as unbundled network elements. Statarissions periodically conduct
proceedings to change the rates we are alloweldage for these services, and those proceedingsesatt in changes to our wholesale
markets revenue. The FCC and state commissioralsoreonsidering designating additional geographéas where we would be allowed to
charge higher, market-based rates for these service

Intercarrier Compensation and Access Pricir

The FCC has initiated a number of proceedingsdbald affect the rates and charges for servicdsathasell to or purchase from other
carriers and for traffic that we exchange with otterriers. The FCC has been considering compréreereform of these charges, known as
“intercarrier compensation,” in a proceeding that
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could result in fundamental changes in the changesollect from and pay to other carriers. Thisgeexing may not be completed for some
time. State commissions also periodically open @edings to change the rates that we or other tagalkers charge to terminate and originate
intrastate calls. The FCC, state commissions aabelré courts are also reviewing intercarrier conspginn issues relating to IP services,
including whether we should pay intercarrier congagion to carriers for traffic bound for Internetwce providers that cross local exchange
boundaries (known as “VNXX traffic”) and whether Nfoproviders must pay carrier access charges.08,20e received approximately
$400 million in switched access revenue (whichudek a significant amount of related services nbjest to these proceedings), and we pi
greater amount to other carriers for switched axcces

The FCC also has an open proceeding to examinéhetigttes should be reduced for high-capacityifesithat local exchange carriers,
like Qwest, sell to other companies. Some partéagproposed changes to the FCC'’s rules that wsigidficantly reduce our revenues from
these facilities. This proceeding remains pendiefpie the FCC. In 2009, we received approximatély illion for interstate special access
services (excluding digital subscriber line), bat all of that revenue is at issue in the FCC'sideaccess proceeding. Most proposals
submitted in the proceeding would impact only lowapacity services and not higher-capacity fibeseloeservices, and many proposals would
impact services only in geographic areas wher&@@ has granted us pricing flexibility. If the F@Bes mandate lower prices, we will ben
from lower prices for the special access servicepurchase from other carriers, which totaled $58Bon in 2009.

Regulatory proceedings are pending in numerousdiations regarding rural local exchange carriees have inflated the demand for
their terminating services by entering into arrangats with companies providing free calling sersid&'e have disputed and withheld payn
on the charges billed by many of these rural cerrithe FCC released an order in November 2008g i our favor that a rural provider’s
interstate switched access tariffs did not applghie traffic. In another case brought by us agaseseral rural carriers, the lowa Utilities Board
issued an order in our favor in September 2009guthat the rural carriers’ intrastate switchedessdariffs did not apply to this traffic. Other
proceedings addressing these matters are pendioigtibe FCC, the Minnesota state commission aderé courts.

Universal Service

The FCC maintains a number of universal servicgnams that are intended to ensure affordable telepkervice for all Americans,
including low-income consumers and those livingural areas that are costly to serve, and enswesad¢o advanced telecommunications
services for schools, libraries and rural healtte gaoviders. These programs, which totaled ovebiién annually in recent years, are funded
through contributions by interstate telecommunaadicarriers, which are generally passed througieto end-users. The FCC is actively
considering a new contribution methodology, whi€ladopted, could significantly increase our unsadrservice contributions. While we wo
have the right to pass these charges on to ouoroess, the additional charges could affect the daehfiar certain telecommunications services.

In 2009, we received approximately $66 million @léral universal service high-cost subsidies. TDE 5 actively considering changes
in the structure and distribution methodology efuniversal service programs. Additionally, in 200t Tenth Circuit Court of Appeals
remanded the FCC's universal service high cossrigefailure to comply with federal law, and thEE€ has an open proceeding to consider
how to comply with the order. The FCC is also cdaghng whether to reconfigure itsiversal service funds to support broadband sesvithe
resolution of these proceedings ultimately couféctfthe amount of universal service support weixex

In 2009, we received approximately $87 million iats universal service high-cost subsidies. Statensissions and legislatures may
review and alter their respective state universalise programs, and, as a result, our distribgtioay be affected.
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Network Neutrality

In October 2009, the FCC initiated a proceedingaiesider adopting network neutrality rules applieab providers of broadband
Internet access services. In general, network alytrefers to government policies designed tegaérd and promote an open Internet.
Among other things, network neutrality rules coaftect our ability to charge for enhanced or ptieeid broadband Internet access services.
This proceeding remains pending before the FCC.

Employees
December 31 Increase/(Decrease % Change
2009 \ 2008 \
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
Management employe: 14,58. 15,79: 16,17! (1,21)) (379) (8)% (2)%
Occupational employe 15,557 17,14t 20,67: (1,58f) (3,527) (9% (17)%
Total employee 30,13t 32,937 36,84: (2,799 (3,906 (8)% (11)%

Our occupational employees are covered by collediargaining agreements with the Communicationskéferof America, or CWA,
and the International Brotherhood of Electrical Wés, or IBEW. Our current four-year agreement$hie CWA and IBEW expire on
October 6, 2012. See the discussion of risks rgdb our labor relations in “Risk Factors—Otheski Relating to Qwest” in Item 1A of this
report.

Website Access and Important Investor Information

Our website addresswsvw.qwest.comand we routinely post important investor inforioatin the “Investor Relations” section of our
website atnvestor.qwest.comThe information contained on, or that may be ased through, our website is not part of this ahregort. You
may obtain free electronic copies of our annuabrespon Form 10-K, quarterly reports on Form 10e@yent reports on Form 8-K and all
amendments to those reports in the “Investor Relatisection of our website under the heading “$Hifigs.” These reports are available on
our website as soon as reasonably practicableaf&lectronically file them with the Securitiesddixchange Commission, or SEC.

We have adopted written codes of conduct that seswbe code of ethics applicable to our direcwificers and employees, including
principal executive officer and senior financialioérs, in accordance with Section 406 of the SaekeOxley Act of 2002, the rules of the SEC
promulgated thereunder and the New York Stock Exghaules. In the event that we make any changes fwovide any waivers from, the
provisions of our code of conduct applicable to principal executive officer and senior financifficers, we intend to disclose these event:
our website or in a report on Form 8-K within fdausiness days of such event.

These codes of conduct, as well as copies of odelines on significant governance issues and tiagters of our audit committee,
compensation and human resources committee anchating and governance committee, are availabledérf€orporate Governance” section
of our website ainvestor.qwest.com/corporate-governarcen print to any stockholder who requests thenséxyding a written request to our
Corporate Secretary at Qwest Communications Intiemmel Inc., 1801 California Street, Denver, Coltna80202.

Special Note Regarding Forward-Looking Statements

This Form 10-K contains or incorporates by refeeefucward-looking statements about our financialdition, operating results and
business. These statements include, among others:

» statements concerning the benefits that we expdlatesult from our business activities and certaamsactions we have completed,
such as increased revenue, decreased expensegatetieexpenses and expenditures;
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» statements of our expectations, beliefs, futuraplnd strategies, anticipated developments aredl othtters that are not historic
facts.

These statements may be made expressly in thisydodwr may be incorporated by reference to otheuchents we have filed or will
file with the SEC. You can find many of these staats by looking for words such as “may,” “woulticbuld,” “should,” “plan,” “believes,”
“expects,” “anticipates,” “estimates,” or similaxg@essions used in this document or in documeitsrporated by reference in this document.

These forward-looking statements are subject toarans assumptions, risks and uncertainties thataaage our actual results to be
materially different from any future results expmed or implied by us in those statements. Sombesiet risks are described in “Risk Factans”
Item 1A of this report.

These risk factors should be considered in conmeetith any written or oral forward-looking statemi® that we or persons acting on our
behalf may issue. Given these uncertainties, wearainvestors not to unduly rely on our forwdabking statements. We do not undertake
obligation to review or confirm analysts’ expeatats or estimates or to release publicly any remsito any forward-looking statements to
reflect events or circumstances after the dathiefdocument or to reflect the occurrence of urgrdied events. Further, the information about
our intentions contained in this document is aestent of our intentions as of the date of this doeat and is based upon, among other things,
the existing regulatory environment, industry caiodis, market conditions and prices, the econongeimeral and our assumptions as of such
date. We may change our intentions, at any timevdtitbut notice, based upon any changes in sudbrgadn our assumptions or otherwise.
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ITEM 1A. RISK FACTORS
Risks Affecting Our Business

Increasing competition, including product substitioh, continues to cause access line losses, whiabk adversely affected and cot
continue to adversely affect our operating resuttisd financial condition.

We compete in a rapidly evolving and highly comipeti market, and we expect competition to contitaimtensify. We are facing
greater competition from cable companies, wirefgssiders, resellers and sales agents (includimgetves) and facilities-based providers
using their own networks as well as those leasargspf our network. In addition, regulatory deyeients over the past several years have
generally increased competitive pressures on osinbss. Due to some of these and other factorspminue to lose access lines.

We are continually evaluating our responses toetlsesnpetitive pressures. Some of our more recepbreses are expanded broadband
capabilities and strategic partnerships. We alstaie focused on customer service and providingoensts with simple and integrated
solutions, including, among other things, produatdies and packages. However, we may not be sdotesthese efforts. We may not be
able to distinguish our offerings and service Ievfedbm those of our competitors, and we may natumessful in integrating our product
offerings, especially products for which we actagseller or sales agent such as wireless and gel@ices. If these initiatives are
unsuccessful or insufficient, we are otherwise lméd sufficiently stem or offset our continuingcass line losses and our revenue declines
significantly without corresponding cost reductiptiés would adversely affect our operating resaitd financial condition, as well as our
ability to service debt, pay other obligations amthance shareholder returns.

Unfavorable general economic conditions in the Uadt States could negatively impact our operatingules and financial condition.

Unfavorable general economic conditions, includimg unstable economy and the current credit mam@tonment, could negatively
affect our business. While it is often difficultrfos to predict the impact of general economic @@ts on our business, these conditions could
adversely affect the affordability of and consurdemand for some of our products and services anld cause customers to shift to lower
priced products and services or to delay or fongelpases of our products and services. One or ofdlese circumstances could cause our
revenue to decline. Also, our customers may natlide to obtain adequate access to credit, whicldaftect their ability to make timely
payments to us. If that were to occur, we coulddagiired to increase our allowance for doubtfulbads, and the number of days outstanding
for our accounts receivable could increase. Intamdias discussed below under the heading “RidkscAng our Liquidity,” due to the
unstable economy and the current credit marketenwient, we may not be able to refinance matureig dt terms that are as favorable as
those from which we previously benefited, at tethat are acceptable to us or at all. For thes@rsagmong others, if the current economic
conditions persist or decline, this could adversdfgct our operating results and financial comdifias well as our ability to service debt, pay
other obligations and enhance shareholder returns.

Consolidation among participants in the telecommgations industry may allow our competitors to conipenore effectively against us,
which could adversely affect our operating resuétad financial condition.

The telecommunications industry has experiencecesmnsolidation, and several of our competitorsel@onsolidated with other
telecommunications providers. This consolidatiossutes in competitors that are larger and bettearfaed and affords our competitors increased
resources and greater geographical reach, therelhlieg those competitors to compete more effelstimgainst us. We have experienced and
expect further increased pressures as a resuitsofonsolidation and in turn have been and matimmoa to be forced to respond with lower
profit margin product offerings and pricing plansain effort to retain and attract customers. Tipesssures could adversely affect our oper:
results and financial condition, as well as outighio service debt, pay other obligations andarde shareholder returns.
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Rapid changes in technology and markets could regusubstantial expenditure of financial and otheesources in excess of contempla
levels, and any inability to respond to those chasgould reduce our market share and adversely &ffeur operating results and financial
condition.

The telecommunications industry is experiencingigicant technological changes, and our abilitgxecute our business plans and
compete depends upon our ability to develop antbgilepew products and services. The developmentaptbyment of new products and
services could also require substantial expenditifmancial and other resources in excess ofaoptated levels. If we are not able to dew:
new products and services to keep pace with teoliwal advances, or if those products and sendoesiot widely accepted by customers, our
ability to compete could be adversely affected amdmarket share could decline. Any inability teegeup with changes in technology and
markets could also adversely affect our operat@sylts and financial condition, as well as ourigbib service debt, pay other obligations and
enhance shareholder returns.

Our reseller and sales agency arrangements exposéowa number of risks, one or more of which maywadsely affect our business and
operating results.

We rely on reseller and sales agency arrangematitother companies to provide some of the servicaswe sell to our customers,
including video services and wireless productsserdices. If we fail to extend or renegotiate thesangements as they expire from time to
time or if these other companies fail to fulfilleiih contractual obligations to us or our customesxs may have difficulty finding alternative
arrangements and our customers may experiencepti@ra to their services. In addition, as a res@ltesales agent, we do not control the
availability, retail price, design, function, quglireliability, customer service or branding oésie products and services, nor do we directly
control all of the marketing and promotion of theseducts and services. To the extent that thdssr abmpanies make decisions that
negatively impact our ability to market and se#ittproducts and services, our business plans aald @nd our reputation could be negatively
impacted. If these reseller and sales agency araegts are unsuccessful due to one or more of tiedse our business and operating results
may be adversely affected.

Third parties may claim we infringe upon their intiectual property rights, and defending against the claims could adversely affect our
profit margins and our ability to conduct busines

From time to time, we receive notices from thirdtigs or are named in lawsuits filed by third pestclaiming we have infringed or are
infringing upon their intellectual property righta/e may receive similar notices or be involvedimikr lawsuits in the future. Responding to
these claims may require us to expend signifidam tnd money defending our use of affected tedwyyplmay require us to enter into
licensing agreements requiring royalty paymentsweawould not otherwise have to pay or may requ&¢o pay damages. If we are required
to take one or more of these actions, our profitgina may decline. In addition, in responding tes claims, we may be required to stop
selling or redesign one or more of our productsesvices, which could significantly and adversdfget the way we conduct business.

Risks Relating to Legal and Regulatory Matters

Any adverse outcome of the KPNQwest litigation abhilave a material adverse impact on our financiardition and operating results, o
the trading price of our debt and equity securitiaad on our ability to access the capital markets.

As described in “Legal Proceedings” in Item 3 aétteport, the KPNQwest matters present materidlsagnificant risks to us. In the
aggregate, the plaintiffs in the KPNQwest matteekdillions of dollars in damages. In additiore tutcome of one or more of these matters
could have a negative impact on the outcomes obtiier matters. We continue to defend against thegers vigorously and are currently
unable to provide any estimate as to the timintheir resolution.
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We can give no assurance as to the impacts oriraurcial results or financial condition that magiraktely result from these matters.
The ultimate outcomes of these matters are stilertain, and substantial settlements or judgmentiseése matters could have a significant
impact on us. The magnitude of such settlemenjisdyments resulting from these matters could matgrand adversely affect our financial
condition and ability to meet our debt obligatiopstentially impacting our credit ratings, our &lito access capital markets and our
compliance with debt covenants. In addition, thgnitade of any such settlements or judgments mageas to draw down significantly on
our cash balances, which might force us to obtdditmnal financing or explore other methods to@ate cash. Such methods could include
issuing additional securities or selling assets.

Further, there are other material proceedings penaljainst us as described in “Legal Proceedingifeim 3 of this report that,
depending on their outcome, may have a materiaaaveffect on our financial position. Thus, we ga® no assurances as to the impacts on
our operating results or financial condition agsult of these matters.

We operate in a highly regulated industry and akeetefore exposed to restrictions on our manner @i business and a variety of claims
relating to such regulation.

We are subject to significant regulation by the F@Bich regulates interstate communications, aatgasittility commissions, which
regulate intrastate communications. Generally, wstrobtain and maintain certificates of authorigni the FCC and regulatory bodies in v
states where we offer regulated services, and euwject to numerous, and often quite detaileglirements under federal, state and local
laws, rules and regulations. Accordingly, we carerdure that we are always in compliance withhedsé requirements at any single point in
time. The agencies responsible for the enforcemifetiitese laws, rules and regulations may initintpiiries or actions based on customer
complaints or on their own initiative. See addiabimformation about regulations affecting our Imgsis in “Business—Regulatioii Item 1 of
this report.

Regulation of the telecommunications industry iarging rapidly, and the regulatory environmentessubstantially from state to state.
A number of state legislatures and state utilitynodssions have adopted reduced or modified formegilation for retail services. These
changes also generally allow more flexibility fate changes and for new product introduction, aegl Enhance our ability to respond to
competition. Despite these regulatory changesbatantial portion of our local voice services ravememains subject to FCC and state utility
commission pricing regulation, which could exposdaiunanticipated price declines. For instanc@Qit0 the state utility commission in
Arizona may consider a price cap plan that will govthe rates that we charge in that state. TheiB@3o considering changing the rates that
carriers can charge each other for originatingyyir@g and terminating traffic and for local accéasilities. Also under review by the FCC and
state commissions are the intercarrier compensegsues arising from the delivery of traffic destinfor entities that offer conference and chat
line services for free (known in the industry asciss stimulation,” or “traffic pumping”), and g&ffic bound for Internet service providers
that cross local exchange boundaries (known as “X¥Npéffic”). The FCC and state commissions are &lsosidering changes to funds they
have established to subsidize service to high-#ests. Changes to how those funds are distribateld cesult in us receiving less in universal
service funding, and changes to how the funds @lteated could make some of our services less ctitiyge There can be no assurance that
future regulatory, judicial or legislative actieti will not have a material adverse effect on qarations, or that regulators or third parties will
not raise material issues with regard to our coammé or noncompliance with applicable regulations.

All of our operations are also subject to a var@tgnvironmental, safety, health and other govenmtal regulations. We monitor our
compliance with federal, state and local regulatigaverning the management, discharge and dispbblakzardous and environmentally
sensitive materials. Although we believe that weeinrcompliance with these regulations, our managendischarge or disposal of hazardous
and environmentally sensitive materials might expas to claims or actions that could have a matadigerse effect on our business, financial
condition and operating results.
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Risks Affecting Our Liquidity

Our high debt levels pose risks to our viabilitydmay make us more vulnerable to adverse economit @ompetitive conditions, as well as
other adverse developments.

We continue to carry significant debt. As of DecemB1, 2009, our consolidated debt was approxim&®d.2 billion. Approximately
$5.8 billion of our debt obligations comes due aber next three years. This amount includes $1266n of our 3.50% Convertible Senior
Notes due 2025 (referred to as our 3.50% Conver8ignior Notes), which we may elect to redeem yatiare on or after November 20, 20
and holders may require us to repurchase for castiowember 15, 2010. In addition, holders of the&&®% Convertible Senior Notes may ¢
elect to convert the principal of their notes in&sh during periods when specified, market-basadersion requirements are met. While we
currently believe we will have the financial restes to meet our obligations when they come duesameot fully anticipate the future
condition of our company, the credit markets orehenomy generally. We may have unexpected costiailities, and we may have limited
access to financing. In addition, we have $193iomlbf potential stock repurchases remaining umderpreviously disclosed stock repurchase
program, and it is the current expectation of ooafl of Directors that we will continue to pay aderly cash dividend. Cash used by us to
purchase our common stock or to pay dividendsnaitlbe available for other purposes, includingréayment of debt.

We may periodically need to obtain financing in@rtb meet our debt obligations as they come due.tD the unstable economy and
current credit market environment, we may not He &brefinance maturing debt at terms that arfaesrable as those from which we
previously benefited, at terms that are acceptabies or at all. We may also need to obtain aduidinancing or investigate other methods to
generate cash (such as further cost reductiorieesdle of assets) if revenue and cash providexpésations decline, if economic conditions
weaken, if competitive pressures increase, if hgloé the 3.50% Convertible Senior Notes electaiovert their notes because market-based
conversion provisions are met or require us tonagase their notes for cash on November 15, 201 are required to contribute a material
amount of cash to our pension plan, if we are reguio begin to pay other post-retirement bensigaificantly earlier than is anticipated, or if
we become subject to significant judgments oresettints in one or more of the matters discusseteagdl Proceedings” in Iltem 3 of this
report. We can give no assurance that this additifimancing will be available on terms that areegtable to us or at all. Also, we may be
impacted by factors relating to or affecting oguidity and capital resources due to perceptiaihénmarket, impacts on our credit ratings or
provisions in our financing agreements that mayrictour flexibility under certain conditions.

Our $1.035 billion revolving credit facility (refierd to as the Credit Facility), which is currenilydrawn, has a cross payment default
provision, and the Credit Facility and certain af other debt issues have cross acceleration poogisWhen present, these provisions could
have a wider impact on liquidity than might othesevarise from a default or acceleration of a sidglet instrument. Any such event could
adversely affect our ability to conduct businesaaress the capital markets and could adverselgidgtmqur credit ratings. In addition, the Cr
Facility contains various limitations, includingestriction on using any proceeds from the factiitypay settlements or judgments relating to
the legal matters discussed in “Legal Proceedingftem 3 of this report. See “Liquidity and CapiResources—Near-Term View” in ltem 7
of this report for additional information about tBeedit Facility.

Our high debt levels could adversely impact ouditnatings. Additionally, the degree to which wre éeveraged may have other
important limiting consequences, including thedaling:

» placing us at a competitive disadvantage as cordpaith our less leveraged competitc
* making us more vulnerable to downturns in generahemic conditions or in any of our busines:
« limiting our flexibility in planning for, or reaatig to, changes in our business and the industihioh we operate; ar

* impairing our ability to obtain additional finangjrin the future for working capital, capital expéodes or general corpora
purposes
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We may be unable to significantly reduce the sulbgial capital requirements or operating expensescessary to continue to operate our
business, which may in turn affect our operatingselts.

The industry in which we operate is capital inteasand we anticipate that our capital requiremeiitscontinue to be significant in the
coming years. Although we have reduced our opeyatipenses over the past few years, we may beeit@mhirther significantly reduce these
costs, even if revenue in some areas of our busisedecreasing. While we believe that our plarieed! of capital expenditures will meet both
our maintenance and our core growth requiremeritgygorward, this may not be the case if circumséunderlying our expectations char

Adverse changes in the value of assets or obligaiassociated with our employee benefit plans cawddatively impact our liquidity

We maintain a qualified pension plan, a non-quadifbension plan and post-retirement benefit plahs.funded status of these plans is
the difference between the value of all plan assetsbenefit obligations. The accounting unfundatlus of our pension plan was $790 million
at December 31, 2009. The process of calculatingfiteobligations is complex. Adverse changes teri@st rates or market conditions, among
other assumptions and factors, could cause a gignffincrease in our benefit obligations or a Bigant decrease in the value of plan assets.
With respect to our qualified pension plan, advetsanges could require us to contribute a matanadunt of cash to the plan or could
accelerate the timing of any required cash paym#véswill not be required to make a cash contritnutio this plan in 2010. Based on curre
available information, our projected required cimttion in 2011 is $0 to $120 million. The infornat necessary to finalize our 2011
contribution calculations will not be available itater in 2010. It is also very likely, based ourrent funding laws and regulations, that
significantly higher contributions will be requiréd 2012 and beyond. The amount of any requiredritartions in 2012 and beyond will
depend on earnings on investments, discount reltasges in the plan and funding laws and regulatidny future material cash contributions
in 2011 and beyond could have a negative impactusiiquidity by reducing our cash flows.

Our debt agreements allow us to incur significantiyore debt, which could exacerbate the other riskescribed in this report.

The terms of our debt instruments permit us torirzlditional indebtedness. Additional debt may éeessary for many reasons,
including to adequately respond to competitiomgdmply with regulatory requirements related to senvice obligations or for financial reas:
alone. Incremental borrowings or borrowings at mgtwn terms that impose additional financial 62k our various efforts to improve our
operating results and financial condition couldaerhate the other risks described in this report.

If we pursue and are involved in any strategic trsarctions, our financial condition could be advergedffected.

On a regular and ongoing basis, we review and at@lopportunities for acquisitions, dispositiond ather strategic transactions that
could be beneficial. As a result, we may be invdlirenegotiations or discussions that, if they wereesult in a transaction, could have a
material effect on our financial condition (incladishort-term or long-term liquidity) or short-teonlong-term operating results.

Should we make an error in judgment when identdstrategic transaction partners or fail to sudcdigexecute any strategic
transaction, we will likely fail to realize the befits we intended to derive from the strategic sesation and may suffer other adverse
consequences. Strategic transactions may invoherder of other risks, including:

* incurrence of substantial transaction co
» diversion of manageme’s attention from operating our existing busint
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» failure to successfully integrate any acquired apens;

» charges to earnings in the event of any \-down or write-off of goodwill recorded in connection with straie¢ransactions
» depletion of our cash resources or incurrence ditiathal indebtedness to fund strategic transasti

* an adverse impact on our tax positi

« assumption of liabilities of any acquired busin@ssluding unforeseen liabilities); at

» imposition of additional regulatory obligations federal or state regulatol

We can give no assurance that we would be abledwessfully complete any strategic transactions.

Other Risks Relating to Qwest

If conditions or assumptions differ from the judgmés, assumptions or estimates used in our critiegtounting policies, the accuracy of o
financial statements and related disclosures cobkl affected

The preparation of financial statements and reldiedosures in conformity with U.S. generally guteel accounting principles requires
management to make judgments, assumptions andagssithat affect the amounts reported in our cadhesteld financial statements and
accompanying notes. Our critical accounting padicighich are discussed in “Management’s Discusai@hAnalysis of Financial Condition
and Results of Operations—Ciritical Accounting Fekcand Estimates” in Item 7 of this report, ddsethose significant accounting policies
and methods used in the preparation of our coreelétifinancial statements that are consideredcatitbecause they require judgments,
assumptions and estimates that materially impactonsolidated financial statements and relatecl@lisires. As a result, if future events or
assumptions differ significantly from the judgmergssumptions and estimates in our critical acéogmolicies, these events or assumptions
could have a material impact on our consolidatedrfcial statements and related disclosures.

Taxing authorities may determine we owe additionakes relating to various matters, which could adsely affect our financial results.

As a significant taxpayer, we are subject to frequad regular audits by the Internal Revenue Serwdr IRS, as well as state and local
tax authorities. These audits could subject uaxdiabilities if adverse positions are taken by tax authorities.

Tax sharing agreements have been executed betwesrdprevious affiliates, and we believe the ligds, if any, arising from
adjustments to previously filed returns would bengoby the affiliated group member determined teehe deficiency under the terms and
conditions of such agreements and applicable tax\'de have not generally provided for liabilitigtgridbutable to former affiliated companies
or for claims they have asserted or may asserhsgas.

We believe that we have adequately provided foctaxingencies. However, our tax audits and exatiaing may result in tax liabilities
that differ materially from those that we have melgml in our consolidated financial statements. Beedhe ultimate outcomes of all of these
matters are uncertain, we can give no assuranievelsether an adverse result from one or moreahthill have a material effect on our
financial results or our net operating loss camyfrds.

If we fail to extend or renegotiate our collectivmrgaining agreements with our labor unions as theypire from time to time, or if ou
unionized employees were to engage in a striketheowork stoppage, our business and operating fesaould be materially harmed.

We are a party to collective bargaining agreemeiitts our labor unions, which represent a significammber of our employees. Our
current four-year agreements with the CWA and BEEW expire on October 6, 2012. Although we belitheg our relations with our
employees and unions are satisfactory, no assucamche
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given that we will be able to successfully extendemegotiate our collective bargaining agreemastthey expire from time to time. The
impact of future negotiations, including changewvages and benefit levels, could have a materiphghon our financial results. Also, if we
fail to extend or renegotiate our collective banizg agreements, if significant disputes with onions arise, or if our unionized workers
engage in a strike or other work stoppage, we cimgldr higher ongoing labor costs or experiencigaificant disruption of operations, which
could have a material adverse effect on our busines

The trading price of our securities has been anduti continue to be volatile.

The capital markets often experience extreme @umekevolume fluctuations. The overall market andtthding price of our securities m
fluctuate greatly. The trading price of our sedesitmay be significantly affected by various fastancluding:

» quarterly fluctuations in our operating resu

» changes in investc and analys’ perception of the business risks and conditiorsuofbusiness
» broader market fluctuation

» general economic or political conditior

» acquisitions and financings including the issuasfcgubstantial number of shares of our common séscgonsideration in
acquisitions

» the high concentration of shares owned by a fewestors;

» sale of a substantial number of shares held begxtisting shareholders in the public market, inahgdshares issued upon exercis
outstanding options or upon the conversion of amvertible notes; an

» general conditions in the telecommunications inguistcluding regulatory developmen

Health care reform in the United States could in@®e the costs of maintaining our peretirement health benefit programs.

The U.S. Congress is considering legislation adiingshealth care reform. If enacted, this legislatould have a significant ongoing
impact on our tax liabilities and the costs of ntaiining our employee health and post-retiremenefieprograms, which would significantly
impact our annual net income and cash flows. Aractad legislation could also have a significant-necurring impact on our net income in
the period of enactment. For example, current nefproposals would disallow federal income tax déidus for retiree prescription drug
benefits to the extent we receive reimbursememtthfise benefits under the Medicare Part D progiihis change would increase the cost to
us of this employee benefit program, resulting imoa-recurring increase in our income tax expemskasa associated reduction in our net
income of approximately $112 million to $129 milian the period in which the law is enacted. Wenzampredict whether any law relating to
health care reform will ultimately be enacted, tivens or timing of any such law, or whether we vdomake any changes to our benefit
programs as a result of any such law.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
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ITEM 2. PROPERTIES

Our principal properties do not lend themselvesitaple description by character and location. Térmmonents of our gross investmer
property, plant and equipment consisted of thewilhg as of December 31, 2009 and 2008:

December 31,
200¢ 200¢

Components of gross investment in property, pladteguipment

Land and building: 7% 8%

Communications equipme 43% 43%

Other network equipmel 46% 45%

Genere-purpose computers and ott _ 4% _ 4%
Total 10C% 10C%

Our property, plant and equipment are used in asmess markets, mass markets and wholesale madgtgents. We evaluate
depreciation, amortization and impairment chargea total company basis because we do not allesstets to our segments. As a result, t
charges are not generally assigned to any segment.

Land and buildings consists of land, land improvetegecentral office and certain administrative aéfbuildings. Communications
equipment consists primarily of switches, routaerd ttansmission electronics. Other network equiprimeiudes primarily conduit and cable.
General-purpose computers and other consists paltgiof computers, office equipment, vehicles atfter general support equipment. We
own substantially all of our telecommunicationsipment required for our business. However, we leastain facilities and equipment under
various capital lease arrangements when the leasiaggements are more favorable to us than purghtse assets. Due to favorable
economics, we have increasingly turned to finanongassets through capital leases. Total grogstment in property, plant and equipment
was approximately $46.6 billion and $46.8 billichaf December 31, 2009 and 2008, respectively reafeducting accumulated depreciation.

We own and lease administrative offices in majotromolitan locations both in the United States amdrnationally. Substantially all of
our communications equipment and other networkpgant is located in buildings that we own or ordlarithin our local service area.
Outside of our local service area, our assetsamerglly located on real property pursuant to aregent with the property owner or another
person with rights to the property. It is possithlat we may lose our rights under one or more eé¢hagreements, due to their termination or

their expiration.

In addition, several putative class actions hawenbided against us disputing our use of certaihts-of-way as described in “Legal
Proceedings—Other Matters” in Item 3 of this reptinve lose any of these rights-of-way or are Uadb renew them, we may find it
necessary to move or replace the affected portbosr network. However, we do not expect any matadverse impacts as a result of the
loss of any of these rights.

For additional information, see Note 6—PropertyrPland Equipment to our consolidated financiakstents in Item 8 of this report.

ITEM 3. LEGAL PROCEEDINGS

In this section, when we refer to a class actiofpatative” it is because a class has been allelgetdnot certified in that matter. Until and
unless a class has been certified by the courgstnot been established that the named plaingifiesent the class of plaintiffs they purport to
represent.

To the extent appropriate, we have accrued ligdslitor the matters described below.
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The terms and conditions of applicable bylaws,ifiestes or articles of incorporation, agreementagplicable law may obligate us to
indemnify our former directors, officers or emplegewith respect to certain of the matters descrideow, and we have been advancing legal
fees and costs to certain former directors, offiaaremployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigatior

On January 27, 2009, the trustees in the Dutchrbgtdy proceeding for KPNQwest, N.V. (of which wene a major shareholder) file
lawsuit in the federal district court for the Distrof Colorado alleging violations of the Racketb#dluenced and Corrupt Organizations Act
and breach of duty and mismanagement under Dutchige are a defendant in this lawsuit along witeejth P. Nacchio, our former chief
executive officer, Robert S. Woodruff, our forméief financial officer, and John McMaster, the fenpresident and chief executive officel
KPNQwest. Plaintiffs allege, among other thingst tthefendants’ actions were a cause of the bardyrugftKPNQwest, and they seek damages
for the bankruptcy deficit of KPNQwest of approxilg $2.4 billion. Plaintiffs also seek treble gmahitive damages as well as an award of
plaintiffs’ attorneys’ fees and costs. A lawsuis@ging the same claims that was previously fitethe federal district court for the District of
New Jersey was dismissed without prejudice, anddisanissal was affirmed on appe

On September 13, 2006, Cargill Financial Markels,aRd Citibank, N.A. filed a lawsuit in the DisitiCourt of Amsterdam, located in
the Netherlands, against us, KPN Telecom B.V., Kklijke KPN N.V. (referred to as KPN), Mr. Nacchiglr. McMaster, and other former
employees or supervisory board members of us, KP&&Dar KPN. The lawsuit alleges that defendantsepresented KPNQwest'’s financial
and business condition in connection with the adgjpn of a credit facility and wrongfully allowad®NQwest to borrow funds under that
facility. Plaintiffs allege damages of approximgt€R19 million (or approximately $314 million based the exchange rate on December 31,
2009).

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended aoltbfving the appeal of a partial summary judgmegdiast plaintiffs which was affirmed
part and reversed in part, plaintiffs allege, amotigr things, that defendants violated state #gEsitaws in connection with plaintiffs’
investments in KPNQwest securities. We are a defienidh this lawsuit along with Qwest B.V. (one afrsubsidiaries), Mr. Nacchio and
Mr. McMaster. The Arizona Superior Court dismisseast of plaintiffs’ claims, and plaintiffs voluniyr dismissed the remainder of their
claims. Plaintiffs appealed the court’s decisiotht® Arizona Court of Appeals, which affirmed thezbna Superior Court’decision. Plaintiff
claim to have lost approximately $9 million in theivestments in KPNQwest, and are also seekirggest and attorneys’ fees.

On August 23, 2005, the Dutch Shareholders AssoacigVereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB sought an inquiry into the
policies and course of business at KPNQwest tleabbeged to have caused the bankruptcy of KPNQinddtay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (us and KPN), and
KPNQwest's outside auditors and accountants. Oreéer 28, 2006, the Enterprise Chamber orderedauiry into the management and
conduct of affairs of KPNQwest for the period Jaryuathrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry.

We will continue to defend against the pending KRG litigation matters vigorously.

Other Matters

Several putative class actions relating to thealfetton of fiber-optic cable in certain rights-afay were filed against us on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiaréansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andslex
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For the most part, the complaints challenge ourtrig install our fiber-optic cable in railroad hig-of-way. Complaints in Colorado, Illinois
and Texas, also challenge our right to installrfibptic cable in utility and pipeline rights-of-wayhe complaints allege that the railroads,
utilities and pipeline companies own the right-aiynas an easement that did not include the righetmit us to install our fiber-optic cable in
the right-of-way without the plaintiffs’ consent.ddgt actions (California, Colorado, Georgia, Kanséississippi, Missouri, Oregon, South
Carolina, Tennessee and Texas) purport to be btaughehalf of state-wide classes in the namedhtiffs’ respective states. The
Massachusetts action purports to be on behalé-stide classes in all states in which Qwest tes-bptic cable in railroad rights-of-way
(other than Louisiana and Tennessee), and alseloalfof two classes of landowners whose propeatisin railroad rights-of-way originally
derived from federal land grants. Several actiamp@rt to be brought on behalf of multi-state césssThe lllinois state court action purports to
be on behalf of landowners in lllinois, lowa, Kecity, Michigan, Minnesota, Nebraska, Ohio and WistoenThe lllinois federal court action
purports to be on behalf of landowners in Arkan&adifornia, Florida, lllinois, Indiana, Missouflevada, New Mexico, Montana and Oregon.
The Indiana action purports to be on behalf oftoonal class of landowners adjacent to railroatitsgpf-way over which our network passes.
The complaints seek damages on theories of tregpalssnjust enrichment, as well as punitive damagasiuly 18, 2008, a federal district
court in Massachusetts entered an order prelintynapiproving a settlement of all of the actionsalibed above, except the action pending in
Tennessee. On September 10, 2009, the court digmééipproval of the settlement on grounds th&tdked subject matter jurisdiction. On
December 9, 2009, the court issued a revised rtiiag among other things, denied a motion for epalras moot and dismissed the matter for
lack of subject matter jurisdiction.

Qwest Communications Company, LLC, or QCC, is &deént in litigation filed by several billing agerior the owners of payphones
seeking compensation for coinless calls made fragppones. The matter is pending in the United Statstrict Court for the District of
Columbia. Generally, the payphone owners claim @@€ underpaid the amount of compensation dueatim tinder FCC regulations for
coinless calls placed from their phones onto QG@tsvork. The claim seeks compensation for callsyelas interest and attorneys’ fees.
QCC will vigorously defend against this action.

A putative class action filed on behalf of certafrour retirees was brought against us, the Qwesti®Life Insurance Plan and other
related entities in federal district court in C@do in connection with our decision to reduce tfeeihsurance benefit for these retirees to a
$10,000 benefit. The action was filed on MarchZm7. The plaintiffs allege, among other thingst the and other defendants were obligated
to continue their life insurance benefit at theellevin place before we decided to reduce themn#ffai seek restoration of the life insurance
benefit to previous levels and certain equitabliefreThe district court ruled in our favor on thentral issue of whether we properly reserved
our right to reduce the life insurance benefit uragplicable law and plan documents. The plaingtfbsequently amended their complaint to
assert additional claims. The court has since dised or granted summary judgment to us on alleptaintiffs’ claims. Plaintiffs’ motion for
reconsideration is pending before the court.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of securitglexd during the fourth quarter of 2009.
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PART II
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELA TED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
Market for Qwest Common Stock

Our common stock is listed on the New York Stockliange under the trading symbol “@h February 12, 2010, we had approxime
260,000 stockholders of record, although theresayeificantly more beneficial holders of our comnsiock. The following table sets forth the
high and low sales prices per share of our comnmokdor the periods indicated.

Market Price
High Low
2009

Fourth quarte $4.4% $3.42

Third quartel 417 3.3(

Second quarte 4.87 3.3¢

First quartel 4.04 2.8¢

2008

Fourth quarte $3.6€ $2.0¢E

Third quartel 4.1¢ 3.1t

Second quarte 5.5k 3.7¢

First quarte! 7.07 4.4

Our Board of Directors declared the following disitis in 2008 and 2009:
Dividend
Date Declared Record Date Per Share Total Amount Payment Date
(in millions)

December 16, 200 February 19, 201 $ 0.0¢ $ 13¢ March 12, 201(
October 14, 200 November 20, 200 $ 0.0¢ $ 13¢ December 11, 200
July 27, 200¢ August 21, 200! $ 0.0¢ $ 13¢ September 11, 20C
April 15, 2009 May 22, 200¢ $ 0.0¢ $ 13¢ June 12, 200
December 10, 200 February 13, 200 $ 0.0¢ $ 13€ March 6, 200¢
October 16, 200 November 14, 200 $ 0.0¢ $ 13€ December 5, 200
July 17, 200¢ August 8, 200¢ $ 0.0¢ $ 13¢ August 29, 200t
April 17, 2008 May 9, 200¢ $ 0.0¢ $ 14C May 30, 200¢

It is the current expectation of our Board of Dires that we will continue to pay a quarterly cdshidend. Some of our debt instruments
contain restrictions on the amount of dividendscae pay. See Note 8—Borrowings to our consolidfitezhcial statements in Item 8 of this
report for additional information about our resinas. The most restrictive covenant is under owd@ Facility, which is currently undrawn.
The Credit Facility currently allows us to pay casvidends and repurchase shares up to $1.7 hillilus any cumulative net income and net
proceeds from the issuance of common stock, lessligidends paid or shares repurchased. In addlilike other companies that are
incorporated in Delaware, we are also limited byalare law in the amount of dividends we can pay.
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Issuer Purchases of Equity Securities

The following table contains information about reghases of our common stock or shares surrendersatisfy tax obligations during t

fourth quarter of 2009:

1)
(2)

Total

Number of
Shares
Purchased®)
Period
October 200¢ 4,357
November 200! 13,13:
December 200 —
Total 17,48¢

Amounts represent shares of common stock deliv® us as payment of withholding taxes due envésting of restricted stock issued

under our Equity Incentive Pla

Average
Price Paid

Per Share
$ 3.7

$ 3.7F
$ 0.0C

Total Number of
Shares Purchase!

as Part of Publicly

Announced Plans
or Programs

Approximate
Dollar Value
of Shares
That May
Yet Be
Purchased Unde

the Plans or
Programs @)

$193,126,78
$193,126,78
$193,126,78

In October 2006, our Board of Directors approvetiogk repurchase program for up to $2 billion of common stock. Our Board h

extended the timeframe to complete these repurshadech were originally scheduled to be compléte®008. As of December 31,
2009, we had repurchased a total of $1.807 bihiboommon stock under this progra
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ITEM 6. SELECTED FINANCIAL DATA

The following selected consolidated financial dgttauld be read in conjunction with, and are quedifby reference to, the consolidated
financial statements and notes thereto in Item@isfreport and “ManagemeatDiscussion and Analysis of Financial Conditiod &esults o
Operations” in Item 7 of this report. The compaligbof the following selected financial data igsificantly impacted by various changes in
accounting principles including:

» the adoption of Financial Accounting Standards Bpar FASB, Interpretation No., or FIN, 48, “Accding for Uncertainty in
Income Taxes” (Accounting Standards CodificationA8C, 740) (referred to as FIN 48), which was etifes for us on January 1,
2007;

» the adoption of Statement of Financial Accountitgn8ards, or SFAS, No. 15*Employer’ Accounting for Defined Benef
Pension and Other Postretirement P” (ASC 715), which was effective for us on DecemberZ8D6; anc

» the adoption of Statement of Financial Accountitan8ards, or SFAS, No. 123(R), “Share-Based Paynf@8IC 718), which was
effective for us on January 1, 20(

Years Ended December 31,

2009 2008 2007 2006 2005
(Dollars in millions, shares in thousands except peshare amounts)
Operating revenu $ 12,31 $ 13,47¢ $ 13,77¢ $ 13,92! $ 13,90!
Operating expenst 10,33¢ 11,37¢ 12,022 12,36¢ 13,04¢
Income (loss) before income taxes and cumulat
effect of changes in accounting princip 90:< 1,051 62C 517 (765)
Income (loss) before cumulative effect of changes
in accounting principle 662 652 2,89( 552 (762)
Cumulative effect of changes in account
principles, net of taxe — — — — (22
Net income (loss® 662 652 2,89( 55¢ (784)
Earnings (loss) per common she
Basic $ 0.3¢ $ 0.3¢ $ 1.57 $ 0.2¢ $ (0.43)
Diluted 0.3¢ 0.37 1.5C 0.2¢ (0.43)
Weighted average common shares outstani
Basic 1,709,34i 1,728,73. 1,829,24. 1,889,85 1,836,37.
Diluted 1,713,49i 1,730,20! 1,915,16 1,965,75. 1,842,83
Dividends declared per common sh $ 0.32 $ 0.32 $ 0.0¢ $ — $ =
Other data
Cash provided by operating activiti $ 3,30i $ 2,931 $  3,02¢ $ 2,78¢ $ 2,31
Cash used for investing activiti 1,40¢ 1,69: 1,601 1,70C 45¢
Cash used for financing activiti 60 1,57¢ 1,764 694 2,15¢
Expenditures for property, plant a
equipment and capitalized softw 1,40¢ 1,771 1,66¢ 1,63- 1,61
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December 31
2009 2008 2007 2006 2005
(Dollars in millions)

Balance sheet dat

(1)

(2)

3)

Cash and cash equivalel $ 2,40¢ $ 56¢ $ 90z $ 1,241 $ 84¢
Total asset 20,38( 20,14: 22,47 21,23¢ 21,49]
Total debi® 14,20( 13,55¢ 14,09¢ 14,69¢ 15,24:
Total debt to total capital rat® 10% 111% 96% 10% 124%

See “Management’s Discussion and Analysis naRc¢ial Condition and Results of Operations—Reafl@perations” in Item 7 of this
report for a discussion of unusual items affectimgresults for 2009, 2008 and 2007. Results f0620ere affected by the changes in
accounting principles described above the tablerasdlts for 2005 were affected by the followirgnits (shown net of taxe:

* again on sale of assets of $263 million ($0.14b@sic and diluted common share) due to the sadd of our wireless licenses a
substantially all of our related wireless netwoskets

*  $114 million ($0.06 per basic and diluted commorrghaf restructuring, realignment and severanceeses, an
» aloss on early retirement of debt of $462 mill{§0.25 per basic and diluted common she

Total debt is the sum of current portion of I-term borrowings and loi-term borrowing—net on our consolidated balance sheets.
total obligations, see “Management’s Discussion Andlysis of Financial Condition and Results of @pi®ns—Future Contractual
Obligation¢” in Item 7 of this report

The total debt to total capital ratio is a measof the percentage of total debt in our caitalcture. The ratio is calculated by dividing
total debt by total capital. Total debt is the saincurrent portion of long-term borrowings and letegm borrowings—net on our
consolidated balance sheets. Total capital isuhed total debt and total stockhold” equity or deficit.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Certain statements in this report constitute fodaaoking statements. See “Business—Special NotggaRiing Forward-Looking
Statements” in Item 1 of this report for additiofedtors relating to these statements, and se ‘fRistors” in Item 1A of this report for a
discussion of certain risk factors applicable to lousiness, financial condition and results of afiens.

Business Overview and Presentation

We offer data, Internet, video and voice servicaionwide and globally. We generate the majoritpof revenue from services provided
in the 14-state region of Arizona, Colorado, Idadlbaya, Minnesota, Montana, Nebraska, New Mexicoithl®akota, Oregon, South Dakota,
Utah, Washington and Wyoming. We refer to thiseags our local service area.

Our operating revenue is primarily generated framlnisiness markets, mass markets and wholesalets@egments. We group our
products and services among major categories ofugte and services. During the third quarter ofQ@@ changed these categories and b
using the following four categories:

» Strategic serviceswhich include primarily private line, broadbar@west iQ Networking , hosting, video, voice ovetelmet
Protocol, or VoIP, and Verizon Wireless servic

* Legacy servicewhich include primarily local, long-distance, aceesaditional wide area network, or WAN and inegtgd services
digital network, or ISDN, service

* Qwes-branded wireless servicare wireless services that we provided throughmass markets segment under an arrange
with a wireless provider. We stopped providing thesrvices on October 31, 2009;

» Data integrationis telecommunications equipment we sell that isied on custome’ premises and related professional servi
These services include network management, installand maintenance of data equipment and buildfryoprietary fiber-optic
broadband networks for our governmental and busioastomers

We adopted FASB Staff Position, or FSP, APB 14Akcounting for Convertible Debt Instruments ThatyMze Settled in Cash upon
Conversion (Including Partial Cash Settlement)” §BAASC 470) (“FSP APB 14-1") effective January @02. We applied this FSP
retrospectively to all periods presented in oursotidated financial statements. For additionalinfation related to this FSP, see Recently
Adopted Accounting Pronouncements below. We haekassified certain prior year revenue, expenseaacdss line amounts to conform to
current year presentation.

Our analysis presented below is organized to peothié information we believe will be useful for enstanding the relevant trends
affecting our business. This discussion shouldelagl in conjunction with our consolidated finana&tements and the notes thereto in Iterr
this report.

Business Trends

Our financial results were impacted by severalificant trends, which are listed below. We expéeitthese trends will continue to af
our results of operations, cash flows or finanpi@dition. Most of these trends also impact our ssgmesults, and therefore we provide a
detailed discussion of these trends under the hgd@iegment Resultdjelow. Because we do not allocate capital expereditar our combine
net periodic pension and post-retirement benefieeges to our segments, the related trends donpeict any of our segments. Instead, we
provide a discussion of these expenses under #uings “Operating Expenses—General, Administragive Other Operating Expenses,”
“Liquidity and Capital Resources—Long-Term View”dafLiquidity and Capital Resources—Historical Viewnrvesting Activities” below.

» Growth in strategic service
* Product bundling and promotiot
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» Greater operating efficiencie

» Continuing loss of access lin

« Elimination of Qwe«branded wireless revenue and exper
» Pension funding and pension expe

» Disciplined capital expenditure

While these trends are important to understandirteavaluating our financial results, the other $eations, events and trends discussed
in “Risk Factors” in Item 1A of this report may almaterially impact our business operations anahitial results.

Results of Operations
Overview

Each of our segments use our network to generaémoe by providing data, Internet and voice ses/todts customers, as described
further below. Through our strategic partnershijith WIRECTV and Verizon Wireless, we also offeredlie digital television and wireless
services to customers in our local service arepebding on the products or services purchasedstammer may pay a service activation fee, a
monthly service fee, a usage charge or a combmatithese.

» Business marketThis segment provides data, Internet and voiceEs\to our enterprise and government customensb@giness
markets products and services inclu

. Strategic services, which include primarily privite, Qwest iQ Networkin®, hosting, broadband and VolIP servic
. Legacy services, which include primarily local, ¢-distance, traditional WAN, and ISDN servic

. Data integration, which is telecommunications emept we sell located on customers’ premises ardeelprofessional
services. These services include network managernastdallation and maintenance of data equipmedttarilding of
proprietary fibe-optic broadband networks for our governmental amirtess customer

» Mass market<This segment provides data, Internet, voice anoldesddeo and wireless services to consumers aradl frasines:
customers. Our mass markets products and servickesle:

. Strategic services, which include primarily broaahavideo and Verizon Wireless servic
. Legacy services, which include primarily local dadg-distance services; al
. Qwes-branded wireless services (until October 31, 2C

* Wholesale market. This segment provides data, Internet and voicds primarily to other telecommunications prarisi Out
wholesale markets products and services incl

. Strategic services, which are predominately priliateservices provided to other carriers;
. Legacy services, which include primarily Ic-distance, access, local and traditional WAN sesui

We also generate other revenue from USF surcharggthe leasing and subleasing of space in oweofffuildings, warehouses and ot
properties. We centrally manage this revenue, andexjuently it is not assigned to any of our segsien

Expenses for each of our segments include dirgmreses incurred by the segment and other expessignad to the segment. Direct
expenses incurred by the segment include segmeaifispemployee-related
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costs (excluding any severance expenses and cothi@tgeriodic pension and post-retirement benefifenses), bad debt, equipment sales
costs and other non-employee related costs suchsasmer support, collections, marketing and adieg. Other expenses assigned to the
segments include network expenses, facility castisadher costs such as fleet, product managemeeah estate costs related to hosting and
retail centers. Assigned expenses are determineghjlying an activity-based costing methodology. Mgeodically review the methodology
used to assign expenses to our segments. Chantesrteethodology are reflected in prior period segtata for comparative purposes.

and human resources), severance costs, restrigctirarges and combined net periodic pension andrptiement benefits expenses for all
employees and retirees; consequently, these expans&ot assigned to our segments. We evaluatedaion, amortization, information
technology impairment charges and interest expensetotal company basis because we do not allesatts or debt to specific segments. As
a result, these items, along with other non-opegaticome or expenses, are not assigned to anyesegitherefore, the segment results
presented below are not necessarily indicativlefrésults of operations these segments would &chvieved had they operated as stand-alone

entities during the periods presented.

The following table summarizes our results of ofiers for the years ended December 31, 2009, 2662807:

Years Ended December 31, Increase/(Decrease) % Change
2009\ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007

(Dollars in millions, except per share amounts)

Operating revenue by catego
Strategic and legacy servict

Strategic service $ 4,21°F $ 3,981 $ 3532 $ 234 $ 447 6% 13%
Legacy service 7,071 8,09¢ 8,85¢ (1,02¢) (75€) (13)% (9)%
Total strategic and legacy servic 11,28¢ 12,08( 12,38¢ (7949) (309) (7)% (2)%
Qwes-branded wireless servic 112 45¢ 53t (347 (76) (76)% (19)%
Data integratior 557 571 47€ (14) 95 2)% 20%
Total segment revent 11,95¢ 13,11( 13,40( (1,155 (290 (9% (2%
Other revenue (primarily USF surcharg 35€ 36E 37¢ 9 (13 (2)% (3)%
Total operating revent 12,31 13,47¢ 13,77¢ (1,169 (303) (9% (2%
Operating expenst 10,33¢ 11,37¢ 12,02: (1,042) (644) (9% 5)%
Other expens—net 1,072 1,04¢ 1,13¢ 26 (90) 2% (8)%
Income before income tax 90:s 1,051 62C (14¢) 431 (19)% 70%
Income tax (expense) bene (241) (399 2,27( 15¢ (2,669 40% nm
Net income $ 66z $ 652 $289 $ 1C  $(2,239 2% 7%
Earnings per common sha
Basic $ 0.3¢ $ 0.3¢ $ 157 $ — $ (1.19 — % (76)%
Diluted $ 0.3¢ $ 0.37 $ 15C $ 0.01 $ (1.19 3% (75)%

nm—Percentages greater than 200% and comparisbmedrepositive and negative values or to/from ze@laes are considered not
meaningful.
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The following table summarizes our results of ofiers as a percentage of total operating revenuthéyears ended December 31,
2009, 2008 and 2007:
Years Ended December 31

2009 2008 2007
(in percentages of total operating revenue)

Operating revenue by catego
Strategic and legacy servict

Strategic service 34% 30% 26%

Legacy service _ 58% _ 60% _ 64%

Total strategic and legacy servic 92% 90% 90%
Qwes-branded wireless servic — % 3% 4%
Data integratior 5% 4% 3%
Total segment revent 97% 97% 97%
Other revenue (primarily USF surcharg 3% 3% 3%
Total operating revent 10C% 10(% 10C%
Operating expenst 84% 84% 87%
Other expens—net 9% 8% %
Income before income tax 7% 8% 5%
Income tax (expense) bene (2% (3)% _16%
Net income 5% 5% _ 21%

The following table summarizes some of our key apenal measures for the years ended Decembei089, 2008 and 2007:

Years Ended December 31, Increase/(Decrease) % Change
2009\ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
(in thousands except employees)
Employees 30,13¢ 32,937 36,84¢ (2,799 (3,906 ®%  (11)%
Total broadband subscribe 2,97¢ 2847 2,611 127 23€ 4% 9%
Total video subscribel 88C 79€ 64¢ 82 14¢ 10% 23%
Total wireless subscribe 85( 717 824 13¢ (207 19% (13)%
Total access line® 10,26¢ 11,56F 12,78¢ (1,299 (1,229 (11)% (10%

(1) Access lines include approximately 403,000,888 and 518,000 of affiliate access lines as afdbeer 31, 2009, 2008 and 2007,
respectively

2009 COMPARED TO 2008

Operating Revenue

Although strategic services revenue increased pilyrdue to increased volumes in Qwest iQ Netwogkin a decrease in legacy servii
and Qwest-branded wireless services revenue rdsaltewer total operating revenue. Strategic smvirevenue also increased due to higher
broadband revenue resulting from an increase incsillers, partially offset by rate discounts. VerniaVireless services revenue also increased
as we completed our transition to selling Verizomaléss services from Qwest-branded wireless sesvithe increase in strategic services
revenue was also a result of an increase in prlirseservices revenue due to higher volumes, gdbrioffset by lower rates.

Legacy services revenue decreased as a resulvef local services revenue due to access linesagseilting from competitive
pressures, along with product substitution. Legsayices revenue also decreased
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due to a decline in long-distance services revemumearily driven by our focus on improving the ptability of this service. Lower demand for
our traditional WAN services, due to customer miigrg, also contributed to the decrease in our lggaevices revenue.

Revenue from Qwest-branded wireless services vgasl@lver primarily due to our transition to sellivgrizon Wireless services. We
recognize revenue from Verizon Wireless servicea apt basis and categorize this revenue as staeyices revenue, whereas we
recognized revenue from Qwest-branded wirelesscgson a gross basis and categorized this reveenaeseparate category of revenue. The
transition to selling Verizon Wireless servicesuttsdd in lower wireless services revenue, but faltyr impacted our overall profitability.

Revenue from data integration decreased due torle@lames of equipment and installation sales eesalt of economic pressures,
partially offset by increased professional services

In addition to the specific items discussed belae believe declining general economic conditiongatieely impacted our revenue in
20009.

Operating Expenses
The following table provides further detail regargliour total operating expenses for the years eBdegmber 31, 2009 and 2008:

Years Ended Increase. %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Facility costs $ 1,571 $ 2,121 $ (550 (26)%
Employecrelated cost 1,22¢ 1,37(¢ (14%) (11)%
Equipment sales cos 44& 523 (78) (15)%
Other 477 571 (99 (16)%
Total cost of sale 3,71¢ 4,58¢ (867) (19%
Selling:
Employesrelated cost 1,071 1,16¢ (98) (8)%
Marketing, advertising and external commissi 524 587 (63) (11)%
Other 36€ 452 (86) (19)%
Total selling 1,961 2,20¢ (247) (AD)%
General, administrative and other operat
Employecrelated cost 652 48¢ 162 33%
Taxes and fee 59¢€ 58¢ 7 1%
Real estate and occupancy cc 432 454 (22 B)%
Other 66€ 69¢ (33 (5)%
Total general, administrative and other opera 2,34¢ 2,231 11¢& 5%
Depreciation and amortizatic 2,311 2,35¢ (43 (2%
Total operating expens $10,33¢ $11,37¢ $ (1,047 (9)%

Cost of Sales (exclusive of depreciation and amorttion)

Facility costs decreased primarily due to improvetseve made in the profitability of our wholesaded-distance service, which resulted
in lower wholesale long-distance volumes and reedsut improved wholesale long-distance margin peege. In addition, facility costs
decreased due to the migration of our wirelessotusts to Verizon Wireless. Facility costs were désmrably impacted by our continued
focus on network optimization.
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Employee-related costs decreased primarily duewel salaries, wages and benefits related to emaplogductions in our network
operations as we continue to manage our workfar@eit workload. In addition, severance expenseedsed because we terminated fewer
employees in 2009 as compared to 2008.

Equipment sales costs decreased primarily duenterfeandsets sold as we transitioned to sellingZgarWireless services. Decreased
data integration equipment and installation revealeng with higher capitalization of data integratequipment, also contributed to lower
equipment sales costs.

Other cost of sales decreased primarily due tol@rafessional fees and network expenses due toaniimued focus on managing costs
associated with our network, along with decreasddmes.

Selling Expenses

Employee-related costs decreased due to lowelieglarages and benefits related to employee rexhg;talong with decreased internal
commissions driven by lower sales headcount anéid@ttainment of sales targets. These decreasespadrally offset by increases in
severance expenses.

Marketing, advertising and external commissiongesed primarily due to reduced spending assocwtedlirect mail and media.
Marketing, advertising and external commissionse discreased due to improved consumer call cengs cesulting from a migration to using
internal sales call centers from using third-pasies call centers.

Other expenses decreased primarily due to lowdegsmnal fees and bad debt expense.

General, Administrative and Other Operating Expense

General, administrative and other operating expease corporate overhead and other operating ddstse include: employee-related
costs for administrative functions (such as sataneages and certain benefits); taxes and feeh @iproperty and other taxes and USF
charges); real estate and occupancy costs (sucards:and utilities, including those incurred ly bosting facilities and fleet costs); and other
general, administrative and other operating castsl( as professional fees, outsourced servicemtidn related charges and general computer
systems support services). These expenses alsaléclr combined net periodic pension and posteragnt benefits expenses for all eligible
employees and retirees. These benefits expenséased on several assumptions, including among titmgys discount rates and expected
rates of return on plan assets that are set dtethmning of each year.

Employee-related costs increased primarily duentmerease in pension and post-retirement benefjpenses of $210 million. In 2008
we recognized combined net periodic benefits incamsegension income exceeded post-retirement bexgkense for the year. However,
during 2008 we experienced significant losses arpeasion and post-retirement benefit plan asadtigh significantly impacted the pension
and post-retirement benefits expenses we record2dd9. This increase in pension and post-retiréinenefits expenses was partially offset
by decreased severance and by lower expenses duekiorce reductions as we continue to managenmukforce to our workload.

We expect to record combined net periodic expehspproximately $127 million in 2010. The expectiEtrease in combined net
periodic expense in 2010 is primarily due to ouwisien to no longer provide pension benefit acgdiat active management employees under
our qualified and non-qualified pension plans,elimination of the qualified and non-qualified pemsplan death benefits for certain eligible
retirees and reduced interest cost offset by aease in actuarial losses.

We recorded approximately $196 million in combimed periodic benefits expense for 2009 as comp@redmbined net periodic
benefits income of $14 million for 2008. The 200®ense is net of a $13 million gain
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we recognized as a result of our decision to ngdomprovide pension benefit accruals for active agament employees under our qualified
non-qualified pension plans on or after Janua301L0. The shift from recording combined net pexddcome to recording combined net
periodic expense was primarily due to a decreasapected return on plan assets as a result of Iplaa asset values and an increase in net
actuarial losses. Actuarial gains or losses refleetdifferences between earlier actuarial assumptand what actually occurred. For additional
information on our pension and post-retirement fiepkns, see Note 11—Employee Benefits to oursatidated financial statements in

Item 8 of this report.

Taxes and fees increased in 2009 as a result 40 anfilion favorable property tax settlement ankestfavorable adjustments recorded in
2008. These increases were partially offset by fdw®&F charges and lower gross receipts taxes m@gditom continued access line erosion
our transition to selling Verizon Wireless services

Real estate and occupancy costs decreased prirdaglyo lower fuel costs, resulting from fewer rmaitkiven and lower fuel prices. Real
estate and occupancy costs also decreased becalsaiewer operating leases in 2009 as compar2g0®.

Other expenses decreased due to lower litigatiangels and settlements, along with reductions ifepsional fees, materials, supplies
and marketing expenses. These decreases werdlpaffiset by the 2008 reversal of a reserve raésglfrom a favorable lease termination.

Depreciation and Amortizatiot
The following table provides detail regarding dejiméon and amortization expense for the years @ftkcember 31, 2009 and 2008:

Years Ended
December 31, Increase/(Decreast % Change
2009 v 2009 v
2009 2008 2008 2008
(Dollars in millions)
Depreciation and amortizatio
Depreciatior $2,071 $2,12( $ (49 (2)%
Amortization 24C 234 6 3%
Total depreciation and amortizati $2,311 $2,35¢4 $ (43 (2%

If we do not significantly shorten our estimateghaf useful lives of our assets, we expect thatlepreciation expense will continue to
decrease for the foreseeable future. Amortizatiggeese was higher for the year ended December0®B, @ue to increases in internally
developed capitalized software used to supporbpearations.

Effective January 1, 2009, we changed our estintftése economic lives of certain copper cable helcommunications equipment
assets. These changes resulted in additional datioecexpense of approximately $38 million for frear ended December 31, 2009 as
compared to the year ended December 31, 2008. Leayetal expenditures and the changing mix of auestment in property, plant and
equipment since 2002 have decreased our deprecatjzense.

We made a decision in June 2008 to discontinuaiceproduct and service offerings and as a resalithanged our estimates of the
economic lives of certain assets used in provitlimge products and services, which resulted iraticeleration of depreciation of those assets
beginning in the third quarter of 2008. As a result recorded $19 million of additional depreciatfor the year ended December 31, 2009 as
compared to the year ended December 31, 2008. Hsssts were fully depreciated as of December(19.2

33



Table of Contents

The additional depreciation for both of the chandescribed above, net of deferred taxes, reduceidecane by approximately
$35 million, or approximately $0.02 per basic andtdd common share for the year ended Decembe2®B19.

Other Consolidated Results

The following table provides detail regarding ote&pense (income)—net and income tax (expensehéoyears ended December 31,
2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008

(Dollars in millions)
Other expense (incon—net:
Interest expense on long-term borrowings and dapita

lease—net $1,08¢ $1,06¢ $ 2C 2%
Other—net (17) (23 (6) (26)%
Total other expense (incon—net $1,072 $1,04¢ $ 26 2%
Income tax expens $ 241 $ 39¢ $ (15¥¢) (40)%

Other Expense (Income)—Net

Interest expense on long-term borrowings and ddp#ises—net increased due to the issuance of $8lidn of new debt in the second
quarter of 2009 and $550 million of new debt in thied quarter of 2009, partially offset by decredinterest expense due to debt maturities,
decreased capitalized interest expense due to loaystal expenditures and decreasing interest catdkoating rate debt.

Other—net includes, among other things, interestrime, income tax penalties, other interest expénseh as interest on income taxes),
gains or losses related to certain fair value ggerate hedges and underlying debt and gainssesoon investments. The change in other—ne
was primarily due to lower interest income resgtirom lower interest rates in 2009, partially efffy a higher average cash balance in 2009.

Income Tax Expense

Income tax expense for the year ended Decemb&0®B, decreased primarily because of our recognitid®®09 of previously
unrecognized tax benefits on uncertain tax posstemd favorable income tax settlements relatedito pears. Income tax expense also
decreased due to the decrease in current incorneshietome taxes. The previously unrecognized &aefits and favorable settlements
decreased our effective income tax rate to 26. Wthiyear ended December 31, 2009 from 38.0%hfoyear ended December 31, 2008. As
of December 31, 2009, we had $58 million of unretogd tax benefits that could affect our effectiae rate in the future. We will continue to
defer recognition of these tax benefits until witlsg¢he issues with the taxing authorities ortdeelaw is clarified in a way that makes it more
likely than not that we will receive the benefiddsent the recognition of these or other discriet@$ that we may record, we expect our future
effective income tax rate will approximate 39%.

The U.S. Congress is considering legislation adiingshealth care reform. Current reform proposalsla disallow federal income tax
deductions for retiree prescription drug benefitthie extent we receive reimbursements for thoeefiie under the Medicare Part D program.
This change would increase the cost to us of thigleyee benefit program, resulting in a non-recigrincrease in our income tax expense and
an associated reduction in our net income of apprately $112 million to $129 million in the peridnl which the law is enacted.

For additional information on income taxes, seeeNk#—Income Taxes to our consolidated financidestants in Item 8 of this report.
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Segment Results
The following table summarizes our segment redattshe years ended December 31, 2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008
(Dollars in millions)
Total segment revent $11,95¢ $13,11( $ (1,155 (9)%
Total segment expen: 5,72¢ 6,831 (1,209 (16)%
Total segment incomr $ 6,22¢ $ 6,27¢ $ (50 (1)%
Total segment margin percente 52% 48% 4%
Business market:
Revenue $ 4,09: $ 4,09¢ $ (6) — %
Expense 2,47 2,58( (108 (4)%
Income $ 1,61¢ $ 151¢ $ 99 7%
Margin percentag 40% 37% 3%
Mass markets
Revenue $ 5,01¢ $ 5,74( $ (72]) (13)%
Expense 2,24¢ 2,87¢ (639 (22)%
Income $ 2,77 $ 2,861 $ (89 )%
Margin percentag 55% 50% 5%
Wholesale market:
Revenue $ 2,84 $ 3,271 $ (428) (13)%
Expense 1,00¢ 1,372 367 (27)%
Income $ 1,83¢ $ 1,89¢ $ (61 3%
Margin percentag 65% 58% 7%

Business Market:

The following table summarizes some of the keyririal measures for our business markets segmettidorears ended December 31,
2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008
(Dollars in millions)
Revenue
Strategic service $1,59¢ $1,41¢ $ 17E 12%
Legacy service 1,942 2,10¢ (167) (8)%
Total strategic and legacy servic 3,53¢ 3,52¢ 8 — %
Data integratior 557 571 (19 (2)%
Total revenu 4,09: 4,09¢ (6) — %
Expenses
Direct segment expens 1,171 1,24( (69 (6)%
Assigned facility, network and other expen 1,30/ 1,34( (36) )%
Total expense 2,47¢ 2,58( (109 (4%
Income $1,61¢ $1,51¢ $ 99 7%
Margin percentag 40% 37% 3%
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The following table summarizes the total accessslifor our business markets segment as of Dece®dh@009 and 2008:

December 31

Increase/ %
2009 2008 (Decrease Change
(in thousands)
Total access line 2,39¢ 2,63¢€ (240) (9%

The financial results for our business markets sgroontinue to be impacted by several signifi¢eartds, which are described below.

» Strategic serviceOur mix of total revenue continues to migrate fi@gacy services to strategic services as our cuestom
increasingly demand customized and integrated tiatrnet and voice services. We offer diverse doatipns of emerging
technology products and services such as Qwesei@dtking® ,private line, hosting, and VolIP services. Thesgises afford ou
customers more flexibility in managing their comroations needs and enable us to partner with tleemprove the effectiveness
and efficiency of their operations. This gives nsogportunity to form stronger bonds with theset@oers. Although we are
experiencing price compression on our strategicices, we expect revenue from these services ttregnto grow.

* Legacy serviceWe face intense competition and price compressitimnespect to our legacy services and continuseto
customers migrating away from these services atodsimategic services. Our legacy revenue has aeémve expect it will contint
to be adversely affected by access line los

» Operating efficienciesWe continue to evaluate our operating structurefaods. This involves balancing our workforce ispense
to our workload and our productivity improvemenithrough planned reductions and normal employetiattr we have reduced
our workforce while achieving operational efficiegsand improving our processes through autome

Revenue

Strategic services revenue was 39% and 35% ofotalriusiness markets revenue for the years endedriber 31, 2009 and 2008,
respectively. Revenue from strategic services as®d primarily due to increased volumes in Qwest@working® . The growth in Qwest
iQ Networking® revenue outpaced a decrease in rev&om our traditional WAN services. Private lirergces revenue also increased due to
higher volumes, partially offset by lower rates.

Legacy services revenue was 47% and 51% of odrliosiness markets revenue for the years endedniimre31, 2009 and 2008,
respectively. Revenue from legacy services decla®ed result of lower demand for our ATM, frameyednd DIA services as some customers
migrated to our strategic services, including Qvi@sietworking® and access line losses.

Revenue from data integration decreased due torle@lemes of equipment and installation sales gesalt of economic pressures,
partially offset by increased professional services

Expenses

Direct segment expenses decreased primarily diosvier internal commissions expense driven by losaes headcount and lower
attainment of sales targets. Direct segment exgegise decreased due to reduced data integratgis and decreased marketing and
advertising expense, partially offset by higher datit expense as a result of a non-recurring adgrgtin 2008 to better reflect our collection
history for data integration receivables.
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Assigned facility, network and other expenses desad primarily due to lower network expenses rdleaeemployee reductions and
facilities cost decreases coming primarily fromtaggimization efforts, partially offset by voluniecreases.

Income

Continued execution on operating initiatives tmapioved our overall cost efficiency drove our mangércentage to 40% from 37% for
the years ended December 31, 2009 and 2008, resgectWe continue to be subject to intense contieeti customer migration to strategic
services and unstable general economic conditlumsever, as a result of our continued focus onegjia services and managing costs, we
were able to grow income and expand our margingmeage by approximately three percentage pointthéoyear ended December 31, 2009
compared to the same period in 2008.

Mass Markets

The following table summarizes some of the keyririal measures for our mass markets segment forehies ended December 31, 2009
and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008
(Dollars in millions)
Revenue
Strategic service $1,39¢ $1,33¢ $ 64 5%
Legacy service 3,50¢ 3,94¢ (43¢) (11)%
Total strategic and legacy servic 4,907 5,281 (379 (N%
Qwes-branded wireless servic 112 45¢ (347) (76)%
Total revenue 5,01¢ 5,74( (721) (13%
Expenses
Direct segment expens 1,031 1,29¢ (26¢) (21)%
Assigned facility, network and other expen 1,21¢ 1,58( (365 (23)%
Total expense 2,24¢ 2,87¢ (639 (22)%
Income $2,77: $2,861 $ (88 (3)%
Margin percentag 55% 5C% 5%

The following table summarizes some of the key apenal measures for our mass markets segment@scafmber 31, 2009 and 2008:

December 31,

Increase/ %
2009 2008 (Decrease Change
(in thousands)
Broadband subscribe® 2,97¢ 2,847 127 4%
Video subscriber 88C 79¢€ 82 10%
Access line: 6,84( 7,79¢ (956€) (12)%
Wireless subscribei® 85C 717 1332 19%

(1) Broadband and wireless subscribers include an iemaahumber of business markets custonr
(2) Business markets access lines include approxima@8y000, 485,000 and 518,000 of affiliate acceseslas of December 31, 2009, 2
and 2007, respectivel
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The financial results for our mass markets segroentinue to be impacted by several significantdegnvhich are described below.

Strategic servicesWe continue to focus on increasing subscriberaiobooadband services in our mass markets segier
reached nearly 3.0 million broadband subscribeBeaember 31, 2009 compared to a little over 218aniat December 31, 2008.
We believe the ability to continually increase cection speeds is competitively important. As a lteste continue to invest in our
fiber to the node, or FTTN, deployment, which werlehed to meet customer demand for higher broadsgeeds. In addition to
the FTTN deployment, we continue to expand our pebdfferings and enhance our marketing effortw@agompete in a
competitive market and a maturing market in whichigaificant portion of consumers already have tb@end services. We expect
these efforts will improve our ability to competedagrow our broadband subscribe

Access linesOur revenue has been, and we expect it will costioube, adversely affected by access line logsesnse competitio
and product substitution continue to drive our asdme losses. For example, many consumers astitsling cable and wireless
for traditional voice telecommunications servicEis has increased the number and type of competitithin our industry and has
decreased our market share. We expect that thetmedavill continue to impact our business. Produatdling and other product
promotions, as described below, continue to be sufioer responses to offset the loss of revenwerasult of access line loss

Product bundling and product promotio. We offer our customers the ability to bundle riplét products and services. These
customers can bundle local services with otheriseswsuch as broadband, video, long-distance aredess. While video and
wireless subscribers are an important piece otastomer retention strategy, they do not makegelaontribution to strategic
services revenue. We believe customers value tingetience of, and price discounts associated wétigiving multiple services
through a single company. In addition to our burtiteounts, we also offer limited time promotiomsaur broadband service for
qualifying customers who have our broadband progtuttteir bundle, which we believe will positivedffect our acquisition volun
and drive customers to purchase more expandedraffeiWhile bundle price discounts have resulteldiver average revenue for
our individual products, we believe product bundiestinue to positively impact our customer retemt

Operating efficienciesWe continue to evaluate our operating structurefaods. This involves balancing our workforce ispense
to our workload, productivity improvements, changethe telecommunications industry and governmertaulations. Through
planned reductions and normal employee attritioehave reduced our workforce and employee-relaists avhile achieving
operational efficiencies and improving processesufh automation, regional-level management andratimovative ways of
operating.

Wireless revenue and expensn April 2008, we signed a fi-year agreement with Verizon Wireless to market sgitits wireles:
services under its brand name. We began sellirgetbervices in the third quarter of 2008. Untilabetrr 31, 2009, we also provided
Qwest-branded wireless services under an arrandesitina different wireless services provider. Véeagnize revenue from
Verizon Wireless services on a net basis, whereaseeognized revenue from Qwest-branded wirelasices on a gross basis.
This difference in the treatment of revenue redaltswer revenue and lower expenses (such as leg@ipment sales costs, lower
bad debt expense and elimination of customer caitdaility costs) with respect to Verizon Wirelessvices when compared to
Qwest-branded wireless services. We categorizentevrom Verizon Wireless services as strategicices revenue and revenue
from Qwes-branded wireless services as a separate categeeyefue

Revenue

Strategic services revenue represented 28% ofrtahue for the year ended December 31, 2009rapared to 23% for the year ended
December 31, 2008, and continued to grow, butsédwaer rate as compared
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to 2008. Strategic services revenue increased ghntiue to an increase in broadband subscribertighy offset by rate discounts. The
increase in strategic services revenue was alesudtiof an increase in Verizon Wireless servies®mnue as we completed our transition to
selling Verizon Wireless services from selling Qieianded wireless services. These increases veetialty offset by a slight decrease in
overall video services revenue as a result of @msition to selling satellite digital televisiomim traditional cable-based digital television. The
increase in satellite digital television subscribeas more than offset by the decrease in cabledudigital television subscribers.

Legacy services revenue decreased primarily ddecbnes in local services and long-distance vokiarad rates. These declines were
driven by access line losses resulting from thepmtitive pressures described above.

Qwest-branded wireless services revenue decreasgd aompleted our transition to selling Verizonr&léss services, the revenue from
which we record in strategic services on a netshasi

Expenses

Direct segment expenses decreased primarily diosvier wireless equipment sales costs reflectingefdwandsets sold as we completed
our transition to selling Verizon Wireless servickesaddition, expenses decreased due to lower@metrelated costs primarily due to
workforce reductions as well as reduced marketkpgeases and professional fees.

Assigned facility, network and other expenses desed primarily due to lower facility costs as wenpdeted our transition to selling
Verizon Wireless services and lower network costated to employee reductions in our network oj@natas we continued to adjust our
workforce to reflect our workload.

Income

Expense reductions due to a reduced workforce,or&teost efficiencies and our transition to sellWerizon Wireless services improved
our margin percentage by approximately five permgatpoints to 55% for the year ended December(®19 #then compared to 50% for the
year ended December 31, 2008. We continue to exqeiincome pressure as a result of access liseddriven by intense competition and
product substitution.

Wholesale Markets

The following table summarizes some of the keyrfirial measures for our wholesale markets segmeihéoyears ended December 31,
2009 and 2008:

Years Ended Increase/ %
December 31, (Decrease Change
2009 v 2009 v
2009 2008 2008 2008
(Dollars in millions)
Revenue
Strategic service $1,22: $1,22% $ (5) — %
Legacy service 1,621 2,044 (423 (21)%
Total revenue 2,84: 3,271 (428) (13)%
Expenses
Direct segment expens 15€ 17¢ (23 (13)%
Assigned facility, network and other expen 84¢ 1,19: (349 (29)%
Total expense 1,00t 1,372 (367) 2N%
Income $1,83¢ $1,89¢ $ (61 )%
Margin percentag 65% 58% 7%
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The following table summarizes the total accessslifor our wholesale markets segment as of Decegihet009 and 2008:

December 31

Increase/ %
2009 2008 (Decrease Change
(in thousands)
Total access line 1,03( 1,13 (103) (9%

The financial results for our wholesale marketsysegt continue to be impacted by several signifitaatds, which are described below.

» Private line servicesDemand for our private line services continuesitwaase, although our customers’ optimization eirth
networks and industry consolidation have negatiirelyacted our private line revenue. While we expleat these factors will
continue to impact our wholesale markets segmemtalgo believe our fiber strategy will favorabl§lience our private line
revenue through increased deme

» Access and local services revenOur access and local services revenue has beemeagpect it will continue to be, adversely
affected by technological migration and industrpsalidation. For example, consumers are substgutable, wireless and VolP
services for traditional voice telecommunicatioas/ges, resulting in continued access revenue Wesexpect these factors will
continue to impact our wholesale markets segn

» Long-distance services revenués we have continued to take a more disciplinggr@ach to long-distance profitability, we have
seen long-distance services revenue decline whildomg-distance margin has improved significarifffe continue to focus on
long-distance profitability as we see declining demasrdraditional voice services and the effects olistry consolidatior

Revenue

Our revenue was negatively impacted by industrysobdation, price compression, and our customepthtization of their cost
structures. Strategic services revenue was 43938%dof our total wholesale markets revenue foryders ended December 31, 2009 and
2008, respectively. Strategic services revenuedrtetklightly due to decreased rates for our peiliaie service, partially offset by increased
volumes.

Legacy services revenue declined due to decreadesg-distance services revenue primarily drivgrobr focus on improving the
profitability of this service and industry consdattbn. In addition, access and local services regateclined due to access line loss and a
declining demand for UNEs for the year ended DeaarBt, 2009 compared to the same period in 20GRliffonal WAN services also
declined due to industry consolidation and customigrration to more advanced technology services.

Expenses
Direct segment expenses decreased primarily dredtaed professional fees and external commissisrsresult of our reduced
volumes. We expect to continue to see direct segmeenses decrease as we match our expensesrevenue trends.

Assigned facility, network and other expenses desad primarily due to the long-distance volumeideahoted above, coupled with
lower long-distance rates. The long-distance voldedines driving the lower facilities expensesavamirect result of our long-distance
profitability initiatives that we implemented anuiustry consolidation.
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Income

Our margin percentage increased approximately spgsrentage points and we held our income to a&dtction for the year ended
December 31, 2009 as compared to the same per@Did due to profitability improvements primariblating to our long-distance services.
We continue to experience income pressure as # ofgslecreased access and local services andnib&cit of customer network optimizatior
strategic services.

2008 COMPARED TO 2007
Operating Revenue

The decrease in legacy services revenue was padfédet by increased revenue from our strategiwises primarily due to increased
volumes in Qwest iQ Networkin® , increased broadlb@venue resulting from an increase in subscriedsincreased rates and an increase
in private line services revenue due to higher mas, partially offset by lower rates. Increasedin@ds in hosting services and an increase in
video subscribers also contributed to higher sgiateervices revenue.

Legacy services revenue decreased as a resulvef local services revenue due to access linesagseilting from competitive
pressures, along with declining demand for UNEgidoy services revenue also decreased due to ael@cliong-distance services revenue as
a result of lower volumes and, to a lesser extenter rates. Lower demand for our traditional WA@hsces also contributed to the decrease in
our legacy services revenue.

Revenue from Qwest-branded wireless services veasi@alver primarily due to fewer wireless subscribas we transitioned to selling
Verizon Wireless services. We recognize revenua fi@rizon Wireless services on a net basis anajodize this revenue as strategic services
revenue, whereas we recognized revenue from Qwastibd wireless services on a gross basis andocated this revenue as a separate
category of revenue. In addition, lower averagesaontributed to the decrease in Qwest-brandezless services revenue for the year ended
December 31, 2008.

Revenue from data integration increased primaitily t higher equipment sales and services.
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Operating Expenses
The following table provides further detail regagliour operating expenses for the years ended Oesredd, 2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007

(Dollars in millions)
Cost of sales (exclusive of depreciation and ammatitin):

Facility costs $ 2,121 $ 2,264 $ (149 (6)%
Employee«related cost 1,37(C 1,38: (13 (D)%
Equipment sales cos 52: 51¢ 5 1%
Other 571 53¢ 33 6%
Total cost of sale 4,58¢ 4,70z (11¢) (3)%
Selling:
Employesrelated cost 1,16¢ 1,14C 28 3%
Marketing, advertising and external commissi 587 602 (15 (2)%
Other 452 42C 32 8%
Total selling 2,20¢ 2,162 46 2%
General, administrative and other operat
Employecrelated cost 48¢ 492 3) )%
Taxes and fee 58¢ 662 (73 (11)%
Real estate and occupancy cc 454 44% 9 2%
Other 69¢ 1,09¢ (400) (36)%
Total general, administrative and other opera 2,231 2,69¢ (467) AN%
Depreciation and amortizatic 2,35¢ 2,45¢ (105) (4%
Total operating expens $11,37¢ $12,02: $ (649 (5)%

Cost of Sales (exclusive of depreciation and amorttion)

Cost of sales are costs incurred in providing potgland services to our customers. These incladdity costs (which are third-party
telecommunications expenses we incur for usingratagiers’ networks to provide services to ourtoogers); employee-related costs directly
attributable to operating and maintaining our neknguch as salaries, wages and certain benddislipment sales costs (such as data
integration, handsets and modem costs); and otigof sales directly related to our network ogeret (such as professional fees, materials
and supplies and outsourced services).

Facility costs decreased primarily due to lowermas related to decreases in wholesale marketsdistance services and certain
business markets legacy services, such as traai®¥AN. In addition, facility costs decreased daghe migration of our wireless customer.:
Verizon Wireless. As previously discussed, we rdgervenue net of expenses under this agreemerdeTdexreases were partially offset by
increased facility costs related to the growth imegdt iQ Networking® , private line and long-distavocéumes.

Employee-related costs decreased primarily duenfgi@yee reductions in 2008. These decreases wetiallysoffset by severance
charges of approximately $81 million in 2008 rethte employee reductions in our network operations.
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Equipment sales costs increased primarily duegbdricosts corresponding to growth in businessidegration revenue. This increase
was partially offset by fewer handsets sold asraesitioned to selling Verizon Wireless servicesfrselling Qwest-branded wireless services.

Other cost of sales increased primarily due to drigitofessional fees and other costs for operatitgmaintaining our network.

Selling Expenses

Selling expenses are costs incurred in selling yetedand services to our customers. These inckrdployee-related costs directly
attributable to selling products or services (saslsalaries, wages, internal commissions and ndrtaiefits); marketing, advertising and
external commissions; and other selling costs (sisdbad debt expense, professional fees and ooésbservices).

Employee-related costs increased primarily dugdbdr costs associated with our sales force irboginess markets segment. These
increases were partially offset by a decline inaheortization of deferred costs associated withatttevation of access lines. Certain customer
acquisition costs are deferred up to the amouahgfup-front fee and amortized over the expectedli the customer relationship and have
been declining in amount as a result of accesddisges and promotional waivers of up-front fees.

Marketing, advertising and external commissiongelsed primarily due to higher marketing and adsiag costs in 2007 to promote
name and brand recognition in our business magegment and product bundling and broadband serivicag mass markets segment. This
decrease was partially offset by higher externatrmission costs in 2008 in our business markets sagm

Other selling costs increased due to higher pradaakservices fees and other costs in 2008 arfuad associated with a regulatory
matter in 2007. These increases were partiallyebtiy a decrease in bad debt expense in our makgtmaegment.

General, Administrative and Other Operating Expense

Employee-related costs decreased primarily duevied pension expense partially offset by severaheeges of $32 million and an
increase in post retirement benefits expenses hiasvsalaries and wages. General, administratideother operating expenses include the
combined net periodic expenses of our pension astinetirement health care and life insurance planall eligible employees and retirees.
We recorded combined net periodic income of $14ianiland combined net periodic expense of $39 arilfior the years ended December 31,
2008 and 2007, respectively. The shift from reamgydiombined net periodic expense to recording coatbhet periodic income was primarily
due to a decrease in net actuarial losses. Fotieialiinformation on our pension and post-retiratdans, see Note 11—Employee Benefits
to our consolidated financial statements in Iteof &is report.

Taxes and fees decreased primarily due to a $4mfavorable property tax settlement recognize@008. Excluding this settlement,
taxes and fees decreased due to other favoralppenydax adjustments.

Real estate and occupancy costs increased pringar@yto higher utility rates and usage, in additmhigher fuel costs to operate our
network fleet.

Other general, administrative and other operatkperases decreased primarily due to $393 millioateel to securities and other litigat
in 2007 and the reversal of approximately $33 onillof restructuring reserve resulting from theyestmination of a lease in 2008. For
additional information about the consolidated sii@sraction, see “Legal Proceedings” in Item 3ha$ report.
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Depreciation and Amortizatiot
The following table provides detail regarding dejiméon and amortization expense for the years @ftkcember 31, 2008 and 2007:

Years Ended Increase/ %
December 31 (Decrease Change
2008 v 2008 v
2008 2007 2007 2007

(Dollars in millions)
Depreciation and amortizatio

Depreciatior $2,12( $2,231 $ (111 (5)%
Amortization 234 22¢ 6 3%
Total depreciation and amortizati $2,35¢ $2,45¢ $ (10%) (4%

Lower capital expenditures and the changing migwfinvestment in property, plant and equipmentesip002 have decreased our
depreciation expense.

We made a decision in June 2008 to discontinuaiceproduct and service offerings and as a resalithanged our estimates of the
remaining lives of certain assets used in providingge products and services, which resulted imtioeleration of depreciation and
amortization of those assets beginning in the thudrter of 2008. As a result, we recorded $40ionilbf additional depreciation and
amortization for the year ended December 31, 2@808pepared to the year ended December 31, 2008.

The additional depreciation for the change desdréd®ve, net of deferred taxes, reduced net indnnapproximately $24 million, or
approximately $0.01 per basic and diluted commanesfor the year ended December 31, 2008.

Other Consolidated Results

The following table provides detail regarding otb&pense (income)—net and income tax (expensefibérehe years ended
December 31, 2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007

(Dollars in millions)
Other expense (incom—net:
Interest expense on lo-term borrowings and capital lea—

net $1,06¢ $1,13¢ $ (70 (6)%
Loss on early retirement of d—net — 26 (26) nm
Other—net (23 (29 (6) (21)%
Total other expense (incon—net $1,04¢ $1,13¢€ $ (9C (8)%
Income tax (expense) bene $ (399 $2,27( $ 2,66¢ nm

nm—~Percentages greater than 200% and comparisbmsdrepositive and negative values or to/from z&laes are considered not
meaningful.

Other Expense (Income)—Net

Interest expense on long-term borrowings and ddp#iaes—net decreased due to declining debt Iagelepayments exceeded new
borrowings in each year. In addition, lower int¢mses on floating rate debt and interest ratgpsveantributed to the decrease in interest
expense in 2008.
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Loss on early retirement of debt—net for 2007 wamarily due to the redemption of $250 million aggate principal amount of B 86
Debentures due June 1, 2031. The redemption rdsaliloss on early retirement of debt of $18 ionill

Other—net includes, among other things, interestrime, income tax penalties, other interest expésssh as interest on income taxes),
gains or losses related to certain fair value ggerate hedges and underlying debt and gainssesoon investments. The change in other—ne
was primarily due to lower tax interest expenseluding an interest benefit related to an incomxesettlement in 2008, partially offset by
lower interest income.

Income Tax (Expense) Benefit

Income tax (expense) benefit changed from a befwefthe year ended December 31, 2007 to an exdenglee year ended December
2008, due to a reversal of a significant portiom efluation allowance in 2007. During 2007, weed®ined that it was more likely than not
that we would realize the majority of our defertar assets, including our deferred tax assetsectlatU.S. federal NOLs. Thus, we reversed a
significant portion of the valuation allowance iBQZ. In making this determination, we analyzed, mgnather things, our recent history of
earnings and cash flows, forecasts of future egsjithe nature and timing of future deductions laewkfits represented by the deferred tax
assets and our cumulative earnings for the priaquigtters. The reversal of the valuation allowareseilted in an income tax benefit of
$2.133 billion for the year ended December 31, 280F an increase in our current and non-currergrdsf tax assets—net on our consolidated
balance sheet as of December 31, 2007.

For additional information on income taxes, seeeNk—Income Taxes to our consolidated financidestants in Item 8 of this report.

Segment Results
The following table summarizes our segment redattshe years ended December 31, 2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007
(Dollars in millions)
Total segment revent $13,11( $13,40( $ (290 (2)%
Total segment expen: 6,831 7,00¢ (179 3%
Total segment incom $ 6,27¢ $ 6,39/ $ (119 (2)%
Total segment margin percente 48% 48% — %
Business market:
Revenue $ 4,09¢ $ 3,91C $ 187 5%
Expense 2,58( 2,38( 20C 8%
Income $ 151¢ $ 1,53: $ (13 1)%
Margin percentag 37% 39% 2%
Mass markets
Revenue $ 5,74( $ 5,97¢ $ (239 (4%
Expense 2,87¢ 3,112 (239 (8)%
Income $ 2,861 $ 2,867 $ (6 — %
Margin percentag 50% 48% 2%
Wholesale market:
Revenue $ 3,271 $ 3,50¢ $ (239 ("%
Expense 1,372 1,514 (142 (9%
Income $ 1,89¢ $ 1,99 $ (96 (5)%
Margin percentag 58% 57% 1%
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Business Market:

The following table summarizes some of the keyririal measures for our business markets segmettidorears ended December 31,
2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007
(Dollars in millions)
Revenue
Strategic service $1,41¢ $1,18¢ $ 231 19%
Legacy service 2,10¢ 2,24¢ (139 (6)%
Total strategic and legacy servic 3,52¢ 3,43¢ 92 3%
Data integratior 571 47€ 95 20%
Total revenu 4,09¢ 3,912 187 5%
Expenses
Direct segment expens 1,24(C 1,081 15¢ 15%
Assigned facility, network and other expen 1,34( 1,29¢ 41 3%
Total expense 2,58( 2,38( 20C 8%
Income $1,51¢ $1,53: $ (13 )%
Margin percentag 37% 3% (2)%

The following table summarizes the total accessslifor our business markets segment as of Dece®dh@008 and 2007:

December 31,

Increase/ %
2008 2007 (Decrease Change
(in thousands)
Total access line 2,63¢€ 2,791 (15%) (6)%

Revenue

Strategic services revenue was 35% and 30% ofotalriusiness markets revenue for the years endedriber 31, 2008 and 2007,
respectively. Revenue from strategic services asmd primarily due to increased volumes in Qwesti@@vorking® and hosting services. In
addition, private line services revenue increasesltd higher volumes, partially offset by lowerest

Legacy services revenue was 51% and 57% of odrliosiness markets revenue for the years endedniiee31, 2008 and 2007,
respectively. Revenue from legacy services declated result of decreased volumes in traditionalN/é&rvices, along with lower local
services revenue driven by access line losses.

Revenue from data integration increased primaitily th higher equipment sales and services.

Expenses

Direct segment expenses increased primarily dinggteer employee-related costs associated with @esdorce, higher external
commission costs, increased professional fees @ghehdata integration costs to support growthatadntegration revenue.

Assigned facility, network and other expenses iaseel primarily due to higher facility costs relatedjrowth in Qwest iQ Networking
and long-distance volumes. This increase was figrtiiset by decreased volumes for certain busimearkets legacy services, such as dial-up
access and our traditional WAN services.
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Income

Expenses increased due to an increase in ourfsadesand increased data integration costs deateagemargin percentage to 37% from
39% for the years ended December 31, 2008 and 28§Fectively. Intense competition, product substih and customer migration also
contributed to the income pressure that decreasethargin percentage by approximately two percentagints for the year ended

December 31, 2008 compared to the same perioddi.20

Mass Markets

The following table summarizes some of the keyririal measures for our mass markets segment foredies ended December 31, 2008

and 2007:

Revenue
Strategic service
Legacy service

Total strategic and legacy servic
Qwes-branded wireless servic

Total revenue

Expenses
Direct segment expens
Assigned facility, network and other expen

Total expense
Income

Margin percentag

Years Ended Increase/
December 31, (Decrease
2008 v
2008 2007 2007
(Dollars in millions)

$1,33¢ $1,15( $ 18t
3,94¢ 4,29¢ (349
5,281 5,44¢ (162)
45¢ 53t (76
5,74( 5,97¢ (239

1,29¢ 1,45¢ (15%
1,58( 1,65¢ (78)
2,87¢ 3,112 (239
$2,861 $2,867 $ (6)

50% 48% 2%

%

Change

2008 v

2007

16%
(8)%
(3)%

(14)%
(4%

(11)%
(5)%
(8)%

— %

The following table summarizes some of the key apenal measures for our mass markets segment@scafmber 31, 2009 and 2008:

Broadband subscribe®
Video subscriber
Access line:

Wireless subscribel®

December 31

Increase/ %
2008 2007 (Decrease Change
(in thousands)
2,841 2,611 23€ 9%
79€ 64¢ 14¢ 23%
7,79€ 8,707 (911) (10)%
717 824 (107) (13)%

(1) Broadband and wireless subscribers include an iemaahumber of business markets custonr

In addition to the specific items discussed belae believe declining general economic conditiongatieely impacted our revenue in

2008.

Revenue

Strategic services revenue represented 23% ofratahue for the year ended December 31, 2008rapared to 19% for the same
period in 2007. Strategic services revenue inceepsienarily due to an increase in broadband subscsiand, to a lesser extent, an increase in
video subscribers as of December 31, 2008 comparBecember 31, 2007.
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Legacy services revenue decreased primarily dimter local services revenue, which was driven tgeas line losses resulting from
competitive pressures. In addition, long-distarewises revenue decreased due to lower volumesaaesl

Qwest-branded wireless services revenue decreagedrity due to fewer wireless subscribers as \@agitioned to selling Verizon
Wireless services. We recognize revenue from Variireless services on a net basis and categdiigegvenue as strategic services reve
whereas we recognized revenue from Qwest-brandedless services on a gross basis and categorizettlenue as a separate category of
revenue. In addition, lower average rates conteithtivo the decrease in Qwest-branded wireless ssrvéwvenue for the year ended
December 31, 2008.

Expenses

Direct segment expenses decreased primarily dissvier equipment sales costs due to fewer handsktsas we transitioned to selling
Verizon Wireless services, lower marketing and atikiag costs and a decline in the amortizationugtomer acquisition costs associated with
the activation of access lines in 2008. A reductivhad debt expense resulting from lower writes@hd recoveries of previously written-off
receivables contributed to the decrease in dirgtnent expenses in 2008.

Assigned facility, network and other expenses desad primarily due to lower facility costs assaailatvith migration of our customer
from Qwest-branded wireless services to Verizonelgss services and lower network costs relatechfgayee reductions in our network
operations in 2008 as we continued to adjust oukfecce to reflect our workload.

Income

Our focus on increasing broadband subscribersaseour margin percentage by approximately 2 pgage points to 50% for the year
ended December 31, 2008 when compared to 48%dorahr ended December 31, 2007. We were able tbduslincome flat as the
reductions in local services revenue and Qwestdadnvireless services revenue were offset by ostrrmoanagement.

Wholesale Markets

The following table summarizes some of the keyriial measures for our wholesale markets segmertiéoyears ended December 31,
2008 and 2007:

Years Ended Increase/ %
December 31, (Decrease Change
2008 v 2008 v
2008 2007 2007 2007
(Dollars in millions)
Revenue
Strategic service $1,227 $1,19¢ $ 31 3%
Legacy service 2,044 2,31 (269 (12)%
Total revenu 3,271 3,50¢ (239%) (N%
Expenses
Direct segment expens 17¢ 16¢€ 11 7%
Assigned facility, network and other expen 1,19: 1,34¢ (159 (11)%
Total expense 1,372 1,51/ (142 (9%
Income $1,89¢ $1,99¢ $ 96 5)%
Margin percentag 58% 57% 1%
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The following table summarizes the total accessslifor our wholesale markets segment as of Decegihe&t008 and 2007:

December 31
Increase/ %

2008 2007 (Decrease Change
(in thousands)
Total access line 1,13: 1,291 (15¢) (12)%

Revenue
Strategic services revenue was 38% and 34% ofotalrwholesale markets revenue for the years eBéegmber 31, 2008 and 2007,
respectively. Strategic services revenue increpsetarily due to increased volumes in private lggevices.

Legacy services revenue decreased primarily daedecline in longdistance services revenue as a result of lowemvesuand, to a less
extent, lower rates. In addition, local servicegeraie decreased due to declining demand for UN&seress services revenue decreased
primarily due to a 9% decline in volume compare@@07.

Expenses
Direct segment expenses increased primarily daeréfund associated with a regulatory matter in72@artially offset by a decrease in
professional fees. Excluding the refund in 2007eaisegment expenses decreased slightly in 2008aed to 2007.

Assigned facility, network and other expenses desed primarily due to lower facility costs, largedgulting from the volume decline in
long-distance services.

Income

Our new focus on improving the profitability of oleng-distance services increased our margin pégerapproximately 1 percentage
point to 58% for the year ended December 31, 2008 wcompared to 57% for the year ended Decemb&0®¥, The decrease in long-
distance services revenue decreased our incomedsupartially offset by the new profitability ir@tive for the year ended December 31, 2008
when compared to 57% for the year ended Decemhex(RITY.

Liquidity and Capital Resources
Near-Term View

We expect that our cash on hand and expected sietgemerated by operating activities will exceedaash needs over the next
12 months. At December 31, 2009, we held cash asd equivalents totaling $2.406 billion and had$3.billion available under our
currently undrawn revolving credit facility (refed to as the Credit Facility). We accessed theitcnearkets two times in 2009 for a total of
$1.270 billion. Financing activities in January drebruary 2010 resulted in $250 million of incretatiquidity. In particular, we issued
$800 million of debt for net proceeds of $775 mifliand redeemed $525 million of debt. You can &dditional information on our 2010
financing activities in Note 8—Borrowings to oumsmlidated financial statements in Item 8 of tleigart.

During the year ended December 31, 2009, our reit ganerated by operating activities totaled $3t8ion. For the coming 12 montt
our expected financing and investing cash needgpfoximately $5 billion include:
e $2.693 billion of debt maturing
» capital expenditures of $1.7 billion or less; ¢

» quarterly dividends on our common stock of appratity $140 million per quarte
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The $2.693 billion of notes maturing in 2010 in@sdp1.265 billion of our 3.50% Convertible Seniatés and our February 2010
redemption of $525 million of the 7.25% Senior Notlie 2011. Although our 3.50% Convertible Senioteld have a stated maturity of 2025,
we treat these notes as maturing in 2010 becaagectntain put and call provisions that first apipliNovember 2010. We accessed the credit
markets multiple times in the past year in parriepare for the possibility that we will need $B2#llion of cash in November 2010 to
repurchase these notes. Even if we are not reqtoregpurchase these notes in November 2010, westilbghoose to call the notes at that
time. You can find additional information about $kenotes in Note 8—Borrowings to our consolidatedrfcial statements in Item 8 of this
report.

In general, we intend to refinance debt issuedlryQC subsidiary (including $825 million maturing2011 and $1.500 billion maturing
in 2012) and intend to pay all other maturing deith cash on hand and expected net cash genenatepating activities. However, we do
not anticipate issuing new debt to refinance th@0®illion of debt issued by our QC subsidiary timtures in June 2010, as that maturity was
factored into our 2009 borrowing decisions.

We have significant discretion in how we use owhc pay for capital expenditures and for othetsof our business, as only a
minority portion of our capital expenditures is deded to preservation activities or government daaes. We evaluate capital expenditure
projects based on expected strategic impacts @siébrecasted revenue growth or productivity, espeand service impacts) and our expected
return on investment. If we are not successful &ntaining or increasing our net cash generateddgyating activities in the near term, we
may use this discretion to decrease our capitadmditures, which may impact future years’ operatiggplts and cash flows. For example, we
also lease certain facilities and equipment undeious capital lease arrangements when the leasinggements are more favorable to us than
purchasing the assets. For the year ended Dece&hh2009, we entered into capital leases of apprately $107 million, which allowed us to
reduce our initial cash outlays, and we may usgelé@ancing in 2010 for some portion of our cdmfsending.

At December 31, 2009, our current liabilities exdrsk our current assets by $483 million. This wagldapital deficit improved $400
million as compared to our working capital defaitDecember 31, 2008. The improvement was primdriky to earnings before depreciation,
amortization and income taxes, and net proceeds fnar long term debt issuances, partially offseth®yreclassification of non-current debt to
current, capital expenditures and dividends dedlareour common stock.

We continue to look for opportunities to improve capital structure by reducing debt and intergpease. We expect that at any time
we deem conditions favorable we will also attenoptiiprove our liquidity position by accessing debbther markets in a manner designed to
create positive economic value. Although we welle &dhaccess the credit markets in April 2009, Seyter 2009 and January 2010, the
unstable economy may impair our ability to refirameaturing debt at terms that are as favorableassetfrom which we previously benefited
or at terms that are acceptable to us.

As of December 31, 2009, we also had $193 milliostock repurchases remaining under the $2 biltonk repurchase program that our
Board of Directors authorized in October 2006. Board of Directors extended the timeframe to comeplleese repurchases, which were
originally scheduled to be completed in 2008. Wk rtht repurchase any stock under this program @920

Long-Term View

We believe that cash provided by operations andtotrently undrawn Credit Facility, combined witarcurrent cash position and the
likelihood that we will continue to have accessapital markets to refinance our debt as it matiglesuld allow us to meet our cash
requirements for the foreseeable future. Our gépely is to refinance the debt maturities of Q€ subsidiary and not to refinance all other
debt maturities.
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Debt

We have a significant amount of debt maturing enlext several years, including $2.693 billion miatyin 2010 (including our 3.5%
Convertible Senior Notes, which for the reasonsutised above we treat as maturing in 2010), $1h8&6h maturing in 2011, $1.500 billion
maturing in 2012 and $750 million maturing in 20T8e $1.626 billion maturing in 2011 excludes tibiiary 2010 redemption of
$525 million of our 7.25% Senior Notes due 2011. hébeve that we will continue to have access futahmarkets to refinance our debt as
discussed above in the “Near-Term View.” Although were able to access the credit markets in APAB2 September 2009 and January
2010, the unstable economy may impair our abitityefinance maturing debt at terms that are asrédole as those from which we previously
benefited or at terms that are acceptable to us.

The Credit Facility makes available to us $1.03bdni of additional credit subject to certain réstions as described below, is currently
undrawn and expires in September 2013. The Creditiy has 13 lenders, each with commitments naggiom $25 million to $100 million.
This facility has a cross payment default provisiamd this facility and certain other debt issuse aave cross acceleration provisions. When
present, these provisions could have a wider impadiguidity than might otherwise arise from aaldf or acceleration of a single debt
instrument. These provisions generally provide ghatoss default under these debt instruments amddr if:

» we fail to pay any indebtedness when due in aneggde principal amount greater than $100 mill

e any indebtedness is accelerated in an aggregaigigad amount greater than $100 million;

» judicial proceedings are commenced to foreclosargnof our assets that secure indebtedness ingregage principal amoul
greater than $100 milliot

Upon a cross default, the creditors of a materiaant of our debt may elect to declare that a defes occurred under their debt
instruments and to accelerate the principal amadunsto those creditors. Cross acceleration prawssare similar to cross default provisions,
but permit a default in a second debt instrumetigtaeclared only if, in addition to a default actwg under the first debt instrument, the
indebtedness due under the first debt instrumesnttisally accelerated.

The Credit Facility also contains various limitais including a restriction on using any proceedmfthe facility to pay settlements or
judgments relating to the legal matters discuss‘Legal Proceedings” in Item 3 of this report. Ind&ébn, to the extent that our earnings
before interest, taxes, depreciation and amortinatir EBITDA (as defined in our debt covenants)eiduced by cash settlements or judgments
relating to the matters discussed in that notedebt to consolidated EBITDA ratios under certahtdagreements will be adversely affected.
This could reduce our liquidity and flexibility die potential restrictions on drawing on our Crdditility and potential restrictions on
incurring additional debt under certain provisi@fi®ur debt agreements.

We may also need to obtain additional financingneestigate other methods to generate cash (sutthither cost reductions or the sale
of assets) if:

» revenue and cash provided by operations signifigaigcline;

* poor economic conditions continue to pers

e competitive pressures increa

* we are required to contribute a material amourtash to our pension plan;

* we become subiject to significant judgments oreittints in one or more of the matters discussetdgdl Proceedings” in Item 3
of this report
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Pension Plan

Benefits paid by our pension plan are paid throagtust. This pension plan is measured annualeaember 31. The accounting
unfunded status of our pension plan was $790 mitibDecember 31, 2009. Cash funding requiremeamtde significantly impacted by
earnings on investments, the applicable discouatused to value the benefit obligation, changebkérplan and funding laws and regulations.
As a result, it is difficult to determine futurenfding requirements with a high level of precisibowever, in general, current funding laws and
regulations require funding deficits to be paidraeseven year period unless the plan is fully &thdefore then. We will not be required to
make a cash contribution to this plan in 2010. Bas® currently available information, our projecteduired contribution in 2011 is $0 to $:
million. The information necessary to finalize @11 contribution calculations will not be avaikahintil later in 2010. It is also very likely,
based on current funding laws and regulations,digmificantly higher contributions will be requitén 2012 and beyond. The amount of any
required contributions in 2012 and beyond will deghen earnings on investments, discount rates,gasam the plan and funding laws and
regulations. See additional information about cemgion benefits in Note 11—Employee Benefits toanmsolidated financial statements in
Item 8 of this report.

Post-Retirement Benefits

Certain of our post-retirement health care anditifeirance benefits plans are unfunded. As of Déeer8l, 2009, the unfunded status of
all of our postretirement benefit plans was $2.525 billion. A triaslds assets that are used to help cover théhhesle costs of retirees who
former occupational (also referred to as union) leyges, and we believe that the more liquid asadtse trust will be adequate to provide
continuing reimbursements for certain health casgscfor approximately five years.

We did not make any cash contributions to thisttiu2009 and do not expect to make any significash contributions to this trust in
the future. We therefore anticipate that the majasf the costs that have historically been paitiaiuhis trust will need to be paid by us at
some point in the future. As of December 31, 2@08 fair value of the trust assets was $863 milllomwever, a portion of these assets is
comprised of investments with restricted liquidity.2008 we estimated that the trust would be adexjto provide continuing reimbursements
for our occupational post-retirement health catséor approximately five years. Based on retamsrust assets during 2009, we still believe
that the more liquid assets in the trust will bequhate to provide continuing reimbursements foramaupational post-retirement health care
costs for approximately five years. Thereafter,ared benefits for our eligible retirees who arerfer occupational employees will be paid
either directly by us or from the trust as the esbecome liquid. This five year period could bbstantially shorter or longer depending on
returns on plan assets, the timing of maturitiedligfiid plan assets and future changes in bene®ur estimate of the annual long-term rate of
return on the plan assets is 8.0% based on thertlyrtheld assets; however, this could vary widelgny given year. The benefits reimbursed
from plan assets were $193 million in 2009. Seatimh@dl information about our post-retirement bétseh Note 11-Employee Benefits to ol
consolidated financial statements in Item 8 of thjsort.

Income Tax Payments

During the past three years, our income tax paysnese predominantly related to prior years’ incdeeissues. In 2009 and 2008, we
made payments (including penalties and interesp8fmillion and $102 million, respectively. Thgseyments related to prior years’ federal
and state income tax issues, respectively. In 28@7aid immaterial amounts for income taxes.

We currently make some payments for income taxasgekier, in most jurisdictions where we are subfjeéhcome tax, those taxes are
largely offset through the utilization of our sifioant net operating loss carryforwards (“NOLs")s Af December 31, 2009, we had NOLs of
$5.8 billion and we expect to fully use these N@bksan offset against future taxable income. Weal@xgrpect to pay a significant amount of
income taxes until all of these NOLs have been usedever, the timing of that use will depend uature earnings and upon our future tax
circumstances. We currently expect to be able éathus NOLs to reduce tax payments for several years
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Once our NOLs are fully utilized, we expect to makame tax payments commensurate with our taxabtame. The amounts of those
payments will also depend upon future earningsugomh our future tax circumstances and cannot berataly estimated at this time.

Historical View
The following table summarizes cash flow activitiesthe years ended December 31, 2009, 2008 adid: 20

Increase/ %
Years Ended December 31, (Decrease) Change
2009 \ 2008\
2009 v 2008 v
2009 2008 2007 2008 2007 2008 2007
(Dollars in millions)
Cash flows:

Provided by operating activitie $3,307 $2,931 $3,02¢ $ 37€ $ (95) 13% (3)%
Used for investing activitie 1,40¢ 1,69:¢ 1,601 (287) 92 AN% 6%
Used for financing activitie 60 1,57 1,764 (1,515 (189) (96)% (11)%

Operating Activities

Net cash provided by operating activities increataihg the period as the decline in cash recefr@d customers as a result of the
decline in customers was more than offset by aedeserin payments for securitiedated legal matters; a decrease in paymentaéilit§ costs
resulting from the transition to Verizon Wirelegs\dces from selling Qwest-branded wireless sesyideclining minutes of use, network
optimization and reduced rates; and lower paymintesmployee-related costs due to lower headcount.

Cash provided by operating activities decreasexDi8 as compared to 2007 primarily due to decreaeaskl received from customers i
result of the decline in customers and increaségagments for income taxes related to an incomaéétlement. These decreases were
partially offset by lower payments for shareholliggation, facility costs and interest. We madaugholder litigation payments of $209 milli
and $459 million during the years ended DecembgePB@8 and 2007, respectively.

Investing Activities

Cash used for investing activities decreased ir92compared to 2008 primarily due to lower capitpenditures.
Lower capital spending was the result of initiativelated to decreasing per unit capital costiwadown in new housing construction,
which was down 40% as compared to 2008, and otiwegrl customer-driven capital requirements. We s advantage of favorable interest
rates and increased our capital leasing activityickvfurther reduced our cash payments for capaipment. Our capital expenditures
continue to be focused on our strategic serviceb as broadband. In 2010, we anticipate that der investment, which includes fiber to the
cell site, or FTTCS, will increase. This upwardhtlgs the largest contributor to our projected tamxpenditures for 2010 increasing
to $1.7 billion or less. In addition, we may usade financing in 2010 for some portion of our caEpending.

Cash used for investing activities increased in82&§ compared to 2007 primarily due to increaseitaleexpenditures to support the
planned growth in our strategic services, partiaffget by lower proceeds from the sale of and Ipases of investment securities. We received
net proceeds from the sale of investment secunfi&s5 million in 2008 and $139 million in 200 &ddition, we reclassified $100 million of
cash equivalents to investments in 2007.
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Financing Activities

For the year ended December 31, 2009, we issu@6®$billion of new debt resulting in aggregate mieiceeds of $1.270 billion, repaid
$827 million of long-term borrowings including cant maturities and paid $551 million in dividends.

For the year ended December 31, 2008, we repaitl $6iBon of long-term borrowings including curremtaturities, paid $556 million in
dividends and purchased $432 million of our comrsitmek under our stock repurchase program.

For the year ended December 31, 2007, we repaid 6hillion of long-term borrowings including cuntematurities, purchased
$1.170 billion of our common stock under our stoggurchase program and issued $500 million of nelt tesulting in aggregate net proce
of $493 million.

We were in compliance with all provisions and ccaais of our borrowings as of December 31, 2009.

Letters of Credit

We maintain letter of credit arrangements with @asi financial institutions for up to $84 million.a¥ad outstanding letters of credit of
approximately $75 million as of December 31, 2009.

Credit Ratings
The table below summarizes our long-term debt gatas of December 31, 2009 and 2008:

December 31, 2009 and 2008

Moody’s S&P Fitch
Corporate rating/Sr. Implied ratir Ba2 BB NR
Qwest Corporatiol Bal BBB- BBB-
Qwest Capital Funding, In Bl B+ BB
Qwest Communications International Ini Ba3/B1 B+ BB+/BB

NR = Not rated
* = QCII notes have various rating

With respect to Moody'’s, a rating of Ba is judgechive speculative elements and is subject to @uotiest credit risk, meaning that the
future of the issuer cannot be considered to béasslred. Often the protection of interest andgpial payments may be very moderate, and
thereby not well safeguarded during both good auitbmes. A rating of B is considered speculatiné & subject to high credit risk. Th#,"2,
3" modifiers show relative standing within the nmagategories, 1 being the highest, or best, madifié¢erms of credit quality.

With respect to S&P, any rating below BBB indicatiest the security is speculative in nature. Angiof BBB indicates that there are
currently expectations of adequate protection. thgeof BB indicates that the issuer currently ttees capacity to meet its financial commitm
on the obligation; however, it faces major ongaimgertainties or exposure to adverse businessg)diabor economic conditions, which could
lead to the obligor’s inadequate capacity to misdfimancial commitment on the obligation. An obliign rated B is more vulnerable to
nonpayment than obligations rated BB, but the @bl@urrently has capacity to meet its financial coitment on the obligation. Adverse
business, financial, or economic conditions wkEelly impair the obligor’s capacity or willingnessmeet its financial commitment on the
obligation. The plus and minus symbols show retasitanding within the major categories.

With respect to Fitch, any rating below BBB indiesithat the security is speculative in nature.thgeof BBB indicates that there are
currently expectations of low credit risk. The ceipafor payment of financial commitments is coresield adequate but adverse changes in
circumstances and economic conditions are moréyltkeimpair this capacity. This is the lowest isttment grade category. A rating of BB
indicates that there is
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a possibility of credit risk developing, particulaas the result of adverse economic change owes; thowever, business or financial
alternatives may be available to allow financiaintoitments to be met. The plus and minus symbols/sktative standing within major
categories.

Debt ratings by the various rating agencies re@cth agency’s opinion of the ability of the issuerrepay debt obligations as they come
due. In general, lower ratings result in higherbaing costs and impaired ability to borrow undeceptable terms. A security rating is not a
recommendation to buy, sell or hold securities mwag be subject to revision or withdrawal at anyetipy the assigning rating organization.

While we have been able to obtain financing regegilven our current credit ratings, which as shabove are unchanged from
December 31, 2008, our ability to raise additiaregital under acceptable terms and conditions neaynpaired. Although our current credit
ratings remain unchanged from December 31, 2002009 S&P revised its outlook relating to our cogte rating from stable to negative due
to the decline in our core wireline business, whghn industry-wide trend. S&P stated that we néled to moderate our financial profile by
reducing debt and leverage to maintain our cumaimg.

Risk Managemen

We are exposed to market risks arising from chaigederest rates. The objective of our interes¢ risk management program is to
manage the level and volatility of our interestemxge. We currently use derivative financial insteats to manage our interest rate risk
exposure and we may continue to employ them irfuthee.

Near-Term Maturities

As of December 31, 2009, we had $2.168 billionooig-term notes maturing in the subsequent 12 mohtbkided in the $2.168 billion
is $1.265 billion of our 3.50% Convertible Seniootls. We treat our 3.50% Convertible Senior Nogematuring in 2010 because they con
put and call provisions that first apply in NovemB810. Under the terms of our 3.50% Convertiblei@eNotes, upon conversion at a time at
which the market-based conversion provisions deedrin “Near-Term Vieware satisfied, we must pay the converting holdash @qual to ¢
least the par value of the 3.50% Convertible SeNmtes. As of December 31, 2009, $1.265 billionhefse notes were outstanding. While tt
notes were not convertible as of December 31, 2@@8ause specified, market-based conversion proxgsi@re not met as of that date, these
notes would be available for immediate conversidhdse provisions are met during certain subseigoemods. In addition, holders have the
option to require us to repurchase the notes feln exery five years on November 15, beginning ib2@&nd receive cash from us equal to the
par value of the notes. Even if we are not requioe@purchase these notes in November 2010, westilbghoose to call the notes at that tit
We would be exposed to changes in interest ratasyatime that we choose to refinance any of tblst.dA hypothetical increase of 100 basis
points in the interest rate on a refinancing oféhére current portion of long-term notes woul@m@@se annual pre-tax earnings by
approximately $22 million.

Floating-Rate Debt

One objective of our short-term debt strategy imt@ advantage of favorable interest rates by pimgloating interest rate debt to fixed
interest rate debt using cash flow hedges. Onectibgeof our long-term debt strategy is to achiavaore balanced ratio of fixed to floating
interest rate debt by swapping a portion of ouvedixnterest rate debt to floating interest ratet hetough fair value hedges. As of December
2009, we had $750 million of floating interest rd&bt outstanding, of which $250 million was exgbt®changes in interest rates, and
$400 million of fixed rate debt which we convertedloating rate debt through interest rate swah& exposure for these instruments is linked
to the London Interbank Offered Rate, or LIBOR. ypbthetical increase of 100 basis points in LIB@Rtive to the net $650 million of
floating interest rate debt and swaps that is eegpds changes in interest rates would decreaseabprettax earnings by approximately
$7 million.
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Investments

As of December 31, 2009, we had $2.358 billion §ted in highly liquid cash-equivalent instruments 95 million invested in auction
rate securities. As interest rates change, salélinterest income derived from these instrumekgsuming that these investment balances
were to remain constant, a hypothetical decread®®@basis points in interest rates would decraaseal pre-tax earnings by approximately
$25 million.

Combined Impacts

The table below provides a sensitivity analysisatain expense and income items, as well as netrig, assuming 100-basis-point
upward and downward shifts in market interest rates the entire year. This sensitivity analysiterds only the impact for the year ended
December 31, 2009 from the borrowings and investarat were outstanding and hedges that werdenteds of December 31, 2009. It does
not reflect the impact of long-term notes matuiimghe subsequent 12 months or convertible borrgevivecause they would not have been
affected by changes in market interest rates duhiageriods presented.

Assuming

Assuming
+100 basi -100 basit
As
reported point shift point shift
(Dollars in millions)
2009:
Interest expense on lo-term borrowings and capital lea—net $1,08¢ $ 1,09¢ $ 1,08:
Other incom—net 17) (42) 7
Net income 662 67¢ 64t
Future Contractual Obligations
The following table summarizes our estimated futtoetractual obligations as of December 31, 2009:
Payments Due by Period
2015 and
2010 2011 2012 2013 2014 Thereafter _ Total
(Dollars in millions)
Future contractual obligatior®:
Debt and lease paymen
Long-term debt $2,69: $1,62¢ $1,50C $ 75C $1,90C $ 5,82¢ $14,29:
Capital lease and other obligatic 36 37 31 26 20 23 17:&
Interest on lon-term borrowings and capital lea<? 99( 832 673 59¢ 52¢ 4,20( 7,82
Operating lease 234 20t 172 14€ 127 702 1,58
Total debt and lease payme 3,95 2,70C 2,37¢ 1521 257¢ 10,75( 23,87¢
Other lon¢-term liabilities 6 3 4 6 2 171 192
Purchase commitment
Telecommunications and information technol 17¢ 2 2 1 — 1 184
IRU* operating and maintenance obligatic 18 18 18 18 18 134 224
Advertising, promotion and other servic? 111 63 39 30 25 63 331
Total purchase commitmer 307 83 59 49 43 19¢ 73¢
Non-qualified pension obligatio 4 3 3 3 3 32 48
Pos-retirement benefit obligatio 75 76 75 75 73 1,47¢ 1,85(
Total future contractual obligatiol $4,34 $2,86F $2,517 $1,65¢ $2,697 $12,627 $26,70:
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* Indefeasible rights of us
The table does not includ

(1)

our open purchase orders as of December 31, 20@3eTpurchase orders are generally at fair vateeggenerally cancelab
without penalty and are part of normal operatic

other lon¢-term liabilities, such as accruals for legal mati@nd income taxes, that are not contractual divigs by nature. W
cannot determine with any degree of reliability ylears in which these liabilities might ultimateslgttle;

cash funding requirements for pension benefits Ipiay certain eligible current and future retiréBise accounting unfunded status
of our pension plan was $790 million at December28D9. Benefits paid by our qualified pension @aa paid through a trust.
Cash funding requirements for this trust are noluitked in this table as we are not able to religslymate required contributions to
the trust. Cash funding requirements can be sigantly impacted by earnings on investments, thdicgige discount rate at the e
of the year, changes in the plan and funding lavgsragulations. As a result it is difficult to deténe future funding requirements
with a high level of precision; however, in generalrrent funding laws and regulations require fogdieficits to be paid over a
seven year period unless the plan is fully fundefdie then. We will not be required to make a aasftribution to this plan in
2010. Based on currently available information, piajected required contribution in 2011 is $0 128 million. The information
necessary to finalize our 2011 contribution caltafes will not be available until later in 2010.stalso very likely, based on curr
funding laws and regulations, that significantlghmer contributions will be required in 2012 and tr&y. The amount of any
required contributions in 2012 and beyond will deghen earnings on investments, discount rates,gasaim the plan and funding
laws and regulation:

certain post-retirement benefits payable to ceréigible current and future retirees. Although kasl a $2.525 billion liability
recorded on our balance sheet as of December 89, r2presenting the net benefit obligation forpalst-retirement health care and
life insurance benefits, not all of this amounaisontractual obligation and only the portion tvatbelieve is a contractual
obligation is reported in the table. Certain ofsth@lans are unfunded and net payments made loyalesd $149 million in 2009,
including payments for benefits that are not caritral obligations. Total undiscounted future paytaastimated to be made by us
for benefits that are both contractual obligatiand non-contractual obligations are approximatélyl $illion over approximately
80 years. However, this estimate is impacted bipuaractuarial and market assumptions, and ultipayenents will differ from

this estimate. In 1992, a trust was created andefdrio help cover the health care costs of retindesare former occupational
employees. We did not make any cash contributionis trust in 2009 and do not expect to makesagwificant cash contributiol
to this trust in the future. We anticipate that thajority of the costs that have historically beamd out of this trust will need to be
paid by us at some point in the future. As of Delsen81, 2009, the fair value of the trust assets $&63 million; however, a
portion of these assets is comprised of investmeitksrestricted liquidity. In 2008 we estimatedthhe trust would be adequate to
provide continuing reimbursements for our occupsigost-retirement health care costs for approtéipdive years. Based on
returns on trust assets during 2009, we still belignat the more liquid assets in the trust wilbldequate to provide continuing
reimbursements for our occupational post-retirerheaith care costs for approximately five yearer€hfter, covered benefits for
our eligible retirees who are former occupatiomaptyees will be paid either directly by us or froine trust as the assets become
liquid. This five year period could be substangiahorter or longer depending on returns on plaetasthe timing of maturities of
illiquid plan assets and future changes in bendfits estimate of the annual lotgrmn rate of return on the plan assets is 8.0%d
on the currently held assets; however, this coaly widely in any given year. The benefits reimlegrérom plan assets were $193
million in 2009. See additional information on daenefits plans in Note 11—Employee Benefits toamsolidated financial
statements in Item 8 of this repc
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« contract termination fees. These fees are-recurring payments, the timing and payment of whiicany, is uncertain. In th
ordinary course of business and to optimize out sirscture, we enter into contracts with termsaggethan one year to use the
network facilities of other carriers and to purahasher goods and services. Our contracts to U oarriers’ network facilities
generally have no minimum volume requirements aecased on an interrelationship of volumes ancbdisted rates. Assuming
we exited these contracts in 2010, the contrantitettion fees would be approximately $376 millitmder the same assumption,
termination fees for these contracts to purchaselgand services would be $66 million. In the ndrooarrse of business, we
believe the payment of these fees is remote;

» potential indemnification obligations to counterjEs in certain agreements entered into in the aboourse of business. The na
and terms of these arrangements vary. Historicakyhave not incurred significant costs relategedformance under these type:
arrangements

(2) Interest paid in all years may differ due to futueénancing of debt. Interest on our floating rdébt was calculated for all years using
rates effective as of December 31, 2C

(3) We have various long-term, non-cancelable pasefcommitments for advertising and promotion sesyiincluding advertising and
marketing at sports arenas and other venues amiseWge also have service related commitments vatfous vendors for data
processing, technical and software support serviegsire payments under certain service contrattsavy depending on our actual
usage. In the table above we estimated paymentbdee service contracts based on the level ofcesrwe expect to receiv

Off-Balance Sheet Arrangements

We have no special purpose or limited purposeiestihat provide off-balance sheet financing, liifyi, or market or credit risk support,
and we do not engage in leasing, hedging, resesrdlievelopment services, or other relationshigsekpose us to any significant liabilities
that are not reflected on the face of the constddifinancial statements or in the Future Conti@dbligations table above.

Critical Accounting Policies and Estimates

We have identified certain policies and estimatesrdical to our business operations and the wideding of our past or present results
of operations. For additional information on thelégation of these and other significant accouniatjcies, see Note 2—Summary of
Significant Accounting Policies to our consolidafetncial statements in Item 8 of this report. & @olicies and estimates are considered
critical because they had a material impact, oy tieeve the potential to have a material impactwnconsolidated financial statements and
because they require significant judgments, assomgpbr estimates. The preparation of our constdiifinancial statements and related
disclosures requires us to make estimates and assms that affect the reported amount of asseaddiahilities, disclosure of contingent ass
and liabilities at the date of our consolidateafinial statements, and the reported amounts ohuevand expenses during the reporting pe
We believe that the estimates, judgments and agsamspnade when accounting for the items descrileow are reasonable, based on
information available at the time they are madewkleer, there can be no assurance that actualsesiliihot differ from those estimates.

Loss Contingencies and Litigation Reserv

We are involved in several material legal procegsliras described in more detail in “Legal Procegsliin Item 3 of this report. We
assess potential losses in relation to these dma pending or threatened tax and legal mattersmiatters not related to income taxes, if a loss
is considered probable and the amount can be rablsoestimated, we recognize an expense for thmaistd loss. To the extent these
estimates are more or less than the actual ligldgulting from the resolution of these matters, @arnings will be increased or decreased
accordingly. If the differences are material, oonsolidated financial statements could be matgriaipacted. If a loss is considered reason
possible, we disclose the item and any determinedtienate of the loss if material but we do nobggtze any expense for the potential loss.
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For matters related to income taxes, if the impéetn uncertain tax position is more likely thari toobe sustained upon audit by the
relevant taxing authority, then we recognize a biefa the largest amount that is more likely thaot to be sustained. No portion of an
uncertain tax position will be recognized if thesfiimn has less than a 50% likelihood of beingainstd. Though the validity of any tax posit
is a matter of tax law, the body of statutory, lagary and interpretive guidance on the applicatbthe law is complex and often
ambiguous. Because of this, whether a tax positidrultimately be sustained may be uncertain. Blrerall tax liability recorded for uncertain
tax positions as of December 31, 2009 and 2008 derssthe anticipated utilization of any applicatsle credits and NOLs.

To the extent we have recorded tax liabilities tiratmore or less than the actual liability théitnately results from the resolution of an
uncertain tax position, our earnings will be ina®@ or decreased accordingly. Also, as we becoraesani new interpretations of relevant tax
laws and as we discuss our interpretations witingaauthorities, we may in the future change ogeasments of the sustainability of an
uncertain tax position or of the amounts that magstained upon audit. We believe that the egtsnatdgments and assumptions made in
accounting for these matters are reasonable, lmasgdormation currently available. However, as agsessments change and as uncertain tax
positions are resolved, the impact to our constddlfinancial statements could be material.

Deferred Taxes

Our provision for income taxes includes amountgdarconsequences deferred to future periods. \&rdedeferred income tax assets
and liabilities reflecting future tax consequenatigbutable to tax NOLs, tax credit carryforwaedsl differences between the financial
statement carrying value of assets and liabildied the tax bases of those assets and liabildieferred taxes are computed using enacted tax
rates expected to apply in the year in which tffeidinces are expected to affect taxable income.éffect on deferred income tax assets and
liabilities of a change in tax rate is recognizeearnings in the period that includes the enactmuaie.

The measurement of deferred taxes often involvesxarcise of judgment related to the computatiahraalization of tax basis. Our
deferred tax assets and liabilities reflect oueasment that tax positions taken, and the resutixdpasis, are more likely than not to be
sustained if they are audited by taxing authoritfdso, assessing tax rates that we expect to egpplydetermining the years when the
temporary differences are expected to affect taxaddome requires judgment about the future appument of our income among the states in
which we operate. These matters, and others, ipvble exercise of significant judgment. Any chanigasur practices or judgments involved
in the measurement of deferred tax assets anditieicould materially impact our financial coridit or results of operations.

Tax Valuation Allowance

We record deferred income tax assets and lialsilaedescribed above. Valuation allowances arblestad when necessary to reduce
deferred income tax assets to amounts that wevieediee more likely than not to be recovered. Weéuate our deferred tax assets quarterly to
determine whether adjustments to our valuationnalltce are appropriate. In making this evaluatiaay&ly on our recent history of pre-tax
earnings, estimated timing of future deductions laadefits represented by the deferred tax assedsyar forecasts of future earnings, the latter
two of which involve the exercise of significantdgment. As of December 31, 2006, we could not gustaonclusion that it was more likely
than not that we would realize any of our defetteedassets resulting from our cumulative losseerted in the recent past as well as other
factors. Consequently, we maintained a valuatitowance against those deferred tax assets. Howeweng 2007, we determined that it was
more likely than not that we would realize the nnidyoof our deferred tax assets and, thereforeraversed a significant portion of the
valuation allowance. In making our determinatioe, analyzed, among other things, our forecaststafdiearnings and the nature and
estimated timing of future deductions and benefpgesented by the deferred tax assets. As of Deee8d1, 2009, we again concluded that it
was more likely than not that we would realize tigority of our deferred tax assets; therefore w@luation allowance did not require mate
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adjustments. These forecasts and estimates amneiritygudgmental and if we had used different agsiions, we may not have reversed the
valuation allowance. Also, if forecasts of futuagmings and the nature and estimated timing oféutieductions and benefits change in the
future, we may again determine that a valuatioovadhce for certain deferred tax assets is appraprehich could materially impact our
financial condition or results of operations.

Pension and Po-Retirement Benefits

We sponsor a noncontributory defined benefit penplan (referred to as our pension plan) for sutisthy all management and
occupational employees. In addition to this taxlifjed pension plan, we also maintain a non-quetifpension plan for certain eligible highly
compensated employees. We maintain post-retirebenefit plans that provide health care and lifeiiaace benefits for certain eligible
retirees.

Pension and post-retirement health care and Iffierance benefits attributed to employees’ servizend the year, as well as interest on
benefit obligations, are accrued currently. Premvie costs and actuarial gains and losses aergnrecognized as a component of net
periodic expense over one of the following peridgsthe average remaining service period of th@leyees expected to receive benefits of
approximately nine years; (ii) the average remajtife of the employees expected to receive behefipproximately 18 years; or (iii) the
term of the collective bargaining agreement, adiegigle. Pension and post-retirement benefit expgase recognized over the period in which
the employee renders service and becomes eligiseceive benefits as determined using the prajeaté credit method.

In computing the pension and post-retirement hezlte and life insurance benefits expenses andaildns, the most significant
assumptions we make include discount rate, expeatedf return on plan assets, health care trated iand our evaluation of the legal basi:
plan amendments. The plan benefits covered byatléebargaining agreements as negotiated witreoysloyees’ unions can also
significantly impact the amount of expense, berd@iitgations and pension assets that we record.

The discount rate is the rate at which we belieeecauld effectively settle the benefit obligati@ssof the end of the year. We set our
discount rates each year based upon the yieldglfduality fixed-income investments available @dember 31 based on our future expected
cash flows of the pension and post-retirement liepkeins. In making the determination of discowaies, we used the average yields of various
bond matching sources and the Citigroup Pensioodbist Curve.

The expected rate of return on plan assets itigpterm rate of return we expect to earn on thagilassets. The rate of return is
determined by the strategic allocation of plan tssaed the long-term risk and return forecast &mheasset class. The forecasts for each asset
class are generated primarily from an analysitiefiong-term expectations of various third partyestment management organizations. The
expected rate of return on plan assets is reviemedally and revised, as necessary, to reflectggaim the financial markets and our
investment strategy.

To compute the expected return on pension andrptistment benefit plan assets, we apply an exdeate of return to the market-
related value of the pension plan assets and ttathealue of the post-retirement benefit planedassdjusted for projected benefit payments to
be made from the plan assets. With respect toyegagets held by our pension plan, we have eléateztognize actual returns on these equity
assets ratably over a five year period when comgudur market-related value; the unrecognized pomif actual returns on these equity assets
is included in accumulated other comprehensivenrmedl his method has the effect of reducing the shpa expenses of market volatility that
may be experienced from year to year. With resfmebbnds and other assets held by our pensiongpidnwith respect to the assets held by our
post-retirement benefit plans, we did not elegetmgnize actual returns on these assets usinfubigear ratable method. Therefore, the full
impact of annual market volatility for these asset®flected in the subsequent year’s net periodinbined benefits expense.
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Changes in any of the above factors could impacég, administrative and other operating expeirséd® consolidated statements of
operations as well as the value of the liabilitgd @scumulated other comprehensive income of stddkhg (deficit) equity on our consolidate
balance sheets. If our assumed expected ratetuofi fer 2009 were 100 basis points lower, our ifjeal pension and post-retirement benefit
expenses would have increased by $78 million. tfamsumed discount rates for 2009 were 100 basissgower, our qualified pension and
post-retirement benefit expenses would have inecbayg $38 million and our projected benefit obligatwould have increased by
approximately $1 billion. An increase of 100 basiénts in the initial healthcare cost trend ratauldchave increased our pasttirement benel
expense by $4 million and increased our projectstkht obligations by $73 million.

The trusts for the pension and post-retirementfitsi@ans hold investments in equities, fixed inex real estate and other assets such a:
private equity assets. The assets held by thests tave reflected at estimated fair value as oeDéer 31. See additional information on our
trust investments in Note 11—Employee Benefitsunapnsolidated financial statements in Item & teport.

Revenue Recognition and Related Reser

We recognize revenue for services when the rekgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isited. These advance payments received, primarilyation fees and installation charges, as
well as the associated customer acquisition castsgeferred and recognized over the expectedroestielationship period, which ranges fr
one to four years. Customer arrangements thatdedhwth equipment and services are evaluated ¢ordigte whether the elements are
separable based on objective evidence. If the elenzee deemed separable and separate earningsggee@xist, total consideration is
allocated to each element based on the relativedhies of the separate elements and the revessoeiated with each element is recognize
earned. If these criteria are not satisfied, thal tadvance payment is deferred and recognizetllyadaer the longer of the contractual periot
the expected customer relationship period.

We believe that the accounting estimates relatedistomer relationship periods and to the assedssherhether bundled elements are
separable are “critical accounting estimates” beea(i) they require management to make assumpdibast how long we will retain
customers; (ii) the assessment of whether bundédents are separable is subjective; (iii) the ichjpé changes in actual retention periods
versus these estimates on the revenue amountsaépoour consolidated statements of operationtddoe material; and (iv) the assessme
whether bundled elements are separable may restdveénue being reported in different periods tsignificant portions of the related costs.

As the telecommunications market experiences greatapetition and customers shift from traditiolzadd-based telecommunications
services to wireless and Interrised services, our estimated customer relatiomshipd could decrease and we will accelerategbegnitior
of deferred revenue and related costs over a stestinated customer relationship period.

Restructuring, Realignment and Severance Char

Periodically, we commit to exit certain businesB\itees, eliminate administrative and network Itioas or reduce our number of
employees. The amount we record as restructuraignment or severance charges for these chamegends upon various assumptions,
including severance costs, sublease income and, aisposal costs, length of time on market fomabaed rented facilities and contractual
termination costs. These estimates are inheramdigmental and may change materially based upomlaetperience. The estimate of future
losses of sublease income and disposal activitergdly involves the most significant judgment. Doghe estimates and judgments involve
the application of each of these accounting pdieied changes in our plans, these estimates arkéheanditions could materially impact our
financial condition or results of operations.
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Economic Lives of Assets to be Depreciated or Anzed

We perform annual internal studies or reviews tieaeine depreciable lives for our property, plamd @quipment. These studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution, and, in certain
instances, actuarially determined probabilitiesdtzulate the remaining life of our asset base.

Due to rapid changes in technology and the conipetiinvironment, selecting the estimated econoif@®of telecommunications plant,
equipment and software requires a significant arhotijudgment. We regularly review data on utilinatof equipment, asset retirements and
salvage values to determine adjustments to ouredggiion rates. The effect of a one year increaskorease in the estimated remaining useful
lives of our property, plant and equipment wouldédecreased depreciation by approximately $300omibr increased depreciation by
approximately $410 million, respectively. The effe€a one half year increase or decrease in ttima&t®d remaining useful lives of our
capitalized software would have decreased amoidizély approximately $30 million or increased arimation by approximately $40 million,
respectively.

Recoverability of Lon-Lived Assets

We periodically perform evaluations of the recobdity of the carrying value of our lonfived assets using gross undiscounted cash
projections. These evaluations require identifamranf the lowest level of identifiable, largely gjkndent, cash flows for purposes of grouping
assets and liabilities subject to review. The dash projections include long-term forecasts of@aue growth, gross margins and capital
expenditures. All of these items require significimlgment and assumptions. We believe our estsrete reasonable, based on information
available at the time they were made. Howevenjifestimates of our future cash flows had beerufit, we may have concluded that son
our long-lived assets were not recoverable, whiolild/likely have caused us to record a materiakiinmpent charge. Also, if our future cash
flows are significantly lower than our projectiome may determine at some future date that somerdbag-lived assets are not recoverable.

Derivative Financial Instruments

We sometimes use derivative financial instrumesysgifically interest rate swap contracts, to manatgerest rate risks. We execute tt
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coymadies. An interest rate hedge is
generally designated as either a cash flow hedgefair value hedge. In a cash flow hedge, a baeraf variable interest debt agrees with
another party to make fixed payments equivalepiaigng fixed rate interest on debt in exchangedaeiving payments from the other party
equivalent to receiving variable rate interest ebtdthe effect of which is to eliminate some pwrtof the variability in the borrower’s overall
cash flows. In a fair value hedge, a borrower xédi rate debt agrees with another party to makiaiarpayments equivalent to paying
variable rate interest on the debt in exchangedfoeiving fixed payments from the other party egléat to receiving fixed rate interest on d
the effect of which is to eliminate some portiortieé variability in the fair value of the borroweidverall debt portfolio due to changes in
interest rates.

We recognize all derivatives on our consolidateldiee sheets at fair value. We generally desigihatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesif derivative instruments that are fair
value hedges or cash flow hedges are classifiedsh flows from operations.

For a derivative that is designated as and meleté ile required criteria for a cash flow hedge, mecord in accumulated other
comprehensive loss on our consolidated balancesshag changes in the fair value of the derivative. then reclassify these amounts into
earnings as the underlying hedged item affectsmgsgnin addition, if there are any changes infétievalue of the derivative arising from
ineffectiveness of the cash flow hedging relatigpstve record those amounts immediately in oth@eese (income)—net in our consolidated
statements of operations. For a derivative thdesgnated as and meets all of the required aiferia fair
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value hedge, we record in other expense (income)-rair consolidated statements of operationsHanges in fair value of the derivative
and the underlying hedged item. However, if thenteof this type of derivative match the terms @f timderlying hedged item such that we
qualify to assume no ineffectiveness, then thevialiue of the derivative is measured and the change fair value for the period is assumed
to equal the change in the fair value of the unyitegl hedged item for the period, with no impacbther expense (income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or aumagtion of no ineffectiveness is no longer vatigin we discontinue hedge accounting with
respect to that derivative prospectively. We redormhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges.

For additional information on our derivative finamldnstruments, see Note 9—Derivative Financiaktluments to our consolidated
financial statements in Item 8 of this report.

Investment Impairment Analysi

As part of our cash management strategy, we haegiety of investments for which we are requirediédermine the fair value. Many of
these investments are valued using published prathsr investments require judgment to determigestssumptions and factors that we sh
use to determine their fair value. For instancerdtare reasonably possible alternative inputghfafactors we use to value our auction rate
securities, primarily related to the probabilitatithe securities will be redeemed early, the dodityathat a default will occur and the severity
of that default. Using the least favorable inpatsthese valuation factors that we believe arearasly possible alternatives would result in an
additional $14 million decrease in the fair markalue estimate for the securities.

We recognize changes in the fair value of certaestments in our consolidated statements of dpesatHowever, changes in the fair
value of other investments, specifically securitlest are classified as “available-for-sale,” asated differently. Changes in the fair value of
available-for-sale investments are recognized lieiotomprehensive income on our consolidated balaheets unless the change in value is
considered to be an other-than-temporary impairniktite issuers cease making required interesteays, we would recognize the portion of
the other-than-temporary decline in fair value ihatue to credit loss in other expense (income)timeur consolidated statements of
operations. If we believe that it is more likelathnot that we will be required to sell these siéesrbefore their values recover, we would
recognize the entire other-than-temporary declinfair value in other expense (income)—net in aansolidated statements of operations.

An available-for-sale investment is considereddarbpaired if it loses value. When an availabledale investment is impaired, we are
required to perform an analysis to determine whetiheimpairment is temporary or other-than-tempor&he determination of the type of
impairment requires judgment. We evaluate the éxiEthe impairment, the credit rating of the sées and the issuer, whether the issuer
continues to make the contractual cash paymentsth@hwe believe the issuer will be able to corgitmmmake the payments until the value
recovers or the securities mature and our ability iatent to hold the investment until its valueaeers or the securities mature. We may
determine that the decline in fair value of an stugent is other-than-temporary if our analysishefse factors indicates that we do not believe
we will recover our investment in the securities.

Recently Adopted Accounting Pronouncements

Effective January 1, 2009, we adopted FSP APB Trhik FSP requires issuers of convertible debtreat be settled fully or partially in
cash upon conversion to account separately foiah#ity and equity components of the convertidkbt. The liability component is measured
so that the effective interest expense associaitidtie convertible debt reflects our borrowingerat the date of issuance for similar debt
instruments without the conversion feature. Thi® Bpplies to our 3.50% Convertible Senior Notes.apglied this FSP retrospectively to
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all periods presented in our consolidated finanstalements. For additional information relatethie FSP, see Note 8—Borrowings to our
consolidated financial statements in Item 8 of thjgort.

The following is a summary of the incremental efeaf the adoption of this FSP on our consolidatatements of operations for the
years ended December 31, 2009, 2008, and :

Years Ended December 31
2009 2008 2007
(Dollars in millions)

Impact of adoption

Interest expense on lo-term borrowings and capital lea—net $ 52 $ 48 $ 43
Net income $ (32 $ (29 $ (27)

Earnings per common sha
Basic $(0.02) $(0.07) $(0.02)
Diluted $(0.02) $(0.02) $(0.02)

The following is a summary of the incremental effeaf the adoption of this FSP on our consolid&taidnce sheets as of December 31,
2009 and 2008:

Years Ended December 31,
2009 2008
(Dollars in millions)

Impact of adoption

Assets:
Long-term deferred income ta»x—net $ (13 $ (40
Liabilities:
Long-term borrowin—net of unamortized debt discot
and othe (50) (1049
Total stockholder deficit $ (37 $ (63

Effective January 1, 2009, we adopted FSP Emeigsues Task Force, or EITF, 03-6-1, “Determiningétfler Instruments Granted in
Share-Based Payment Transactions Are Particip&ngrities” (ASC 260). This FSP states that undestare-based payment awards that
contain non-forfeitable rights to dividends aretjggpating securities and must be included in tomputation of earnings per common share
pursuant to the two-class method. Under this FBPupvested restricted stock grants are now coraidgarticipating securities. The two-class
method requires our earnings to be allocated betwae common shareholders and the holders of ouesiad restricted stock grants. Upon
adoption, we retrospectively recomputed earningspsmon share for all periods presented, whicmdichave a material effect on the
earnings per common share we reported historicahg.changes in the earnings per common sharenpeesie these financial statements as
compared to amounts previously presented are st i&f the adoption of FSP APB 14-1.

Effective January 1, 2009, we adopted FSP Finagebunting Standard, or FAS, 157-4, “Determiniraggr®/alue When the Volume
and Level of Activity for the Asset or Liability e Significantly Decreased and Identifying Transars That Are Not Orderly” (ASC 820).
This FSP provides guidelines for ensuring thatfalue measurements are consistent with the pitesgjgresented in SFAS No. 157, “Fair
Value Measurements” (ASC 820). The adoption of B8& has not had a material effect on our finanmaition or results of operations.

Effective January 1, 2009, we adopted FSP FAS 148ePFAS 124-2, “Recognition and Presentation ¢ie®f han-Temporary
Impairments” (ASC 320). This FSP provides additiandadance designed to create greater clarity amgistency in accounting for and
presenting impairment losses on securities. Thetimloof this FSP has not had a material effecbwnfinancial position or results of
operations.
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Effective January 1, 2007, we adopted FIN 48 (Ag9Q)/which prescribes a comprehensive model for a@empany should recognize,
measure and present in its financial statementertaio tax positions that the company has takesxpects to take on a tax return. On
January 1, 2007, we recorded a transition adjudtassociated with the adoption of FIN 48, whichréased our accumulated deficit by $48
million as a net result of decreasing our tax liibg for uncertain tax positions and increasintgirest accrued for uncertain tax positions. This
transition adjustment is included in our consokdestatements of stockholders’ (deficit) equity anthprehensive income (loss), and other
financial statements presented herein are basedrmistent presentation of uncertain tax positions.

Recently Issued Accounting Pronouncements

In October 2009, the FASB issued Accounting Stassl&lpdate, or ASU, Number 2009-13, “Revenue Ret¢mgnfASC 605) Multiple-
Deliverable Revenue Arrangements a consensus 6fABES Emerging Issues Task Force.” This ASU essales a new selling price hierarchy
to use when allocating the sales price of a maltglement arrangement between delivered and uedethelements. This ASU is generally
expected to result in revenue recognition for miwkvered elements than under current rules. Weeapeired to adopt this ASU prospectively
for new or materially modified agreements as ofudan 1, 2011. We are evaluating the impact of 48&J, but do not expe@doption to have
material impact on our financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK

The information in “Management’s Discussion and e of Financial Condition and Results of Opemas—Risk Management” in
Item 7 of this report is incorporated herein byerehce.
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPL EMENTARY DATA
Report of Independent Registered Public Accountingrirm

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

We have audited the accompanying consolidated balgineets of Qwest Communications Internationaldnd subsidiaries (the
Company) as of December 31, 2009 and 2008, ancttiied consolidated statements of operationskistdders’ (deficit) equity and
comprehensive income (loss), and cash flows folh efithe years in the three-year period ended Dbeeidil, 2009. These consolidated
financial statements are the responsibility of@enpany’s management. Our responsibility is to egpran opinion on these consolidated
financial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. An audit includes examining, on alasis, evidence supporting the amounts and disis in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of
Qwest Communications International Inc. and subsiel$ as of December 31, 2009 and 2008, and théged their operations and their cash
flows for each of the years in the three-year meeénded December 31, 2009, in conformity with gé&herally accepted accounting principles.

As discussed in note 2 to the accompanying coretelitifinancial statements, effective January 1720 Company adopted Financial
Accounting Standards Board (FASB) Interpretation 88 Accounting for Uncertainty in Income Taxes, anfiptetation of FASB Statement
No. 108(FASB Accounting Standards Codification (ASC) 748)d effective January 1, 2009, the Company addpie&B Staff Position (FSI
APB 14-1,Accounting for Convertible Debt Instruments ThatyNBee Settled in Cash upon Conversion (IncludingiBa€ash Settlement)
(ASC 470), and FSP Emerging Issues Task Force D@termining Whether Instruments Granted in SharseBlaPayment Transactions are
Participating Securitie(ASC 260).

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@inited States), Qwest
Communications International Inc.’s internal cohtreer financial reporting as of December 31, 20f¥sed on criteria establishedmbernal
Control—Integrated Framewotiksued by the Committee of Sponsoring Organizatifrike Treadway Commission (COSO), and our report
dated February 16, 2010 expressed an unqualifigdoopon the effectiveness of the Company’s intecaatrol over financial reporting.

KPMG LLP

Denver, Colorado
February 16, 2010
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Q WEST COMMUNICATIONS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,
2009 2008 2007
(Dollars in millions except per share
amounts, shares in thousands)

Operating revenu $ 12,31 $ 1347t $ 13,77¢
Operating expense

Cost of sales (exclusive of depreciation and armmatitin) 3,71¢ 4,58t 4,70

Selling 1,961 2,20¢ 2,162

General, administrative and other opera 2,34¢ 2,231 2,69¢

Depreciation and amortizatic 2,311 2,354 2,45¢
Total operating expens: 10,33¢ 11,37¢ 12,02:
Operating incom 1,97t 2,097 1,75¢
Other expense (incomr—net:

Interest expense on lo-term borrowings and capital lea—net 1,08¢ 1,06¢ 1,13¢

Loss on early retirement of d—net — — 26

Other—net (17 (23 (29
Total other expense (incon—net 1,072 1,04¢ 1,13¢
Income before income tax 90: 1,051 62C
Income tax (expense) bene (247) (399 2,27(
Net income $ 662 $ 652 $ 2,89
Earnings per common sha

Basic $ 0.3¢ $ 0.3¢ $ 1.57

Diluted $ 0.3¢ $ 0.37 $ 1.5C
Weighted average common shares outstant

Basic 1,709,34i 1,728,73. 1,829,24.

Diluted 1,713,49i 1,730,201 1,915,16

The accompanying notes are an integral part oktheasolidated financial statements.
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Q WEST COMMUNICATIONS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash and cash equivalel
Accounts receivab—net of allowance of $100 and $129, respecti
Deferred income tax—net
Prepaid expenses and ot
Total current asse
Property, plant and equipm—net
Capitalized softwar—net
Deferred income tax—net
Other

Total asset

LIABILITIES AND STOCKHOLDERS ' DEFICIT

Current liabilities:

Current portion of lon-term borrowings

Accounts payabl

Accrued expenses and ott

Deferred revenue and advance billit
Total current liabilities
Long-term borrowing—net of unamortized debt discount and other of $2&5$270, respective
Pos-retirement and other p-employment benefits obligatic—net
Pension obligatior—net
Deferred revenu
Other
Total liabilities

Commitments and contingencies (Note

Stockholder’ deficit:
Preferred stoc—$1.00 par value, 200 million shares authorized; neseed or outstandir

Common stock—$0.01 par value, 5 billion sharesaighd; 1,738,330 and 1,713,520 shares issued,

respectively
Additional paic-in capital

Treasury stock—9,084 and 6,767 shares, respectiveliuding 44 shares and 62 shares, respectively

held in rabbi trust
Accumulated defici
Accumulated other comprehensive i
Total stockholder deficit
Total liabilities and stockholde’ deficit

December 31,

2009

2008

(Dollars in millions,
shares in thousands)

$ 2,40¢
1,302
53¢

36¢€
4,61¢
12,29¢
911
1,971
58E

$ 20,38(

$ 2,19¢
765
1,58(
55¢€
5,097
12,00¢
2,47¢
817

48¢

67¢%

21,55¢

17
42,26¢

(22
(42,957
(48¢)
(1,176)

$ 20,38(

The accompanying notes are an integral part oktheasolidated financial statements.
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$ 56&
1,46¢
572

36¢
2,97(
13,04
87t
2,16¢
1,08¢

$ 20,14:

$ 82
82(
1,641
572
3,85¢
12,73¢
2,45}
77%
51¢
1,18¢
21,52]

17
42,167

(20
(43,062)
(487)
(1,386)

$ 20,14
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Q WEST COMMUNICATIONS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net income
Adjustments to reconcile net income to net cashideal by operating activitie:
Depreciation and amortizatic
Deferred income taxe
Provision for bad de—net
Loss on early retirement of d—net
Other nor-cash charge—net
Changes in operating assets and liabilil
Accounts receivabl
Prepaid expenses and other current a:
Accounts payable, accrued expenses and other tliedgitities
Deferred revenue and advance billit
Other nor-current assets and liabilitir
Cash provided by operating activiti
Investing activities
Expenditures for property, plant and equipment capltalized softwar
Proceeds from sale of property and equipn
Proceeds from sale of investment secur
Purchases of investment securit
Reclassification of cash equivalent to investmélté 4)
Other
Cash used for investing activiti
Financing activities
Proceeds from lor-term borrowings
Repayments of lor-term borrowings, including current maturiti
Proceeds from issuances of common s
Dividends paic
Repurchases of common stc
Early retirement of debt cos
Other
Cash used for financing activiti
Cash and cash equivaler
Increase (decrease) in cash and cash equiv:
Beginning balanc
Ending balanc

Years Ended December 31,

2009 2008
(Dollars in millions)

$ 662 $ 652
2,311 2,354
22¢ 45C
13C 162
13€ 173
35 (65)
(5) 42
(157) (530)
(58) (48)
24 (259)
3,301 2,931
(1,409 (1,777
4 15
18 65
(19) 4
(1,406 (1,699

1,27( —
(827) (631)
57 42
(551) (55€)
— (432)
(©) 2
(60) (1,575)
1,841 (337)
56E& 902
$ 2,40¢ $ b56E

The accompanying notes are an integral part oktbeasolidated financial statements.
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2007

$ 2,89(

2,45¢

(2,299
17¢
26
104

(142)
11
23
12

231

3,02¢

:
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Q WEST COMMUNICATIONS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ (DEFICIT) EQUITY
AND COMPREHENSIVE INCOME (LOSS)

Common
Stock and Compre-
Additional Treasury
Shares of Accum- hensive
Common Paid-in Stock at ulated AOCI Income
Stock Capital cost Deficit Lo Total (Loss)
(Shares in (Dollars in millions)
thousands
Balance as of December 31, 2( 1,900,64! $ 43,64] $ (24) $(45,95) $1,08: $(1,252)
Net income — — — 2,89( — 2,89( $ 2,89(
Other comprehensive inco—net of taxes
Pensio—net of deferred taxes of $1! — — — — 237 237 237
Other post-retirement benefit obligations, net efedred
taxes of $3° — — — — (15) (15) (15)
Unrealized loss on investments, net of deferredsaf $1 — — — — 2 2 %)
Total comprehensive incor—net $ 3,11C
Dividends declare — — — (142) — (142)
Impact upon adoption of FIN £ — — — 48 — 48
Common stock repurchas (136,979 (1,172 — — — (1,172
Common stock issuance
Stock options exercise 18,90¢ 84 — — — 84
Employee stock purchase pl 1,707 12 — — — 12
401(Kk) plan trustee discretionary purcha 2,05¢ 17 — — — 17
Other 943 (56) 6 — — (50)
Balance as of December 31, 2( 1,787,28 42,52¢ (18) (43,15¢) 1,30 65E
Net income — — — 652 — 652 $ 652
Other comprehensive lc—net of taxes
Pensio—net of deferred taxes of $9! — — — — (1,507 (1,507) (1,507)
Other post-retirement benefit obligations, net efedred taxes
of $142 — — — — (267) (267) (267)
Unrealized loss on derivative instruments, netefeded taxes
of $3 — — — — (6) (6) (6)
Unrealized loss on auction rate securities andrptiet of deferred
taxes of $1( — — — — (16) (16) (16)
Total comprehensive lo—net $ (1,139
Dividends declare — — — (550) — (550)
Common stock repurchas (95,38¢) (430) — — — (430)
Common stock issuance
Stock options exercise 703 3 — — — 3
Employee stock purchase pl 3,40¢ 12 — — — 12
401(k) plan trustee discretionary purcha 7,521 27 — — — 27
Other 3,21: 46 2 (9) — 35
Balance as of December 31, 2( 1,706,75: 42,18¢ (20) (43,069) (487) (1,38¢6)
Net income — — — 662 — 662 $ 662
Other comprehensive inco—net of taxes
Pensio—net of deferred taxes of $. — — — — 36 36 36
Other post-retirement benefit obligations, net efedred taxes
of $33 — — — — (47) (47) (47)
Unrealized gain on derivative instruments, netefeded taxes
of $4 — — — — 7 7 7
Unrealized gain on auction rate securities androttet of deferrec
taxes of $1 — — — — 2 2 2
Total comprehensive inco—net $  66C
Dividends declare: — — — (552) — (552)
Common stock issuance
Stock options exercise 1,04¢ 4 — — — 4
Employee stock purchase pl 3,49( 11 — — — 11
401(k) plan trustee discretionary purcha 11,607 42 — — — 42
Other 6,35 45 2 — — 43
Balance as of December 31, 2( 1,729,241 $ 4228 $ (22) $(42,95) $ (489  $(1,179

(1) Accumulated Other Comprehensive Income (L«
The accompanying notes are an integral part oktheasolidated financial statements.
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Unless the context requires otherwise, referencédkis report to “Qwest,” “we,” “us,” the “Company” and “our” refer to Qwest
Communications International Inc. and its consofathsubsidiaries, and references in this repofiQ€II” refer to Qwest Communications
International Inc. on an unconsolidated, st-alone basis.

Note 1: Business and Background

We offer data, Internet, video and voice servicaionwide and globally. We generate the majoritpof revenue from services provided
within the 14-state region of Arizona, Coloradahd, lowa, Minnesota, Montana, Nebraska, New MexXiarth Dakota, Oregon, South
Dakota, Utah, Washington and Wyoming. We refehts tegion as our local service area.

In April 2008, we signed a five-year agreement Witlrizon Wireless to market and sell its wireless/es under its brand name
beginning in the third quarter of 2008. We recognigvenue from services offered under this Veriireless arrangement on a net basis,
whereas we recognized revenue from services pravidder the Qwest-branded wireless services arma@gethat we had with a different
provider on a gross basis. This results in loweeneie and lower expenses under our Verizon Wirglgssigement when compared to the
Qwest-branded wireless services arrangement. Wedeevenue from our Verizon Wireless arrangemeistiategic services revenue and
revenue from the Qwest-branded wireless servicdasigement as a separate line item. The Qwest-hilanieless services arrangement ended
on October 31, 2009.

Note 2: Summary of Significant Accounting Policies
Basis of Presentatiol

The accompanying consolidated financial statemiastade our accounts and the accounts of our sigrsd over which we exercise
control. All intercompany amounts and transactiaith our consolidated subsidiaries have been eliteih. \WWe have reclassified certain prior
year cash flow amounts to conform to the curreat yeesentatior

We have evaluated subsequent events through Fglir6aR010, the date these consolidated finantagdments were issued.

Use of Estimates

Our consolidated financial statements are preparadcordance with U.S. generally accepted accogriinciples. These accounting
principles require us to make certain estimatetgiuents and assumptions. We believe that the ésimadgments and assumptions we made
when accounting for items and matters such asydituimited to, investments, long-term contractsstomer retention patterns, allowance for
doubtful accounts, depreciation, amortization, tgakiations, internal labor capitalization rates;overability of assets (including deferred tax
assets), impairment assessments, pension, pastanetit and other post-employment benefits, taxserves and other provisions and
contingencies are reasonable, based on informatiailable at the time they were made. These estBnatdgments and assumptions can a
the reported amounts of assets, liabilities andpmrents of equity as of the dates of the consaitlatlance sheets, as well as the reported
amounts of revenue, expenses and components ofloashduring the periods presented in our constdéd statements of operations and our
consolidated statements of cash flows. We also malimates in our assessments of potential loasedation to threatened or pending tax and
legal matters. See Note 12—Income Taxes and NeteCd@nmitments and Contingencies for additional infation.

» For matters not related to income taxes, if a ipg®nsidered probable and the amount can be rabgoestimated, we recognize
expense for the estimated loss. If we have thengiatdo recover a portion of the estimated lossrfra third party, we make a
separate assessment of recoverability and redecestimated loss if recovery is also deemed preb
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» For matters related to income taxes, if the impéetn uncertain tax position is more likely thar toobe sustained upon audit by
relevant taxing authority, then we recognize a liefa the largest amount that is more likely thaot to be sustained. No portior
an uncertain tax position will be recognized if gfesition has less than a 50% likelihood of beingtained. Interest is recognizec
the amount of unrecognized benefit from uncertainpositions

For all of these and other matters, actual resoltdd differ from our estimates.

Revenue Recognitio

We recognize revenue for services when the rekgedces are provided. Recognition of certain paymsesceived in advance of servi
being provided is deferred until the service isvided. These advance payments include activaties &ad installation charges, which we
recognize as revenue over the expected custonagiorethip period, which ranges from one to fourrge®e also defer costs for customer
acquisitions. The deferral of customer acquisitiosts is limited to the amount of revenue defeae@ddvance payments. Costs in excess of
advance payments are recorded as expense in fbd pach costs are incurred. Expected custometigeship periods are estimated using
historical experience. Termination fees or othesfen existing contracts that are negotiated ijucation with new contracts are deferred and
recognized over the new contract term.

Customer arrangements that include both equipnmehsarvices are evaluated to determine whethezlémeents are separable based on
objective evidence. If the elements are deemedablgsand separate earnings processes exist,heue associated with each element is
allocated to each element based on the relativerdiflies of the separate elements. The revenueiatsbwith each element is then recognized
as earned. For example, if we receive an advangegra when we sell equipment and continuing seriagether, we immediately recognize
as revenue the amount attributable to the equipsedatas long as all the conditions for revenuegrition have been satisfied. Any portion of
the advance payment in excess of the relativevédire of the equipment is recognized ratably okerlbnger of the contractual period or the
expected customer relationship period. These congiinclude: (i) whether the equipment has stdadeavalue from other services in the
arrangement; (ii) whether delivery has occurredewices have been rendered; (iii) whether theoowst has fully accepted the equipment;
(iv) whether the amount charged and the fair védneach separate element is known; and (v) whetbiéctibility is reasonably assured. If
these criteria are not satisfied, the total advaragenent is deferred and recognized ratably owetdahger of the contractual period or the
expected customer relationship period.

We have periodically transferred optical capacityeds on our network to other telecommunicationsccarriers. These transactions
are structured as indefeasible rights of use, confyrreferred to as IRUs, which are the exclusightito use a specified amount of capacity or
fiber for a specified term, typically 20 years. \&ount for the cash consideration received orsteas of optical capacity assets, and on all of
the other elements deliverable under an IRU, asme® ratably over the term of the agreement. We hatrecognized revenue on any
contemporaneous exchanges of our optical capassigtafor other optical capacity assets.

We offer some products and services that are peoMiny third-party vendors. We review the relatiopdietween us, the vendor and the
end customer to assess whether revenue shoulghbeta®@ on a gross or net basis. For example, thentee from DIRECTV and Verizon
Wireless services that we offer through sales ageglationships is reported on a net basis, whiéerevenue from resold conferencing services
is reported on a gross basis. In assessing whethenue should be reported on a gross or net lvesispnsider whether we
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act as a principal in the transaction, take titléhie products, have risk and rewards of ownersirig,act as an agent or broker.

Allocation of Bundle Discounts

We offer bundle discounts to our customers whoiveceertain groupings of services. These bundleadists are recognized concurret
with the associated revenue and are allocateckttodhious services in the bundled offerings. Thacation is based on the relative fair value of
services included in each bundle combination.

USF, Gross Receipts Taxes and Other Surcharges

In determining whether to include in our revenud arpenses the taxes and surcharges collectedcfretomers and remitted to
governmental authorities, including USF chargelessaise, value added and some excise taxes, egsassnong other things, whether we are
the primary obligor or principal taxpayer for tlexés assessed in each jurisdiction where we dodssiln jurisdictions where we determine
that we are the principal taxpayer, we record éxe$ on a gross basis and include them in our vevand general, administrative and other
operating expenses. In jurisdictions where we datex that we are merely a collection agent forgbeernment authority, we record the taxes
on a net basis and do not include them in our ne¢emd general, administrative and other operatipgnses.

Our revenue and general, administrative and otperating expenses included taxes and surchargesraed for on a gross basis of
$357 million, $391 million and $389 million for thears ended December 31, 2009, 2008 and 200 &atasgy.

Advertising Cost:

Costs related to advertising are expensed as eatutdvertising expense was $338 million, $411iolland $460 million for the years
ended December 31, 2009, 2008 and 2007, respsgtared is included in selling expenses and genadahinistrative and other operating
expenses in our consolidated statements of opagatio

Legal Costs

In the normal course of our business, we incursctishire and retain external legal counsel to selus on regulatory, litigation and other
matters. We expense these costs as the relatédeseave received.

Restructuring Charge:

Periodically, we commit to exit certain businesB\ities, eliminate administrative and network Itioas or significantly reduce our
number of employees. At the time a restructuriranps approved, we record a charge to our congstidstatements of operations for our
estimated costs associated with the plan. We alsard a charge when we permanently cease useeaéad location. Charges associated with
these exits or restructuring plans incorporateotariestimates, including severance costs, subiees@e and costs, disposal costs, length of
time on market for abandoned rented facilities emtractual termination costs. Estimates of chaagasciated with abandoned operating
leases, some of which entail long-term lease otitiga, are based on existing market conditionsthadet amounts that we estimate we will
pay in the future.
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Income Taxes and Tax Valuation Allowanc

The provision for income taxes consists of an arhfurtaxes currently payable, an amount for tamssmuences deferred to future
periods, adjustments to our liabilities for uncirtax positions and amortization of investmentdeedits. We record deferred income tax a:
and liabilities reflecting future tax consequenatigbutable to tax net operating loss carryforvgaftNOLs”), tax credit carryforwards and
differences between the financial statement cagryaiue of assets and liabilities and the tax basésose assets and liabilities. Deferred taxes
are computed using enacted tax rates expectecpty iapthe year in which the differences are expddb affect taxable income. The effect on
deferred income tax assets and liabilities of angkdn tax rate is recognized in earnings in tiveogethat includes the enactment date.

We use the deferral method of accounting for fddevestment tax credits earned prior to the repéaluch credits in 1986. We also
defer certain transitional investment tax credéimed after the repeal, as well as investmentredits earned in certain states. We amortize
these credits ratably over the estimated servies Iof the related assets as a credit to our incarméexpense) benefit in our consolidated
statements of operations.

We establish valuation allowances when necessamgdiace deferred income tax assets to the amdaduatsve believe are more likely tk
not to be recovered. Prior to 2006, we had a histbfosses and, as a result, we recognized a tiatuallowance for our net deferred tax as:
A significant portion of our net deferred tax assetlate to tax benefits attributable to NOLs.

Each quarter we evaluate the need to retain alpmrtion of the valuation allowance on our defetisex assets. During 2007, we
determined that it was more likely than not thatwerild realize the majority of our deferred taxedssincluding those related to U.S. federal
NOLs and, as a result, we reversed the valuatiowahce recorded on the majority of our net defietex assets. In making this determinat
we analyzed, among other things, our recent histbgarnings and cash flows, forecasts of futuraiegs, the nature and timing of future
deductions and benefits represented by the defeaxealssets and our cumulative earnings for thgub2ters preceding the reversal of our
valuation allowance. As of December 31, 2009, wairagoncluded that it was more likely than not thvetwould realize the majority of our
deferred tax assets; therefore, our valuation @l did not require material adjustments. See Natelncome Taxes for additional
information.

Cash and Cash Equivalents

Cash and cash equivalents include highly liquiggtinents that are readily convertible into cashardot subject to significant risk
from fluctuations in interest rates. As a restig value at which cash and cash equivalents acetegbin our consolidated financial statements
approximates their fair value. In evaluating inveshts for classification as cash equivalents, weire that individual securities have original
maturities of three months or less and that indigldnvestment funds have dollar-weighted averagturties of ninety days or less. To
preserve capital and maintain liquidity, we inwegh financial institutions we deem to be of sodimdncial condition and in high quality and
relatively risk-free investment products. Our casrestment policy limits the concentration of intraents with specific financial institutions or
among certain products and includes criteria rdltdecredit worthiness of any particular finanéradtitution.

Book overdrafts occur when checks have been issuelave not been presented to our controlled digloent bank accounts for
payment. These bank accounts allow us to delayifignaf issued checks until the checks are presdotguayment. A delay in funding results
in a temporary source of financing. The activity
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related to book overdrafts is included in “otherfinancing activities in our consolidated statertseof cash flows. Book overdrafts are inclu
in accounts payable on our consolidated balancetsh&s of December 31, 2009 and 2008, the boolkdoaft balance was $44 million and
$37 million, respectively.

Allowance for Doubtful Accounts

The allowance for doubtful accounts receivableal our best estimate of probable losses inharentr receivable portfolio determin
on the basis of historical experience, specifiovatnces for known troubled accounts and other ntlyravailable evidence. We generally
consider our accounts past due if they are outstgralzer 30 days. Our collection process is dependpon the customer segment, amount of
the receivable, and our evaluation of the custosnaedit risk. Our past due accounts are writtémgéinst our allowance for doubtful accot
when collection is considered to be not probabley fecoveries of accounts previously written off generally recognized as a reduction in
bad debt expense in the period received.

Property, Plant and Equipmer

Property, plant and equipment are carried at phss, the estimated value of any associated legalbontractually required retirement
obligations. Property, plant and equipment are @gpted primarily using the straight-line group hoet. Under the straight-line group method,
assets dedicated to providing telecommunicationscses (which comprise the majority of our propegiant and equipment) that have similar
physical characteristics, use and expected udeés hre categorized in the year acquired on theslod equal life groups for purposes of
depreciation and tracking. Generally, under thaigitt-line group method, when an asset is soletired, the cost is deducted from property,
plant and equipment and charged to accumulateadiggpion without recognition of a gain or loss. &irgor loss is recognized in our
consolidated statements of operations only if palial is abnormal or unusual. Leasehold improvesnare amortized over the shorter of the
useful lives of the assets or the lease term. Ekifumes for maintenance and repairs are expensedt@sed. Interest is capitalized during the
construction phase of network and other internalaapital projects. Employee-related costs for tanson of internal use assets are also
capitalized during the construction phase. Prop@ignt and equipment supplies used internallycaréed at average cost, except for
significant individual items for which cost is badsen specific identification.

We perform annual internal studies or reviews tieiheine depreciable lives for our property, plami @quipment. Our studies utilize
models that take into account actual usage, physiear and tear, replacement history, assumptibostaechnology evolution and, in certain
instances, actuarially determined probabilitiesdtzulate the remaining life of our asset base.

We have asset retirement obligations associatddthét legally or contractually required removabdimited group of property, plant and
equipment assets from leased properties, and sipeshl of certain hazardous materials presentrimwoed properties. When an asset
retirement obligation is identified, usually in asgtion with the acquisition of the asset, we rddbe fair value of the obligation as a liability.
The fair value of the obligation is also capitatizes property, plant and equipment and then anedrtixer the estimated remaining useful life
of the associated asset. Where the removal oldigéinot legally binding, the net cost to remosseds is expensed in the period in which the
costs are actually incurred.

Capitalized Software

Internally used software, whether purchased or ldgeel by us, is capitalized and amortized usingstregght-line group method over its
estimated useful life. We capitalize certain c@stsociated with software
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such as costs of employees devoting time to thegand external direct costs for materials amdises. Costs associated with internally
developed software to be used internally are exgubnstil the point at which the project has readeddevelopment stage. Subsequent
additions, modifications or upgrades to interna-ssftware are capitalized only to the extent thay allow the software to perform a task it
previously did not perform. Software maintenance &aining costs are expensed in the period in vtiey are incurred. We review the
economic lives of our capitalized software annually

Impairment of Lonc-Lived Assets

We review long-lived assets, other than goodwill ather intangible assets with indefinite lives, ifapairment whenever facts and
circumstances indicate that the carrying amounte®fssets may not be recoverable. For measurgmrrdses, long-lived assets are grouped
with other assets and liabilities at the loweseldar which identifiable cash flows are largelylependent of the cash flows of other assets and
liabilities, absent a material change in operatidusimpairment loss is recognized only if the garg amount of the asset group is not
recoverable and exceeds its fair value. Recovéabil the asset group to be held and used is meddawy comparing the carrying amount of
the asset group to the estimated undiscountedefuiteir cash flows expected to be generated by #et g=oup. If the asset group’s carrying
value is not recoverable, an impairment chargedsgnized for the amount by which the carrying amadi the asset group exceeds its fair
value. We determine fair values by using a commnatf comparable market values and discounted ftasis, as appropriate.

Goodwill and Other Intangible Assets

Intangible assets arising from business combinatisach as goodwill, customer lists, trademarksteatte names, are initially recordei
fair value. Other intangible assets not arisingrflousiness combinations are initially recordedoat.cintangible assets with finite lives are
amortized on a straight-line basis over those livésere there are no legal, regulatory, contractuather factors that would reasonably limit
the useful life of an intangible asset, we classify intangible asset as indefinite lived and satdngible assets are not amortized.

Impairment of Goodwill and Other Indefinit-Lived Intangible Assets

Goodwill and other long-lived intangible assetshwitdefinite lives, such as trademarks and tradeeassare reviewed for impairment
annually or whenever an event occurs or circums®ebange that would indicate an impairment may leeeurred. These assets are carrit
historical cost if their estimated fair value iggter than their carrying amounts. However, ifrtestimated fair value is less than the carrying
amount, goodwill and other indefinite-lived intablgi assets are reduced to their estimated faieuaitough an impairment charge to our
consolidated statements of operations. In July 2@@3completed our annual review and determinetittigafair value of our indefinite-lived
intangible assets exceeds their carrying amounthubtaled $50 million as of December 31, 2009cddingly, no impairment charge was
recorded in 2009.

Derivative Financial Instruments

We sometimes use derivative financial instrumespecifically interest rate swap contracts, to manaterest rate risks. We execute tt
instruments with financial institutions we deemdit@orthy and monitor our exposure to these coyradies. An interest rate hedge is
generally designated as either a cash flow hedgefar value hedge. In a cash flow hedge, a bograf variable interest debt agrees with
another party to make
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fixed payments equivalent to paying fixed rateriest on debt in exchange for receiving payments filee other party equivalent to receiving
variable rate interest on debt, the effect of whicto eliminate some portion of the variabilitytire borrower’s overall cash flows. In a fair
value hedge, a borrower of fixed rate debt agredsamother party to make variable payments eqaiaio paying variable rate interest on the
debt in exchange for receiving fixed payments ftbmother party equivalent to receiving fixed riaterest on debt, the effect of which is to
eliminate some portion of the variability in thérfealue of the borrower’s overall debt portfoliaelto changes in interest rates.

We recognize all derivatives on our consolidateldige sheets at fair value. We generally desigihatelerivative as either a cash flow
hedge or a fair value hedge on the date on whicknter into the derivative instrument. Cash flovesf derivative instruments that are fair
value hedges or cash flow hedges are classifiedsh flows from operations.

For a derivative that is designated as and melets tile required criteria for a cash flow hedge, igcord in accumulated other
comprehensive loss on our consolidated balancesshag changes in the fair value of the derivative. then reclassify these amounts into
earnings as the underlying hedged item affectsmgsgnin addition, if there are any changes infétievalue of the derivative arising from
ineffectiveness of the cash flow hedging relatigpstve record those amounts immediately in othg@eese (income)—net in our consolidated
statements of operations. For a derivative thdesgnated as and meets all of the required aiferia fair value hedge, we record in other
expense (income)—net in our consolidated statenwrdperations the changes in fair value of thévagive and the underlying hedged item.
However, if the terms of this type of derivativetofathe terms of the underlying hedged item suehre qualify to assume no ineffectivent
then the fair value of the derivative is measuned the change in the fair value for the periodssuaned to equal the change in the fair value of
the underlying hedged item for the period, withimpact in other expense (income)—net.

We assess quarterly whether each derivative idyhaffective in offsetting changes in fair valuascash flows of the hedged item or
whether our initial assumption of no ineffectivemésstill valid. If we determine that a derivatigenot highly effective as a hedge, a derivative
has ceased to be a highly effective hedge or mumagtion of no ineffectiveness is no longer validn we discontinue hedge accounting with
respect to that derivative prospectively. We redomhediately in earnings changes in the fair valfiderivatives that are not designated as
hedges. See Note 9—Derivative Financial Instrumfamtadditional information.

Fair Value of Financial Instruments

Our financial instruments consist of cash and @aghivalents, auction rate securities, accountsvalbke, accounts payable, interest rate
hedges and long-term notes including the currertiqggo The carrying values of cash and cash egeital auction rate securities, accounts
receivable, accounts payable and interest ratedsegigproximate their fair values. The carrying gafiour long-term notes including the
current portion reflects original cost net of unatized discounts and other. See Note 3—Fair Vafu&rancial Instruments for a more
detailed discussion of the fair value of our otfieaincial instruments.

Pension and Po-Retirement Benefits

We sponsor a noncontributory defined benefit penplan (referred to as our pension plan) for sutisthy all management and
occupational employees. In addition to this taxlifjed pension plan, we also maintain a hon-quedifpension plan for certain eligible highly
compensated employees. We maintain post-retirebesrfit plans that provide health care and lifeiiaace benefits for certain eligible
retirees.
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Pension and post-retirement health care and Iffierance benefits attributed to eligible employesesvice during the year, as well as
interest on benefit obligations, are accrued culyeRrior service costs and actuarial gains aisdéds are generally recognized as a component
of net periodic expense over one of the followiegigds: (i) the average remaining service periothefemployees expected to receive benefits
of approximately nine years; (ii) the average rarimay life of the employees expected to receive fienef approximately 18 years; or (iii) the
term of the collective bargaining agreement, adiegiple. Pension and post-retirement benefit exgease recognized over the period in which
the employee renders service and becomes eligiseceive benefits as determined using the prajeaté credit method.

In computing the pension and post-retirement hezdtl and life insurance benefits expenses andaihiins, the most significant
assumptions we make include discount rate, expeatedf return on plan assets, health care trated and our evaluation of the legal basi:
plan amendments. The plan benefits covered byatléebargaining agreements as negotiated witreoysloyees’ unions can also
significantly impact the amount of expense, berafitgations and pension assets that we record.

The discount rate is the rate at which we belieeecauld effectively settle the benefit obligati@ssof the end of the year. We set our
discount rates each year based upon the yieldgbfduality fixed-income investments available adember 31 with maturities matching our
future expected cash flows of the pension and pEsement benefit plans. In making the determoratf discount rates, we average the yields
of various bond matching sources and the Citigi@apsion Discount Curve.

The expected rate of return on plan assets ithgterm rate of return we expect to earn on p&sets. The rate of return is determined
by the strategic allocation of the plan assetstaadong-term risk and return forecast for eacletsiass. The forecast for each asset class is
generated primarily from an analysis of the longrt@xpectations of various third party investmeanagement organizations. The expected
rate of return on plan assets is reviewed annaaltyrevised, as necessary, to reflect changeg ifintaincial markets and our investment
strategy.

To compute the expected return on pension andrptistment benefit plan assets, we apply an exdeate of return to the market-
related value of the pension plan assets and ttathealue of the postetirement plan assets adjusted for projected ktgrefments to be ma
from the plan assets. With respect to equity assadtsby our pension plan, we have elected to neizegactual returns on these equity assets
ratably over a five year period when computing market-related value of pension plan assets; thecognized portion of actual returns on
these equity assets is included in accumulated otitaprehensive income. This method has the effieetducing the impact on expenses of
equity market volatility that may be experienceshfryear to year. With respect to bonds and othetaield by our pension plan and with
respect to the assets held by our post-retirenemefit plans, we did not elect to recognize actetlrns on these assets using this five-year
ratable method. Therefore, the full impact of anmuarket volatility for these assets is reflectedhie subsequent year’s net periodic combined
benefits expense.

The trusts for the pension and post-retirementfitsn@ans hold investments in equities, fixed ine real estate and other assets such a:
private equity assets. The assets held by thests tawe reflected at estimated fair value as oebBdxer 31. The fair value of certain assets held
by the plans is determined via reference to quotatket prices in active markets or significant otable inputs such as quoted prices for
similar assets in active markets. For instancefahesalue of exchange traded securities is basethe last reported sales price, and the fair
value of over-the-counter securities is based enahbt reported bid price. Certain investment furats be
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redeemed in the near term at the current share,wigich reflects the market value of the undegdyimvestments. This value, referred to as the
net asset value, is used as our reported fair \Hltieese commingled funds.

Additionally, the fair values of a significant anmdwof the assets held by these trusts are notablaiby reference to quoted market prices
or significant observable inputs as of DecemberA%la consequence, we believe there is a riskthiesfair value of the harder-to-value assets
held by the trusts could be significantly differémm our estimates. The methods used to valuesiments in the absence of observable mi
prices are described below.

Investments in general or limited partnershipsl{iding private equity, private debt, real estatd ather investments) do not have an
observable market and are generally reported at&ie as determined by the partnership. The peship uses valuation methodologies that
give consideration to a range of factors, includiog not limited to the price at which the investrheas acquired, the nature of the
investments, market conditions, trading valuesa@mgarable public securities, current and projeogetrating performance and financing
transactions subsequent to the acquisition ofrthestment. These valuation methodologies involsigaificant degree of judgment. For some
investments, the fair value provided by the padhigris as of a date prior to our measurement tfatbese situations, we adjust the value for
subsequent cash flows and review the fair valuedas the latest information provided by the paship, including the impact of any
significant events and changes in market condittbashave occurred since the last valuation date.

We monitor and evaluate the reasonableness of assuns and valuation methodologies of the priciegdors, account managers, fund
managers and general partners.

Investment Impairment Analysi

Investments in available-for-sale debt and equétusities are impaired if the fair value of theusdy is less than our amortized cost
basis. Investments are reviewed quarterly for impant and any impaired security is evaluated terdeihe whether the impairment is
temporary or other than temporary. This evaluategjuires significant judgment and is based uponynfiactors including our intent and abili
to hold the security until it recovers, the seweand length of time the security has been impaiteslissuer’s financial standing, including its
current and expected future ability to make payménaccordance with the terms of securities, tradings of both the issuer and the
securities and compliance with the terms of theisges. If we intend to sell the securities oratetine that it is more likely than not that we
will be required to sell the securities, the impant is classified as other than temporary anddta impairment is recognized in other expe
(income)—net in our consolidated statements of ap@ns. In addition, for investments in debt se®s;j if we determine that it is not probable
that we will collect all payments due under therteiof the security, the impairment would be conmgdenther than temporary; however, only
the portion of the impairment attributable to ctédss would be recognized in other expense (ingeamet in our consolidated statements of
operations and the remainder would be recognizethier comprehensive income (loss), net of defeémedme taxes. The recognition of an
other-than-temporary impairment in our consolidatedements of operations establishes a new amdrtiast basis in the investment. An
impairment determined to be temporary is recogniaexther comprehensive income (loss), net of defeincome taxes and does not result
new amortized cost basis in the investment.

Recently Adopted Accounting Pronouncemel

Effective January 1, 2009, we adopted Financialodoting Standards Board (“FASB”) Staff Position $%’) APB 14-1, “Accounting
for Convertible Debt Instruments That May Be Seitile Cash upon
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Conversion (Including Partial Cash Settlement)” @8\Accounting Standards Codification (“ASC") 4705%P APB 14-1").This FSP require
issuers of convertible debt that may be settlelg fud partially in cash upon conversion to accoseyparately for the liability and equity
components of the convertible debt. The liabilitynponent is measured so that the effective intepgstnse associated with the convertible
debt reflects our borrowing rate at the date afasee for similar debt instruments without the @sion feature. This FSP applies to our
3.50% Convertible Senior Notes due 2025 (the “3.5D8avertible Senior Notes”). We applied this FStPaspectively to all periods presented
in our consolidated financial statements. For aolddtl information related to this FSP, see Note &#8wings.

The following is a summary of the effects of th@jtion of this FSP on our consolidated statemehtgperations for the years ended
December 31, 2009, 2008, and 2007:

Years Ended December 31
2009 2008 2007
(Dollars in millions)

Impact of adoption

Interest expense on lo-term borrowings and capital lea—net $ 52 $ 48 $ 43
Net income $ (32 $ (29 $ (27)

Earnings per common sha
Basic $(0.02) $(0.07) $(0.02)
Diluted $(0.02) $(0.02) $(0.02)

The following is a summary of the effects of th@paiion of this FSP on our consolidated balancetshesof December 31, 2009 and
2008:

Years Ended
December 31,
2009 2008
(Dollars in millions)

Impact of adoption

Assets:
Long-term deferred income ta»—net $ (19 $ (40
Liabilities:

Long-term borrowin—net of unamortized debt discount and of (50) (2049)
Total stockholder deficit $ (37 $ (63

Effective January 1, 2009, we adopted FSP Emeigiiges Task Force (“EITF”) 03-6-1, “Determining Wher Instruments Granted in
Share-Based Payment Transactions Are Particip&agirities” (ASC 260). This FSP states that undeslare-based payment awards that
contain non-forfeitable rights to dividends aretigggating securities and must be included in tomputation of earnings per common share
pursuant to the two-class method. Under this FBPupvested restricted stock grants are now coraidgarticipating securities. The two-class
method requires our earnings to be allocated betweae common shareholders and the holders of ougsiad restricted stock grants. Upon
adoption, we retrospectively recomputed earningspmmon share for all periods presented, whichndichave a material effect on the
earnings per common share we reported historicahg.changes in the earnings per common sharenpegsie these financial statements as
compared to amounts previously presented are thit i@ the adoption of FSP APB 14-1.
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Effective January 1, 2009, we adopted FSP FinaRgabunting Standard (“FAS”) 157-4, “DeterminingiFgalue When the Volume
and Level of Activity for the Asset or Liability e Significantly Decreased and Identifying Transars That Are Not Orderly” (ASC 820).
This FSP provides guidelines for ensuring that¥alue measurements are consistent with the plfegjgresented in Statement of Financial
Accounting Standards No. 157, “Fair Value Measunmisig/ASC 820). The adoption of this FSP did notda material effect on our financial
position or results of operations.

Effective January 1, 2009, we adopted FSP FAS 148ePFAS 124-2, “Recognition and Presentation ¢ie®fT han-Temporary
Impairments” (ASC 320). This FSP provides additlanadance designed to create greater clarity amsistency in accounting for and
presenting impairment losses on securities. Thetimloof this FSP did not have a material effecbanfinancial position or results of
operations.

Effective January 1, 2007, we adopted FASB Integtien Number (“FIN”) 48 (ASC 740), which prescréba comprehensive model for
how a company should recognize, measure and priesisfinancial statements uncertain tax posgitimat the company has taken or expects
to take on a tax return. On January 1, 2007, werded a transition adjustment associated with tleption of FIN 48, which decreased our
accumulated deficit by $48 million as a net res@illecreasing our tax liabilities for uncertain f@ositions and increasing interest accrued for
uncertain tax positions. This transition adjustmisribcluded in our consolidated statements ofldiottlers’ (deficit) equity and comprehensive
income (loss), but other financial statements prieskherein are based on consistent presentationogfrtain tax positions.

Recently Issued Accounting Pronouncemel

In October 2009, the FASB issued Accounting Stassl&lpdate (“ASU”) Number 2009-13, “Revenue Recagni{ASC 605) Multiple-
Deliverable Revenue Arrangements a consensus ¢fAlB8 Emerging Issues Task Force.” This ASU essael§ a new selling price hierarchy
to use when allocating the sales price of a matgdement arrangement between delivered and uedethelements. This ASU is generally
expected to result in revenue recognition for mawkvered elements than under current rules. Weeapeired to adopt this ASU prospectively
for new or materially modified agreements entergd on or after January 1, 2011. We are evaludtisgmpact of this ASU, but do not expect
its adoption to have a material effect on our friahposition or results of operations.

Note 3: Fair Value of Financial Instruments

Our financial instruments consist of cash and eaghivalents, auction rate securities, accountsvalbke, accounts payable, interest rate
hedges and long-term notes including the currertiqggo The carrying values of cash and cash egeital auction rate securities, accounts
receivable, accounts payable and interest ratedsegigproximate their fair values. The carrying gafiour long-term notes including the
current portion reflects original cost net of unatized discounts and other and was $14.034 bibisiof December 31, 2009. For additional
information, see Note 8—Borrowings.

Fair value is defined as the price that would leeireed to sell an asset or paid to transfer alitgitin an orderly transaction between
market participants at the measurement date. Wealsation techniques that maximize the use of niadde inputs and minimize the use of
unobservable inputs when determining fair value et we rank the estimated values based on tiabitegy of the inputs used following the
fair value hierarchy set forth by the FASB.
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The table below presents the fair values for anatite securities, an investment fund, interest hatdlges and long-term notes including
the current portion, as well as the input levelsdu® determine these fair values as of Decembe2(®19 and 2008:

Fair value as of December 31
Level 2009 2008
(Dollars in millions)

Assets:
Auction rate securitie 3 $ 95 $ 9C
Investment func 3 — 20
Fair value hedge 3 2 —
Total asset $ 97 $ 11C
Liabilities:
Long-term notes, including the current porti 1&2 $ 14,24: $ 11,04
Cash flow hedge 3 3 8
Total liabilities $  14,24¢ $ 11,05
The three levels of the fair value hierarchy asraef by the FASB are as follows:
Input Level Description of Input
Level 1 Inputs are based upon unadjusted quoted pricadduntical instruments traded in active mark
Level 2 Inputs are based upon quoted prices for simildaringents in active markets, quoted prices for igahor similar

instruments in markets that are not active, andehbdsed valuation techniques for which all sigaifit
assumptions are observable in the market or caotveborated by observable market data for suliathnthe full
term of the assets or liabilitie

Level 3 Inputs are generally unobservable and typicallieotfmanageme’s estimates of assumptions that ma
participants would use in pricing the asset oriliigb The fair values are therefore determinechgsinodel-based
techniques that include option pricing models, disted cash flow models, and similar techniq

We determined the fair value of our auction ratusées using a discounted cash flow model thissanto consideration the interest |
of the securities, the probability that we will flgle to sell the securities in an auction or thatdecurities will be redeemed early, the
probability that a default will occur and its setqgra discount rate and other factors.

We determined the fair value of our investment fbaded on the asset values of the securities yirpthe fund. This fund was fully
liquidated during 2009.

We determined the fair value of our interest raddes using projected future cash flows, discouatelde mid-market implied forward
London Interbank Offered Rate (“LIBOR”"). For additial information on our derivative financial ingtrants, see Note 9—Derivative
Financial Instruments.

We determined the fair values of our lot@gm notes including the current portion based woted market prices where available or, if
available, based on discounted future cash flowsyusurrent market interest rates.
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The table below presents a rollforward of the imstents valued using Level 3 inputs for the yeadedrDecember 31, 2009 and 2008:

Instruments Valued Using Level 3 Inputs

Auction rate Investment Fair value Cash flown
securities fund S hedges hedges
(Dollars in millions)

Balance at December 31, 2C $ 11€ $ 89 $ — $ —
Transfers into (out of) Level — — — —
Additions — — — —
Dispositions — (65) Q) —
Realized and unrealized (losses) ga

Included in lon-term borrowing—net — — — —
Included in other (expense) inco—net — 4 1 1
Included in other comprehensive Ic (26) — — 9

Balance at December 31, 2C 90 20 — (8
Transfers into (out of) Level — — — —
Additions 2 — — —
Dispositions — (22) — —
Realized and unrealized gail

Included in lon-term borrowing—net — — 2 —

Included in other (expense) inco—net — 1 — —

Included in other comprehensive inco 3 — — 5
Balance at December 31, 2C $ 95 $ — $ 2 $

Note 4: Investments

As of December 31, 2009 and 2008, our investmeictaded auction rate securities of $95 million @ million, respectively, which
are classified as non-current, available-for-salestments and are included in other non-curresgtast their estimated fair value on our
consolidated balance sheets. Auction rate secudtie generally long-term debt instruments thatigeoliquidity through a Dutch auction
process that resets the applicable interest rgieeadetermined calendar intervals, generally e28rgdays. This mechanism generally allows
existing investors to rollover their holdings arahtinue to own their respective securities or liffte their holdings by selling their securities at
par value. Prior to August 2007, we invested irséhgecurities for short periods of time as padwfcash management program. However, the
uncertainties in the credit markets have preventednd other investors from liquidating holdingdhefse securities in auctions since the third
guarter of 2007. Because we are uncertain as to Wieeliquidity issues relating to these investraemill improve, we continued to classify
these securities as non-current as of Decembe208B,. These securities:

» are structured obligations of special purpose tgarsce entities associated with life insurance cmgs and are referred to as
“Triple X" securities

» currently pay interest every 28 days at-month LIBOR plus 200 basis poin
e arerated A

« are insured against loss of principal and intebggtvo bond insurers, one of which had a credihgadf BB+ and the other of whit
was not rated and in the fourth quarter of 2009 pragibited by its regulator from making any clgdayments

» are collateralized by the issuers; ¢
e mature between 2033 and 20
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We recorded approximately $2 million of unrealizggins, net of deferred income taxes, and $15 millibunrealized losses, net of
deferred income taxes on these auction rate sesufitr the years ended December 31, 2009 and 28§8ectively. The cumulative unrealized
losses, net of deferred income taxes, relatedesetisecurities was $15 million and $17 million BBecember 31, 2009 and 2008, respectively.
These unrealized losses were recorded in accurdubsier comprehensive loss on our consolidatechbalaheets. The cost basis of these
securities was $120 million and $117 million aPeicember 31, 2009 and December 31, 2008, resplyctive consider the decline in fair
value to be a temporary impairment because weuaeites more likely than not that we will ultim@yerecover the entire $120 million cost
basis, in part because the securities are rategiment grade, the securities are collateralizedlanissuers continue to make required interest
payments. At some point in the future, we may detee that the decline in fair value is other thamporary if, among other factors:

» theissuers cease making required interest payir
* we believe it is more likely than not that we via# required to sell these securities before thedives recover; ¢
» we change our intent to hold the securities dusvemts such as a change in the terms of the sesL

During 2007, an investment fund we historicallyateel as a cash equivalent began liquidating itsihgé and restricting distributions. As
a result, we reclassified our holdings in the fimin cash and cash equivalents to investments,hndrie included in other current assets on
consolidated balance sheets. We valued this inegtoonsidering the asset values of the secutitiderlying the fund. During the year ended
December 31, 2008, we sold $65 million of our hadgi in the fund. As of December 31, 2008, $10 onllof our remaining investment in the
fund was included in other current assets and $llmwas included in other non-current asset©anconsolidated balance sheet because we
continued to expect that we would not be ableguitlate this portion of our investment in the sujpsst 12 months. During the year ended
December 31, 2008, we recorded immaterial realiretiunrealized losses for the change in the féirevaf the fund, which were recorded in
other expense (income)—net in our consolidateestant of operations. Our investment in the fund fullg liquidated in 2009.

Note 5: Accounts Receivable
The following table presents details of our acceusteivable balances as of December 31, 2009G0®t 2

December 31

2009 2008
(Dollars in millions)

Accounts receivab—net:

Trade receivable $1,00¢ $1,20¢
Earned and unbilled receivabl 25¢ 27¢€
Purchased and other receivak 134 11z
Total accounts receivab 1,402 1,59¢
Less: allowance for doubtful accoul (100 (129
Accounts receivab—net $1,30z $1,46°¢

84



Table of Contents

QWEST COMMUNICATIONS INTERNATIONAL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 5: Accounts Receivable—(Continued)

We are exposed to concentrations of credit riskafomnsumer and business customers within our keraice area, business customers
outside of our local service area and from othlectanmunications service providers. We generallydiorequire collateral to secure our
receivable balances. We have agreements with talemommunications service providers whereby weegp bill and collect on their behalf
for services rendered by those providers to outoousrs within our local service area. We purchaseants receivable from other
telecommunications service providers primarily aeeourse basis and include these amounts in couats receivable balance. We have not
experienced any significant loss associated witsetpurchased receivables.

The following table presents details of our allowafor doubtful accounts for the years ended Deesr@h, 2009, 2008 and 2007:

Balance a
Balance a
beginning Charged tc
end of
of period expense Deductions period
(Dollars in millions)
Allowance for doubtful account
2009 $ 12¢ $ 13C $ 15¢ $ 10C
2008 14t 162 17¢ 12¢
2007 14¢€ 17z 174 14t
Note 6: Property, Plant and Equipment
The components of our property, plant and equipraemf December 31, 2009 and 2008 are as follows:
Depreciable December 31
Lives 2009 2008
(Dollars in millions)
Property, plant and equipm~—net:
Land N/A $ 10€ $ 101
Buildings 15-30 year 3,38¢ 3,412
Communications equipme 5-10 year 19,95« 20,04°
Other network equipmel 8-45 year 21,26 20,921
General purpose computers and o 5-11 year 1,77 2,104
Construction in progres N/A 11¢€ 17¢
Total property, plant and equipme 46,60( 46,77(
Less: accumulated depreciati (34,30) (33,729
Property, plant and equipm~—net $12,29¢ $ 13,04¢

We recorded depreciation expense of $2.071 bilk@n120 billion and $2.231 billion for the yearsled December 31, 2009, 2008 and
2007, respectively.

Effective January 1, 2009, we changed our estintftése economic lives of certain copper cable @telcommunications equipment
assets. These changes resulted in additional dapoecexpense of approximately $38 million for frear ended December 31, 2009 as
compared to the year ended December 31, 2008. Leayetal expenditures and the changing mix of auestment in property, plant and
equipment since 2002 have decreased our deprecatjmense.
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We made a decision in June 2008 to discontinuaiceproduct and service offerings and as a reselithanged our estimates of the
economic lives of certain assets used in provitlimge products and services, which resulted iraticeleration of depreciation of those assets
beginning in the third quarter of 2008. As a result recorded $19 million of additional depreciatfor the year ended December 31, 2009 as
compared to the year ended December 31, 2008. Hsssts were fully depreciated as of December(19.2

The additional depreciation for both of the chandescribed above, net of deferred taxes, reduceideceme by approximately
$35 million, or approximately $0.02 per basic ardtdd common share for the year ended Decembe2®19.

During 2008, we recognized expenses of approxim&eimillion, which reduced net income by approxieia$4 million, or less than
$0.01 per basic and diluted common share, for impait of network assets associated with our tri@msio selling Verizon Wireless services
from selling Qwest-branded wireless services.

Asset Retirement Obligatior

As of December 31, 2009, our asset retirement atitigs balance was primarily related to estimatedré costs of removing circuit
equipment from leased properties and estimateddutosts of properly disposing of ashestos and ¢theardous materials upon remodeling or
demolishing buildings. Asset retirement obligati@ne included in other long-term liabilities on amensolidated balance sheets. The following
table provides asset retirement obligation actifatythe years ended December 31, 2009, 2008 a@d: 20

December 31
2009 2008 2007
(Dollars in millions)

Asset retirement obligation

Balance as of January $ 65 $ 58 $ 85
Accretion expens 7 6 11

Liabilities incurred — — 4

Liabilities settled and othe — — 3

Change in estimat (8 1 (39)

Balance as of December $ 64 $ 65 $ 58

During 2007, we revised our original estimatesheftiming and amounts of undiscounted cash floleted to certain future asset
retirement obligations. These revisions resultea iaduction of $39 million to our asset retiremelnligations and an offsetting reduction of
gross property, plant and equipment.

Note 7: Capitalized Software

Internally used software, whether purchased orldgeel by us, is capitalized and amortized usingstreight-line group method over its
estimated useful life. As of December 31, 2009 20@8, our capitalized software had carrying cos®&20650 billion and $2.372 billion,
respectively, and accumulated amortization was3gLi6llion and $1.497 billion, respectively. We oeded amortization expense of $240
million, $234 million and $228 million for the yeaended December 31, 2009, 2008 and 2007, resplgctior capitalized software based on a
life range of four to seven years.
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During 2008, we recognized expenses of approxim&®b million, which reduced net income by approxiely $10 million, or less than
$0.01 per basic and diluted common share, for impait of capitalized software associated with camgition to selling Verizon Wireless
services from selling Qwest-branded wireless sesric

In 2008, as a result of decisions to discontinuéaae product offerings and exiting our expiring@ess services arrangement, we
changed our estimates of the remaining economas lof certain capitalized software, which accetatéhe amortization of those assets. This
change resulted in additional amortization experisg?0 million for the year ended December 31, 2888ompared to the year ended
December 31, 2008. The additional amortization ofieteferred taxes, reduced net income by appraein&12 million, or less than $0.01 per
basic and diluted common share, for the year eDdm@mber 31, 2008.

The weighted average remaining life of our capitadi software was 3.5 years as of December 31, 2009.

The estimated future amortization expense for eéipéd software is as follows:

Estimated
Amortization

(Dollars in

millions)

Estimated future amortization expen

2010 $ 241
2011 20C
2012 161
2013 13C
2014 101
2015 and thereafte 78
Total estimated future amortization expe $ 911

Note 8: Borrowings
Current Portion of Long-Term Borrowings
As of December 31, 2009 and 2008, the currentqmof our long-term borrowings consisted of:
December 31,

2009 2008
(Dollars in millions)

Current portion of lon-term borrowings

Long-term notes $ 2,16¢ $ 792
Long-term capital lease and other obligatis 28 28
Total current portion of lor-term borrowings $ 2,19¢ $ 82C
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Long-Term Borrowings

As of December 31, 2009 and 2008, our long-ternndwaings consisted of the following (for all notegtlwunamortized discount or
premium, the face amount of the notes and the urtamad discount or premium are presented sepajately

December 31,
2009 2008
(Dollars in millions)

Long-term borrowings
Qwest Communications International In“QCII"):
Senior notes with various rates ranging from 3.50%.0% including LIBOR + 3.50% and maturities

from 2010 to 2015 $ 3,64( $ 3,32(
Unamortized discour (102 (155)
Less: current portion (1,265 (230

Total QCII 2,27: 2,93t
Qwest Capital Fundin¢*QCF”"):
Notes with various rates ranging from 6.50% to %%nhd maturities from 2010 to 20 2,18¢ 2,74
Unamortized discour 2 2
Less: current portio (403) (562)
Total QCF 1,78( 2,18:¢

Qwest Corporation“QC"):
Notes and term loan with various rates ranging fB0594% to 8.875% including LIBOR + 3.25% ¢

maturities from 2010 to 204 8,46¢ 7,651
Unamortized discour (165) (113)
Fair value hedge adjustme 10 1C
Capital lease and other obligatic 73 34
Less: current portio (515) (19
Total QC 7,871 7,56¢
Qwest Communications Company, LL“QCC"):
Capital lease and other obligatic 10C 67
Unamortized discour @) (10
Less: current portio (13) (9
Total QCC 80 48
Total lon¢-term borrowings $12,00¢ $12,73¢

* Our 3.50% Convertible Senior Notes have a stataturity of 2025, but they have contractual praisi that allow us to call the notes or
their holders to put them to us at earlier dates first of which is November 15, 2010. For purposgthis table, we treat them as maturing
at the earliest of these dat
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Our long-term borrowings had the following interestes and contractual maturities as of Decembg2@19:

Contractual Maturities

2015 and

2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)

Interest rates
Up to 5% $1,265 $ — $— $75¢C $ — $ — $201
Above 5% to 6% — — — — — — —
Above 6% to 7% 50C — — — — 2,02¢ 2,52¢
Above 7% to 8% 928** 1,62¢ — — 1,90( 2,981 7,441
Above 8% to 9% — — 1500 — — 811 2,311
Total notes and bonc $2,69: $1,62¢ $1,50C $75C $1,90C $ 582<¢ 14,29!
Capital lease and other obligatic 178
Less: unamortized discou (27€)
Add: fair value hedge adjustme 1C
Less: current portion of loi-term borrowings (2,196
Total lon¢-term borrowings $12,00¢

* Our 3.50% Convertible Senior Notes have a statatlrity of 2025, but they have contractual prawisi that allow us to call the notes or
their holders to put them to us at earlier dates first of which is November 15, 2010. For purposgthis table, we treat them as
maturing at the earliest of these da

**  $525 million of this amount includes our 7.25%r8or Notes due 2011, which are deemed to matu2010 in the table above as they
have contractual provisions that allow us to d# notes at earlier dates, and we redeemed théseind-ebruary 201!
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Our long-term borrowings contractual maturitiesdoyity as of December 31, 2009:

Maturities
2015 and
2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)
QCII notes:
QCII 3.50% Convertible Senior Not $1,265 $ — $— & $— $ — $126°
QCII 7.25% Senior Note 525 — — — — — 52t
QCIl 7.50% Senior Notes (Series — — — — 80C — 80C
QCIl 7.50% Senior Note — — — — 50C — 50C
QCIl 8.00% Senior Note — — — — — 55C 55(C
Total QCII notes 1,79( — — — 1,30(C 55C 3,64(
QCF notes
QCF 7.90% Note 402 — — — — — 40z
QCF 7.25% Note — 801 — — — — 801
QCF 6.5% Note — — — — — 174 174
QCF 6.875% Note — — — — — 352 352
QCF 7.625% Note — — — — — 97 97
QCF 7.75% Note — — — — — 35¢€ 35¢
Total QCF note: 40% 801 — — — 981 2,18¢
QC notes and bond
QC Floating Rate Note — — — 75C — — 75C
QC 6.95% Term Loa 50C — — — — — 50C
QC 7.875% Note — 82t — — — — 82t
QC 8.875% Note — — 1,50 — — — 1,50C
QC 6.5% Note! — — — — — 50C 50C
QC 6.875% Debenture — — — — — 1,00¢ 1,00¢
QC 7.125% Debenture — — — — — 25C 25(
QC 7.2% Debenture — — — — — 25C 25(
QC 7.25% Debenture — — — — — 50C 50C
QC 7.375% Debenture — — — — — 55 55
QC 7.5% Note! — — — — 60C — 60C
QC 7.5% Debenture — — — — — 484 484
QC 7.625% Note — — — — — 40C 40C
QC 7.75% Debenture — — — — — 43 43
QC 8.375% Note — — — — — 811 811
Total QC notes and bon 50C 828 1500 75C 60C 4,297 8,46¢
Total notes and bont $2,69:¢ $1,62¢ $1,50C $75C $1,90C $ 5824/ $14,29¢

* Our 3.50% Convertible Senior Notes have a statadnityaof 2025, but they have contractual provisidhat allow us to call the notes
their holders to put them to us at earlier dates first of which is November 15, 2010. For purgogkthis table, we treat them as

maturing at the earliest of these da

**  Amount represents our 7.25% Senior Notes due 28kith are deemed to mature in 2010 in the table@las they have contractt

provisions that allow us to call the notes at eaudiates and we redeemed these notes in Februbdy
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Effective January 1, 2009, we adopted FSP APB (ASIC 470). This FSP requires issuers of convertilelet that may be settled fully or
partially in cash upon conversion to account sephréor the liability and equity components of tb@nvertible debt. The carrying amount of
the equity component of our 3.50% Convertible SeNiotes was $164 million as of December 31, 2069@ecember 31, 2008. At
December 31, 2009 and December 31, 2008, theitinpbdmponent of these notes had a principal amotifii..265 billion at both dates; an
unamortized discount value of $50 million and $h@#ion, respectively; and a net carrying amoun$af215 billion and $1.161 billion,
respectively. The remaining discount will be ammati over the next 10 months. The effective intenast on our 3.50% Convertible Senior
Notes is 8.77%. The interest expense, inclusiib®B.50% coupon and amortization of the discondtdebt issuance costs, recognized fol
years ended December 31, 2009, 2008 and 2007 v@asriillion, $98 million and $94 million, respectlye

We have a revolving credit facility (“the Creditdfigty”) that is currently undrawn and expires ief@ember 2013. The amount currently
available to us under the Credit Facility is $1.@d5on.

QCIl Notes
Covenants

As of December 31, 2009, QCII had outstanding a wit$2.375 billion aggregate principal amounsehior notes. This amount exclui
the $1.265 billion of our 3.50% Convertible Serlimtes. The $2.375 billion in notes is guaranteed genior unsecured basis by QSC and
QCF. The indenture governing these notes limitsl@@hd its subsidiaries’ ability to:

* incur or guarantee additional debt or issue pretestock

» pay dividends or distributions on or redeem or repase capital stoc

* make investments and other restricted paym:

» issue or sell capital stock of restricted subsid&

» grantliens

» transfer or sell assel

» consolidate or merge or transfer all or substdgtal of our assets; ar

» enter into transactions with affiliate

If the notes receive investment grade ratings, rabte covenants with respect to the notes wilsbigject to suspension or termination.

Under the indenture governing these notes, we mepsirchase the notes upon certain changes of ¢ofilig indenture also contains

provisions for cross acceleration relating to ahgur other debt obligations and the debt obligatiof our restricted subsidiaries in an
aggregate amount in excess of $100 million. We weoompliance with all of the covenants as of Deber 31, 2009.

Repayments
On January 2, 2009, we redeemed $230 million agdeggrincipal amount of our Floating Rate Seniotesalue 2009.

In 2008, we redeemed $20 million aggregate prin@paount of QCII's Floating Rate Senior Notes d0@2 On December 1, 2008, we
exercised our option to call at par the remainig§®million aggregate
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principal amount of QCII's Floating Rate Senior B®due 2009; however, the redemption date wasntiblanuary 2, 2009; therefore, these
notes were still reflected in the current portidriomg-term borrowings on our consolidated balasiveet for the year ended December 31,
2008.

On November 3, 2008, we repaid at maturity $69iamlhggregate principal amount of QCII's 7.25% &% Senior Notes due 2008.

New Issuance

In September 2009, we issued $550 million of 8.(&hior Notes due 2015. We are using the net preaafe532 million for general
corporate purposes, including repayment of indetgssl and funding and refinancing investments inelecommunication assets.

Subsequent Events
In February 2010, we redeemed $525 million aggeepencipal amount of QCII’s Senior Notes due 2011.

In January 2010, we issued $800 million of 7.12584i8 Notes due 2018. We are using net proceefig g million for general
corporate purposes, including repayment of indet#ssl and funding and refinancing investments inelacommunications assets.

QCII Convertible Senior Notes
Covenants

The indenture governing the 3.50% Convertible SeNites (the “Indenture”) contains certain covesantluding, but not limited to, a
limitation on mergers or sales of all, or substhtiall, of the assets of QCII, which requirestthaguccessor assume the obligation with regard
to these notes. The Indenture contains provisiegsiring acceleration of payment of the notes ugomcceleration of any other debt
obligations of QCII in an aggregate amount in exa&fs$100 million. We were in compliance with alltbe Indenture covenants as of
December 31, 2009.

FSP APB 14-1 (ASC 470), applies to our 3.50% Catiter Senior Notes and became effective for usamudry 1, 2009. See further
discussion in “Recently Adopted Accounting Pron@ments” in Note 2—Summary of Significant Accountiglicies.

Balance Sheet Classification

Under the terms of our 3.50% Convertible Seniorddptipon conversion at a time at which the markset conversion provisions
described below are satisfied, we must pay the extimg holders cash equal to at least the par \@fitlee 3.50% Convertible Senior Notes.
$1.265 billion of 3.50% Convertible Senior Notes&deen classified as a current obligation as afebwer 31, 2009 because the holders
having the option to convert beginning in Novemd@t0, but were classified as a non-current obligesis of December 31, 2008 because
specified, market-based conversion provisions wetanet as of December 31, 2008. These market-lmsearsion provisions specify that,
when our common stock has a closing price aboyeeified threshold price for 20 or more trading slduring certain periods of
30 consecutive trading days, these notes beconilalaleafor conversion for a period. This threshptete was $6.01 per share as of
December 31, 2009, and will be adjusted furthermeard for certain events, such as dividend payméntsir common stock maintains a
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closing price above the applicable threshold pdigeng certain subsequent periods, the notes wageéih become available for immediate
conversion. In addition, even if the market-basaaversion provisions are not met, holders of 060% Convertible Senior Notes have the
option to convert every five years on Novemberligginning in 2010, and receive cash from us equtidd par value of the notes. We believe
that if the trading price of our common stock isolaethe conversion price on November 15, 2010]itedihood of holders converting the no
will increase the more the conversion price excdleedrading price of our common stock. The coneerprice was $5.01 per share as of
December 31, 2009 and will be adjusted furthectatain events, such as dividend payments.

Conversion Value

The conversion value of the notes may be calculatied to maturity by using an initial conversiaate of 169.4341 per $1,000 in
principal amount of the notes or an initial convemsprice of $5.90, adjusted for certain eventsluding the payment of dividends, as descr
in the Indenture. After adjusting for dividend pagmis in 2009, the conversion rate was 199.529 ttendnplied conversion price was $5.0]
of December 31, 2009.

The following hypothetical example of the conversaalculation has assumed (i) no further adjustrteetiie initial conversion rate or
price is made or required under the terms of tlemture, and (ii) the requisite conditions to aareise of the conversion right provided under
the Indenture are satisfied:

(1) If the price of our common stock exceeds $5.01spere when the notes are converted, then for 4600 in principal amount (
the notes surrendered for conversion, the holdiredeive the following

. $1,000 in cash for the principal value of the notex]

. the amount by which the conversion value (calcdlatethe product of the initial conversion rate dralaverage of th
closing sale prices of our common stock duringateversion period as described in the Indenture¢eds $1,000. At our
option, we may elect to pay all or a portion oktemount in shares of our common stock or equivai@ne of cash

(2) If the price of our common stock is at or bel®®:01 per share when the notes are convertedfehewery $1,000 in principal
amount of the notes surrendered for conversionhahager will receive thilesserof:
. $1,000 in cash for the principal value of the note:
. the conversion value, calculated as described abowash

QCII Credit Facility

In December 2009, we entered into a new revolvieglit facility (the “Credit Facility”). The CredFacility makes available to us
$1.035 billion, is currently undrawn, and expiresSieptember 2013. Any amounts drawn on the Credilify are guaranteed by our wholly
owned subsidiary, Qwest Services Corporation (“QS&id secured by a senior lien on the stock of T)e. Credit Facility replaced a
$945 million credit facility that would have expitén October 2010.

The Credit Facility has 13 lenders with lending coitments ranging from $25 million to $100 millionhe Credit Facility contains
various limitations, including a restriction on mgiany proceeds from the facility to pay settlermemtjudgments relating to legal matters,
discussed in Note 18—Commitments and Contingencies.

93



Table of Contents

QWEST COMMUNICATIONS INTERNATIONAL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 8: Borrowings—(Continued)

If drawn, the Credit Facility would, at our electidbear interest at a rate of adjusted LIBOR oaselrate defined in the Credit Facility, in
each case plus an applicable margin. Such margiesvbased upon the credit ratings of the facditg is currently 3.25% for LIBOR based
borrowings and 2.25% for base rate borrowings.

The Credit Facility contains certain other covesantluding, but not limited to, limitations on:

* incurrence of indebtedness (suspended while thditFfacility remains undrawn

» restricted payment:

* using any proceeds to pay settlements or judgnrelasng to legal matters discussed in Not—Commitments and Contingenci
» dividend and other paymen

* mergers, consolidations and asset s:

* investments; an

* liens (suspended while the Credit Facility remaindrawn).

In the event of certain changes of control, eandde under the Credit Facility may terminate itsnagitment and declare any outstanding
amounts for such lender’s account immediately chebayable.

The Credit Facility contains financial covenantstt(i) require Qwest and its consolidated subsieléato maintain a debt-to-consolidated
EBITDA ratio of not more than 5 to 1 and (i) reguiQC and its consolidated subsidiaries to mairdaiebt-to-consolidated EBITDA ratio of
not more than 2.5 to 1. Consolidated EBITDA asrddiin the Credit Facility means our net incomsgjadjusted for taxes, interest,
depreciation, amortization and certain non-cash;mecurring items. Compliance with these financ@alenants is not required while the Credit
Facility remains undrawn. However, we were in caarpie with these financial covenants as of Decer@be2009.

The Credit Facility has a cross payment defaulvision, and this facility and certain other delstiss also have cross acceleration
provisions. When present, such provisions coulcetagreater impact on liquidity than might otheendsise from a default or acceleration of a
single debt instrument. These provisions genemlthyide that a cross default under these debtimstnts could occur if:

» we fail to pay any indebtedness when due in aneggde principal amount greater than $100 mill

e any indebtedness is accelerated in an aggregaigigad amount greater than $100 million;

» judicial proceedings are commenced to foreclosargnof our assets that secure indebtedness ingregage principal amoul
greater than $100 millior

Upon such a cross default, the creditors of a r@t@mount of our debt may elect to declare thd¢fault has occurred under their debt
instruments and to accelerate the principal amadessuch creditors. Cross acceleration provissmassimilar to cross default provisions, but
permit a default in a second debt instrument tddx@ared only if in addition to a default occurrimgder the first debt instrument, the
indebtedness due under the first debt instrumesnttisally accelerated.
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QCF Notes
Covenants

The QCF notes are guaranteed by QCII on a sensgaumed basis. The indentures governing the QG#smaintain certain covenants
including, but not limited to: (i) a prohibition arertain liens on the assets of QCF; and (ii) détion on mergers or sales of all, or
substantially all, of the assets of QCF or us, Whiimitation requires that a successor assume ltigation with regard to these notes. These
indentures do not contain any cross-default pronisi We were in compliance with all of the prows@and covenants of the QCF notes as of
December 31, 2009.

Repayment
On August 3, 2009, QCF repaid at maturity $562iorillaggregate principal amount its 7.0% Notes d)@92

On July 15, 2008, QCF repaid at maturity $171 wrillaggregate principal amount of its 6.375% Notes2008.

QC Notes
Covenants

The indentures governing the QC notes contain icectavenants including, but not limited to: (i) eopibition on certain liens on the
assets of QC; and (ii) a limitation on mergersales of all, or substantially all, of the assetQdf, which limitation requires that a successor
assume the obligation with regard to these notess& indentures do not contain any cross-defaoMigions. We were in compliance with all
of the provisions and covenants of the QC notexf &ecember 31, 2009.

New Issues

On April 13, 2009, QC issued approximately $811liotilaggregate principal amount of its 8.375% SeNiotes due 2016. QC is using
the net proceeds of $738 million for general coap@ipurposes, including repayment of indebtedneddguanding or refinancing investments in
its telecommunication assets.

The notes are unsecured obligations of QC andegoklly in right of payment with all other unsealieend unsubordinated indebtedness
of QC. The covenant and default terms are subsignthe same as those associated with QC’s otimg-term borrowings.

Repayments
On November 15, 2008, QC repaid at maturity $320aniaggregate principal amount of its 5.625% Nadee 2008.

Registered Exchange Offer

On November 13, 2009, QC commenced a registerdthege offer for its 8.375% Notes due 2016 purstatite registration rights
agreement that it entered into in connection withissuance of these notes. QC completed the eegfisexchange offer on December 21, 2
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Interest Rate Hedges
During 2009 and 2008, QC entered into interesthatiges as discussed in Note 9—Derivative Finahtsatuments.

Interest Expense

Interest expense includes interest on long-termolmongs and capital lease obligations. Other irteexpense, such as interest on income
taxes, is included in other—net in our consolidatedements of operations. The following table @nés the amount of gross interest expense,
capitalized interest and cash paid for interesinduthe years ended December 31, 2009, 2008 and 200

Years Ended December 31
2009 2008 2007
(Dollars in millions)

Interest expense on lo-term borrowings and capital lea—net:

Gross interest expen $1,10: $1,09( $1,15¢
Capitalized interes (19 (22) (16)
Total interest expense on lc-term borrowings and capital lea—net $1,08¢ $1,06¢ $1,13¢

Cash paid for interes
Cash interest paid on long-term borrowings, capé@tes and interest

rate swap $1,00¢ $1,04: $1,08¢
Cash received from counterparties on interestawasgps (29 (46) —
Net interest paid on loi-term borrowings, capital leases and interest rate
swaps $ 981 $ 99¢€ $1,08¢

Note 9: Derivative Financial Instruments
Interest Rate Hedge

During 2009 and 2008, we entered into the intenatst hedges described below as part of our shont-@ad long-term debt strategies.
One objective of our short-term debt strategy i@ advantage of favorable interest rates by pimgffloating interest rate debt to fixed
interest rate debt using cash flow hedges. Onectibgeof our long-term debt strategy is to achiavaore balanced ratio of fixed to floating
interest rate debt by swapping a portion of ouedixnterest rate debt to floating interest ratet tletough fair value hedges. This decreases our
exposure to changes in the fair value of our fixedrest rate debt due to changes in interest.rates

We evaluate counterparty credit risk before enteifmio any hedge transaction. Thereafter, we caetio closely monitor the financial
market and the risk that our counterparties wifad# on their obligations to us. We are preparedniwind these hedge transactions if our
counterparties’ credit risk becomes unacceptableto

In August 2009, QC entered into interest rate heage$400 million of the outstanding $1.500 bill@ggregate principal amount of its
8.875% Notes due in 2012. The hedges have the ptomdfect of converting QC fixed interest rate tieba floating interest rate of omaentt
LIBOR plus 7.0575% until maturity. QC designated thterest rate swaps as fair value hedges. Thestef these hedges match the terms of
the underlying debt such that we assume no inéffsotss of the fair value hedging relationship esabgnize the fair value of the hedge wil
corresponding adjustment to the carrying valuénefdebt.
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In March 2008, QC entered into interest rate hedge$500 million of the outstanding $750 milliongaggate principal amount of its
Floating Rate Notes due 2013. The notes bear bttate rate per year equal to LIBOR plus 3.25%s€hhedges have the economic effect of
converting QC'’s floating interest rate to fixedargst rates of approximately 6.0% through March203,0. QC designated these interest rate
swaps as cash flow hedges. We did not recognizeainyor loss in earnings for hedge ineffectiverfesshe year ended December 31, 2009.

In March 2008, QC also entered into interest raiggles on the outstanding $500 million aggregatejpal amount of its 6.5% Notes ¢
2017. These hedges had the economic effect of ciimy€C’s fixed interest rate to a floating intsteate until these notes mature in 2017. QC
designated these interest rate swaps as fair haeldges. QC terminated these hedges in the fouateywof 2008. Upon termination, we
received $20 million in cash for the fair valuetioé swap asset and accrued interest from our cquantg. The accumulated increase of $10
million in the carrying value of the 6.5% Notes A@17 through the hedge termination date is bemngriazed to interest expense using the
effective interest method over the remaining tefrthe notes.

We valued the interest rate hedges using projdatade cash flows, discounted at mid-market impfiedvard LIBOR. We determined
this valuation excluding accrued interest.

For additional information on our accounting paifor derivative financial instruments, see NeteSRummary of Significant
Accounting Policies.

The balance sheet location and fair value of déxiganstruments designated as hedging instrumestf December 31, 2009 are set
forth below:

Asset Derivatives Liability Derivatives
Balance sheet locatiol Fair value Balance sheet locatiol Fair value
(Dollars in millions)
Cash flow hedging contrac Other current asse $ — Other current liabilitie: $ 3
Fair value hedging contrac Other nol-current assei $ 2 Other nol-current liabilities $ —

The fair value of derivative instruments designasdedging instruments as of December 31, 2008ssribed below:

Asset Derivatives Liability Derivatives
Balance sheet locatiol Fair value Balance sheet locatiot Fair value
(Dollars in millions)
Cash flow hedging contrac Other nor-current asset $ — Other nol-current liabilities $ 8

For additional information on the fair value of dimancial instruments, see Note 3—Fair Value afdficial Instruments.
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The following table presents the effect of derivatinstruments on our consolidated balance shedtstatements of operations for the
years ended December 31, 2009 and 2

Derivatives in Cash Flow Hedging Relationship Years Ended December 31
2009 2008
(Dollars in millions)

Interest rate contract
Amount of gain (loss) recognized in other comprednemnincome on derivatives

(effective portion), net of deferred taxes of $2 &3, respectivel $3 $(5)
Location of amount reclassified from accumulatdteoicomprehensive incom
into income (effective portior Interest expen—net Interest expen—net

Amount of loss (gain) reclassified from accumuladditer comprehensiy
income into interest expense (effective portiom}, of deferred taxes of $2

and $0, respectivel $4 $(1)
Location of amount recognized in income on derixegi(ineffective portion ar

amount excluded from effectiveness testi Not Applicable Not Applicable
Amount recognized in income on derivatives (indffexportion and amour

excluded from effectiveness testir $— $—

Note 10: Severance and Restructuring
Severance

For the years ended December 31, 2009, 2008 art] 2@0recorded severance expenses of $113 miit?0 million and $14 million,
respectively. A portion of our severance expenséscluded in each of cost of sales, selling expsm@sd general, administrative and other
operating expenses in our consolidated statemémwisavations. We have not included any severanpereses in our segment expenses. As of
December 31, 2009 and 2008, our severance liakibity $77 million and $56 million, respectively, aadncluded in accrued expenses and
other in our consolidated balance sheets.

Restructuring

During 2004 and previous years, as part of our omggefforts to evaluate our operating costs, waldished restructuring programs,
which included workforce reductions, consolidatadrexcess facilities, and restructuring of certairsiness functions. As of December 31,
2009, the remaining restructuring reserve for thegrams related to leases for real estate thateased using in prior periods and consisted
of our estimates of amounts to be paid for theasdg in excess of our estimates of any subleasauewe may collect. We expect this reserve
will be used over the remaining lease terms, whactye from 0.5 to 16.0 years, with a weighted ayeaf 12.2 years.

During 2008, we reversed approximately $33 millidmestructuring reserve due to favorable earlynteation of a lease for which we
previously reserved. The restructuring reversaidkided in general, administrative and other ofiegeexpenses in our consolidated statem
of operations.
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The remaining reserve balances are included ocansolidated balance sheets in accrued expensesttzrdcurrent liabilities for the
current portion and other long-term liabilities foe long-term portion. The provisions, reversatyg] adjustments are included in general,
administrative and other expenses in our consadlatatements of operations. We have not includgdestructuring expenses in our segment
expenses.

The following table presents the details of out estate restructuring reserves for the years ebd@gmber 31, 2009, 2008 and 2007:

Real Estate
Restructuring
(Dollars in millions)

Balance December 31, 20 $ 347
Provisions 6
Utilization (38)
Reversals and adjustmel 3

Balance December 31, 20 312
Provisions —
Utilization (50)
Reversals and adjustmel (36)

Balance December 31, 20 22¢
Provisions —
Utilization (20
Reversals and adjustmel —

Balance December 31, 20 $ 20€

As of December 31, 2009 and 2008, the restructugsgrve included in current liabilities was $18liomi and $21 million, respectively,
and the long-term portion was $188 million and $&tiion, as of those dates.

Note 11: Employee Benefits
Pension, Pos-Retirement and Other Post-Employment Benefits

We sponsor a noncontributory qualified defined liiépension plan (referred to as our pension pfankubstantially all management &
occupational employees. In addition to this taxlifjed pension plan, we also maintain a non-quetifpension plan for certain eligible highly
compensated employees. We maintain post-retirebenefit plans that provide health care and lifeiiaace benefits for certain eligible
retirees. We also provide other post-employmengebenfor eligible former employees.

Pension

The pension plan provides benefits to participanter five separate formulas which are 1) the penisand or pension factor formula
occupational employees, 2) the account balanceuiariABF") for occupational employees, 3) the Qhnagement Formula (“OMF”) for
management employees, 4) the Defined Lump Sum (*Pitdmula for management employees and 5) the A@Fnanagement employees.
Participants, upon retirement or termination, miagteany form of annuity option available, a lumyrsdistribution or a combination
annuity/lump sum.
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For occupational employees hired or rehired poakanuary 1, 2009, pension benefits are basediuer ¢ghe pension band or pension
factor formula. The pension band formula usestadftlar amount per year of service in which eashtjtle has been assigned a dollar amount
(“pension band”). The pension factor formula, whidvers occupational sales employees, uses a faased on final average compensations
times years of service. All occupational employieesd or rehired on or after January 1, 2009, upeeting certain requirements, earn a
pension under the ABF, which provides a compensatiedit equal to 3% of eligible compensation @nsannual interest credit.

For management employees, the OMF is based ondirsathge compensation and years of service, thefibula is based on final
average compensation and age-related service atitthe ABF was based on a compensation cradit &m3% of eligible compensation
plus an annual interest credit. Participants whoaeghtheir pension under the OMF and DLS formulaesaanagement participants who had
completed 20 years of service by December 31, 200¢ho were service pension eligible by December2B8D3. Employees who did not meet
these requirements accrued a pension under the @MBLS formula until December 31, 2000, or eathi@sed on the plan’s provisions, and
then commenced accruing a pension under the ABhibeg on January 1, 2001. The ABF covers managépaaticipants hired after
December 31, 2000 and management employees whmtthve 20 years of service by December 31, 20®¢ho did not become service
pension eligible by December 31, 2003. In Noven#8£/9, we amended the pension plan to no longelige@ension benefit accruals for
active management employees on or after Janu@91D. This amendment froze average compensationlatibns under the OMF and DLS
formula and means that we no longer provide calicuaf service under the OMF, percentage creditienthe DLS formula, nor
compensation credits under the ABF. Active managemeployees who participate in the plan retaiir thecrued pension benefit earned a
December 31, 2009 and employees under the ABFcuwiiltinue to earn interest credits on their vestekit after December 31, 2009.
Employees are eligible to receive their vestedwtibenefit when they leave Qwest.

In addition to the benefits described above, thesjpa plan provides survivor and disability bersefd certain participants. The plan also
provided a death benefit for beneficiaries of dartdigible retirees; however, we have eliminateid benefit effective March 1, 2010 for
retirees who retired prior to January 1, 2004 ahdse deaths occur after February 28, 2010. We quislyi eliminated the death benefit for
retirees who retired after December 31, 2003.

Current funding laws and regulations require fugdieficits to be paid over a seven-year periodssiibe plan is fully funded before
then. Our funding policy for the pension plan isitake contributions with the objective of accuminigsufficient assets to pay all qualified
pension benefits when due under the terms of the. glhe accounting unfunded status of our pendempas $790 million at December 31,
2009. We did not make any cash contributions tg#resion plan in 2009 or 2008. We will not be regdito make a cash contribution to this
plan in 2010. Based on currently available inforioygtour projected required contribution in 201%6sto $120 million. The information
necessary to finalize our 2011 contribution caltates will not be available until later in 2010.italso very likely, based on current funding
laws and regulations, that significantly higher tcidmutions will be required in 2012 and beyond. EHmount of any required contributions in
2012 and beyond will depend on earnings on investsneiscount rates, changes in the plan and figrnidins and regulations.

Non-Qualified Pension

We maintain a non-qualified pension plan for cer&igible highly compensated employees. Beginminganuary 1, 2010, we no longer
provide pension benefit accruals under this planplByees who patrticipate in the
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plan retain their accrued pension benefit earnesf B2cember 31, 2009 and employees under the AlBEentinue to earn interest credits on
their vested benefit after December 31, 2009. Eygae are eligible to receive their vested accrebfit when they leave Qwest. In addition,
this plan provides survivor and disability benefdscertain participants. The plan also providetbath benefit for beneficiaries of certain
eligible retirees; however, we have eliminated Hegaefit for retirees who retired prior to Januar®004 and whose deaths occur after
February 28, 2010. We previously eliminated thetldéanefit for retirees who retired after Decembkr2003.

Post-Retirement Benefits

The benefit obligation for our occupational healine and life insurance post-retirement planstimased based on the terms of our
written benefit plans. In calculating this obligatj we consider numerous assumptions, estimategidgrhents, including but not limited to,
discount rates, health care cost trend rates amdgrhendments. In 2008, we negotiated our curcemtyfear collective bargaining agreements.
These collective bargaining agreements coveredappately 15,600 of our unionized employees as @f&nber 31, 2009 and reflect changes
for the eligible post-1990 retirees who are formecupational employees, including: (i) a LetteAgfeement that states such post-1990
retirees will begin contributing to the cost of eaare benefits in excess of specified limitstlom company-funded portion of retiree health
care costs (also referred to as “caps”) beginnamgdry 1, 2009 and (ii) a provision that such d®80 retirees will pay increased out of pocket
costs through plan design changes starting Jady&§09. These changes have been considered inatalg the benefit obligation under the
occupational health care plan.

No contributions were made to the post-retiremectipational health care trust in 2009 or 2008, weadio not expect to make a
contribution in 2010.

The terms of the post-retirement health care dadrisurance plans between us and our eligible gemant employees and our eligible
post-1990 management retirees are established &yduare subject to change at our discretion. We hgractice of sharing some of the cost
of providing health care benefits with our managetenployees and post-1990 management retireeshdriedit obligation for the
management post-retirement health care benefitased on the terms of the current written plan dwnits and is adjusted for anticipated
continued cost sharing with management employeggast-1990 management retirees. However, ouriboitibn under our post-1990
management retirees’ health care plan is cappadpécific dollar amount.

A putative class action purportedly filed on beladIEertain of our retirees was brought againsang certain other defendants in Federal
District Court in Colorado in connection with owaision to reduce life insurance benefits for theseees during 2006 and 2007. See
Note 1&—Commitments and Contingencies—Other Matters falitaxhal information.

A change of 100 basis points in the assumed irfigalth care cost trend rate would have had thevolg effects in 2009:

100 Basis Points Change
Increase Decrease
(Dollars in millions)

Effect on the aggregate of the service and inte@stt components of net periodic f-retirement benefi
expense (statement of operatio $ 4 $ 4
Effect on benefit obligation (balance she $ 73 $ (66)
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We expect our health care cost trend rate to dseriey 0.5% per year from 8.0% in 2010 to an ultewate of 5.0% in 2016. Our post-
retirement health care expense for eligible poSi9l@tirees who are former management employeefoamrtigible retirees who are former
occupational employees is capped at a set dollauamTherefore, those health care benefit obligetiare not subject to increasing health care
trends after the effective date of the caps.

Expected Cash Flow

The pension, non-qualified pension and post-retarrhealth care benefit payments and premiumsinoh$urance premium payments
are paid by us or distributed from plan assets. &tinated benefit payments provided below aredaseactuarial assumptions on the
demographics of the employee population in pladkeend of 2009 and have been reduced by estimpat#idipant contributions.

Non- Post-
Qualified Pensior Retirement Benefit Medicare Part D
Pension Plar Plan Plans Subsidy Receipt

(Dollars in millions)
Estimated future bene

payments
2010 $ 771 $ 4 $ 362 $ (19)
2011 74C 3 362 (21)
2012 71€ 3 35¢ (24)
2013 69¢ 3 347 (26)
2014 68C 3 33¢ (29)
2015—2019 3,107 12 1,49¢ (152)

Net Periodic Benefit Expens

The measurement date used to determine pensiorquadified pension and post-retirement health eee life insurance benefits is
December 31. The actuarial assumptions used to wientipe net periodic benefit expense for our pension-qualified pension and post-
retirement benefit plans are based upon informatialable as of the beginning of the year, aseguesl in the following table.

Non-Qualified Pension Pos-Retirement Benefit
Pension Plan Plan Plans

2009 2008 2007 2009 2008 2007 2009 2008 2007
Actuarial assumptions at beginning of ye
Discount rate 6.7% 6.3(% 6.0% 6.7% 6.1% 6.0% 6.7(% 6.3(% 6.0(%
Rate of compensation incree 35(% 35(% 4.65% 3.50% 350 4.65% N/A N/A N/A
Expected lon-term rate of return on plan ass 8.0(% 8.0(% 8.5(% N/A N/A N/A 8.5(% 85% 8.5(%
Initial health care cost trend re N/A N/A N/A N/A N/A N/A 9.0(% 9.0(% 10.0(%
Ultimate health care cost trend N/A N/A N/A N/A N/A N/A 5.0(% 5.0% 5.0(%
Year ultimate trend rate is react N/A N/A N/A N/A N/A N/A 201: 201z 201z

N/A—Not applicable
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The components of net periodic benefit expensedopension, non-qualified pension and post-retimenbenefit plans for the years
ended December 31, 2009, 2008 and 2007 are debsled:

Years Ended December 31

Non-Qualified Pension Post-Retirement Benefit
Pension Plan Plan Plans
2009 2008 2007 2009 2008 2007 2009 2008 2007

(Dollars in millions)
Net periodic benefit expense (incom

Service cos $108 $11€ $12¢6 $ 1 $ 1 $ 2 $8 $ 9 $ 1C
Interest cos 50¢E 49¢€ 492 2 2 3 21t 22€ 23:
Expected return on plan ass (56%) (647) (65¢) — — — (68) (129 (131)
Recognized transition ass — — — — — 1 — — —
Recognized prior service cc — 5) 5) — — — (99 (109 27
Recognized net actuarial lo 75 2 71 — — 1 30 11 21
Curtailment and settlemer (13) — — 2 3 — — — —
Total net periodic benefit expense (incor $10 $@38 $ 26 $5 $6 $ 7 $8 $18 $ 6

The net periodic benefit expense for our pension;qualified pension and post-retirement benefihéduded in general, administrative
and other operating expenses in our consolidatgdraents of operations. Beginning on January 10 20& no longer provide pension benefit
accruals for active management employees undequalified and non-qualified pension plans. As ailtesve recognized a gain of $13 million
relating to the qualified pension plan for the yeaded December 31, 2009. We also recognized $@miénd $3 million in non-qualified
pension plan settlements for the years ended Deze&ih 2009 and 2008, respectively.

Benefit Obligations

The actuarial assumptions used to compute the tustdtus for the plans are based upon informatrailable as of December 31, 2009
and 2008 are as follows:

December 31,

Non-Qualified Pension Post-Retirement Benefit
Pension Plan Plan Plans
2009 2008 2009 2008 ~ 2009 _ — 2008 _
Actuarial assumptions at end of ye

Discount rate 5.8(% 6.7(% 5.5(% 6.7(% 5.7(% 6.7(%
Rate of compensation incree 3.5(% 3.5(% 3.5(% 3.5(% N/A N/A
Initial health care cost trend re N/A N/A N/A N/A 8.0(% 9.0(%
Ultimate health care cost trend r: N/A N/A N/A N/A 5.0(% 5.0(%
Year ultimate trend rate is react N/A N/A N/A N/A 201¢ 2012

N/A—Not applicable
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The following table summarizes the change in theefieobligations for the pension, non-qualifiechp®n and post-retirement benefit
plans for the years ended December 31, 2009 angt 200

Non-Qualified Pension Posi-Retirement Benefit
Pension Plan Plan Plans
2009 2008 2009 2008 2009 2008
(Dollars in millions)

Benefit obligations accrued at beginning of yt $7,96: $8,18¢ $ 33 $ 56 $ 3,424 $ 3,81«
Service cos 10z 11€ 1 1 8 9
Interest cos 50t 49€ 2 2 21t 22¢
Actuarial (gain) los: 562 26 8 Q 83 (170
Plan amendmen (220) 51 — — — (79
Plan curtailment (112 — 3 — — —
Participant contribution — — — — 51 32
Benefits paid from plan asse (684) (913) — — (193 (232)
Benefits paid by compar — — (20 (25) (220) (295)
Medicare Part D reimbursemel — — — — 20 19

Benefit obligations accrued at end of y $8,11¢ $7,962 $ 3 $ 33 $ 3,38¢ $ 3,424

Accumulated benefit obligatior $8,11¢ $7,83i $ 3 $ 3 $ 3,38¢ $ 3,424

In the table above, the 2009 pension plan amendreprésents the elimination of death benefits &tain eligible retirees. The 2009
pension plan and non-qualified pension plan cum@ilts represent the elimination of future pensiemelfit accruals for active management
employees.

The 2008 pension plan amendments represent prinaariincrease in pension benefits for eligible ational employees as negotiated
under our current four-year collective bargainiggements. The 2008 post-retirement benefit plaenaiments represent changes to no longer
reimburse Medicare Part B premiums for post-199@agament and occupational retirees and adjustreentstain occupational retiree health
care caps.

Plan Assets

We maintain plan assets for our pension plan artdiogpostretirement benefit plans. The pension plan assetased for the payment
pension benefits and certain eligible plan experiBles post-retirement benefit plan assets are tspdy health care benefits and premiums on
behalf of eligible retirees who are former occupadil plan participants and to pay certain eligfiien expenses. The following table
summarizes the change in the fair value of plaatadsr the pension and post-retirement benefiigpbs of and for the years ended
December 31, 2009 and 2008:

Post-Retirement Benefit

Pension Plan Plans
2009 2008 2009 2008
(Dollars in millions)

Fair value of plan assets at beginning of y $7,217 $ 9,85¢ $ 91t $1,58¢
Actual gain (loss) on plan asst 798 (1,729 141 (441)
Benefits paid from plan asse (689 (913 (193 (2329

Fair value of plan assets at end of y $7,32¢ $ 7,217 $ 862 $ 91t
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Pension Plan Our investment objective for the pension plaretssis to achieve an attractive risk-adjusted retwer time that will
provide for the payment of benefits and minimize tisk of large losses. Our pension plan investrerategy is designed to meet this objec
by broadly diversifying plan assets across numestnagegies with differing expected returns, vditégs and correlations. The pension plan has
approximately 50% of the assets allocated to ista@e sensitive investments and 50% allocatéuviestments designed to provide higher
expected returns than the interest rate sensitivestments. Interest rate sensitive investmentadec30% of plan assets targeted to investment
grade bonds, 7.5% to high yield and emerging mar&atls, 5% to convertible bonds, and 7.5% targeteliversified strategies, which
primarily have exposures to global government, caate and inflation-linked bonds, as well as soxosures to global stocks and
commodities. Assets expected to provide highermstthan the interest rate sensitive assets induakedly diversified equity investments with
approximately 15% targeted to U.S. stocks, 12.5%eteloped market non-U.S. stocks, 2.5% to emengiagket stocks, and 5% to private
equity investments. Approximately 10% is allocate@ther investments including funds primarily isted in private debt and hedge funds.
Real estate investments are targeted at 5% ofgsisets. At the beginning of 2010, our expected @rlong-term rate of return on pension
assets is assumed to be 8.0%.

Post-Retirement Benefit PlaOur investment objective for the post-retiremieeefit plan assets is to achieve an attractikeadjusted
return and minimize the risk of large losses oheréxpected life of the assets. We believe that aésets will be adequate to provide
reimbursements for our occupational post-retirerheaith care costs for approximately five yeargettment risk is managed by broadly
diversifying assets across numerous strategiesdifigring expected returns, volatilities and cdations. Our investment strategy is designed
to be consistent with the investment objectivehviarticular focus on providing liquidity for theimbursement of our occupational post-
retirement health care costs. The target allocationthe post-retirement benefit plan assets werised in mid-year 2009 to reduce risk by
lowering the target equity allocation from 55% &8 and increasing the fixed income allocation t#5S&pecific target allocations within
these broad categories are allowed to vary to geoliquidity in order to meet reimbursement requieats. The 50% target fixed income
allocation includes investment grade bonds, higidyiconvertible bonds and emerging market dehtitizinvestments are broadly diversified
with exposure to publicly traded U.S., non-U.S. anterging market stocks and private equity. Whidenaw private equity investments have
been made in recent years, existing private eduontystments as a percent of total equity is exgettténcrease in the near term as liquid,
publicly traded stocks are drawn down for the rainsbment of health care costs. The remaining taliptations are 5% to real estate and
to investments consisting primarily of hedge furméyate debt, and diversified strategies. At tbgibning of 2010, our expected annual long-
term rate of return on post-retirement benefit @asets is assumed to be 8.0%.

Permitted investment®lan assets are managed consistent with the testgset forth by the Employee Retirement Incoraeusity Act
of 1974, as amended, which requires diversificatibassets and also generally prohibits definecfieand welfare plans from investing more
than 10% of their assets in securities issued &ygonsor company. As of December 31, 2009 and, 200&ension and post-retirement
benefit plans did not directly own any shares af@ammon stock or any of our debt.

Derivative instrumentsDerivative instruments are used to reduce riskesag provide return. The pension and post-regnenbenefit
plans use exchange traded futures to gain expts@guity and Treasury markets consistent witheiaagset allocations. Interest rate swap
used in the pension plan to reduce risk relativméasurement of the benefit obligation, which iss#iéve to interest rate changes. Foreign
exchange forward contracts and total return swepsised primarily to manage currency exposures.eSienivative instruments subject the
plans to counterparty risk. We closely monitor deuparty exposure and mitigate this
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risk by diversifying the exposure among multiplgthcredit quality counterparties, requiring colfateand limiting exposure by periodically
settling contracts.

The gross notional exposure of the derivative umagnts directly held by the plans at December 8092s shown below. The notional
amount of the derivatives corresponds to markebsxge but does not represent an actual cash ingastm

December 31, 200!

Posi-
Retirement Benefit

Gross notional exposure Pension Plat Plan
(Dollars in millions)

Exchang-traded U.S. equity future $ 34€ $ 9
Exchang-traded no-U.S. equity future: 29 1
Exchang-traded Treasury future 88¢ 30
Interest rate sway 574 —
Total return swap 11C 20
Foreign exchange forwar: 40¢ 64

Fair Value Measurement§air value is defined as the price that would loeireed to sell an asset or paid to transfer alitgitin an
orderly transaction between market participantb@measurement date. We use valuation technifaésaximize the use of observable
inputs and minimize the use of unobservable inpdtsn determining fair value and then we rank thieneged values based on the reliability
the inputs used following the fair value hierard®y forth by the FASB. For additional informatiom thie fair value hierarchy, see Note Bair
Value of Financial Instruments.

The table below presents the fair value of plaetassy category and the input levels used to déterthose fair values as of
December 31, 2009. It is important to note thatabset allocations do not include market exposihegsare gained with derivatives.

Fair value of pension plan asset
as of December 31, 2009

Level 1 Level 2 Level 3 Total
(Dollars in millions)
Investment grade bon(@ $ 44C $ 844 $ — $1,28¢
High yield bond«® — 46¢ 12¢€ 594
Emerging market bonc©) — 20t — 20t
Convertible bond @ — 42¢€ — 42¢
Diversified strategie® — 43¢ — 43¢
U.S. stock<® 44k 89 — 534
Non-U.S. stock«9) 66€ 10E — e
Emerging market stockh 74 13¢€ — 212
Private equity® — — 741 741
Private deb® — — 524 524
Market neutral hedge fun® — 83¢ 58 897
Directional hedge func® — 161 4 16t
Real estat® — — 294 294
Derivativesm (10 (49) — (59
Cash equivalents and sf-term investment(® 96 178 — 26¢
Securities lending obligatic© — (289 — (28¢
Securities lending collater®©) — 28¢ — 28¢
Total investment $1,71: $3,83¢ $1,745 7,29¢
Dividends and interest receival 22
Pending trade 18
Expense accrua (12
Total pension plan asse¢ $7,32¢
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Fair value of pos-retirement plan assets
as of December 31, 2009

Level 1 Level 2 Level 3 Total
(Dollars in millions)

Investment grade bon(® $ 12 $ 19C $— $202
High yield bond<«® — 142 — 142
Emerging market bonc© — 33 — 33
Convertible bond®@ — 28 — 28
Diversified strategie®) — 5 — 5
U.S. stock<® 91 — — 91
Non-U.S. stock«9) 49 28 — 77
Emerging market stock® — 28 — 28
Private equity® — — 85 85
Private deb® — — 12 12
Market neutral hedge fun — 93 — 93
Directional hedge func® — 18 — 18
Real estat(® — — 44 44
Derivativesm — Q) — Q)
Cash equivalents and st-term investment(® 2 14 — 16
Securities lending obligatic© — (29 — (29
Securities lending collater© — 29 — _ 28
Total investment $ 154 $57¢ $ 141 874
Dividends and interest receival 3
Pending trade 5
Expense accruals and benefits pay:i _(19
Total pos-retirement plan asse $86<

Plan assets are invested in various asset catsgdgiiiging multiple strategies and investment ngera. For several of the investments
discussed below, the plans own units in comminfleds and limited partnerships that invest in vasitypes of assets. Commingled funds
give investors the right, subject to predetermiremtbmption procedures, to redeem their investmehteacurrent share price, also known as
net asset value or “NAV”. The NAV reported by thmél manager is determined by the fund manager ls#te market value of the
underlying holdings of the fund. Commingled fundattcan be redeemed at the NAV as of the measutatanare classified as Level 2,
otherwise the fund is classified as Level 3. Inwesits in limited partnerships represent long-teommitments with a fixed maturity date,
typically seven to ten years. Valuation inputstfagse limited partnership interests are generaletl on assumptions and other informatior
observable in the market and are classified asll3irevestments. We monitor and evaluate the regsieness of assumptions and valuation
methodologies of the pricing vendors, account margadund managers and general partners.

An overview of the asset categories, the underlgingtegies and valuation inputs used to valuadisets in the table above follows:

(a) Investment grade bondspresent stand-alone investments in U.S. Treasuss, bonds and strips as well as portfolios and
commingled funds with characteristics similar te Barclays Capital U.S. Aggregate Bond Index (thdéx”). The index is comprised
U.S. Treasuries, agencies, corporate bonds, martgagked securities, asset-backed securities antheocial mortgage-backed
securities. Treasury
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securities are valued at the bid price reportetiénactive market in which the security is traded are classified as Level 1. Valuation
other investment grade bonds are based on a sfréh&. Treasuries and consider yields availableamnparable securities of issuers
with similar credit ratings and are classified &vél 2. The commingled funds can be redeemed &ai#\éand are classified as Level 2.

(b) High yield bondsepresent investments in fixed income securitidsvbévestment grade and bank loans. Investmeetsrade
in stand-alone portfolios and commingled funds.\d#ibns of publicly traded high yield bonds aredzbhsn a spread to U.S. Treasuries
and consider yields available on comparable seesmif issuers with similar credit ratings and elesssified as Level 2. The commingled
funds that can be redeemed at NAV are classifiddeasl 2. All other high yield funds are classifiad Level 3.

(c) Emerging market bondspresent debt instruments issued by governmedtstiier entities located in developing countries.
Emerging market bonds are priced based on deatdesjor a spread relative to the local governmentb and are classified as Level 2.

(d) Convertible bondprimarily represent investments in corporate debtsties that have features that allow the debieto
converted into equity securities under certainwistances. Valuations of individual convertible é®are based on a combination of a
spread to U.S. Treasuries and the value and vitlaifithe underlying equity security. Convertildends are classified as Level 2.

(e) Diversified strategiesepresent investments in commingled funds that grilgnhave exposures to global government, corgorat
and inflation-linked bonds, but that also have expes to global stocks and commodities. The fuadshe redeemed at NAV and are
classified as Level 2.

(f) U. S. stocksepresent investments in securities and comminfglieds that track the broad U.S. stock marketsviddal U.S.
stocks are valued at the last published price tedan the major market on which the individualséies are traded and are classified as
Level 1. The commingled funds can be redeemed at Biid are classified as Level 2.

(g) Non-U.S. stockepresent investments in securities, a registengtdahfund and commingled funds that track devedopen-
U.S. stock markets. Foreign currency exposure dgé&eé approximately 50% to the U. S. dollar. Indigtinon-U.S. stock securities and
mutual funds are valued at the last published peperted on the major market on which the indialdgecurities or mutual fund are
traded and are classified as Level 1. The commihfyleds can be redeemed at NAV and are classifidcegel 2.

(h) Emerging market stockspresent investments in registered mutual fundscammingled funds comprised of stocks of
companies located in developing markets. Registengdal funds are valued at the last publishedepéported on the major market on
which the mutual funds are traded and are clasisifgeLevel 1. The commingled funds can be redeanhBidV and are classified as
Level 2.

(i) Private equity represents investments in non-publicly traded eltin and foreign buy-out and venture capital fuiiiate
equity funds are structured as limited partnerships are valued according to the valuation policgazh partnership, subject to
prevailing accounting and other regulatory guidedinThe partnerships use valuation methodologagyikie consideration to a range of
factors, including but not limited to the pricevettich investments were acquired, the nature ofrthestments, market conditions, trading
values on comparable public securities, currentmngected operating performance and financingsations subsequent to the
acquisition of the investments. These valuatiorhmgblogies involve a significant degree of judgmé&iar some investments, the fair
value provided by the partnership is as of a dete pp our measurement date. In these situatiwesadjust the value for subsequent cash
flows and review the fair value based on the latgstmation provided by the partnership, includihg impact of
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any significant events and changes in market cmmditthat have occurred since the last valuatide. d&ivate equity investments are
classified as Level 3.

(j) Private debtrepresents investments in non-publicly traded fuhds primarily invest in either distressed or neerne debt
instruments. Mezzanine debt instruments are dehtiments that are subordinated to other debtssane may include embedded equity
instruments such as warrants. Private debt furelstanctured as limited partnerships and are vahgedrding to the valuation policy of
each partnership, subject to prevailing accourdimdj other regulatory guidelines. The valuationmderlying fund investments are based
on factors including the issuer’s current and prigjd credit worthiness, the security’s terms, kgfee to the securities of comparable
companies and other market factors. These valuatithodologies involve a significant degree of juggt. For some investments, the
fair value provided by the partnership is as o&gedrior to our measurement date. In these sitositive adjust the value for subsequent
cash flows and review the fair value based ondtest information provided by the partnership,udahg the impact of any significant
events and changes in market conditions that hesered since the last valuation date. Private oefgistments are classified as Level 3.

(k) Hedge Funds. Market-neutral hedge fuhdkl investments in a diversified mix of instrunetitat are intended in combination
to exhibit low correlations to market fluctuatioms.the pension plan, these investments are tygicambined with futures to achieve
uncorrelated excess returns over various markétsctional hedge fundsepresent investments that may exhibit somewhduenig
correlations to market fluctuations than the mariaittral hedge funds. Investments in hedge fundade both direct investments and
investments in diversified funds of funds. All hedginds are valued at net asset value. Hedge thatisan be redeemed at net asset
value as of the measurement date are classifiedad 2. All other hedge fund investments are dfesbas Level 3.

() Real estateepresents investments in non-publicly traded camghed funds and limited partnerships that invest diversified
portfolio of real estate properties. Real estatestments are valued at net asset value accomlitig tvaluation policy of each fund or
partnership, subject to prevailing accounting atigtoregulatory guidelines. The valuation of sgegfoperties is generally based on
third-party appraisals that use comparable salesppojection of future cash flows to determine f@ilue. For some investments, the
valuation is as of a date prior to our measurerdat#. In these situations, we adjust the valusdbsequent cash flows and review the
fair value based on the latest information providgdhe fund manager or partnership, includingitmgact of any significant events and
changes in market conditions that have occurrezedime last valuation date. Real estate investnzgatslassified as Level 3.

(m) Derivativesnclude the market value of exchange-traded futooggracts which are classified as Level 1, as aglfprivately
negotiated over-the-counter (“OTCSjvaps that are valued based on the change inshtates or a specific market index and classki
Level 2. The market values represent gains or oss occur due to fluctuations in interest rafi@®ign currency exchange rates,
security prices or other factors.

(n) Cash equivalents and short-term investmegpisesent investments that are used in conjunetittnderivatives positions or are
used to provide liquidity for the payment of beteefir other purposes. U.S. Treasury Bills are hhitethe bid price reported in the act
market in which the security is traded and aresifigsl as Level 1. Valuations of other securities lBased on a spread to U.S. Treasury
Bills, the Federal Funds Rate or LIBOR and consjdelds available on comparable securities of issuéth similar credit ratings and ¢
classified as Level 2.

(o) Securities lending obligation and collaterapresent securities lending transactions whetebyplanslending agent lends sto
and bond investments of the plan to other thirdypawvestment firms in
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exchange for cash collateral. The stock and boodriies are generally loaned for a period of kxss one month and can be recalled on
a days notice. Under the terms of its securities lendiggeement, the plan typically requires cash aaitdiof a value in excess of the t
value of the loaned investments. Cash collatecaived is then invested in certain collective ingent vehicles maintained by the
lending agent. Upon the maturity of the agreemtietborrower must return the same, or substantiafysame, investments that were
borrowed and the plan returns the cash collatétad.value of the obligation is a fixed amount bagedhe cash collateral received and is
classified as Level 2. The collateral receivedigested in collective investment vehicles thatamprised of shorterm investment gra
bonds and cash equivalents, the valuation of wisiclescribed above, and is classified as Level 2.

Concentrations of Risknvestments are primarily exposed to stock maikégrest rate, and credit volatility. We managesthdsks by
broadly diversifying assets across humerous atsgtas and strategies with differing expected msturolatilities and correlations. Stock and
credit risks are broadly diversified across sectmd individual companies. Although the investmemeswell diversified, the value of plan
assets could change materially depending uponvéath market volatility, which could affect therfded status of the plans.

The table below presents a rollforward of the pemgilan assets valued using Level 3 inputs foyte ended December 31, 2009:

Balance at December 31, 20
Net acquisitions (disposition
Actual return on plan asse

Gains (losses) relating to assets sold during ¢ae
(Losses) gains relating to assets still held at-end

Balance at December 31, 2C

December 31, 2009:

Balance at December 31, 20
Net disposition:
Actual return on plan asse

Pension Plan Assets Valued Using Level 3 Inpu

Gains (losses) relating to assets sold during ¢ae
Losses relating to assets still held at -end

Market
Directional neutral
Private Private High
hedge hedge yield Real
equity debt funds fund bonds estate Total
(Dollars in millions)
$ 68€ $49C $ 36 $ 70 $ 89 $ 421 $1,792
21 6 (30) (22) (44) 14 (55)
10z — (5) 2 34 (7) 127
(69) 28 3 8 47 (134 (117)
$ 741 $524 $ 4 $ 58 $12€ $ 294 $1,745
The table below presents a rollforward of the pesitement benefits plan assets valued using L&weaputs for the year ended
Post-Retirement Benefit Plan Assets Valued Using kel 3 Inputs
Private
Private Real
equity debt estate Total
(Dollars in millions)
$ 85 $ 14 $ 72 $ 171
(4) (1) 2 7
13 1) (6) 6
_0 _— __ (20 __ (29
$ 85 $ 12 $ 4 $ 141

Balance at December 31, 2C
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Certain gains and losses are allocated betweetsasdd during the year and assets still held at-gad based on transactions and
changes in valuations that occurred during the.ydase allocations also impact our calculationeaifacquisitions and dispositions.

For the year ended December 31, 2009, the investonegram produced actual gains on pension andrptistment plan assets of
$934 million as compared to the expected returr688 million for a difference of $301 million. Ftire year ended December 31, 2008, the
investment program produced actual losses on peiasid post-retirement plan assets of $2.169 biimeompared to the expected returns of
$771 million for a difference of $2.940 billion. &kshort-term annual returns on plan assets wilbatralways be different from the expected
long-term returns, and the plans could experiemteyains or losses, due primarily to the volatibscurring in the financial markets during any
given year.

Unfunded Status

The following table presents the unfunded statut®fpension, non-qualified pension and post-netinet benefit plans as of
December 31, 2009 and 2008:

Non-Qualified Pos-Retirement
Pension Plan Pension Plan Benefit Plans
2009 2008 2009 2008 2009 2008
(Dollars in millions)
Benefit obligatior $(8,116) $(7,962) $(31) $(33) $(3,38¢) $(3,429
Fair value of plan asse 7,32¢ 7,215 — — 863 91t
Unfunded statu $ (790 $ (745 $(31) $(33) $(2,52H $(2,509

Our qualified pension obligation is classified as+current and recorded on our consolidated balaheets in pension obligations. The
long-term portion of our nogualified pension obligation of $27 million and $8lllion as of December 31, 2009 and 2008, respelsti is alst
recorded on our consolidated balance sheets irigreabligations. The current portion of our podirsment benefit obligation of $155 million
as of December 31, 2009 and 2008 is recorded onansolidated balance sheets in accrued expendestlaar current liabilities. The long-
term portion of our post-retirement benefit obligatof $2.370 billion and $2.354 billion as of Dedger 31, 2009 and 2008, respectively, is
recorded on our consolidated balance sheets irrptisgment and other post-employment benefit @ians. Also included in accrued
expenses and other current liabilities are oblageifor the current portion of our non-qualifiechp®n plan, post-employment perquisites, post-
employment disability insurance and workers compgos benefit obligations. These amounts totalegl illion and $17 million as of
December 31, 2009 and 2008, respectively. Alsaigted in post-retirement and other post-employmentefit obligations are obligations for
the long-term portion of our executive life insucarplans, post-employment perquisites, post-empdoyrdisability insurance and workers
compensation benefit obligations. These amoun&det$109 million and $103 million as of Decembg&y 3009 and 2008, respectively.
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Accumulated Other Comprehensive (Loss) Incc—Recognition and Deferrals

The following table presents cumulative items matignized as a component of net periodic beneffierese as of December 31, 2008,
items recognized during 2009 as a component gber@ddic benefits expense, additional items defedaring 2009 and cumulative items not
recognized as a component of net periodic benefpense as of December 31, 2009. The items nogméax as a component of net periodic
benefits expense have been recorded on our coatalithalance sheets in accumulated other complighglass) income as of December 31,
2009 and 2008:

As of and for the Years Ended December 31,

Recognition
of Net Net
Periodic Change ir
Benefits
2008 Expense Deferrals AOCI 2009

(Dollars in millions)
Accumulated other comprehensive (loss) incao

Pension plan

Net actuarial (loss) gal $(1,827) $ 75 $ (22)) $ (14¢€) $(1,979)

Prior service (cost) bene (22 (13) 22C 207 18t

Deferred income tax benefit (expen 801 (24) — (24) 777
Total pension pla (1,04¢) 38 (D 37 (1,017
Non-qualified pension plar

Net actuarial (loss) gai ()] 2 5) 3 @)

Prior service benef — — 1 1 1

Deferred income tax (expense) ben (2) — 1 1 (1)
Total nor-qualified pension pla (6) 2 (3) (1) @)
Pos-retirement benefit plan:

Net actuarial (loss) gai (602) 30 (12) 19 (58%)

Prior service benefit (cos 1,08¢ (99 — (99 98¢

Deferred income tax bene 10E 19 14 33 13¢
Total pos-retirement benefit plar 591 (50 3 (47) 544
Total accumulated other comprehensive (loss) inc $ (469 $ (10) $ @ $ (1) $ (474

The following table presents estimated items todoegnized in 2010 as a component of net periogliefit expense of the pension, non-
qualified pension and post-retirement benefit plans

Non- Pos-
Qualified Retirement
Pensior
Pension Benefit
Plan Plan Plans
(Dollars in millions)
Estimated recognition of net periodic benefit exgeem 2010
Net actuarial los $ 12¢ $ — $ 41
Prior service benef (22 — (99
Deferred income tax (expense) ben (40 — 13
Estimated net periodic benefit expense to be rewbinal 201(
as a component of other comprehensive income ( $ 64 $ — $ 45
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Medicare Prescription Drug, Improvement and Modemaition Act of 200:

We sponsor post-retirement health care plans weilersl benefit options that provide prescriptionglbenefits that we deem actuarially
equivalent to or exceeding Medicare Part D. We gacze the impact of the federal subsidy receivedienthe Medicare Prescription Drug,
Improvement and Modernization Act of 2003 in th&eakation of our post-retirement benefit obligatiand net periodic post-retirement benefit
expense. The effect of the subsidy reduced ouperbdic post-retirement benefit expense by $4%onil $39 million and $51 million for the
years ended December 31, 2009, 2008 and 2007 ctasip.

Other Benefit Plans
Health Care and Life Insurance

We provide health care and life insurance bentditsssentially all of our active employees. Welargely self-funded for the cost of the
health care plan. Our active health care benefierses were $248 million, $290 million and $288ianilfor the years ended December 31,
2009, 2008 and 2007, respectively. Occupationall@yep benefits are based on negotiated collectivgdining agreements. Management
employees, post-1990 retirees and occupational@mes are required to partially fund the healtle demefits provided by us, in addition to
out-of-pocket costs. Participating management eygas contributed $38 million, $42 million and $3iflion in 2009, 2008 and 2007,
respectively. Participating occupational employeastributed $10 million, $4 million and $5 millian 2009, 2008 and 2007, respectively. The
basic group life insurance plan is fully insured aéime premiums are paid by us.

401(k) Plan

We sponsor a qualified defined contribution bengfiin covering substantially all management andipational employees. Under this
plan, employees may contribute a percentage aof #@mgiual compensation to the plan up to certainimams, as defined by the plan and by
Internal Revenue Service (“IRS”). Currently, we oie percentage of employee contributions in cAshaf December 31, 2009 and 2008, the
assets of the plan included approximately 44 rmlbmd 46 million shares of our common stock, retypelg, as a result of the combination of
our employer match and participant directed coatidms. We recognized $59 million, $64 million ab@l7 million in expense related to this
plan for the years ended December 31, 2009, 2002@07, respectively.

Deferred Compensation Plans

We sponsor non-qualified unfunded deferred compensalans for various groups that include cert#iour current and former highly
compensated employees. One of these plans is opewt participants. Participants in these plans,raggheir discretion, invest their deferred
compensation in various investment choices inclyidinr common stock.

Our deferred compensation obligations for thesagae included on our consolidated balance sheatcrued expenses and other
current liabilities and other long-term liabilitidsvestment earnings, administrative expensesigdmsin investment values and increases or
decreases in the deferred compensation liabilgylting from changes in the investment values @cended in our consolidated statements of
operations. Deferred compensation plan assetseraled in other long-term assets on our cons@dlhtlance sheets. Shares of our common
stock owned by rabbi trusts, such as those edtalolifor our deferred compensation plans, are wlesgdreasury stock and are included at cost
on our consolidated balance sheets. The valuessetsiand liabilities related to these plans atsigaificant.
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Income Tax Expense (Benefi
The components of the income tax expense (beffiefit) continuing operations are as follows:
Years Ended December 31

2009 2008 2007
(Dollars in millions)

Income tax expense (benefi
Current tax provision

Federal $ 10 $(56) $ 29
State and loce 2 5 —
Total current tax provisio 12 _(5)) 29
Deferred tax provisior
Federal 18€ 37¢ 96
State and loce 43 76 17
Change in beginning of year valuation allowa ) _ (5 (2,419
Total deferred tax expense (bene 22¢ 45C 2,29¢
Income tax expense (bene! $241 $39¢ $(2,27(

The effective income tax rate for continuing opiera differs from the statutory tax rate as follows

Years Ended December 31
2009 2008 2007
(in percent)

Effective income tax rate

Federal statutory income tax r: 35.(% 35.(% 35.(%
State income tax—net of federal effect and tax expense (benefi
income (loss) not recognizt 3.3 4.8 1.5
Medicare subsid (1.6) 1.3 (2.9
Uncertain tax position chang (20.0 (2.2 —
Other 0.€ 0.2 (0.9
Adjustments related to prior perio (0.9 1.8 (9.9
Changes in valuation allowan (0.9 0.4 (389.0
Effective income tax rat 26.1% 38.0% (366.0)%
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Deferred Tax Assets and Liabilitie
The components of the deferred tax assets anditiedare as follows:
December 31

2009 2008
(Dollars in millions)

Deferred tax assets and liabiliti¢
Deferred tax asset

Net operating loss carryforwar: $2,11¢ $ 2,32:
Pos-retirement benefit 1,18( 1,13¢
Deferred loss subject to amortizati 29¢ 31¢€
Restructuring charg 80 88
Pensior 30E 28¢€
Other employee benefi 99 101
Other 39C 404
Gross deferred tax assi 4,47( 4,65¢
Valuation allowance on deferred tax as: 132 (139
Net deferred tax asse 4,33¢ 4,52¢
Deferred tax liabilities
Property, plant and equipment and intangible a: (1,750 (1,65€)
Other (79 (129
Total deferred tax liabilitie (1,829 (1,789
Net deferred tax asse $ 2,50¢ $2,74(

Tax Audits and Uncertain Tax Positions

The IRS examines all of our federal income taxmetibecause we are included in the coordinatedsingaase program. As of
December 31, 2009, our federal income tax retusnsaik years 2002-2005 have been examined by t8eAR a result of the examinations and
the resulting settlements, our total unrecognizadoenefits decreased by $209 million. In 2009filed amended federal income tax returns
for 20022005 to make protective claims with respect to geaserved in our audit settlements and to coitetis not addressed in prior auc
Those amended federal income tax returns are dubjedjustment in an IRS audit. Additionally, daderal income tax returns filed for tax
years after 2005 are still subject to adjustmemniRS audit

We file combined income tax returns in many stedesl, these combined returns remain open for adgresro our federal income tax
returns. In addition, certain combined state incéaxereturns we have filed since 1996 are stillrofoe state specific adjustments.

A reconciliation of the unrecognized tax benefiisthe years ended December 31, 2009 and 2008v&allo

Unrecognized Tax Benefits

2009 2008
(Dollars in millions)

Balance as of January $ 434 $ 64¢
Additions for current year tax positio 12 31
Additions for prior year tax positior 18t 18
Reductions for prior year tax positio (12¢ (95)
Settlement: (220) (16€)
Reductions related to expirations of statute ofthtions — —

Balance as of December $ 282 $ 434
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As of December 31, 2009, approximately $58 millidrthe unrecognized tax benefits could affect oepme tax provision and effective
income tax rate.

In accordance with our accounting policy, inteeegtense and penalties related to income taxeseeled in the other—net line of our
consolidated statements of operations. For thesyeadled December 31, 2009, 2008 and 2007, we rizenigd2 million, $11 million and $30
million, respectively, for interest expense relatedincertain tax positions. As of December 31,280d 2008, we had recorded liabilities for
interest related to uncertain tax positions inaheunts of $10 million and $23 million, respectivalVe made no accrual for penalties relate
income tax positions.

Other Income Tax Information

As of December 31, 2009, we had NOLs of $5.8 billimcluding approximately $268 million relatedstock compensation, the benefit
of which, if realized, will be recognized in equit§ unused, the NOLs will expire between 2014 a06@5; however, no significant amounts
expire until 2020. We had unamortized investmexttadits of $44 million and $51 million as of Deweer 31, 2009 and 2008, respectively,
which are included in other long-term liabilities our consolidated balance sheets. These investamentedits are amortized over the lives of
the related assets. As of December 31, 2009 angl, 289also have $72 million and $71 million ($47liom and $46 million net of federal
income tax) of state investment tax credit carnyfmds that will expire between 2010 and 2020, tfutdized.

In 2009, we reduced our state tax rate based ewiew of our state apportionment factors and threeci tax rate of the states where we
conduct business. This change resulted in a $%om#itate deferred tax expense, net of federateffe

Due to our NOLs, we do not generally pay incomesaand we do not expect to pay a significant amofimcome taxes until our NOLs
have been used, although we do expect to pay inialaéenounts of federal alternative minimum tax atete income tax in 2010. In 2009, we
paid $48 million for income taxes, of which $10 lioih was for interest. In 2008, we paid the IRS Z1dillion related to income tax
settlements, of which $74 million was for interdat2007, we paid immaterial amounts for incomeetax

Valuation Allowance

From 2001 through 2005, we reported a significambualative loss and generated substantial NOLsfoorme tax purposes, and we
maintained a valuation allowance against the migjofiour net deferred tax assets at that time imszave could not sustain a conclusion that it
was more likely than not that we would realize H@Ls and other deferred tax assets.

During 2007, we determined that it had become rfikedy than not that we would generate sufficieatable income to realize the
majority of our deferred tax assets, including@Ls. Thus, we reversed a significant portion & taluation allowance during 2007.

As of December 31, 2009 and 2008, certain defamedssets totaling $132 million and $134 milliespectively, required future
income of special character to realize the tax fisn®ecause we are not currently forecasting ine@f an appropriate character for these
benefits to be realized, we continue to maintaialaation allowance equal to the amount we do etiele is more likely than not to be
realized.
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Common Stock ($0.01 par value)

We are authorized to issue up to 5.0 billion shafesommon stock with $0.01 par value per share hat1.738 billion and 1.714 billion
shares issued and 1.729 billion and 1.707 billiweres outstanding as of December 31, 2009 and 28§8gctively.

On October 4, 2006, our Board of Directors appraastibck repurchase program for up to $2 billiomwf common stock. For the years
ended December 31, 2009 and 2008, we repurchaaed 95 million shares, respectively, of our commatack under this program. The
weighted average price per share for the 2008 objases was $4.49. As of December 31, 2009, wedmpadahased a total of $1.807 billion of
common stock under this program.

Preferred Stock ($1.00 par valu

Under our charter, our Board of Directors has ththerity, without stockholder approval, to (i) cte@ne or more classes or series within
a class of preferred stock, (ii) issue shares efigored stock in such class or series up to thdmrmanm number of shares of the relevant class or
series of preferred stock authorized and (iii) detee the preferences, rights, privileges and iegins of any such class or series, including
dividend rights, voting rights, the rights and teraf redemption, the rights and terms of converdignidation preferences, the number of
shares constituting any such class or series anddsignation of such class or series. One offthete of authorized but unissued and
unreserved shares of capital stock may be to randee difficult or discourage an attempt by a ptgmcquirer to obtain control of us by
means of a merger, tender offer, proxy contestlmgravise and thereby protect the continuity of m@nagement. The issuance of such shares
of capital stock may have the effect of delayinefedring or preventing a change in control of uthaut any further action by our stockholders.
We have no present intention to adopt a stockhaldits plan, but could do so without stockholdgp@val at any future time.

As of December 31, 2009 and 2008, there were 20mmshares of preferred stock authorized but marss issued or outstanding.

Treasury Stock
Deferred Compensation—Rabbi Trusts

Rabbi trusts were established for two of our def@icompensation plans. As of December 31, 2002868, the rabbi trusts held
approximately 44,000 and 62,000 shares, respegtigEbur common stock with a cost of $2 milliondg®3 million, respectively. Shares of our
common stock held by the rabbi trusts are accouioteds treasury stock, but are considered outsigrfdr legal purposes.

Forfeitures and Vesting of Restricted Stock

Under our Equity Incentive Plan and restricted Istagreements, we automatically withhold a portibmesting shares of restricted stock
to cover the withholding taxes due upon vestingaAssult of forfeited and withheld restricted &owe acquired approximately 2,329,000,
1,546,000 and 3,891,000 shares of treasury stockgl2009, 2008 and 2007, respectively.
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Dividends
Our Board of Directors declared the following diefdls in 2008 and 2009:

Dividend

Date Declared Record Date Per Share Total Amount Payment Date
(in millions)

December 16, 200 February 19, 201 $ 0.0¢ $ 13¢ March 12, 201(
October 14, 200 November 20, 200 $ 0.0¢ $ 13¢ December 11, 200
July 27, 200¢ August 21, 200! $ 0.0¢ $ 13¢ September 11, 20(
April 15, 2009 May 22, 200¢ $ 0.0¢ $ 13¢ June 12, 200
December 10, 200 February 13, 200 $ 0.0¢ $ 13€ March 6, 200¢
October 16, 200 November 14, 200 $ 0.0¢ $ 13¢ December 5, 200
July 17, 200¢ August 8, 200¢ $ 0.0¢ $ 13¢ August 29, 200¢
April 17, 2008 May 9, 200€ $ 0.0¢ $ 14C May 30, 200¢

Note 14: Earnings per Common Share

Basic earnings per common share excludes dilutiohisscomputed by dividing net income allocateddmmon stockholders by the
weighted average number of shares of common steigtamding for the period. Diluted earnings per oam share reflects the potential
dilution that could occur if certain outstandingak options are exercised, the premium on convertibbt is converted into common stock and
certain performance shares require payout in cormstmok.

The following is a reconciliation of the numbersbfares used in the basic and diluted earningsgmemon share computations for the
years ended December 31, 2009, 2008 and -

Years Ended December 31,
2009 2008 2007
(Dollars in millions except per
share amounts, shares in thousands)

Net income allocated to common shareholt $ 657 $ 64¢ $ 2,88(
Basic weighted average common shares outstal 1,709,341 1,728,73: 1,829,24.
Dilutive effect of options with strike prices equalor less than the average p

of our common stock, calculated using the treastogk methot 511 1,13¢ 18,36¢

Dilutive effect of the equity premium on convergéldebt at the average price of

our common stock during the peri — — 67,48’
Dilutive effect of performance shar 3,641 33€ 70
Diluted weighted average common shares outstar 1,713,49! 1,730,201 1,915,16
Earnings per common sha

Basic $ 0.3¢ $ 0.3¢ $ 1.57
Diluted $ 0.3¢ $ 0.37 $ 1.5C

We had weighted average unvested restricted st@rkgoutstanding of approximately 12 million, Alimn, and 6 million shares during
the years ended December 31, 2009, 2008 and 28§eatively. These shares were excluded from thenggs per common share calculation,
and these shareholders have their own
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earnings per share calculation whereby they wéoeatked net income of approximately $5 million,r8lion and $10 million for the years
ended December 31, 2009, 2008 and 2007 for purmdsedculating basic and diluted earnings pereahar

The following is a summary of the securities thatld potentially dilute basic earnings per commbars, but have been excluded from
the computations of diluted earnings per commonmesfa the years ended December 31, 2009, 200209

Years Ended December 31
2009 2008 2007
(Shares in thousands

Outstanding options to purchase common stock erdimcause the strike prices of the options excit

average price of common stock during the pe 48,30( 57,48¢ 28,54(
Outstanding options to purchase common stock erdicause the mar-based vesting conditions have

been me 2,08: 2,08: 2,34(
Other outstanding instruments excluded becauserpact would have been antidiluti 2,24: 2,17 4,93:

The above table does not include the potentiatiddieffects of the equity premium on our 3.50% Gentible Senior Notes, which were
not convertible as of December 31, 2009. The nurabshares we would have to issue upon converditimsdebt is determined by a formula
that has our stock price as a major input; howéwere was no dilutive impact for the years endedddeer 31, 2009 and 2008. These
conversion provisions are described in more detdilote 8—Borrowings.

Note 15: Stock-Based Compensation
Equity Incentive Plan

We adopted an Equity Incentive Plan (“EIP”) on J@B8e1997. The EIP was most recently amended astdtesl on May 23, 2007. The
EIP permits the grant of non-qualified stock opsipimcentive stock options, stock appreciationtsghestricted stock, stock units and other
stock grants to selected eligible employees, ctéastd and normployee members of our Board of Directors. Untgkerwise provided by tr
Compensation and Human Resources Committee of aamdBof Directors, the EIP provides that, uponfafme in control,all awards grante
under the EIP will vest immediately. The maximunminer of shares of our common stock that may beegsuder the EIP at any time
pursuant to awards is equal to 10% of the aggregatéer of our common shares issued and outstaneiéhged by the aggregate number of
options and other awards then outstanding undeElRer otherwise. Issued and outstanding shasedetermined as of the close of trading on
the New York Stock Exchange on the preceding tiadey. As of December 31, 2009, approximately 11Bom shares of our common stock
were authorized for grant under the EIP and appraiély 81 million shares were available for futisguance under the EIP.

Except for awards with market-based conditions,rde/generally vest in equal increments over thode/é years. From September 2002
to October 2008, awards granted to our employetreeatice president level and above typically pdevior accelerated vesting and an extel
exercise period upon a change of control, and asvgirainted to all other employees typically provimieaccelerated vesting if the optionee is
terminated without cause following a change in manSince October 2008, awards granted to our eye@ls at the executive vice president
level and above typically provide for acceleratedting and an extended exercise
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Note 15: Stock-Based Compensation—(Continued)
period if the optionee is terminated without cafedlewing a change in control, awards granted toemployees at the vice president level

provide for accelerated vesting and an extendetteeeperiod upon a change of control, and awaralstgd to all other employees typically
provide for accelerated vesting if the optioneteiminated without cause following a change in oaint

Awards without Market-Based Conditions
Stock Options

The Compensation and Human Resources Committeer @daard of Directors, or its delegate, approvesgtanting of and the exercise
price for each stock option. Options generally have=xercise price that is at least equal to therfarket value of the common stock on the
date of grant, subject to certain restrictions.i@y# have ten-year terms.

Our stock option activity for the three-year persmted December 31, 2009 is summarized below:

Weighted
Weighted Average
Grant

Number of Average Date Fair

Shares Exercise
(in thousands’ Price Value

Outstanding as of December 31, 2( 92,52¢ $15.21

Granted 6,052 8.54 $ 3.8¢
Exercisec (18,909 4.41
Canceled or forfeite (1,499 7.4%
Expired (8,926 19.4¢
Outstanding as of December 31, 2( 69,25: $17.2(

Granted 15,13¢ 4.92 $ 1.4
Exercisec (703) 4.0¢
Canceled or forfeite (2,44¢) 6.2¢
Expired (10,859 22.71
Outstanding as of December 31, 2( 70,38¢ $ 14.21

Granted 34¢€ 3.4t $ 0.67
Exercisec (1,049 3.37
Canceled or forfeite (2,019 5.2¢
Expired (13,049 28.9(
Outstanding as of December 31, 2( 54,62¢ $11.17

The aggregate intrinsic values of the options @geccduring the years ended December 31, 2009, 2002007, totaled approximately
$1 million, $1 million and $87 million, respectiyel
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Note 15: Stock-Based Compensation—(Continued)

The outstanding options as of December 31, 2008 tavfollowing characteristics:

Outstanding Options Exercisable Options
Weighted
Average
Number Remaining Life Weighted Number Weighted
Outstanding Average Exercisable Average
Range of Exercise Price (in thousands (Years) Exercise Price (in thousands Exercise Pric¢
$0.07—%$4.00 9,39: 5.1¢ $ 3.68 7,60¢ $ 3.65
$4.07—$5.00 11,05: 4.4z $ 4.3¢ 10,701 $ 4.37
$5.07—$6.00 16,89 5.51 $ 5.2¢ 10,87 $ 5.1¢
$6.07—$10.00 7,18¢ 6.41 $ 7.5 5,171 $ 7.4¢
$10.0:—$60.00 10,10¢ 0.5¢ $ 38.11 10,10¢ $ 38.11
Total 54,62¢ 4.4z $ 11.15 44, 46¢ $ 12.4;

The aggregate intrinsic value for outstanding opgtithat were in-the-money was approximately $6ionilas of December 31, 2009. The
exercisable options as of December 31, 2009 hadinemg contractual terms with a weighted averag®.6fyears. Options that were both
exercisable and in-the-money on December 31, 2@@%h aggregate intrinsic value of approximatelyrfiion on that date.

Except for options with market-based conditions,use the Blackscholes model to estimate the fair value of newlkstption grants an
establish that fair value at the date of grant. Blaek-Scholes option valuation model was develdpedise in estimating the fair value of
traded options, which have no vesting restrictiang are fully transferable. Additionally, all optiwaluation models require the input of highly
subjective assumptions including the expecteddlifdhe options and the expected stock price vahatiBecause our stock options have
characteristics significantly different from tradegtions, and changes in the input assumptionsredarially affect the fair value estimate,
estimates of the fair value of our stock optiores subjective.

Following are the weighted-average assumptions wstbdthe Black-Scholes optiopricing model to determine the fair value estimatt
options granted in the years ended December 38,2008 and 2007:

Years Ended December 31

2008 2008 2007
Black-Scholes assumption
Risk-free interest rat 1.8% 2.7% 4.3%
Expected dividend yiel 8.5% 6.4% — %
Expected option life (year: 4.8 4.¢ 4.7
Expected stock price volatilit 47% 38% 45%

We believe the two most significant assumptiongluseour estimates of fair value are the expectaiba life and the expected stock
price volatility, both of which we estimate baseadtostorical information.
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Restricted Stock
Restricted stock activity as of and for the threawyperiod ended December 31, 2009 is summarided/be

Weighted
Average
Grant
Number of Date Fair
Shares
(in thousands Value
Restricted stock
Unvested balance as of December 31, 3,38¢ $ 6.2
Granted 2,70¢ 8.5¢
Vested (844 6.2%
Forfeited (729 7.3¢
Unvested balance as of December 31, 4,52¢ $ 7.4¢
Granted 4,75¢ 4.9¢
Vested (1,50%) 7.44
Forfeited (960 6.32
Unvested balance as of December 31, 2 6,82( $ 5.8¢
Granted 8,66¢ 3.1¢
Vested (2,792) 6.1¢
Forfeited (1,439 4.27
Unvested balance as of December 31, 2 11,26( $ 3.9t

Based on our stock price on the vesting datedaih@alue of restricted stock that vested during years ended December 31, 2009, .
and 2007 totaled $10 million, $8 million and $7 Iroih, respectively. Except for restricted stockhwiharket-based conditions, we use the
closing price of our common stock on the date ahgas the fair value of restricted stock.

Awards with Market-Based Conditions

In 2006, we began granting stock-based compensatiands with market-based vesting conditions oiketalpased payout conditions to
certain of our employees. In 2007 and 2006, wetgrhoertain non-qualified options and restrictextlstwith vesting conditions tied in part to
the market value of our common stock. In 2008, egam granting what we call “performance share asvaBbme of these performance sh:
payout shares of common stock, though the numbsharies that a grantee ultimately receives is basedformula that utilizes our total
shareholder return as compared to the total shiatehieeturn of a basket of our peers. In some ¢asggntee can elect to receive payout in
cash. We value these awards using Monte-Carlo aiioak because our standard valuation models daauwoirately estimate their fair value.
We believe the most significant assumption useslinestimate of fair value is the expected volgtilivhich we estimated based on historical
information. We did not grant any awards with ma@sed conditions prior to 2006. Only one optiaaal with market-based vesting
conditions is currently outstanding, and it hasrayear term.
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Stock Options
Stock options with market-based conditions actieiyof and for the three-year period ended DeceBhe?2009 is summarized below:
Weighted
Weighted Average
Grant
Number of Average Date Fair
Shares Exercise
(in thousands’ Price Value
Stock options with mark-based conditions
Outstanding as of December 31, 2( 3,851 $ 6.1 $ 3.9¢
Granted B354 8.4% 4.2
Canceled or forfeite (4,869 6.64 4.0¢
Outstanding as of December 31, 2( 2,34( $ 8.3¢ $ 4.17
Canceled or forfeite (257) 8.52 4.4¢
Outstanding as of December 31, 2( 2,08: $ 8.37 $ 4.1c
Canceled or forfeite — —
Outstanding as of December 31, 2( 2,08:¢ $ 8.37 $ 4.1:

Restricted Stock
Restricted stock with market-based conditions &gtas of and for the three-year period ended Ddéerr1, 2009 is summarized below:

Weighted
Average

Grant
Number of Date Fair

Shares
(in thousands’ Value
Restricted stock with mark-based conditions

Unvested balance as of December 31, 2 2,407 $ 5.07
Granted 1,467 5.91
Forfeited (2,859 5.27
Unvested balance as of December 31, 2 1,011 $ 5.7¢
Forfeited (119 6.32
Unvested balance as of December 31, 2 89¢ $ 5.6F

Forfeited — —
Unvested balance as of December 31, 2 89¢€ $ 5.6t

Performance Share Awards

In 2008, we began granting performance share awarcksrtain of our executives and other employ€&hs.payout under these awards
can range from 0% to 200% of the award and is baseslir total shareholder return as compared taotiad shareholder return of a basket of
our peers over the service period of three yeassukh, these awards are considered to have nmzakett conditions.
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Note 15: Stock-Based Compensation—(Continued)

Performance share award activity as of and fothihee-year period ended December 31, 2009 is suixeddoelow:

Weighted
Average

Grant
Number of Date Fair

Awards
(in thousands Value
Performance share awari

Unvested balance as of December 31, 2 — $ —
Granted 1,71z $ 4.9C
Forfeited (192 $ 4.9C

Vested — —
Ending balance as of December 31, 2 1,521 $ 4.9C
Granted 11,09( $ 2.6
Forfeited (1,279 $ 2.8¢

Vested — —
Ending balance as of December 31, 2 11,338 $ 2.8t

If the service period had ended on December 319,208 would have paid out 3,730,549 shares of oomoon stock for the performar
shares granted in 2009 and 1,038,320 shares afooumon stock or the cash equivalent for the perfmire shares granted in 2008. Our
compensation expense relating to these awards Svaslitfon for the year ended December 31, 2009wad immaterial for the year ended
December 31, 2008.

The weighted-average assumptions used to estimaigrant date fair values of the market-based tiondawards granted during the
years ended December 31, 2009, 2008 and 2007 mmraatzed below. None of these awards have vestefiscember 31, 200

For the Years Ended December 31,

2009 2008 2007
Monte-Carlo simulation assumption
Risk-free interest rat 1.31% 2.1(% 4.8(%
Expected dividend yiel 10.1% 6.8% — %
Expected option life (year: N/A N/A 10
Expected stock price volatilit 53% 32% 55%

Employee Stock Purchase Ple

We have an Employee Stock Purchase Plan (“ESPRI§rumhich we are authorized to issue 27 millionre@f our common stock to
eligible employees. Under the terms of our ESPBibé employees may authorize payroll deductiohgpmto 15% of their base compensati
as defined, to purchase our common stock at a pfi6&% of the fair market value of our common ktoao the last trading day of the month in
which our common stock is purchased. For the yeaded December 31, 2009, 2008 and 2007, approxir&gemillion, 3.4 million and
1.7 million shares, respectively, were purchasedkeuthis plan at weighted-average purchase pric$8.45, $3.50 and $7.16 per share,
respectively.
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Stock-Based Compensation Expense

Stock-based compensation expense is included trotasles, selling expenses and general, admatiigtrand other operating expenses
in our consolidated statements of operations. \Wegeize compensation expense relating to our sefvésed and certain of our market-based
awards under our EIP using the straight-line metiaat the applicable vesting periods. Some of oarket-based performance share awards
are accounted for as liability awards because thg@yees can choose to receive the award payaibak or cash. We estimate the fair value
of these liability awards throughout their vestpeyiod and record an expense representing the etifreiportion of the award earned through
that period. We recognize compensation expenstedeta employee purchases under our ESPP for tlezatice between the employees’
purchase prices and the fair market values ofttieksWe have not realized any income tax benedinfdeductions related to stock-based
compensation for the year ended December 31, 208%adour NOL carryforwards.

As of December 31, 2009, there was $58 millionotdiltunrecognized compensation expense relatedvested stock options and
restricted stock under our EIP. We expect to reizegthis amount over the remaining weighted avessgeice period of 1.4 years. There is no
unrecognized compensation expense related to tREES

We do not consider capitalized stock-based compiens& be material.
The following table presents details of our stoelsdd compensation for the years ended Decemb20382, 2008 and 2007:

Years Ended December 31
2009 2008 2007
(Dollars in millions,
except per share amounts)

Stock-based compensation exper
EIP awards (excluding marl-based conditions
Stock options $ 12 $ 24 $ 183
Restricted stoc 22 18 1C
EIP awards with mark-based conditions

Stock options 3 2 2
Restricted stoc 1 2 2
Performance shart 9 — —
ESPF 2 2 2
Total stocl-based compensation expe! $ 49 $ 48 $ 21
Impact on earnings per common shi
Basic $(0.02) $(0.02) $(0.02)
Diluted $(0.02) $(0.02) $(0.07)

Proceeds from EIP and Employee Stock Purchase F

We issue new shares of our common stock upon theise of stock options, upon grants of restrisedk and upon employee purche
of our stock under our ESPP. The cash received agertise of stock options and from employee pwebander our ESPP was $15 million,
$15 million and $96 million for the years ended Braber 31, 2009, 2008 and 2007, respectively.
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Deferred Compensation Plan for N-Employee Directors

We sponsor a deferred compensation plan for cuanreshformer non-employee members of our Board oéd@rs. Under this plan,
participants may, at their discretion, elect toedefll or any portion of the directors’ fees foe tippcoming year for services they perform.
Participants in the plan are fully vested in th@an accounts. Subject to the terms of the plarigizants can suspend or change their election
to defer fees in future calendar years.

Quarterly, we credit each participant’s accounhveinumber of “phantom units” having a value eqadilis or her deferred directors’
fees. Each phantom unit has a value equal to cere i our common stock and is subject to adjustrfugrcash dividends payable to our
stockholders as well as stock dividends and spglitssolidations and the like that affect sharesusfcommon stock outstanding. Nemploye¢
directors participating in the plan held approxieia©37,000 and 976,000 phantom units as of DeceBthe2009 and 2008, respectively.
Subject to the terms of the plan, each particigaatcount will be distributed as a lump sum as s@opracticable following the end of his or
her services as a director. Amounts deferred be&fo®® and earnings on those amounts are subjéut @istribution options elected in adva
by the participant and may be in the form of: (Iuep-sum payment; (ii) annual cash installmentsrgeriods up to 10 years; or (iii) some
other form selected by our chief human resourcisenf(or his or her designee). A change in ouclstarice of one dollar would not result in a
significant expense impact to our consolidatedrigial statements.

Investment earnings, administrative expenses, @siminvestment values and increases or decreates deferred compensation
liability resulting from changes in the value ofr@@mmon stock are recorded in our consolidate@stants of operations. The deferred
compensation liability is recorded in other longatdiabilities. The expense associated with thepdid not have a significant impact on our
consolidated financial statements for the pericégsented. However, depending on the extent of afgtien in the value of our common stock,
expenses incurred under this plan could becoméfisimt in subsequent years.

Note 16: Segment Information

Our operating revenue is generated from our busimegkets, mass markets and wholesale markets segraair Chief Operating
Decision Maker (“CODM?”) regularly reviews informati for each of our segments to evaluate performandeo allocate resources. The
accounting principles used to determine segmenttseare the same as those used in our consolifiatattial statements. We have reclass
certain prior year segment revenue and expensergmpresented in our Annual Report on FornKlifor the year ended December 31, 20C
conform to the current year presentation.

Each of our segments uses our network to generaémue by providing data, Internet and voice sesrto its customers, as described
further below. Through our strategic partnershijith WIRECTV and Verizon Wireless, certain of ougseents also offer satellite digital
television and wireless services to customers maual services area. Depending on the producsevices purchased, a customer may pay a
service activation fee, a monthly service fee,agescharge or a combination of these.

» Business marketThis segment provides data, Internet and voiceEs\to our enterprise and government customensb@sines:
markets products and services inclu

. Strategic services, which include primarily privétee, Qwest iQ Networking , hosting, broadband &ioite over Internet
Protocol “VoIP”) services

126



Table of Contents

QWEST COMMUNICATIONS INTERNATIONAL INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)
For the Years Ended December 31, 2009, 2008 and Z00

Note 16: Segment Information—(Continued)

. Legacy services, which include primarily local, dedistance, traditional wide area network (“WANHdaIntegrated
Services Digital Network“ISDN”) services; an

. Data integration, which is telecommunications emept we sell located on custon’ premises and related professio
services. These services include network managernastdallation and maintenance of data equipmedttarilding of
proprietary fibe-optic broadband networks for our governmental amirtess customer

» Mass market<This segment provides data, Internet, voice anoldesdeo and wireless services to consumers aradl fmsiness
customers. Our mass markets products and servicksle:

. Strategic services, which include primarily broauthavideo and Verizon Wireless servic
. Legacy services, which include primarily local dadg-distance services; al
. Qwes-branded wireless services (until October 31, 2C

*  Wholesale marketsThis segment provides data, Internet and voicdas primarily to other telecommunications prarsi Our
wholesale markets products and services incl

. Strategic services, which include primarily privéitee services provided to other carriers: i
. Legacy services, which include primarily Ic-distance, access, local and traditional WAN sesui

We also generate other revenue from USF surcharggthe leasing and subleasing of space in oweofffuildings, warehouses and ot
properties. We centrally manage this revenue, andexjuently it is not assigned to any of our segsien

Expenses for each of our segments include dirgmreses incurred by the segment and other expessignad to the segment. Direct
expenses incurred by the segment include segmeaifispemployee-related costs (except for any saver expenses and combined net
periodic pension and post-retirement benefits egpgn bad debt, equipment sales costs and otheemployee related costs such as customer
support, collections, marketing and advertisindhé@expenses assigned to the segments include nkedwjpenses, facility costs and other ci
such as fleet, product management and real egiate related to hosting and retail centers. Assigmenses are determined by applying an
activity-based costing methodology. We periodicadlyiew the methodology used to assign expensesrtsegments. Future changes to the
methodology will be reflected in the prior pericehsnent data for comparative purposes.

We centrally manage expenses for administrativeées (such as finance, computer systems develdpamehsupport, real estate related
to office buildings, legal and human resourcesjesnce costs, restructuring charges and pensibpast-retirement benefits expenses for all
employees and retirees; consequently, these expans&ot assigned to our segments. We evaluatedaion, amortization, information
technology impairment charges and interest expensetotal company basis because we do not allesatss or debt to specific segments. As
a result, these items, along with other non-opegaticome or expenses, are not assigned to anyesegitherefore, the segment results
presented below are not necessarily indicativlefrésults of operations these segments would &chvieved had they operated as stand-alone
entities during the periods presented.
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Segment income consists of each segmaetVenue and expenses. Segment information forettiess ended December 31, 2009, 200€
2007 is summarized in the following table:

Years Ended December 31
2009 2008 2007
(Dollars in millions)

Segment operating revent

Business marke! $ 4,09: $ 4,09¢ $ 3,912

Mass market 5,01¢ 5,74( 5,97¢

Wholesale market 2,84: 3,271 3,50¢
Total segment operating rever $11,95¢ $13,11( $13,40(
Segment operating expens

Business marke! $ 2,47¢ $ 2,58( $ 2,38(

Mass market 2,24¢ 2,87¢ 3,112

Wholesale market 1,00t 1,37 1,51¢
Total segment operating expen $ 5,72¢ $ 6,831 $ 7,00¢
Segment income

Business marke! $ 1,61¢ $ 1,51¢ $ 1,532

Mass market 2,77% 2,861 2,867

Wholesale market 1,83¢ 1,89¢ 1,99¢
Total segment incorr $ 6,22¢ $ 6,27¢ $ 6,39/

The following table reconciles segment income toimeome for the three years ended December 39,2018 and 2007:

Years Ended December 31,

2009 2008 2007
(Dollars in millions)
Total segment incom $ 6,22¢ $6,27¢ $ 6,39¢
Other revenue (primarily USF surcharg 35¢€ 36E 37¢
Unassigned expenses (primarily general and admatiigt) (2,299 (2,199 (2,557
Depreciation and amortizatic (2,31)) (2,359 (2,459
Total other expen—net (1,072) (1,04¢) (1,13¢)
Income tax (expense) bene (24) (39¢ 2,27(
Net income $ 662 $ 652 $ 2,89(
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(1)

(2)
3)

(4)

Revenue from our products and services for thesyeladed December 31, 2009, 2008 and 2007 is sumzedan the following table:

Years Ended December 31,
2009 2008 2007
(Dollars in millions)

Operating revenue by catego
Strategic and legacy servict

Strategic service® $ 4,21¢ $ 3,981 $ 3,53¢

Legacy service® 7,071 8,09¢ 8,85¢

Total strategic and legacy servic 11,28¢ 12,08( 12,38¢
Qwes-branded wireless servic® 112 45¢ 53t

Data integratior® 557 571 47€
Total segment revent 11,95¢ 13,11( 13,40(
Other revenue (primarily USF surcharg 35€ 36E 37¢
Total operating revent $12,31! $13,47¢ $13,77¢

Our strategic services include primarily prevéine, broadband, Qwest iQ Networkifg , hostiridew, VolP and Verizon Wireless
services

Our legacy services include primarily local, I-distance, access, traditional WAN, and ISDN sesui

Our Qwest-branded wireless services are wisedesvices that we provided through our mass madegment under an arrangement with
a different wireless provider. This arrangementeshdn October 31, 200

Data integration is telecommunications equipnecated on customerpremises and related professional services. Thes&ss includ
network management, installation and maintenanck&ata equipment and building of proprietary fibetio broadband networks for our
governmental and business custom

We do not have any single customer that provide®rimn 10% of our total operating revenue. Sulisignall of our revenue comes

from customers located in the United States.

Note 17: Related Party Transactions

In October 1999, we agreed to purchase certaindglenunications-related assets and all of the stb€&kecision Systems, Inc., a

telecommunications solutions provider, from Ansehbigital Media, Inc., a subsidiary of Anschutz Queny (which beneficially owned more
than 5% of our common stock until November 200®kxchange for a promissory note in the amounBdfifillion. The note bore interest at
6% annually with semannual interest payments and annual principal paysraiue through 2008. In 2008, we paid the remginiste principa
of $8 million, plus accrued interest of less thamdillion.

In 2009 and 2008, we paid approximately $27 miliioadministrative fees in the ordinary course w$ibess to United Healthcare

Services, Inc., which provides health benefit plemsome of our employees and is a subsidiary éfedRlealth Group. Our director, Anthony
Welters, serves as Executive Vice President ofddiiiealth Group and as President of its Public ado® Markets Group.
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Commitments
Future Contractual Obligations
The following table summarizes our estimated futtoetractual obligations as of December 31, 2009:

Payments Due by Period

2015 and
2010 2011 2012 2013 2014 Thereafter Total
(Dollars in millions)
Future contractual obligatior®:
Debt and lease paymen
Long-term debi $2,69¢ $1,62¢ $1,50C $ 75C $1,90C $ 5,822 $14,29:
Capital lease and other obligatic 36 37 31 26 20 23 178
Interest on lon-term borrowings and capital lea<? 99( 832 673 59¢ 52¢ 4,20( 7,82
Operating lease 234 20E 172 14€ 127 703 1,58
Total debt and lease payme 3,95 2,70 2,37¢ 1521 2,57¢ 10,75  23,87¢
Other lon¢-term liabilities 6 3 4 6 2 171 192
Purchase commitment
Telecommunications and information technol 17¢ 2 2 1 — 1 184
IRU* operating and maintenance obligatic 18 18 18 18 18 134 224
Advertising, promotion and other servic3 111 63 39 3C 25 63 331
Total purchase commitmer 307 83 59 49 43 19¢ 73¢
Non-qualified pension obligatio 4 3 3 3 3 32 48
Pos-retirement benefit obligatio 75 76 75 75 73 1,47¢ 1,85(
Total future contractual obligatiol $4,34F $2,86F $2,517 $1,65¢ $2,697 $ 12,627 $26,70¢

* Indefeasible rights of us
(1) The table does not includ

» our open purchase orders as of December 31, 20@&eTpurchase orders are generally at fair vataeggenerally cancelable
without penalty and are part of normal operatic

« other long-term liabilities, such as accruals &gdl matters and income taxes, that are not cangiaabligations by nature. We
cannot determine with any degree of reliability ylears in which these liabilities might ultimateslgttle;

» cash funding requirements for pension benefits Iplayt certain eligible current and future retiréBise accounting unfunded sta
of our pension plan was $790 million at December28D9. Benefits paid by our pension plan are gaidugh a trust. Cash fundi
requirements for this trust are not included irs tlable as we are not able to reliably estimataired contributions to the trust. Ce
funding requirements can be significantly impadigdearnings on investments, the applicable discratetat the end of the year,
changes in the plan and funding laws and regulatids a result, it is difficult to determine futukending requirements with a high
level of precision; however, in gener
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current funding laws and regulations require fugdieficits to be paid over a seven year periodasiike plan is fully funded
before then. We will not be required to make a aasftribution to this plan in 2010. Based on cutlseavailable information, our
projected required contribution in 2011 is $0 t@@illion. The information necessary to finalizer 011 contribution
calculations will not be available until later i0T0. It is also very likely, based on current furgdiaws and regulations, that
significantly higher contributions will be requiréd 2012 and beyond. The amount of any requiredritriions in 2012 and beyo!
will depend on earnings on investments, discoulestachanges in the plan and funding laws and atiguk;

» certain post-retirement benefits payable to cerégible current and future retirees. Although el a $2.525 billion liability
recorded on our balance sheet as of December B9, r2@presenting the net benefit obligation forpalst-retirement health care and
life insurance benefits, not all of this amounaisontractual obligation and only the portion thatbelieve is a contractual
obligation is reported in the table. Certain ofsta@lans are unfunded and net payments made loyalsd $149 million in 2009,
including payments for benefits that are not casitral obligations. Total undiscounted future paytaastimated to be made by us
for benefits that are both contractual obligatiand non-contractual obligations are approximatélyl $illion over approximately
80 years. However, this estimate is impacted bipuaractuarial and market assumptions, and ultimayenents will differ from
this estimate. In 1992, a trust was created andedio help cover the health care costs of retindesare former occupational
employees. We did not make any cash contributioniBis trust in 2009 and do not expect to makesagwificant cash contributiol
to this trust in the future. We anticipate that mhajority of the costs that have historically b@afd out of this trust will need to be
paid by us at some point in the future. As of Delsen81, 2009, the fair value of the trust assets $&63 million; however, a
portion of these assets is comprised of investmeitksrestricted liquidity. In 2008 we estimatedthhe trust would be adequate to
provide continuing reimbursements for our occupatigost-retirement health care costs for approtéipdive years. Based on
returns on trust assets during 2009, we still velithat the more liquid assets in the trust wilblbequate to provide continuing
reimbursements for our occupational post-retirerhealth care costs for approximately five yearsr&hfter, covered benefits for
our eligible retirees who are former occupatiomapyees will be paid either directly by us or froine trust as the assets become
liquid. This five year period could be substanyiahorter or longer depending on returns on plaetasthe timing of maturities of
illiquid plan assets and future changes in bendfits estimate of the annual lotermn rate of return on the plan assets is 8.0%d
on the currently held assets; however, this coaly widely in any given year. The benefits reimlearérom plan assets were $193
million in 2009;

» contract termination fees. These fees are-recurring payments, the timing and payment of whicany, is uncertain. In th
ordinary course of business and to optimize out siracture, we enter into contracts with termsaggethan one year to use the
network facilities of other carriers and to purahasher goods and services. Our contracts to Umss oarriers’ network facilities
generally have no minimum volume requirements aecased on an interrelationship of volumes ancbdisted rates. Assuming
we exited these contracts in 2010, the contrantitextion fees would be approximately $376 millitmder the same assumption,
termination fees for these contracts to purchaselgand services would be $66 million. In the ndrooarse of business, we
believe the payment of these fees is remote;

» potential indemnification obligations to counterjEs in certain agreements entered into in the aboourse of business. The na
and terms of these arrangements vary. Historicadéyhave not incurred significant costs relatedegdormance under these type:
arrangements
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(2) Interest paid in all years may differ due to futueénancing of debt. Interest on our floating rdébt was calculated for all years using
rates effective as of December 31, 2(

(3) We have various lor-term, nol-cancelable purchase commitments for advertisingpgohotion services, including advertising ¢
marketing at sports arenas and other venues amiseV&e also have service related commitments wétfous vendors for data
processing, technical and software support serviegsire payments under certain service contrattsavy depending on our actual
usage. In the table above we estimated paymenthdee service contracts based on the level ofcgsrwe expect to receiv

Capital Leases

We lease certain facilities and equipment undeiouvarcapital lease arrangements. Depreciationsgtasinder capital leases is included
in depreciation and amortization expense. Paynmantapital leases are included in repayments @f-tenm borrowings, including current
maturities in the consolidated statements of chsinst

The table below summarizes our capital lease #gtas of and for the years ended December 31, 23R and 2007:

Years Ended December 31,
2009 2008 2007
(Dollars in millions)

Capital leases

Assets acquired through capital lea $107 $ 15 $ 14
Assets included in property, plant and equipn 27¢€ 24C 23t
Accumulated depreciatic 83 12C 103
Depreciation expens 29 3C 30
Cash payments towards capital lee 32 37 31

The future minimum payments under capital leasesf 82cember 31, 2009 are included in our constdidalance sheet as follows:

Future Minimum

Paxments
(Dollars in
millions)
Capital lease obligation
Total minimum payment $ 21¢
Less: amount representing interest and executats (63)
Present value of minimum payme! 15&
Less: current portio (25
Long-term portion $ 13C

Operating Leases

Certain office facilities, real estate and equiptrage subject to operating leases. We also havaread (or right-of-way) agreements
with railroads and public transportation authostibat are accounted for as operating leaseshEgrears ended December 31, 2009, 2008 and
2007, rent expense under these operating lease$30&amillion, $271 million and $294 million, respizely, net of sublease rental income of
$28 million,
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$30 million and $30 million, respectively. Operatileases as reported in the table in “Future Cotueh Obligations” above have not been
reduced by minimum sublease rental income of $1ildbm which we expect to realize under non-canbé subleases.

Letters of Credit and Guarantees

We maintain letter of credit arrangements with @asi financial institutions for up to $84 million.aWad outstanding letters of credit of
approximately $75 million as of December 31, 2009.

As described further in Note 22—Financial Staters@ftGuarantors, certain Qwest entities have gteearthe payment of debt, leases
or letter of credit obligations of other Qwest &a8.

Contingencies

In this section, when we refer to a class actiofpagtive” it is because a class has been allelgenot certified in that matter. Until and
unless a class has been certified by the courgstnot been established that the named plaingifiesent the class of plaintiffs they purport to
represent.

To the extent appropriate, we have accrued ligdslitor the matters described below.

The terms and conditions of applicable bylaws,ifieaites or articles of incorporation, agreementagplicable law may obligate us to
indemnify our former directors, officers or emplegewith respect to certain of the matters descrideow, and we have been advancing legal
fees and costs to certain former directors, ofic@remployees in connection with certain mattescdbed below.

KPNQwest Litigation/Investigation

On January 27, 2009, the trustees in the Dutchrbaidy proceeding for KPNQwest, N.V. (of which wene a major shareholder) filec
lawsuit in the federal district court for the Distrof Colorado alleging violations of the Racketb®luenced and Corrupt Organizations Act
and breach of duty and mismanagement under Dutchvige are a defendant in this lawsuit along witeejth P. Nacchio, our former chief
executive officer, Robert S. Woodruff, our forméiief financial officer, and John McMaster, the femnpresident and chief executive officel
KPNQwest. Plaintiffs allege, among other thingst tthefendants’ actions were a cause of the bardyrugftKPNQwest, and they seek damages
for the bankruptcy deficit of KPNQwest of approxils $2.4 billion. Plaintiffs also seek treble gmahitive damages as well as an award of
plaintiffs’ attorneys’ fees and costs. A lawsuis@ding the same claims that was previously fitethe federal district court for the District of
New Jersey was dismissed without prejudice, anddisanissal was affirmed on appe

On September 13, 2006, Cargill Financial Markels,a@nd Citibank, N.A. filed a lawsuit in the DisttiCourt of Amsterdam, located in
the Netherlands, against us, KPN Telecom B.V., Kklijke KPN N.V. (“KPN"), Mr. Nacchio, Mr. McMasterand other former employees or
supervisory board members of us, KPNQwest or KHi: [Awsuit alleges that defendants misrepresenf@vest’s financial and business
condition in connection with the origination of edit facility and wrongfully allowed KPNQwest t@vow funds under that facility. Plaintiffs
allege damages of approximately €219 million (guragimately $314 million based on the exchange cat®ecember 31, 2009).

On October 31, 2002, Richard and Marcia Grandyestées of the R.M. Grand Revocable Living Truated January 25, 1991, filed a
lawsuit in Arizona Superior Court. As amended aoitbfving the appeal of a
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partial summary judgment against plaintiffs whichsaaffirmed in part and reversed in part, plaiaté#flege, among other things, that
defendants violated state securities laws in caiorewith plaintiffs’ investments in KPNQwest seitigs. We are a defendant in this lawsuit
along with Qwest B.V. (one of our subsidiaries), Macchio and Mr. McMaster. The Arizona Superiou@alismissed most of plaintiffs’
claims, and plaintiffs voluntarily dismissed then@inder of their claims. Plaintiffs appealed tharts decision to the Arizona Court of
Appeals, which affirmed the Arizona Superior Cosidecision. Plaintiffs claim to have lost approxietya $9 million in their investments in
KPNQwest, and are also seeking interest and aftetfiees.

On August 23, 2005, the Dutch Shareholders AssoaidV/ereniging van Effectenbezitters, or VEB) €ila petition for inquiry with the
Enterprise Chamber of the Amsterdam Court of Appdatated in the Netherlands, with regard to KPN&WVEB sought an inquiry into the
policies and course of business at KPNQwest tleabbeged to have caused the bankruptcy of KPNQinddhay 2002, and an investigation
into alleged mismanagement of KPNQwest by its etteeumanagement, supervisory board members, j@nture entities (us and KPN), and
KPNQwest's outside auditors and accountants. Oreéer 28, 2006, the Enterprise Chamber orderedauiry into the management and
conduct of affairs of KPNQwest for the period Jaiyuathrough May 23, 2002. On December 5, 2008 Fiterprise Chamber appointed
investigators to conduct the inquiry.

We will continue to defend against the pending KRG litigation matters vigorously.

Other Matters

Several putative class actions relating to thealtegton of fiber-optic cable in certain rights-afay were filed against us on behalf of
landowners on various dates and in various conr@alifornia, Colorado, Georgia, lllinois, Indiaréansas, Massachusetts, Mississippi,
Missouri, Oregon, South Carolina, Tennessee andsl.dor the most part, the complaints challengeight to install our fiber-optic cable in
railroad rights-of-way. Complaints in Coloradojribis and Texas, also challenge our right to ihtaér-optic cable in utility and pipeline
rights-of-way. The complaints allege that the alis, utilities and pipeline companies own thetrigfway as an easement that did not include
the right to permit us to install our fiber-optiatde in the right-of-way without the plaintiffs’ neent. Most actions (California, Colorado,
Georgia, Kansas, Mississippi, Missouri, Oregon,tB@arolina, Tennessee and Texas) purport to hegbton behalf of state-wide classes in
the named plaintiffs’ respective states. The Mdsssetts action purports to be on behalf of stattewiasses in all states in which Qwest has
fiber-optic cable in railroad rights-of-way (oththan Louisiana and Tennessee), and also on behtalbaclasses of landowners whose
properties adjoin railroad rights-of-way originatlerived from federal land grants. Several actimnport to be brought on behalf of mudtiate
classes. The lllinois state court action purpartbeé on behalf of landowners in lllinois, lowa, Kecky, Michigan, Minnesota, Nebraska, Ohio
and Wisconsin. The lllinois federal court actionmgmrts to be on behalf of landowners in Arkansadif@nia, Florida, lllinois, Indiana,
Missouri, Nevada, New Mexico, Montana and Oregdre Thdiana action purports to be on behalf of #onat class of landowners adjacent to
railroad rights-of-way over which our network passthe complaints seek damages on theories ofasesmd unjust enrichment, as well as
punitive damages. On July 18, 2008, a federalidistourt in Massachusetts entered an order prediniy approving a settlement of all of the
actions described above, except the action perdifignnessee. On September 10, 2009, the courtdiéinal approval of the settlement on
grounds that it lacked subject matter jurisdictiom December 9, 2009, the court issued a revidedyrthat, among other things, denied a
motion for approval as moot and dismissed the médtdack of subject matter jurisdiction.
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Qwest Communications Company, LLC (“QCC") is a defent in litigation filed by several billing agerits the owners of payphones
seeking compensation for coinless calls made fragppones. The matter is pending in the United Statstrict Court for the District of
Columbia. Generally, the payphone owners claim @@€ underpaid the amount of compensation duegim thnder Federal Communications
Commission regulations for coinless calls placednftheir phones onto QCC's network. The claim seskspensation for calls, as well as
interest and attorneys’ fees. QCC will vigorousifehd against this action.

A putative class action filed on behalf of certafrour retirees was brought against us, the Qwesti®Life Insurance Plan and other
related entities in federal district court in C@do in connection with our decision to reduce tfeeihsurance benefit for these retirees to a
$10,000 benefit. The action was filed on MarchZm)7. The plaintiffs allege, among other thingst the and other defendants were obligated
to continue their life insurance benefit at theelevin place before we decided to reduce themntffai seek restoration of the life insurance
benefit to previous levels and certain equitabliefreThe district court ruled in our favor on thentral issue of whether we properly reserved
our right to reduce the life insurance benefit urafgplicable law and plan documents. The plaingtfesequently amended their complaint to
assert additional claims. The court has since dised or granted summary judgment to us on alleptaintiffs’ claims. Plaintiffs’ motion for
reconsideration is pending before the court.

Note 19: Quarterly Financial Data (Unaudited)

Quarterly Financial Data

First Second Third Fourth
Quarter Quarter Quarter Quarter Total
(Dollars in millions, except per share amounts

2009

Operating revenu $3,17: $3,09( $3,05¢ $2,99¢ $12,31:
Operating incomi 54¢ 491 48t 45( 1,97t
Income tax expens (92 (5) (75) (69) (241)
Net income 20€ 21z 13€ 10¢ 662
Basic earnings per common sh $ 0.12 $ 0.12 $ 0.0¢ $ 0.0¢€ $ 0.3¢
Diluted earnings per common shi $ 0.12 $ 0.12 $ 0.0¢ $ 0.0¢ $ 0.3¢
2008

Operating revenu $3,39¢ $3,38: $3,37¢ $3,31¢ $13,47¢
Operating incom 52C 564 454 55¢ 2,09i
Income tax expens (95) (11¢) (73) (113 (399
Net income 15C 18C 14& 177 652
Basic earnings per common sh $ 0.0¢ $ 0.1C $ 0.0¢ $ 0.1C $ 0.3¢
Diluted earnings per common shi $ 0.0¢ $ 0.1C $ 0.0¢ $ 0.1C $ 0.37

Second Quarter 200

Income tax expense for the second quarter of 20€8des our recognition of previously unrecognizedbenefits on uncertain tax
positions and favorable income tax settlementseélto prior years.
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Prepaid Expenses and Other Current Ass
Prepaid expenses and other current assets as efribec 31, 2009 and 2008 consisted of the following:

December 31

2009

2008

(Dollars in millions)

Prepaid expenses and other current as

Prepaid expenst $ 22:
Deferred activation and installation char 112
Other 33
Total prepaid expenses and other current a $ 36€

Other Non-Current Assets
Other non-current assets as of December 31, 2002@08 consisted of the following:

Other nor-current asset:
Deposits in escrow accounts related to settlemaitse consolidated securities action and otheuleggry
matters
Non-current investments as described in Nc—Investment:
Deferred activation and installation chart
Debt issuance cos
Other

Total other no-current assel

Accrued Expenses and Other Current Liabiliti¢
Accrued expenses and other current liabilitiesfa3exember 31, 2009 and 2008 consisted of theatig:

Accrued expenses and other current liabilit
Accrued interes
Employee compensatic
Accrued property and other tax
Current portion of po-retirement and other p-employment benefit obligations and -qualified pensior
obligations
Dividends payabli
Other
Total accrued expenses and other current lialsl
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December 31,

2009

2008

(Dollars in millions)

$ — $ 40z
96 10C
11C 124
112 10t
267 352
$ 58t $1,08:
December 31
2009 2008
(Dollars in millions)

$ 278 $ 25¢
365 471
244 25¢
173 172
13€ 13€
387 34t
$1,58  $1,64]
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Other Non-Current Liabilities
Other non-current liabilities as of December 3102&nd 2008 consisted of the following:
December 31

2009 2008
(Dollars in millions)

Other nor-current liabilities:

Reserves for contingencies and litigation as dbedrin Note 1—Commitments and Contingenci $ 75 $ 511
Restructuring and realignment reserves as desciibidte 1(—Restructuring and Severar 228 23t
Other 377 442
Total other no-current liabilities $ 67F $1,18¢

Note 21: Labor Union Contracts

We are a party to collective bargaining agreemsiitts our labor unions, the Communications Workeraumerica and the International
Brotherhood of Electrical Workers. Our current fg@ar collective bargaining agreements expire otokr 6, 2012. As of December 31,
2009, employees covered under these collectiveardng agreements totaled approximately 15,608286 of all our employees.

Note 22: Financial Statements of Guarantors

QCII and two of its subsidiaries, Qwest Capital #ing, Inc. (“QCF") and QSC, guarantee the paymémecatain of each other’'s
registered debt securities. As of December 31, 2Q@lI had outstanding a total of $2.375 billiorgaggate principal amount of senior notes
that were issued in February 2004, June 2005 apte®ber 2009 and that are guaranteed by QCF and(tp8CQCII Guaranteed Notes”).
These notes are guaranteed through their respentuarity dates, the latest of which is in Octob@et5. Each series of QCF'’s outstanding
notes totaling approximately $2.185 billion in aggate principal amount is guaranteed on a senggauted basis by QCII (the “QCF
Guaranteed Notes”). These notes are guaranteagbtitbeir respective maturity dates, the latestluth is in February 2031. The guarantees
are full and unconditional and joint and severakignificant amount of QCII's and QSC'’s income aagh flow are generated by their
subsidiaries. As a result, the funds necessaryetet their debt service or guarantee obligationpeseided in large part by distributions or
advances from their subsidiaries.

The following information sets forth our consolithat statements of operations for the years endember 31, 2009, 2008 and 2007,
our consolidating balance sheets as of Decemb&@®B and 2008, and our consolidating statementagif flows for the years ended
December 31, 2009, 2008 and 2007. The informatoi@Q(Cll is presented on a staalbne basis, information for QSC and QCF is presgot
a combined basis and information for all of ourestbubsidiaries is presented on a combined baach Entity’s investments in its subsidiaries,
if any, are presented under the equity method.cbimsolidating statements of operations and balaheets include the effects of consolidating
adjustments to our subsidiaries’ tax provisions thedrelated income tax assets and liabilitieh@&@SC and QCII results. Both QSC and QCF
are 100% owned by QCII, and QCF is a finance sidosiadf QCII. Other than as already described is tiote, the accounting principles used
to determine the amounts reported in this notéheresame as those used in our consolidated firlsstat@ments.
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The effects of our adoption of FSP APB 14-1 (AS©}Which relates to the accounting for convertithdt, are reflected in all columns,
except for the “Subsidiary Non-Guarantors” columnhe financial statements that follow. We periatlicrestructure the internal capital
structure of our subsidiaries based on the needsrdbusiness.

Allocations among Affiliates

We allocate the costs of shared services amongféliates. These services include marketing angediking, information technology,
product and technical services as well as genapdat services. The allocation of these costaget on estimated market values or fully
distributed cost (“FDC”). Most of our affiliate séces are priced by applying an FDC methodologyCHBtes are determined using salary
rates, which include payroll taxes, employee bésefacilities and overhead costs. Whenever passilalsts are directly assigned to the affil
that uses the service. If costs cannot be direstbjgned, they are allocated among all affiliateseld on cost usage measures; or if no cost
measure is available, these costs are allocateditmasa general allocator. From time to time, wjestidhe basis for allocating the costs of a
shared service among our affiliates. Such changeBdcation methodologies are generally billedspectively.

Under our tax allocation policy, we treat our sdizgiies as if they were separate taxpayers. Theypaquires that each subsidiary pa
tax liabilities in cash based on that subsidiaggparate return taxable income. To the extent sidiaby has taxable losses, the subsidiary does
not pay any amount and therefore retains the beofettie losses. Subsidiaries are also includegtércombined state tax returns we file, anc
same payment and allocation policy applies.

Employees of our subsidiaries participate in thdl@€nsion, non-qualified pension, post-retiremeslth care and life insurance, and
other post-employment benefit plans. The amountsrituted by our subsidiaries are not segregatedsiricted to pay amounts due to their
employees and may be used to provide benefitsrtother employees or employees of other subsidiavie allocate the cost of pension, non-
qualified pension, and post-retirement health et life insurance benefits and the associatedatidins and assets to our subsidiaries and
determine the subsidiaries’ required contributidrtee allocation is based upon demographics of eabhkidiary’s employees compared to all
participants. In determining the allocated amouwesmake numerous assumptions. Changes in anyr afssumptions could have a material
impact on the expense allocated to our subsidiaries
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Qsc®@ &
Qci @ QCF ()
Operating revenug
Operating revenu $ — $ —
Operating reveni—affiliates — (©)]
Total operating revent — 3
Operating expense
Cost of sales (exclusive of depreciation and ammatitin) — —
Selling — —
General, administrative and other opera 43 3
Operating expens—affiliates — —
Depreciation and amortizatic — —
Total operating expens: 43 3)
Other expense (incomr—net:
Interest expen—net 26¢ 18t
Interest expen—-affiliates 14 363
Interest incom—affiliates — (672)
Other—net 3 (15
(Income) loss from equity investments in subsiéis (910) (327)
Total other (income) exper—net (630) (46€)
Income (loss) before income tax 587 46€
Income tax benefit (expens 75 454
Net income (loss $ 662 $ 92C

Subsidiary
Non-
Guarantors

Eliminations

Qcll

Consolidatec

(Dollars in millions)

$ 12,31 $  — $ 12,31
17 (14) —
12,32t (14) 12,31
3,71¢ — 3,71¢
1,961 — 1,961
2,30¢ — 2,34¢
14 (14) —
2,311 — 2,311
10,31 (14) 10,33¢
63t — 1,08¢
29€ (675) —
1) 672 —
1 — (17)
— 1,237 —
931 1,237 1,07¢
1,087 (1,237 90z
(770) — (242)
$ 317 $ (1,23)) $ 662

(1) QCll is the issuer of the QCII Guaranteed Notesiaradguarantor of the QCF Guaranteed N¢

(2) QsSC is a guarantor of the QCIl Guaranteed N¢

(3) QCFisthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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Qsc@g
Qci @ QCF ()

Operating revenug
Operating revenu $ — $ —
Operating reveni—affiliates — —
Total operating revent — —
Operating expense
Cost of sales (exclusive of depreciation and amatitin) — —
Selling — —
General, administrative and other opera 71 —
Operating expens—affiliates — —
Depreciation and amortizatic — —

Total operating expens: 71 —
Other expense (incomr—net:
Interest expen—net 272 207
Interest expen—-affiliates 1C 272
Interest incom—affiliates — (1,209
Other—net 1 (30
(Income) loss from equity investments in subsiéis (867) (192)
Total other (income) exper—net (584) (84€)
Income (loss) before income tax 513 84¢
Income tax benefit (expens 13¢ 11
Net income (loss $ 652 $ 857

Subsidiary
Non-
Guarantors Eliminations

Qcll

Consolidatec

(Dollars in millions)

$ 13,47¢ $  — $ 13,47
42 (42) —
13,51 (42) 13,47
4,58¢ — 4,58¢
2,20¢ — 2,20¢
2,16( — 2,231
42 (42) —
2,35¢ — 2,35¢
11,34¢ (42) 11,37¢
59C — 1,06¢
82z (1,105) —
) 1,10¢ —
6 — (23)
— 1,05¢ —
1,417 1,05¢ 1,04¢
751 (1,059) 1,051
(546) — (399)
$ 202 $ (1,059 $ 65z

(1) QCll is the issuer of the QCII Guaranteed Notesiaradguarantor of the QCF Guaranteed N¢

(2) QsSC is a guarantor of the QCIl Guaranteed N¢

(3) QCFisthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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Qsc@ &
Qci @ QCF ()

Operating revenug
Operating revenu $ — $ —
Operating reveni—affiliates — —
Total operating revent — —
Operating expense
Cost of sales (exclusive of depreciation .
amortization) — —
Selling — —
General, administrative and other opera 40% —
Operating expens—affiliates — —
Depreciation and amortizatic — —

Total operating expens 403 —
Other expense (incon—net:
Interest expen—net 30z 21%
Interest expen—affiliates 10 11¢€
Interest incom—affiliates — (859)
Loss on early retirement of de 8 —
Othet—net 5) (14)
(Income) loss from equity investments in subsieis (3,450 11¢
Total other (income) exper—net (3,135 (4179)
Income (loss) before income tax 2,73 417
Income tax benefit (expens 15€ 3,02¢
Net income (loss $ 2,89( $ 3,44¢

Subsidiary
Non- QcCll
Guarantors Eliminations Consolidatec
(Dollars in millions)
$ 13,77¢ $ — $ 13,77¢
39 (39) —
13,81 (39) 13,77¢
4,70:¢ — 4,70:
2,162 — 2,162
2,29¢ — 2,69¢
39 (39 =
2,45¢ — 2,45¢
11,65¢ (39) 12,02:
624 — 1,13¢
73C (85€) —
(5) 85¢ —
18 — 26
(10) — (29)
— 3,331 —
1,35i 3,331 1,13¢€
80z (3,33)) 62C
(91€) — 2,27(
$ (119 $ (3,33)) $ 2,89

(1) QCllis the issuer of the QCII Guaranteed Notesiaraguarantor of the QCF Guaranteed Nc

(2) QsSC is a guarantor of the QCIl Guaranteed N¢

(3) QCF isthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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Subsidiary

Qsc & Non- Qcll
Qci @) QCF () Guarantors  Eliminations Consolidatec
(Dollars in millions)
ASSETS
Current assett
Cash and cash equivalel $ 194 $ 987 $ 1228 $ — $ 2,40¢
Accounts receivab—net 17 4 1,281 — 1,302
Accounts receivab—affiliates 693 234 18 (94%) —
Notes receivab—affiliates® — 4,82 113 (4,935 —
Deferred income tax—net — 33C 21€ (8) 53¢
Prepaid expenses and ot — 32 38¢ (52 36¢
Total current asse 904 6,40¢ 3,241 (5,940 4,614
Property, plant and equipm—net — — 12,29¢ — 12,29¢
Capitalized softwar—net — — 911 — 911
Investments in subsidiari 2,41z 1,831 — (4,244 —
Deferred income tax—net 907 1,99¢ 192 (1,127%) 1,971
Prepaid pension, pc¢-retirement and other p-employment benefi—
ner—affiliate 2,91¢ 74 964 (3,952 —
Other 142 52 391 — 58¢
Total asset $ 7,28( $10,36f $ 17,99¢ $ (15,269 $ 20,38(
LIABILITIES AND
STOCKHOLDERS' (DEFICIT) EQUITY
Current liabilities:
Current portion of lon-term borrowings $ 1,265 $ 40 $ 528 % = $ 2,19¢
Current borrowing—affiliates 113 4,82 — (4,935 —
Accounts payabl 2 1 762 — 76E
Accounts payab—affiliates 17 3 112 (132) —
Accrued expenses and ott 432 70 1,114 (36) 1,58(
Accrued expenses and ot—affiliates — 53¢ 28C (813) —
Deferred income tax—net 8 — — (8 —
Deferred revenue and advance billit — — 572 (16) 55€
Total current liabilities 1,83i 5,832 3,36¢ (5,940 5,09
Long-term borrowing—net 2,27: 1,78(C 7,951 — 12,00«
Pension, post-retirement and other post-employrenéfits
obligation—net 3,29¢ — — — 3,29¢
Pension, post-retirement and other post-employinenéfits obligations
and othe—affiliate 1,037 35k 2,56( (3,957) —
Deferred income tax—net — — 1,123 (1,127%) —
Deferred revenu — — 48€ — 48¢
Other 15 15 64E — 67¢
Total liabilities 8,45¢ 7,98 16,137 (11,019 21,55¢
Stockholder’ (deficit) equity (1,17§ 2,38 1,861 (4,244 (1,17¢)
Total liabilities and stockholde’ (deficit) equity $ 7,28( $10,36¢ $ 17,99¢ $ (15,269 $ 20,38(

(1) QCll is the issuer of the QCII Guaranteed Notesiaradguarantor of the QCF Guaranteed N¢

(2) QSC is a guarantor of the QCIl Guaranteed N¢

(3) QCF isthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc

(4) QSC invested $10.2 billion in a subsidiary -guarantor by making a cash contribution to caitdhe amount of approximate
$300 million and assuming $9.9 billion of the suliesiy’s current borrowingsffiliate from QCF. In connection with this trantiaa, QS(
and QCF offset $4.4 billion of their respectiveremt borrowing-affiliate and notes receival-affiliate.
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QWEST COMMUNICATIONS INTERNATIONAL INC.
CONDENSED CONSOLIDATING BALANCE SHEETS

ASSETS

Current asset:

Cash and cash equivalel

Accounts receivab—net

Accounts receivab—affiliates

Notes receivab—affiliates

Deferred income tax—net

Prepaid expenses and otl
Total current asse
Property, plant and equipm—net
Capitalized softwar—net
Investments in subsidiaris
Deferred income tax—net

DECEMBER 31, 2008

Prepaid pension, pc-retirement and other p-employmen

benefit—ner—affiliate
Other

Total asset

LIABILITIES AND
STOCKHOLDERS' (DEFICIT) EQUITY

Current liabilities:

Current portion of lon-term borrowings

Current borrowing—affiliates

Accounts payabl

Accounts payab—affiliates

Accrued expenses and ott

Accrued expenses and ot—affiliates

Deferred income tax—net

Deferred revenue and advance billit
Total current liabilities
Long-term borrowing—net

Pension, post-retirement and other post-employrenéfits

obligation—net

Pension, post-retirement and other post-employibenéfits

obligations and oth—affiliate
Deferred income tax—net
Deferred revenu
Other
Total liabilities
Stockholder’ (deficit) equity
Total liabilities and stockholde’ (deficit) equity

Subsidiary
Qsc & Non-
Qci @) QCF () Guarantors
(Dollars in millions)
$ — $ 307 $ 25¢
20 1 1,44¢
53¢ 62¢ 22
— 13,77: 117
— 327 253
— 29 377
55¢ 15,06¢ 2,471
— — 13,04t
— — 87t
2,224 (7,777 —
88¢€ 2,26¢ 27E
2,97¢ 84 1,05¢
52t 211 49¢
$ 7,16¢ $ 9,85i $ 18,22
$ 23C $ 562 $ 28
14¢ 3,94¢ 9,791
— 1 81¢
20 2 13C
424 172 1,06¢
2 37¢ 65€
8 — —
— — 58€
82¢ 5,06( 13,08t
2,93t 2,18: 7,617
3,23: — —
1,143 431 2,541
— — 1,262
— — 51¢
41F — 924
8,554 7,674 25,95«
(1,386) 2,18¢ (7,731)
$ 7,16¢ $ 9,85i $ 18,22

(1) QCll is the issuer of the QCII Guaranteed Notesiaradguarantor of the QCF Guaranteed N¢

(2) QSC is a guarantor of the QCIl Guaranteed N¢

(3) QCF isthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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Eliminations

Qcll

Consolidatec

$  — $  56F
— 1,46¢
(1,185 —
(13,890) —
®) 572

(38) 36¢
(15,12) 2,97(
— 13,04

— 87t
5,54¢ —
(1,267) 2,16¢
(4,127) —
(151) 1,08:

$ (15107 $ 20,14
S J— $ 82
(13,890 —
— 82C
(152) —
(24) 1,641
(1,039) —
(8) —

(14) 572
(15,12 3,85:
— 12,73

— 3,23:
(4,127) —
(1,267) —
— 51¢
(151) 1,18¢
(20,65%) 21,52;

5,54¢ (1,386)

$ (15107 $ 20,14
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2009

Subsidiary
Qsc & Non- Qcll
Qci @) QCF () Guarantors Eliminations Consolidatec
(Dollars in millions)
Cash (used for) provided by operating activi $(242) $ 1,02« $ 2,47¢ $ 46 $ 3,301
Investing Activities:
Expenditures for property, plant and equipment
capitalized softwar — — (1,409 — (1,409
Proceeds from sale of property and equipn — — 4 — 4
Proceeds from sale of investment secur — 18 — — 18
Purchases of investment securit — — — — —
Changes in interest in investments managed by (20 1 9 — —
Cash infusion to subsidiari — (1,07¢) — 1,07¢ —
Net decrease (increase) in sk-term affiliate loan: — 101 4 (10%) —
Dividends received from subsidiari 64C 2,00( — (2,640 —
Other — — (19 — (19
Cash provided by (used for) investing activi 63C 1,04¢ (1,417 (1,669 (1,406
Financing activities
Proceeds from lor-term borrowings 532 — 73¢ — 1,27(
Repayments of lor-term borrowings, includin
current maturitie: (230) (562) (35) — (827)
Net (repayments of) proceeds from short-term
affiliate borrowings (32 (185) 112 10E —
Proceeds from issuances of common s 57 — — — 57
Dividends paic (551) — — — (557)
Equity infusion from parer — — 1,07¢ (1,076 —
Dividends paid to parel — (640 (2,000 2,64( —
Other 30 (2) 8 (46) (9)
Cash (used for) provided by financing activit (199 (1,38%) (107) 1,628 (60)
Cash and cash equivaler
Increase in cash and cash equival 194 68C 967 — 1,841
Beginning balanc — 307 25¢ — 56E
Ending balanci $ 194 $ 987 $ 1,22t $ — $  2,40¢

(1) QCllis the issuer of the QCII Guaranteed Notesiaraguarantor of the QCF Guaranteed Nc
(2) QSC is a guarantor of the QCIl Guaranteed N¢
(3) QCF isthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2008

Subsidiary
Qsc@ & Non- Qcll
Qcl @) QCF () Guarantors Eliminations Consolidatec
(Dollars in millions)
Cash (used for) provided by operating activi $ (445 $ 1,171 $ 2,15¢ $ 47 $ 2,931
Investing Activities:
Expenditures for property, plant and equipment
capitalized softwar — — (1,777) — (1,777)
Proceeds from sale of property and equipn — — 15 — 15
Proceeds from sale of investment secur — 65 — — 65
Purchases of investment securit — — — — —
Changes in interest in investments managed by 23 (20 23 — —
Cash infusion to subsidiari — (1,527 — 1,521 —
Net (increase) decrease in si-term affiliate loan: — (2,279 (13 2,281 —
Dividends received from subsidiari 1,29( 2,10C — (3,390 —
Other — 4 — — 4
Cash provided by (used for) investing activi 1,31 (1,636) (1,78 41€ (1,699
Financing activities
Proceeds from lor-term borrowings — — — — —
Repayments of lor-term borrowings, includin
current maturitie: (99) (A7) (362) — (6317)
Net proceeds from (repayments of) short-term
affiliate borrowings 41 1,75: 49: (2,28%) —
Proceeds from issuances of common s 42 — — — 42
Repurchases of common stc (432) — — — (432)
Dividends paic (55€) — — — (55€)
Equity infusion from parer — — 1,521 (1,527 —
Dividends paid to parel — (1,290 (2,100 3,39( —
Other 45 (1) 5 (47 2
Cash (used for) provided by financing activit (9598 291 (443) (46E5) (1,57%)
Cash and cash equivaler
Decrease in cash and cash equival (90) (174) (73 — (337)
Beginning balanc 90 481 331 — 90z
Ending balanci $ — $ 307 $ 25¢ $ — $ 56¢

(1) QCllis the issuer of the QCII Guaranteed Notesiaraguarantor of the QCF Guaranteed Nc
(2) QsSC is a guarantor of the QCIl Guaranteed N¢
(3) QCF isthe issuer of the QCF Guaranteed Notessadjuarantor of the QCIl Guaranteed Nc
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2007

Cash (used for) provided by operating activi

Investing Activities:

Expenditures for property, plant and equipment
capitalized softwar

Proceeds from sale of property and equipn

Proceeds from sale of investment secur

Purchases of investment securit

Reclassification of cash equivalent to investmaélaté
4)

Changes in interest in investments managed by

Cash infusion to subsidiari

Net (increase) decrease in si-term affiliate loan

Dividends received from subsidiari

Other

Cash provided by (used for) investing activil
Financing activities

Proceeds from lor-term borrowings

Repayments of long-term borrowings, including catre
maturities

Net (repayments of) proceeds from short-term afgli
borrowings

Proceeds from issuances of common s

Repurchases of common stc

Equity infusion from parer

Dividends paid to parel

Early retirement of debt cos

Other

Cash (used for) provided by financing activit
Cash and cash equivaler

Increase (decrease) in cash and cash equivs
Beginning balanc

Ending balanci

(1)
(2)

QSC is a guarantor of the QCIl Guaranteed N¢

€
Qci @ QScC:F (3)&
$ (737) $ 1,70¢
®) —
— 20z
— (64)
(11) (60)
(11) (12)
— (2,807
— (1,296
2,45(C 2,50¢
— 118
2,42C (1,419
(507) —
(42 1,73¢
118 —
(1,270) —
— (2,450
(5) —
18 (1)
(1,599 (713
90 (419)
— 90C
$ 90 $ 481

Subsidiary
Non- QcCll
Guarantors Eliminations Consolidatec
(Dollars in millions)
$ 2,03 $ 22 $ 3,02¢
(1,667) - (1,669
29 — 29
— — 20z
_ — (64)
(29) - (100)
23 — —
— 2,801 —
(12) 1,307 —
. (4,955) -
— (119 —
(1,649) (960) (1,607
492 — 492
(665) — (1,176)
(389) (1,30%) -
— — 11z
— — (1,170
2,801 (2,807 —
(2,50%) 4,95¢ -
(10) — (15
(117) 91 9)
(39€) 93¢ (1,769
(10) — (339)
341 — 1,241
$ 331 $ — $ 90z

QCll is the issuer of the QCII Guaranteed Notesiaralguarantor of the QCF Guaranteed Nc

(3) QCF isthe issuer of the QCF Guaranteed Notessaadjuarantor of the QCIl Guaranteed Nc
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Report of Independent Registered Public Accountingrirm

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

We have audited Qwest Communications Internatibrals (the Company’s) internal control over fin&@lgeporting as of December 31,
2009, based on criteria establishedhiternal Control—Integrated Framewoiksued by the Committee of Sponsoring Organizatidribe
Treadway Commission (COSO). Qwest Communicatiotermational Inc.’s management is responsible fontaming effective internal
control over financial reporting and for its asseest of the effectiveness of internal control dfieancial reporting, included in the
accompanying Management’s Report on Internal Cb@iver Financial Reporting. Our responsibility gsexpress an opinion on the
Company'’s internal control over financial reportiogsed on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversightri@d@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetiefenternal control over financial
reporting was maintained in all material respe®@tsr audit included obtaining an understanding tdrimal control over financial reporting,
assessing the risk that a material weakness eaististesting and evaluating the design and operafiiectiveness of internal control based on
the assessed risk. Our audit also included perfaymiich other procedures as we considered necesshgy/circumstances. We believe that
our audit provides a reasonable basis for our opini

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thgté€ttain to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awih generally accepted accounting
principles, and that receipts and expenditureb®itbmpany are being made only in accordance withoaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, Qwest Communications Internatioimal. maintained, in all material respects, effegtinternal control over financial
reporting as of December 31, 2009, based on @itsiablished imternal Control—Integrated Framewoigsued by the Committee of
Sponsoring Organizations of the Treadway Commission

We also have audited, in accordance with the stasdz the Public Company Accounting Oversight Bio@snited States), the
consolidated balance sheets of Qwest Communicaliesnational Inc. and subsidiaries as of Decen3lie2009 and 2008, and the related
consolidated statements of operations, stockhdl@edesicit) equity and comprehensive income (lossil eash flows for each of the years in
three-year period ended December 31, 2009, anceport dated February 16, 2010 expressed an ufigdadipinion on those consolidated
financial statements.

KPMG LLP
Denver, Colorado
February 16, 2010
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A. CONTROLS AND PROCEDURES
Conclusion Regarding the Effectiveness of DiscloseirControls and Procedures

The effectiveness of our or any system of disclesmtrols and procedures is subject to certaiitditions, including the exercise of
judgment in designing, implementing and evaluathrggcontrols and procedures, the assumptions nsdeértifying the likelihood of futur
events, and the inability to eliminate miscondwarnpletely. As a result, there can be no assurdrateotr disclosure controls and procedures
will detect all errors or fraud. By their natureyrpor any system of disclosure controls and procesican provide only reasonable assurance
regarding management’s control objectives.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we evaluated the design and operation of our discocontrols and procedures (as defined in Rulaslb(e) and 15d-15(e) of the Securities
Exchange Act of 1934, or the “Exchange Act”) abetember 31, 2009. On the basis of this reviewnomamagement, including our Chief
Executive Officer and Chief Financial Officer, céumbed that our disclosure controls and procedureslesigned, and are effective, to give
reasonable assurance that the information reqtiree disclosed by us in reports that we file urtderExchange Act is recorded, processed,
summarized and reported within the time periodsi§ige in the rules and forms of the SEC and tauemshat information required to be
disclosed in the reports filed or submitted unéierExchange Act is accumulated and communicatedtonanagement, including our Chief
Executive Officer and Chief Financial Officer, imsnner that allows timely decisions regarding nexgldisclosure.

There were no changes in our internal control dwancial reporting that occurred in the fourth geaof 2009 that materially affected,
or are reasonably likely to materially affect, anternal control over financial reporting.

Management’'s Report on Internal Control Over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@orting, as such term is defined
in Exchange Act Rule 13a-15(f). Under the supeovisind with the participation of our managemerdiuding our principal executive officer
and principal financial officer, we conducted amlexation of the effectiveness of our internal cohtiver financial reporting based on the
framework ininternal Control—Integrated Frameworksued by the Committee of Sponsoring Organizatidriee Treadway Commission.
Based on our evaluation under the frameworkatarnal Control—Integrated Frameworkur management concluded that our internal control
over financial reporting was effective as of Decembl, 2009.

The effectiveness of our internal control over fioi@l reporting as of December 31, 2009 has beditealby KPMG LLP, an
independent registered public accounting firm,taged in their report which is included herein.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORAT E GOVERNANCE

The information required by Item 10 of this Ann&aport on Form 16 is incorporated by reference to our definitivexy statement fc
our 2010 Annual Meeting of Stockholders, or our@@toxy Statement, anticipated to be filed with Seeurities and Exchange Commission
within 120 days of December 31, 2009 under the ingad'Section 16(a) Beneficial Ownership Report@gmpliance,” “Governance of the
Company—Meetings and Committees,” “Governance efCbmpany—Codes of Conduct,” “Proposal No. 1—Etecof Directors” and
“Executive Officers and Management” and to Itent this Annual Report on Form 10-K under the headWgbsite Access and Important
Investor Information.”

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 of this Annkaport on Form 10-K is incorporated by referenceun2010 Proxy Statement
anticipated to be filed with the Securities and lEa@ge Commission within 120 days of December 3092Mhder the headings “Director
Compensation,” “Compensation of Executive OfficetRjsks Arising from Compensation Policies and ®iees,” “Compensation Committee
Report,” and “Compensation Committee Interlocks bsider Participation.”

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by Item 12 of this Ann&Rport on Form 10-K is incorporated by referenceun2010 Proxy Statement
anticipated to be filed with the Securities and lia@ge Commission within 120 days of December 3@92Mhder the headings “Beneficial
Ownership of Shares of Common Stock” and “EquitynPensation Plan Information.”

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS, AND DIRECTOR INDEPENDENCE

The information required by Item 13 of this Ann&aport on Form 10-K is incorporated by referenceun2010 Proxy Statement
anticipated to be filed with the Securities and liEa@ge Commission within 120 days of December 30@92Mhder the headings “Governance of
the Company—Director Independence,” “Compensatiomfittee Interlocks and Insider Participation” dRelated Person Transactions.”

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 14 of this Anniaport on Form 10-K is incorporated by referenceun2010 Proxy Statement
anticipated to be filed with the Securities and liEa@ge Commission within 120 days of December 3@92Mhder the heading “Independent
Registered Public Accounting Firm.”
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:

Page
(1) Report of Independent Registered Public Accounfinm 66
Financial Statements covered by the Report of ladépnt Registered Public Accounting Fil

Consolidated Statements of Operations for the yerded December 31, 2009, 2008 and 2 67

Consolidated Balance Sheets as of December 31,&0D200¢ 68

Consolidated Statements of Cash Flows for the yeradled December 31, 2009, 2008 and - 69
Consolidated Statements of Stockhol’ Deficit and Comprehensive (Loss) Income for thergended December 31, 2009, 2

and 2007 7C

Notes to the Consolidated Financial Statementthiyears ended December 31, 2009, 2008 and 71

(a) (3) and (b) Exhibits required by Item 601 ogRkation S-K:

Exhibits identified in parentheses below are oaWith the SEC and are incorporated herein by eefe. All other exhibits are provided
as part of this electronic submission.

Exhibit

Number Description

(3.2) Restated Certificate of Incorporation of Qwest Caminations International Inc. (incorporated by refee to Qwest
Communications International It's Registration Statement on For-4/A, filed September 17, 1999, File No. -81149).

(3.2) Certificate of Amendment of Restated Certificatéraforporation of Qwest Communications Internatidna. (incorporated

by reference to Qwest Communications Internatiémals Quarterly Report on Form 10-Q for the quaeieded June 30,
2004, File No. 00-15577).

(3.3) Amended and Restated Bylaws of Qwest Communicatitesnational Inc., adopted as of July 1, 2002 ame&nded as of
May 25, 2004 and December 14, 2006 (incorporatectfgrence to Qwest Communications International$rCurrent
Report on Form -K, filed on December 18, 2006, File No. (-15577).

(4.1) Indenture, dated as of April 15, 1990, by and betw#ountain States Telephone and Telegraph Comaaahyl he Firs
National Bank of Chicago (incorporated by referetcc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

4.2) First Supplemental Indenture, dated as of Aprill¥91, by and between U S WEST Communications,dnd.The First
National Bank of Chicago (incorporated by referettc®west Corporatic’'s Annual Report on Form 10-K for the year ended
December 31, 2002, File No. (-03040).

(4.3) Indenture, dated as of November 4, 1998, with Bemkeust Company (incorporated by reference to @@esnmunication:
International InC's Registration Statement on For-4, filed February 2, 1999, File No. &-71603).

(4.4) Indenture, dated as of November 27, 1998, with BasRrust Company (incorporated by reference to Sp@emmunications
International InC's Registration Statement on For-4, filed February 2, 1999, File No. &-71603).
(4.5) Indenture, dated as of June 29, 1998, by and atdd®YVEST Capital Funding, Inc., U S WEST, Inc., di First National

Bank of Chicago (now known as Bank One Trust CorgpBin A.), as trustee (incorporated by reference 8 WEST'’s
Current Report on Fornm-K, dated November 18, 1998, File No. -14087).
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Exhibit

Number

(4.6)

4.7)

(4.8)

(4.9)

(4.10)

(4.11)

(4.12)

(4.13)

(4.14)

(4.15)

Description

Indenture, dated as of October 15, 1999, by anddst Qwest Corporation and Bank One Trust Compdrd,, as truste:
(incorporated by reference to Qwest Corporatiomaual Report on Form 10-K for the year ended Deeerith, 1999, File
No. 002-03040).

First Supplemental Indenture, dated as of Jun@@00Q, by and among U S WEST Capital Funding, ldc¢S WEST, Inc.,
Qwest Communications International Inc., and Bamle @rust Company, as trustee (incorporated byeafar to Qwest
Communications International I's Quarterly Report on Form -Q for the quarter ended June 30, 2000, File No-15577).

Officer's Certificate of Qwest Corporation, dated March2(02 (including forms of 7/ 8% notes due March 15, 201
(incorporated by reference to Qwest Corporés Form &4, File No. 33-115119).

Indenture, dated as of December 26, 2002, betweastCommunications International Inc., Qwest SmwviCorporatior
Qwest Capital Funding, Inc. and Bank One Trust CamypN.A., as trustee (incorporated by referend@uest
Communications International I's Current Report on Forn-K filed on January 10, 2003, File No. (-15577).

First Supplemental Indenture, dated as of Dece®e2002, by and among Qwest Communications Intiemel Inc., Qwes
Services Corporation, Qwest Capital Funding, Imel Beutsche Bank Trust Company Americas (formenigvkn as Bankers
Trust Company), supplementing the Indenture, dasedf November 4, 1998, with Bankers Trust Compamorporated by
reference to Qwest Communications Internationafdntnnual Report on Form 10-K for the year endest@nber 31, 2003, as
originally filed on March 11, 2004, File No. C-15577).

First Supplemental Indenture, dated as of Dece®e2002, by and among Qwest Communications Intiemel Inc., Qwes
Services Corporation, Qwest Capital Funding, Imcl Beutsche Bank Trust Company Americas (formenigvkn as Bankers
Trust Company), supplementing the Indenture, dasedf November 27, 1998, with Bankers Trust Comgargorporated by
reference to Qwest Communications Internationafdntnnual Report on Form 10-K for the year endest@nber 31, 2003, as
originally filed on March 11, 2004, File No. C-15577).

Second Supplemental Indenture, dated as of Decei2€03, by and among Qwest Communications Intenma Inc., Qwest
Services Corporation, Qwest Capital Funding, Imcl Bank One Trust Company, N.A. (as successort@rast to Bankers Trt
Company), supplementing the Indenture, dated &owémber 4, 1998, with Bankers Trust Company (ipocated by
reference to Qwest Communications Internationafdrsnnual Report on Form 10-K for the year endest®mber 31, 2003, as
originally filed on March 11, 2004, File No. C-15577).

Second Supplemental Indenture, dated as of Decemi2€03, by and among Qwest Communications Intenma Inc., Qwest
Services Corporation, Qwest Capital Funding, Imcl Bank One Trust Company, N.A. (as successort@rast to Bankers Trt
Company), supplementing the Indenture, dated &owémber 27, 1998, with Bankers Trust Company (ipomated by
reference to Qwest’'s Annual Report on FormKLfdr the year ended December 31, 2003, as orilyifisdd on March 11, 200
File No. 00:- 15577).

Indenture, dated as of February 5, 2004, among Q@@smunications International Inc., Qwest ServiCesporation, Qwes
Capital Funding, Inc. and J.P. Morgan Trust Comp@mgorporated by reference to Qwest Communicatioternational Inc.’s
Annual Report on Form -K for the year ended December 31, 2003, as oriifisdd on March 11, 2004, File No. 0-15577)

First Supplemental Indenture, dated as of Augus2@04, by and between Qwest Corporation and UaBkBlational
Association (incorporated by reference to Qwest @amications International Inc.’s Quarterly Repartform 10-Q for the
quarter ended September 30, 2004, File No-15577).
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Exhibit

Number

(4.16)

(4.17)

(4.18)

(4.19)

(4.20)

(4.21)

(4.22)

(4.23)

(4.24)

(4.25)

(4.26)

(4.27)

Description

Second Supplemental Indenture, dated November(ZBl, 2y and between Qwest Corporation and U.S. B&tional
Association (incorporated by reference to QwespGmation’s Current Report on Form 8-K filed on Nouger 23, 2004, File
No. 002-03040).

First Supplemental Indenture, dated June 17, 28®5ng Qwest Communications International Inc., Q@esvices
Corporation, Qwest Capital Funding, Inc. and U.8niBNational Association (incorporated by referetac®west
Communications International I's Current Report on Forn-K filed on June 23, 2005, File No. (-15577).

Third Supplemental Indenture, dated as of Jun@Q0d5, by and between Qwest Corporation and U.Sk Biational
Association (incorporated by reference to Qwest @amications International Inc.’s Current ReportFamrm 8-K filed on June
23, 2005, File No. 0(-15577).

Second Supplemental Indenture, dated June 23, 20@31g Qwest Communications International Inc., @v@ervices
Corporation, Qwest Capital Funding, Inc. and U.8niBNational Association (incorporated by referetac®west
Communications International I's Current Report on Forn-K filed on June 23, 2005, File No. (-15577).

Indenture, dated as of November 8, 2005, by anddmt Qwest Communications International Inc. ars. Bank Nationa
Association (incorporated by reference to Qwest @amications International Inc.’s Current Reportfmrm 8-K filed on
November 14, 2005, File No. 0-15577).

First Supplemental Indenture, dated as of Nover8p2005, by and between Qwest Communications latemal Inc. and U.$
Bank National Association (incorporated by refeestic Qwest Communications International Inc.’s @ntrReport on Form 8-
K filed on November 14, 2005, File No. (-15577).

First Supplemental Indenture, dated as of NoverilbeP005, by and among Qwest Services Corporaferest
Communications International Inc., Qwest Capitahding, Inc. and J.P. Morgan Trust Company, N.Asicessor to Bank
One Trust Company, N.A. (incorporated by refereloc®west Communications International Inc.’s Cutieaport on Form 8-
K filed on November 21, 2005, File No. (-15577).

Fourth Supplemental Indenture, dated August 8, 269&nd between Qwest Corporation and U.S. BariloNal Association
(incorporated by reference to Qwest Communicatioternational Inc.’s Current Report on Form 8-Keéllon August 8, 2006,
File No. 00:-15577).

Fifth Supplemental Indenture, dated May 16, 20§7aid between Qwest Corporation and U.S. Bank NatiAssociatior
(incorporated by reference to Qwest Communicatioternational Inc.’s Current Report on Form 8-keéllon May 18, 2007,
File No. 00:-15577).

Sixth Supplemental Indenture, dated April 13, 2d89and between Qwest Corporation and U.S. BanloNalt Association
(incorporated by reference to Qwest Communicatintesnational Inc.’s Current Report on Form 8-keéllon April 13, 2009,
File No. 00:-15577).

Third Supplemental Indenture, dated Septemberdd9,2by and among Qwest Communications Internaltiowa Qwest
Services Corporation, Qwest Capital Funding, Imel 8.S. Bank National Association (incorporated&fgrence to Qwest
Communications International I's Current Report on Forn-K filed on September 21, 2009, File No. +15577).

Fourth Supplemental Indenture, dated January 110,26y and among Qwest Communications Internatibra) Qwest
Services Corporation, Qwest Capital Funding, Imel &@.S. Bank National Association (incorporateddfgrence to Qwest
Communications International I's Current Report on Forn-K filed on January 13, 2010, File No. (-15577).
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Description

Equity Incentive Plan, as amended and restatedrfiocated by reference to Qwest Communicationgnatenal Inc’'s Proxy
Statement for the 2007 Annual Meeting of StockhddEile No. 00-15577).*

Forms of restricted stock, performance share atidropgreements used under Equity Incentive Plaian@ended and restai
(incorporated by reference to Qwest Communicatiotesnational Inc.’s Current Report on Form 8-keéllon October 24, 2005,
Annual Report on Form 10-K for the year ended Ddmem31, 2005, Quarterly Report on Form 10-Q forgharter ended
March 31, 2006, Annual Report on Form 10-K for ylear ended December 31, 2006, Current Report om BeK filed on
September 12, 2008, and Quarterly Report on FoI-Q for the quarter ended March 31, 2009, File Nd-15577).*

Deferred Compensation Plan, as amended (incorgbbgteeference to Qwest Communications Internatibr@a’s Annual
Report on Form 10-K for the year ended DecembePBQ7, and Annual Report on Form 10-K for the yaated December 31,
2008, File No. 00-15577).*

Equity Compensation Plan for N-Employee Directors (incorporated by reference te@vCommunications International I's
Annual Report on Form -K for the year ended December 31, 1997, File N6-22609).*

Deferred Compensation Plan for Nonemployee Dirsctas amended and restated, and Amendment to Béféompensatio
Plan for Nonemployee Directors (incorporated berefice to Qwest Communications International In€usrent Report on
Form 8-K filed on December 16, 2005 and Quartegp®t on Form 10-Q for the quarter ended Septe@®e?008, File

No. 002-15577).*

2009 Qwest Management Bonus Plan Summary (incagubtzy reference to Qwest Communications Internatitnc’s Curren
Report on Form -K, filed on February 10, 2009, File No. (-15577).*

Description of Executive Level Officer Access Omlgalth Care (incorporated by reference to Qwest f@onications
International Inc's Quarterly Report on Form -Q for the quarter ended June 30, 2008, File No-15577).*

Executive Relocation Policy
Qwest Nonqualified Pension Plar

Registration Rights Agreement, dated April 13, 208080ng Qwest Corporation and the initial purchatisted thereir
(incorporated by reference to Qwest Communicatioternational Inc.’s Current Report on Form 8-keéllon April 13, 2009,
File No. 00:-15577).

Registration Rights Agreement, dated Septembe?d9, among Qwest Communications Internationaldnd. the initia
purchasers listed therein (incorporated by refexéndwest Communications International Inc.’s €ntReport on Form 8-K
filed on September 21, 2009, File No. -15577).

Registration Rights Agreement, dated January 120 28mong Qwest Communications International Ind. the initial
purchasers listed therein (incorporated by refexéndwest Communications International Inc.’s €ntReport on Form 8-K
filed on January 13, 2010, File No. (-15577).

Amended and Restated Employment Agreement, datgd#t20, 2009, by and between Edward A. Mueller @netst
Communications International Inc. (incorporated&ference to Qwest Communications Internationaf$ri€urrent Report on
Form &K filed on August 21, 2009, File No. 0-15577).*
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Description

Equity Agreement, dated August 10, 2007, by andiéeh Edward A. Mueller and Qwest Communicationsrhmtional Inc
(incorporated by reference to Qwest Communicatioteynational Inc.’s Current Report on Form 8-Kedi on August 13, 2007,
File No. 00-15577).*

Aircraft Time Sharing Agreement, dated Decembe&r0D8, by and between Qwest Corporation and Edwaidueller
(incorporated by reference to Qwest Communicatioteynational Inc.’s Annual Report on Form 10-K fhe year ended
December 31, 2008, File No. (-15577).

Form of Severance Agreement, effective as of DeeerhB, 2008, by and between Qwest Communicaticesriational Inc. an
each of Richard N. Baer, Teresa A. Taylor, C. Diaviest and Thomas E. Richards (incorporated byregfee to Qwest
Communications International I's Current Report on Forn-K, filed on December 15, 2008, File No. (-15577).*

Letter, dated August 19, 2008, from Qwest to RidHér Baer (incorporated by reference to Qwest Conications International
Inc.’s Current Report on Forn-K, filed on August 20, 2008, File No. C-15577).*

Severance Agreement, dated September 12, 2008 doyeween Qwest Communications Internationaldnd. Joseph .
Euteneuer (incorporated by reference to Qwest Comiations International Inc.’s Current Report onR@-K, filed on
September 12, 2008, File No. (-15577).*

Letter, dated September 12, 2008, from Qwest teplod. Euteneuer (incorporated by reference to Q@@smunications
International Inc's Current Report on Forn-K, filed on September 12, 2008, File No. -15577).*

Letter, dated August 19, 2009, from Qwest to Joskuteneuer (incorporated by reference to QwestrBunications
International Inc's Current Report on Forn-K, filed on August 21, 2009, File No. C-15577).*

Letter, dated August 19, 2008, from Qwest to Tereshaylor (incorporated by reference to Qwest Caminations
International Inc's Quarterly Report on Form -Q for the quarter ended September 30, 2008, FileONi-15577).*

Letter, dated September 4, 2009, from Qwest toSeefe Taylor (incorporated by reference to Qwesn@uwinications
International Inc's Current Report on Forn-K, filed on September 8, 2009, File No. -15577).*

Letter, dated August 19, 2008, from Qwest to C.iBla¥iost (incorporated by reference to Qwest Comitetions Internatione
Inc.’s Quarterly Report on Form -Q for the quarter ended September 30, 2008, FileONi-15577).*

Severance Agreement, dated August 26, 2009, byeatreeen Qwest Communications International Inc.@hdstopher K.
Ancell (incorporated by reference to Qwest Commatidnis International Inc.’s Quarterly Report oniiRdr0-Q for the quarter
ended September 30, 2009, File No.-15577).*

Letter, dated September 4, 2009, from Qwest tos@pher K. Ancell (incorporated by reference to @w@ommunication
International Inc's Quarterly Report on Form -Q for the quarter ended September 30, 2009, FileONi-15577).*

Severance Agreement, dated July 28, 2003, by amvkba Bill Johnston and Qwest Communications Iragomal Inc.
(incorporated by reference to Qwest Communicatioternational Inc.’s Quarterly Report on Form 1Fa@the quarter ended
September 30, 2007, File No. (-15577).*
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24
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Description

Amendment to Severance Agreement, dated as of 242006, by and between Bill Johnston and Qwesti&s Corporatio
(incorporated by reference to Qwest Communicatioternational Inc.’s Quarterly Report on Form 1Fa@the quarter ended
September 30, 2007, File No. (-15577).*

Letter, dated July 28, 2008, from Qwest to ThomaRiEhards (incorporated by reference to Qwest Camaoations
International Inc's Current Report on Forn-K, filed on July 29, 2008, File No. 0-15577).*

Calculation of Ratio of Earnings to Fixed Charg

Subsidiaries of Qwest Communications Internatidnel

Consent of Independent Registered Public Accouriing.

Power of Attorney

Chief Executive Officer Certification pursuant teciion 302 of the Sarbar-Oxley Act of 2002

Chief Financial Officer Certification pursuant teion 302 of the Sarbar-Oxley Act of 2002

Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002
Quarterly Segment Incom

Quarterly Statements of Operatio

Financial statements from the Annual Report on FbdaK of Qwest Communications International Ing. tlee year ended
December 31, 2009, formatted in XBRL: (i) the Cditsded Statements of Operations, (ii) the Constéd Balance Sheets, (iii)
the Consolidated Statements of Cash Flows, (iv)sClisiated Statements of Stockholders’ (Deficit) Bgand Comprehensive
Income (Loss) and (v) the Notto Consolidated Financial Statements tagged akéblottext.

() Previously filed.
* Executive Compensation Plans and Arrangem

In accordance with Item 601(b)(4)(iii)(A) of Regtitm S-K, copies of certain instruments defining tights of holders of certain of our
long-term debt are not filed herewith. Pursuarthts regulation, we hereby agree to furnish a amfpgny such instrument to the SEC upon

request.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, theredalp authorized, in the City of Denver, State ol@ado, on February 16, 2010.

QWEST COMMUNICATIONS INTERNATIONAL INC.,
A DELAWARE CORPORATION

By: /s/  R.WILLIAM J OHNSTON
R. William Johnston
Senior Vice President, Controller and
Chief Accounting Officer
(Principal Accounting Officer and
Duly Authorized Officer)

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpthe following persons on behalf
of the registrant and in the capacities indicatedhe 16" day of February 2010.

Signature Title
/s/ EDWARD A. M UELLER Director, Chairman and Chief Executive Offic
Edward A. Mueller (Principal Executive Officer
/s/  JosePHJ. EUTENEUER Executive Vice President and Chief Financial Office
Joseph J. Euteneuer (Principal Financial Officer
* Director

Linda G. Alvarado

* Director
Charles L. Biggs

* Director
K. Dane Brooksher

* Director
Peter S. Hellman

* Director
R. David Hoover

* Director
Caroline Matthews

* Director
Patrick J. Martin

* Director
Wayne W. Murdy

* Director
Jan L. Murley

156



Table of Contents

Signature Title
* Director

Michael J. Roberts

* Director
James A. Unruh

* Director
Anthony Welters

*By: /s/ JosePHJ. EUTENEUER

Joseph J. Euteneuer
As Attorney-In-Fact
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I. RESOURCES
Qwest Relocation Team:

Qwest Home Sale Service Provider (QHSP)
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[I. INTRODUCTION/ELIGIBILITY
A. INTRODUCTION TO RELOCATION

Qwest Relocation is pleased to work with you to engéur relocation as pleasant and smooth as pes3ibé Policy is designed to facilitate
and expedite your move, relieve you of the majoarficial burdens associated with this transfer,paodide sufficient flexibility to meet both
yours and the compa’s needs.

The Relocation staff is responsible for any intetations of this Policy and may modify, add or tkelerovisions of this Policy at any time.

Your Relocation representative administers thecol our contact will be available during your maeeassist you with any lump sum
payment, reimbursable items, moving of householatigand other facets of the relocation process.

If you are a homeowner, you will be contacted bg@resentative of Qwest’s Home Sale Service ProidelSP) , who will administer the
buyout program described in Sections VI and VII.

You will be required to sign and have notarizechgreement under which you agree to relocate. l&fgyrreason you do not relocate,
voluntarily terminate your employment, or are terated for cause within one (1) year of your paycbknge date, you will be required to pay
back all relocation monies based on a prorateddetae

B. WHAT RELOCATION BENEFITS AM | ELIGIBLE FOR?

You may be eligible for, among other things: (1li@p sum advance for meals and lodging during hbusging trips; (2) a relocation
allowance; (3) financial assistance for a spouggaciner who will be relocating with you; (4) asaisce with moving household goods; and
(5) assistance in the sale of your home and thehase of a new home. Company-initiated relocatiasnoves required for the benefit of the
company. If an employee self-nominates for a joth igrselected to fill the vacancy, the relocaticayrbe considered company-initiated. No
expenses shall be paid by the company when a énaissinade at the request of the employee andnspty for the employee’s convenience.

Moving expenses will be paid only if the changgoim location adds 50 or more miles to the distanaeeled from the old residence to the new
work location. Thus, if the former place of worksisven miles from the old residence, the new plfeerk must be at least 57 miles from the
old residence to qualify for reimbursement undé golicy. Distance will be measured by using theshcommonly used commuting route.
This requirement will conform to IRS rules. The nesgidence should be in the proximity of your nearkMocation.

You must use benefits provided under this policthini 60 days of the date indicated on the Relooafinthorization Form. If the Policy is not
used by the end of the 60 day period, you will lelgibility for the Relocation Policy benefits @wsisan extension has been approved and
received in writing by the department Vice Prestdeithin the company responsible for payment ofriieve. Any other departures from the
terms of this Policy must also be approved by tiee\President.

Your move must be completed within one (1) yeathefrelocation effective date.
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C. GETTING THE RELOCATION PROCESS STARTED

The move process begins when the Relocation Awtation Form has been received by Qwest Relocatan the department responsible for
payment of relocation costs.

Qwest Relocation

. Provides you with the Relocation Poli

. Counsels you regarding the Policy and expense teseinent limits

. Orders the u-front, lump sum paymet

. Contacts the Home Buyout Compe- QHSP to begin the Home Sale Plan (if applica
. Contacts a carrier to move your household g¢

. Processes all reimbursable exper

. Assists you throughout your relocation proc

. Prepares tax gro-up

QHSP representative

. Explains the Home Sale PI
. Orders and coordinates the appraisals, b’s market analysis, and necessary inspec
. Makes a written offer after the last appraiserVisiged the hom
. Provides assistance in marketing the old h
. Assists in contract negotiations on the old he
. Provides home finding assistar
. Orders a destination appraisal and radon teste@nei home
. Answers your questions about the Home Sale
Employee
. Becomes familiar with and adheres to the Reloca®olicy
. Maintains proper expense records for IRS purp
. Provides required receipts for reimburserr
. Does not charge any relocation expenses to a congadit carc
. Arranges for adequate time off to handle relocatiiters
. Reads and understands the Home Sale
. Initiates appraisal process within ten days follogvinitial contact with the QHSP representa:
. Returns all the required paperwork in a timely fast
. Makes full disclosure of anything that affects preperty
. Cooperates with selected appraisers, broker, ap@ators
. Markets the home at a realistic price with a-time real estate agent (including the QHSP exctuslause/referral fee
. Continues to make mortgage payment(s), utilities, until vacate or acceptance date, whichevextes
. Keeps the home in the same or better condition Wiaen appraise
. Corrects defects as noted in the inspect
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[ll. MONEY MATTERS
A. UP-FRONT / LUMP SUM

At the start of your move, you will be provided i lump sum payment for meals and lodging basqueodiem rates (which vary by
location) to be used during house hunting tripsiatetim living, along with a miscellaneous allovean In some cases, you may bill your
lodging expense directly to Qwest through your Ratmn representative. If the lodging is billededitly it will not be paid as part of the lump
sum. Please contact Relocation for details.

The lump sum will be paid within 45 days of theotion effective date. The day you report to yoenv position is the “relocation effective
date”. Your Relocation representative will provig®i with the appropriate per diem rates. Followisign example of the formula used to
calculate the lump sum payment:

House Hunting (For employee and one other member of househotdiitialso be relocating)

Seven (7) days x meal per diem x two (2) people
Seven (7) days x lodging per diem (double occupgncy

Interim Living (for employee only at the new location)

Homeowner
30 days x meal per diem

Renter
15 days x meal per diem

Qwest will pay a maximum per diem for interim ligiof 30 days for homeowners and 15 days for renteysu need additional interim living
time, you must provide supporting documentation ithdicates you are making duplicate living paynse(at old and new location). Any
additional money will be based on actual days néedé to exceed 30 days for renter and 60 days bomer.

B. RELOCATION ALLOWANCE

At the start of your move, you will also be prouideith an allowance to pay for any expenses natifipally identified elsewhere in the
Relocation Policy. The amount of the miscellaneglimvance is equal to 5% x New Base Salary capp&d@000.

Listed below are typical expenses the allowanckowiter:

. Cleaning, cutting and laying carpets and r

. Cleaning, alteration and installation of curtaitdigpes, and window accessot

. Additions to and installation of utilities (gas aelkéctric services, etc.) to accommodate home aippdis (includes water
softener)

. Cleaning of the old and/or new residence (It imimbent upon you to leave a clean home if Home Blale is accepted

. Transportation and boarding of p

. Hiring of child care provider(s
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. Adjusting television, dismantling and erection efials, swing sets, gym sets, yard furnit

. Servicing clocks and piano tuni

. Losses such as unused portions of safety depositdntals, club memberships, schooling,
. New automobile registration, license fees, newdl’s licenses, inspection and title fe

. Entertainmen

. Laundry and dry cleanin

. Long distance phone ca

. Cab fare to and from the airp¢

. Mileage for use of personal car to and from air|

. Airport and other parking fee

You may use this allowance as you see fit and dmeed to provide receipts to Qwest. You will bewkd to keep the difference between
actual expenses and the amount of the allowancadditional allowance will be granted. You will medetailed documentation if you intend
to claim the expenditures as a tax deduction.

C. REIMBURSABLE EXPENSES

In addition to the lump sum payment and miscellaselowance, Qwest will reimburse you for certakpenditures you incur during the
relocation process. You may submit expenses ongegithe relocation process and once at the coioplef your move. A request for
reimbursement must be received no later than 38 dfigr your final moveONLY ORIGINAL RECEIPTS WILL BE ACCEPTED.
Following is a list of accepted receipts:

. Passenger receipts (air or rail ticke-ticket, invoice/itinerary, detailed credit card egat including name of traveler al
transportation cos

. Hotel (itemized statemen
. Car Renta- receipt
. Other receipts as appropric

THE USE OF COMPANY CREDIT CARDS TO COVER RELOCATION EXPENSES IS PROHIBITED .

The enclosed Relocation Expense Reimbursement Foussbe used in order to receive reimbursemettacAtyourORIGINAL RECEIPTS
and submit the form to your supervisor for reviewd @ignature as approved. Your supervisor thendata/the form and original receipts to
Qwest Relocation for processing. Qwest Relocatidihnet process the expenses for reimbursement itihiés received the signed form from
your supervisor

Following is a list of reimbursable expenses:

House Hunting

You may be reimbursed for transportation for upato round trips each for you and one other famigmmber of the household and car rental
costs. House hunting trips may not exceed sevedayf.
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Interim Living
Homeowner
60 days maximum lodging

Renter
30 days maximum lodging

During interim living, you may be reimbursed foips to your former home. Use the following as adgui

Homeowners — Two (2) home visits during 30 daymtarim living
Renters — One (1) home visit during 15 days ofrintéiving.

During the interim living period, you may ship ofi§ personal car ahead of your household goodeagive reimbursement for car rental nc
exceed:

Homeowners - Up to $700.00
Renters -Up to $350.00

En Route(final move trip to new location)

Certain expenses will be paid for you and other tmens of your household. Recognizing differencescimool and work schedules, it is not
necessary for all family members to travel togetR&imbursable items include:

. Meals based on per diem ra
. Lodging based on actual expel
. Transportation (airfare, mileag

Costs of transportation via public conveyance osgeal automobile between the old and new locaterboth covered and must be via the
most direct route.

Meals while en route will be paid at the establisher diem rate. Children under the age of 10 neiteive one-half of the daily per diem meal
allowance. Infants under the age of one will noeiee a per diem allowance.

En route reimbursement will include one day (pteactual travel) at the former location and wilbdlewith the first night’s lodging at the new
location.

Trips or vacations taken while en route will bgatir expense. Airline travel must be in coach clésgu drive a personal automobile, mile
will be reimbursed at the current IRS rate.

D. TAX IMPLICATIONS

You may be subject to increased state and federahie tax as a result of amounts paid to you focation. You will be paid an amount
approximating the increase in federal and statgtheec“gross up” allowance). Should you leave tbhmpany within a year of your relocation
effective date a gross-up allowance will not bedgai any amounts you receive under this Policyrdsgrup allowance will not be applied to
any relocation expense which is deductible fromryncome. You will receive your grosgs paperwork from your Relocation representativ
January 33t of the year following your move.
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Consideration will be given to you when normal éags for the current year are below the maximunmiegs used for Social Security
purposes. In such cases, you will be compensatatidadditional Social Security tax which was ealby the additional moving expense
reimbursement to your income. In calculating yotasg up, your spouse’s salary and any non-Qwestrieowill not be a factor.

You should consult a tax advisor about the tax ioapilons of relocation on your particular situati@enerally, the law allows you to claim as
deductions from income certain relocation expességect to dollar limits. You are responsible fetaining all documents required to support
your claims for tax deductions. For additional mayexpense tax information please refer to IRSipatibn 521.

E. ACCOMPANYING PARTNER

Partners who accompany you to the new location Ineagntitled to reimbursement of up to $1,500 fgremses related to the move. Listed
below are typical reimbursements (not to excee8CK);

. Resume preparation (professional assistance witmg/and printing)
. Employment agency fet
. Career Transition Workshc
. Costs to transfer professional licenses and/oificates
IV. PROPERTY

A. MOVING HOUSEHOLD GOODS

When you are ready to move to your new home, yalod¢ation representative will select a van linarfra preferred carrier list. The expenses
of the move will be charged directly to Qwest aritl wclude packing, line haul transportation, wlaoeise handling, delivery, unpacking and
insurance. If storage in transit is necessary, @wikpay for up to 60 days for a homeowner anda@B0 days for a renter.

IMPORTANT: Relocation should be contacted by yoth# value of your shipment is in excess of $150 @0storage beyond the stated time
limit is necessary.

Items Not Authorized for Transportatio

. Tractors and farm implemer

. Perishable and frozen foo

. Fireplace wood, flagstones, bricks, lumber andotbastruction material
. Live plants, shrubs, and tre

. Animals

Note: You must make arrangements for the shipminbasehold pets. This expense is compensated tbei
miscellaneous allowance.

. Valuable papers, securities, jewelry, money and
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. Hobby or recreational equipment, combustible malgricollections, etc. of unusual weight, bulk alue

. Watercraft 30 feet or greater in length, when messfrom bow to ster
. Shipment of boats or trailers where the relocatistance is less than 600 mi
. Satellite Dishe:

Items Not Authorized for Transportation Without Rsir Approval by Relocatiol

. Shipment value is in excess of $150,(
. Storage requirement is in excess of 60 days famagowner or 30 days for a ren
. Antiques when the aggregate value is in exces$ 0i0H.

NOTE: Antiques must have appraisals and photographs

Services Not Authorized By Compa

. Exclusive use of van and expedited serv

. Storage (other than in trans

. Housecleaning or maid servi

. Assembly or disassembly of swing sets, portablensaing pools, hot tubs, water beds, or items of Isinmature
. Installation and removal of carpeti

Packing and Loadinc

You should arrange the dates for these servicdsthdét van line representative. Every attempt weliniade to pack and load on dates requestec
by you. The company will not authorize the additibcost of Saturday, Sunday or holiday service.

Shipment of Automobile:

If your move is over 400 miles and it is impractiftad you or a member of your family to drive fagitars to the new location, the company
will ship one or two cars, provided they were owaétime of transfer. If one or both cars are drite the new location, these expenses will be
reimbursed based on current mileage rates. Motoresanust be driven to the new location. Camperdrafidrs should be driven or towed.

Shipment of Appliance:

Appliance disconnection and installation chargeslving additional equipment, modification of preses or special adaptation are to be
arranged for and paid by you. These expenses arpatsated for in the Miscellaneous Allowance. T of appliance services necessary to
prepare for the safe transportation of the itenh élassumed by the company and will be arrangebyféthe mover at both the origin and the
destination.

Transit Insurance

You should sign the Bill of Lading releasing theépshent at a value of 60 cents per pound per art@leg master insurance policy provides
coverage against physical loss or damage to beaigagihile in transit by public common carrier. Tgwicy is described in more detail on the
following pages.
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Unpacking

The carrier is required to unpack at destinati@ms¢hitems packed at origin (this does not inclugdéing items away) and for removing all
packing material after completion.

SECOND MOVES- AT NEW LOCATION

If you are transferred to a location where housind apartments are plentiful and then elect tadbwilouy a home under construction or are
undecided where to build or buy a home and willupgcother available housing, your furniture will elivered to the rented quarters. If the
second move is simply for your convenience, altagje and subsequent move to another residencbendit your own expense.

B. HOUSEHOLD GOODS / INSURANCE CLAIMS

We believe the following will help you to understitie insurance coverage that has been providdwbfmehold goods. We have included
suggestions to minimize losses.

Our policy is carried with an insurance companinsure personal property, including two automobdepped within all fifty states and
Canada under an estimated Bill of Lading prepased bommon carrier of household goods. Coveragsbeq the time the carrier takes
custody of the property at the initial point ofgimient and covers the property continuously theeeditiring packing, loading, transportation,
“storage in transit” and warehousing, and untiivdeled, unloaded and unpacked at the final desbimat

The property is insured against all risks of phgkioss and/or damage from any external cause weds, subject to normal insurance
exclusions such as wear and tear, gradual dettdnrénsects, moths, vermin or inherent vice, &addulent or dishonest act, nuclear reaction,
war, insurrection or civil war.

You, your spouse, or a representative should beeptdo see that all goods are packed carefullyf@dhdinventoried. Articles should not be
left in drawers, lest they be shipped uninventariaeking it difficult or impossible to prove a loss

Upon arrival, goods should be inspected and exaeptoted on the carrier’s copy of the Bill of Liaglior inventory. Boxes with visible
damage on the outside should be immediately opente presence of the movers to inspect for iateontents’ damage.

The limits of liability are: $150,000 per any or@neeyance (do not sign for additional insurance).

Our policy does not cover:

. Accounts, bills, currency, deeds, evidence of deloiney, notes, securities and bull

. Jewelry and precious stones not in a setting exegeii,00C

. Furs including articles that contain fur which regents the principal value exceeding $2,000 iratfgregatt
. Live plants, animals, aircraft and perishable fi

. Salesme’s samples, merchandise for sale or exhibi
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. Automobiles and trailers and other licensed vekicleless under the care, custody and control afiihweer
Any items of unusual value must have an appramalpleted prior to shipping. This will insure profpesurance coverage on these items.

Claims

In the event of loss or damages, you should ntiiéyvan line and obtain a claim form. The clainmfanust be executed and presented to the
van line for their coverage of insurance respofigés. You should keep a legible copy of this oigfor possible future reference.

IMPORTANT : The Relocation representative should be notifiggou if the value of your shipment is in exce6$160,000 or storage in
excess of 60 days for a homeowner (30 days fontreis necessary.

You also should send a copy of the claim form to:

V. MOBILE HOMES / RENTALS
Mobile Homes

Mobile homes are not eligible for the Home SalenPldowever, the company provides options for anleyge who owns and occupies a
mobile home as their principal residence at the tihtransfer. You may be eligible for one of twations:

1. Move the mobile home and be reimbursed for dleWing expenses:

. Towing charges from old location to new locatioddine by a professional, licensed mover of moliles.

. Unblocking trailer, disconnecting utilities and rewing skirting at the old location, and reblockifigveling), reconnecting
utilities and reinstalling skirting at the new ltica. Reimbursement of these items will be basedainal expense

. Reasonable charges for packing and unpacking boeakams such as dishes and lamps to be movedkitise mobile hom

or hauling vehicle. This reimbursement is in liduembursement of the cost of moving householddgo
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2. Sale of the mobile home:

. You may sell your mobile home through a mobile ha@gent and receive reimbursement for a selling cission legal fees,
recording fees and transfer taxe

Rental Property
Old location

If you are moving from rental property, you will beimbursed for the cost of cancellation of leasaximum of three months), non-refundable
security deposit and lost rent. You must presentideentation to support each of these costs. Deplosit due to the condition of the property
at the time you vacate will not be reimbursed.

New location

If you use an apartment finding service at the tamation, you will be reimbursed for fees or comsioss. You will not be reimbursed for
security deposits or prepayments of rent.

VI. HOMEOWNERS AND THE QWEST HOME SALE PLAN (QHSP)
A. Qwest Home Sale Plan (QHSI
Overview

The purpose of the Qwest Home Sale Plan (QHSP)facilitate the sale of your home prior to reldoat After you have marketed your home
for 30 days, QHSP will make an offer to purchaserymme at an appraised value (the “Home BuyoutiQff Generally, you have the
following options: (1) You may accept QHSP's offé) if you find a buyer other than QHSP who isliwg to pay a higher price, you may
advise QHSP of the higher offer and QHSP may mitethigher price, in which case you are eligibleddonus payment. In each case, it is to
the advantage of the company and you to have QHiBthase your home and resell it, even where yoaimdd the buyer without QHSP’s
involvement.

Your QHSP representative will be in touch with ytotexplain the Home Sale Plan as soon as you #ner@ed into the program and are ready
to start the appraisal process.

The home sale process can begin no earlier thatag®prior to the relocation effective date. Yol representative will coordinate the
efforts of those who are involved in determining fair market value of your home. He or she aldbpsovide you with the information you
need to evaluate a QHSP offer to purchase your hQHSP representatives are well qualified to prevadsistance in marketing your home
and in contract negotiations.

QHSP is sure you are anxious to know what the HBmgut Offer will be. We're also sure you want tledfler to be a fair one and so do we.
Here is a brief summary of the process involvedriiving at the Home Buyout Offer and completing flurchase transaction. These steps will
be explained in greater detail on the following gmg
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1. Opinions regarding the most probable sales mfigeur home will be submitted to QHSP by a l0@&SP network residential real estate
agent and, in most cases, two local independerdfpeaisers

2. Based on the two independent fee appraisals,FQiMB extend a “guaranteed” offer to purchase ylooime at the most probable sales
price for a specified amount of time - the “off&rjpd” (60 days). Guaranteed means that the offérm during the offer period
regardless of changes in the real estate markietright occur during that timi

3. You may elect to accept the QHSP offer immediabelput your home on the market using Qt's designated real estate ag:

If you put your home on the market and receiveffer from a buyer, submit that offer (the “Amexdvalue” offer) to QHSP. QHSP
may amend its original offer and close the salé witu. Simultaneously, QHSP will enter into a caotiwith your buyer and be
responsible for closing the sale of your home \thin buyer

5. The Amended Value offer you submit to QHSP mayigbér or lower than QHS's offer. Once the Amended Value Offer closes,
company will pay you a bonus (s*BONUS” section unde*Making the Sal” for details).

Be aware that there is a significant tax benefthescompany and to you for using the Amended V@iffer. If you are not able to secure a
buyer for your home you may accept the QHSP’s quaeal offer.

B. DO | QUALIFY FOR THE HOME SALE PLAN?
When you request home sale assistance, your horsebrmwavailable for sale.

QHSP will buy your home only if all of the followig requirements are met:

. Must be your principal place of residence at tih&ansfer and be a single family dwelling (houssynhouse
condominium, etc.). If it includes acreage it mstwithin the normal zoning limits for that partiaulocale or
neighborhood

. The property title is in your nam

. Your mortgage may be prepaid in full with a penaldg exceeding one percent (1%) of the originahloasix (6) months’

interest on the principal balance prepaid, whichévgreater
. Insurance is available at standard rates for hazafrfire and extended coveray
. Any leases can be terminated by Supplier with noentigan 60 days notice to the ten:

. Owned by an Employee not involved in a collectiglocation of a substantial group, operating unifuaction, from &
particular geographical are

. Not located in an economically depressed area@arghty defined by federal government economicdatbrs, including bu
not limited to, unemployment rates and per capitaine;

. Value does not exceed two (2) times the averageipheilListing Service“MLS") listing in the area

. Not insulated with material containing urea forneddgde;
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All of the normal characteristics of a home suclpaisble running water, sewage or septic systentsekectricity;

Is not vacant lanc

Is not located in a distressed real estate marketevthe number of homes available for sale excae® (1) year suppl
Does not contain Louisia-Pacific or similar siding, exterior insulation fafi system, toxic molc

Is not partially completed or under substantiabretion;

Is not an earth berm sheltered reside

Is not used, in whole or in part (excluding homficek), for nor-residential purpose

Is not located in a flood plai

Is not a mobile home or a manufactured housing

Is not located on or in close proximity to an angeor containing or contaminated with, any hazaslor toxic, substances,
materials, chemicals, or gases, including but inuitéd to radon, urea formaldehyde foam insulatashestos, lead base
paint, chlordane, or other regulated chemicalk\atls which exceed applicable regulatory thressi

Free from termites/pests/dry rot. If asbestos imébin the home, it must be removed or encapsulatedspecialist. A valid
radon gas test shows 4.0 pCi/L or low

All plumbing, heating, electrical and mechanicadteyns must be in good working order and the homst bustructurally
sound as determined by a licensed structural eagifeterior drainage must meet recommended guielelas defined by
said structural engineer. Basement/crawl spaces loeudry.

There must be three to five years of life remairimthe roof, certifiable by a licensed roof
There can be no broken windows or broken sealsilg pane window:

The home must meet FHA, VA or 90% conventionalriciag guidelines. Call your QHSP representatiyii have
guestions

You must provide clear title. If you have an abstiralease provide it to the appropriate agentifitating. If you have lost
or misplaced your abstract, you are responsibfgtothe costs of replacing it. If you purchasedrymme on a land contract
or contract for deed, you are responsible to pmeighroper succession of deeds to QF

Must be free of synthetic stucco siding. Also, tbenpany will not be involved in disputes relatingépairs nor provid
assistance with repairs for this type of ho

C. GETTING STARTED ON THE QHSP

The home sale process begins with your “IntroducBacket” which will be sent to you by QHSP. It includes arber of important documet
that require your immediate attention. Please ceteghem as soon as possible.

Appraisal Process and QH€S's Offer
You will be responsible for marketing your home 8@ days before QHSP will begin the appraisal gsce
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The appraisal process consists of obtaining apgsaisom two qualified appraisers, a local reahstigent’'s market analysis, and appropriate
inspections, all at the expense of the company

Your QHSP representative will give you a list opegisers. Select a total of three appraisers thabwill be used immediately and a third as
an alternate.

Call your QHSP representative with your selecti@msl QHSP will order the appraisals. The apprais@fg€ontact you within a few days to
make an appointment to inspect your home. Pleatgethat QHSP and/or the Company has the rightjéatrany appraisal which, in the
opinion of either party, fails to take into accosignificant factors bearing on the appraised valude property or which is, in any other
respect, unsatisfactory to either party.

Please schedule the appraisals soon, wheneveardhienient for you and AT DIFFERENT TIMES - so tygpraisers remain independent.
When the appraisers arrive at your home, give taeopy of your Market Approach Appraisal Form (fdun the Introduction Packet).

After the written appraisals are received and megi by QHSP, QHSP will make you a verbal offer soghase your home. Within a few days
QHSP will send you a formal written offer and arfedfPackage. The Offer Package includes a QHSPRamirif sale, copies of your apprais
and a Power of Attorney Package.

The QHSP offer price is established by averagiegwo appraised values. However, if the two appigidiffer by more than five percent
(5%), a third appraisal will be obtained. The offiell then be established by the average of theesbf two closest appraisals. You will have
60 days from the date of QHSP’s written offer tpgecept it or (b) locate a buyer other than QH8Bugh your own real estate agent.

Reconsideration of Initial Proposed Offe

If you are dissatisfied with QHSP’s written offggu may ask QHSP to reconsider its offer priceth&ttime, you must submit in writing to
your QHSP representative additional information y@nt the appraisers to consider. Your represeetatill then write a letter to eac
appraiser asking him or her to reconsider the mpuasiable sales price based on this new information. will receive copies of the letters that
are sent to the appraisers. The appraisers wibre in writing, upon completion of their reviedtbe new information. If appraised value
changes, your offer will change accordingly.

D. LOCAL BROKEFS MARKET ANALYSIS

QHSP will ask a local real estate agent to preparearket analysis for your home. This agent wilfrioen a group of agents selected and
trained to serve as QHSP’s “eyes and ears” in yrarket. QHSP then can begin marketing your homeddiately if you sell your home to us.
The market analysis is for comparison purposes antywill not affect your offer since the offeriased solely on the appraisals.

The QHSP real estate agent will contact you at attmusame time as the appraisers. The agent rawigie QHSP with a market analysis of
your home and impressions regarding overall aftracess, advantages and disadvantages, the coimpetitd most probable sales price
terms.
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Your own real estate agent’s listing will be teratied if and when QHSP purchases your home. Tlisyisur interest and in the Company’s
interest and assures your agent is working asdmpbssible to sell your home prior to your acagggaof the QHSP offer.

E. INSPECTIONS AND RADON TESTING
QHSP will order all necessary inspections (whiah@aid for by the company) through our local resthie agent.

One responsibility of the appraisers and the re@te agent is to make recommendations regardspgations needed on your home. As with
any buyer, QHSP needs to know as much about tieegyoas possible to make an informed offer on ymme.

Inspections and Test
The following inspections may be required:

. Radon Gas Te!

. General Home Inspection (for homes over 15 yeaegej
. Well

. Septic

. Solar Hot Water Syste!
. Swimming Poo

. Spa/Hot Tuk

. Wood burning Stow

. Termite/Pest/Dry Rc

. Structural

. Roof

. Mechanical Systerr

. Asbestos (if present it must be removed or encap=iiby a specialis

. Synthetic Stucc

Lender Requirement

Whether QHSP buys your home or you find a buyeyaur own, the condition of your home must meetaiartender requirements. Lenders
can require such items as: five year remaining lit@mfpotable water, a working septic system, &leal, plumbing and heating fixtures that
meet local code requirements, proper exterior diggnsound structural condition, and adequate .paint

Responsibility For Required Wor

If you accept QHSP’s offer, it is your responstililio correct defects noted in the inspectionsdé&termine the costs of the repairs, you have
the option of obtaining your own bids from licengexhtractors or QHSP will order these bids for yéau may contract for repairs to be
completed by a licensed contractor or allow QHSEsmrow an amount sufficient to complete requiegzhirs.

NOTE: Real estate law requires disclosure of alpéttions to potential buyers. QHSP will give beyespies of all test and inspection repc
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VIl. HOMEOWNERS AND MARKETING YOUR HOME OUTSIDE THE QHSP

A. LISTING YOUR HOME

In order to take full advantage of the bonus prognae encourage you to list your home as soon ssilple if you have not already done so.
QHSP will provide a Home Marketing Assistance Panghbook.

Always interview at least two different, full-tinreal estate agents. Select the agent you feelwilk hardest for you. As soon as you have
selected your agent, call your QHSP representatitfethe agent’s name and telephone number.

The Listing Agreement/Exclusion Clause (found imytroduction Packet) must be included in yostitig. Your listing agent will be
required to pay QHSP a referral fee. The fee allpasto cancel the listing agreement with the ageat eliminate any obligation to pay a si
commission to the listing real estate agent if ghaose to accept QHSP’s offer. Most agents arditamith this type of clause and do not
resist including it in the listing agreement. Ifuyencounter difficulties, please call your QHSPrespntative immediately.

If you've already listed your home and have notuded a clause to this effect, you still need teehgour listing agent sign the Broker
Exclusion Clause. Please call your QHSP represeatifityou need any help in this matter.

Home Sale Bonus Prograr
Qwest encourages you to find a buyer for your hbsneffering you a bonus program. If you list witl@&SP registered agent, as an incentive,
you can receive a two percent (2%) bonus basedtomlesale price of the hom

The maximum bonus payment is $5,000. The bonuarisidered additional compensation and will be paigou by Qwest after the amended
sale offer has been completed and finalized. Toiib is considered taxable income and taxes willidgheld.

B. WHEN YOU FIND A BUYER
Negotiating the Offel

When your real estate agent brings you an offdéryoar QHSP representative immediately. They wéked to talk to your agent to make sure
the necessary addenda are included. You may vemedjotiate the terms of the contract, i.e. piwssession date, personal property, B@.
NOT SIGN contract with buyer.

QHSP cannot accept an offer contingent upon theafahe buyer's home and the sale should clodem@0 days of receiving the buyer’'s
offer.
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Selling Costs

As part of the Home Sale Plan, most selling costgaid for by the company. These costs are:
. Your real estate age’s commissior
. All normal and customary closing co:

Signing the Offer

Please do not sign, initial or have your name dagegon any contract documents including countepgsals, addendum, etc. When the offi
acceptable to you, have your real estate agentestar overnight mail the contract to QHSP for sityme.

QHSP Matches the Buyer's Offer

For tax reasons that are advantageous to you antbthpany, QHSP must buy your home and resellyibto buyer. QHSP will enter into an
agreement with you (i.e. amend the QHSP offer)raatth all terms you have agreed upon with the bagbr after all contract contingencies
have been removed, except financing. This meanytharemain responsible for negotiating all itetimast the buyer requests be
repaired/replaced as a result of any inspectioask{uyer's or QHSP inspections). You are finahgiasponsible for whatever you and the
buyer agree to. The QHSP contract will be identioglour buyers contract. You need to complete the Offer Packageediately and return 1
QHSP by overnight mail.

NOTE: QHSP will close the sale with the buyer tiiere, you do not need to attend the clos

Amended Sale Exceptior
If you receive an offer of 10% or more above thprajsed value, that sale shall not be matched (detdrby QHSP.

If you encounter this please call your QHSP repregive immediately! There will be some differenéegour responsibilities but QHSP will
still handle the closing for you.

VIIl. HOME SALE: MISCELLANEOUS

A. EQUITY PAYMENT PROCEDURES

Equity

The amount of your equity will be calculated by tsabting the following items from QHSP’s offer anmbu

. Outstanding loans and/or indebtedness againstripefy and prorated accrued intet
. Prorated property taxe

. Unpaid bonds and assessments where included apfiraised valu

. Any required work outlined in the inspection rep«

You must complete the Home Buyout Offer documenthatime you wish to accept QHSP’s offer andnreitito your QHSP representative
by overnight mail. QHSP will pay you your equityyiour house after the Acceptance Date or AmendéziBaalization Date.
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B. IF NO ONE'S BUYING
You May Accept QHSP’s Offer

If you are unable to find a buyer you may acceptSRH offer any time during the 60 day offer peridd.accept the offer you must complete
the Home Buyout documents. After you accept, yoy reanain in your home an additional 45 days. Per-tbme Buyout Offer, when QHSP
purchases your home you agree to allow QHSP odesignated agent of QHSP or potential buyers a¢odabg property at all reasonable
hours.

Your Responsibility Ends

You will continue to be responsible for meeting timancial obligations associated with owning ybome (mortgage payments, taxes, utilit
maintenance, insurance, repairs, and general upkedipthe later of your vacate date or acceptasfdae QHSP offer. After that date QHSP
will take full responsibility for the home. The QR®ffer stipulates that you will maintain the prageand landscaping in the same conditions
as they were at the time of the appraisals upocwQHSP based its offer to you.

You must not do anything subsequent to closingagating that would create any liability against pheperty or QHSP.

Mortgage Payment

Please forward your coupon booklet(s), if you hawe, after you make your last payment (i.e., maa#g&OA) to QHSP. If you have a
contract on your home and the closing is beforel@tb of the month, call your QHSP representatit@i may not need to make that month’s
payment.

QHSP will only make the next month’s mortgage ontéowner Association (HOA) payment if the last dayaur financial responsibility is
prior to the 20th of the month. Example: If thetlday of your financial responsibility is July 2du must make the August
mortgage/Homeowners Association payments. Youredeive credit for July 25-July 31 on your finalteament. The August mortgage
payment actually pays interest in arrears for July.

NOTE: If your mortgage payments are made throudgbraatic withdrawal from your checking account aotigh payroll deduction, it is yo!
responsibility to notify in writing your financiahstitution or payroll department of the date auaticmdeductions are to be stopped. (Ask your
QHSP representative if you need help with this.)

Canceling Insurance

It is your responsibility to contact your insuraragent to cancel your homeowrsinsurance. Cancel your insurance effective miunid your
vacate or acceptance date, whichever comes lasgsknyour agent to have any refund sent directiyou.

NOTE: If you plan to leave your home unoccupiedacant prior to accepting QH’s offer, you need to check the vacancy clauseoinry
insurance policy to make sure your home will beered.
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Final Utility Bills
You are required to notify your utility companiesdarequest a final bill be sent to you at your ragdress. It is your responsibility to pay the
final bill(s). Your final day of responsibility igour vacate date or acceptance date, whicheverstase
The utilities are not to be turned off but are éotkansferred to one of the following:
. Directly to the new buyer if the closing occursarbefore your vacate da
. To your listing real estate agent if the home heenbsold but is scheduled to close after your eadate
. To the real estate agent who did the Market Analf QHSP if accepting the QHSP Home Buyout O

Condition

Your contract to sell your home, whether it be WitHSP or another buyer, will stipulate that youmeomust be left in “broom clean
condition. This means:

. All tra_lsh boxes, discarded furniture, paint cateniimable items) and other personal items mustie@ved from the
premises

. All floors must be washe

. All carpets must be vacuum

. Bathroom and kitchen must be scrubbed and cleamedding cabinets and applianc

You will be charged if QHSP hires someone to take of these items.

Keys
Please give all keys and garage door opener csritrglour listing agent.

C. CAPITAL LOSS

A capital loss is the difference between the sptes and your Original Value. Your Original Valigethe original purchase price of your home
unless you have been previously relocated andwedei destination appraisal at that time. Then @riginal Value is the lesser of the
destination appraisal or the original purchaseepriityou experience a capital loss in the salgoafr home, QHSP will reimburse you up to a
maximum of $25,000.

Your Qwest Relocation representative will work wyjibu in calculating your capital loss. The capitels reimbursement will be paid when a
final sales price has been established. The cdpdslis a grossed-up amount.
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IX. MOVING ON
A. FINDING AND APPRAISING YOUR NEW HOME
Home Finding Assistanci

Your QHSP representative can assist you with figgiour new home in the new location. QHSP has tedgurofessional local real estate
agents to assist you. Your selected agent wilhlieuch with you to discuss your home finding &ipd will provide you with the information
you need to know about your new city. Because @hier familiarity with Qwest policies and requiremtss he/she will help to make your mc
easier and more pleasant. Use of our service @tteg) an agent helps you avoid the pressuresivellhmeaning friends or fellow employees
who “know a real estate agent in your new citytta frustration of too many agents becoming invdlve

Your QHSP representative will stay in touch withuyegarding finding a home. If at any time thera roblem, please let your QHSP
representative know. Another agent can be selected.

It is highly advisable that you wait until you knd®@HSP’s buyout figure before purchasing a homéeanew location. The equity available for
your new home purchase may not be as much as ybplaaned on. If you must purchase, make the contantingent upon a satisfactc
buyout offer from QHSP.

Please read the section in the Home Marketing fssige Program on Home Finding Tips.

Destination Appraisal (Optional
As an additional benefit to you, QHSP can ordeajpraisal on your new home (destination apprasgad)a radon gas test. Both are paid fc
the company.

The destination appraisal will be prepared by alependent local real estate appraiser. It prowdeswith the opinion of an unbiased third
party (the appraiser) who points out the positised negatives of the property as well as a rangalag so you can buy wisely in what may be
a totally unfamiliar market.

Please contact your QHSP representative for ingtng: When s/he receives the appraisal and ragginasults, QHSP will call you and will
mail copies of the results to you.

QHSP’s Inventory Homes Available for Purchase

As you search for a home to purchase in your detiin city, keep in mind QHSP’s inventory homes. echase homes from employees alll
over the country. They have been appraised, acegpaccordingly and are in good condition. Your @H8presentative can provide you wit
list of these homes.

Please be advised that synthetic stucco homesghoott the United States may have serious moistudglgms. If you purchase such a home
and move again with the company, you will not bgilele for the home buyout offer. Qwest will neith®e involved in disputes relating to
repairs nor provide assistance with repairs oftype of home. If you are considering such a hgutegse investigate thoroughly all the pos:
consequences relating to synthetic stucco.

B. FINANCING OPTIONS / HOME PURCHASE

Wells Fargo Home Mortgage, Inc. and Citimortgaderofnortgage financing for relocating employees.aAglocating employee there are
many benefits in using these preferred nationaldes) including:

. Knowledge of the Qwest relocation progr
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Competitive relocation interest rat

Pre-qualification to allow you to know, prior to youoime finding trip, approximately how much you cafoed to purchas
Possible consideration of 100% of your spouse/pt's current income in determining your future loaroamt

Prompt mortgage approval and processing-around time:

Availability of more generous de-to-income ratios that may allow you to qualify forigrgficantly higher loan amout

A choice of many mortgage products and down payraketnative:
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For further information, you may contact:

The financial institutions listed herein are merekamples of acceptable institutions. This ligias intended to be exclusive. Qwest will pay
reasonable closing costs per the policy guidelofesther financial institutions as long as they aaputable.

How the Buyout Affects Financing on Your New Hon

If you use a mortgage company other than Wellsd-argCitimortgage, that company will need verifioatof your buyout from QHSP. We ¢
provide your lender with a letter of guaranteelmn sale of your present home. If needed, have Igaurofficer call your QHSP representative.

Home Purchase and Acquisition Cos

If you purchase a new home within a period of twatvonths following the effective date indicatedtio® Relocation Authorization Form,
reimbursement may be made by the company for tlerMimg expenses incurred in taking title to thegerty. In order to qualify, you must
have been a homeowner at the former location.

. Lender service fees including loan origination fdmsy down, loc-in fees, etc., not to exce...

. If interest rate is: 6.99% or below =1
7.00% to 7.99% = 2%
8.00% or higher = 3%

Interest rate is based on the FNMA 60 day 30 yeddy

. Attorney's fees, escrow or conveyance fee (for retained lgaices, except to clear title defec
. Mortgager's title insurance fee (insurance premiums areeiotbursable

. Appraisal

. Real estate transfer t;

. Recording fee

. Survey (as required by lende¢

. Inspection fees for termite or structural defetitegmmon for the area or required by lenc

. Credit repori

. Notary fees

. Radon inspectio

Reimbursement will be made only if the purchasdreanis signed within the twelve-month period. @pg of the closing statement is
satisfactory verification of the expenses incuriédur Qwest Relocation representative will be tinalfjudge of the charges that are
reimbursable.

NOTE: Some real estate agents and mortgage brokersharge a fee to assist you in obtaining finagcThis fee is not a reimbursal
expense.

REVISED 5/19/2009 Fier 1, Executive Page
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Qwest Nonqualified Pension Plan
As Amended and Restated Effective as of January 2001
PREAMBLE

U S WEST, Inc., a Delaware corporation (“Old U S 8E), established the U S WEST Senior ManagememtQuoalified Pensio
Plan (the “Nonqualified Plan” or “Plan”) effectidlanuary 1, 1984 to restore to certain of its exeesitand to the executives of certain of its
subsidiaries various pension benefits that canegtdid from the Qwest Pension Plan, formerly th& WEST Pension Plan (the “Pension
Plan”). Effective January 1, 1988, the Plan wasraded, restated, and renamed the U S WEST ExeditimeQualified Pension Plan. The Pl
was amended and restated effective January 1,d8®7enamed the U S WEST Nonqualified Pension Rlathwas again restated effective
January 1, 1999.

Effective on or about June 30, 2000, U S WEST neige Qwest Communications International Inc. (“€3t/) and Qwest
became the plan sponsor and the Company (but Ratticipating Company until January 1, 2001). lis tocument, the Company again
amends and restates the Plan, effective Janu&@01, and renames it the Qwest Nonqualified Perizian.

Except as otherwise provided herein, the provisafrthis Nonqualified Plan apply solely to an Emyde of a Participating
Company whose employment terminates on or aftaralgri, 2001. If an Employee’s employment termiggteor to January 1, 2001, that
Employee is entitled to benefits under the NondjgaliPlan as it existed on the date of the Emplsyemination of employment.

ARTICLE |

DEFINITIONS

Capitalized terms in this Nonqualified Plan whick also defined in the Pension Plan shall havertbaning set forth in the Pension P
unless otherwise provided below:

1.1 “Administrator” shall mean the Executive ViceeBident-Human Resources, Qwest Communicationso€atipn or his or her
successor or delegate.

1.2 “Beneficiary” shall mean, as the context watsa(i) the contingent annuitant designated by réidaant with respect to a pension
benefit hereunder, (ii) the beneficiary set forthAirticle VI with respect to a pre-retirement deb#nefit payable in Article VI, (iii) the person
or persons designated to receive any unpaid Ingalis after the Participant’s death, or (iv) thedfiary set forth in Section 7.3 with respect
to the ancillary benefits payable under Article .VII



1.3 “Board” or “Board of Directors” shall mean tBeard of Directors of the Company.
1.4 “Commencement Date” as defined in Section 3.1.

1.5 “Company” shall mean Qwest Communications héonal Inc., any successor company and any sabigigl participating the
Pension Plan. Prior to June 30, 2000, it meantWEST, Inc., which was merged into the Qwest cotadgroup.

1.6 “Compensation” shall mean compensation as ééfin Section 1.10 of the Pension Plan without ret¢@ Subsections (d) and
(e) thereof (the provisions implementing sectiotd(4)(17) of the Code), plus the following:

(a) Compensation deferred under the Qwest Def&@@mdpensation Plan for a Plan Year (excluding anguants deferred or
payable pursuant to any incentive plan of the Campgrorated to one-twelfth (1/12) and spread gvewer the months for the Plan Year of
the deferral;

(b) Prior to 2001, the amount of any Short Ternehtore Awards paid with respect to a Plan Yearrated to one-twelfth
(1/12) and spread evenly over the twelve monthth@Plan Year during which the Short Term Incenfiveards were earned (provided that in
the case of any Short-Term Incentive Award paid2@®d0, such amount shall be spread evenly oveiriesix months of 2000); and

(c) The value of Company common stock (without rdda its restricted status on the date of graai)l ps an award under a plan
that provides for awards in the form of Company nwmn stock in lieu of cash and that has been apgrbyehe shareholders of the Company,
provided that such award is designated by the Athtnator as Compensation under this NonqualifiehPIn all cases, such awards shall be
valued for purposes of this Nonqualified Plan athefdate of the award.

1.7 “Instaliments” shall mean a form of benefitwhich a Participant’s benefit under this Plan iglpa a fixed number of annual
installments, not to exceed ten, elected by thédizant in accordance with procedures establidghethe Administrator.

1.8 “Nonqualified Percentage” as defined in Sectidi(b).
1.9 “Nonqualified Plan” shall mean this Qwest Noalified Pension Plan, as amended from time to time.
1.10 “Nonqualified Plan Hypothetical Benefit” asfided in Section 4.1(c).
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1.11 “Participant” shall mean an Employee of aiBigating Company who has satisfied the applicabtpiirements of Section 2.1.

1.12 “Pension Plan” shall mean the Qwest Pensian pleviously named the U S WEST Pension Plankrgetes to any article or
section of the Pension Plan include reference yocamparable or succeeding provisions that amemplement or replace such article or
section.

1.13 “Pension Plan Hypothetical Benefit” as defime&ection 4.1(a).

1.14 “Pension Percentage” as defined in Sectiofb!.1

1.15 “Plan” shall mean this Qwest Nonqualified Ren$’lan, as amended (previously named the U S WESWualified Pension Plan).
1.16 “Plan Year” shall mean the calendar year.

1.17 “Short Term Incentive Award” shall mean an edvdetermined annually pursuant to either the UESSW Short Term Incentive Plan
as amended or superseded, the U S WEST Executort Bérm Incentive Plan as amended or supersedé¢le &xecutive Director Short
Term Incentive Plan as amended or superseded. éragiilified Plan benefit calculation purposesafiy Short Term Incentive Award earned
in the year of Termination shall be prorated an@ag evenly over the applicable months on the playrthe final Plan Year of employment,
and (ii) for a Participant who Terminates and whs b Short Term Incentive Award that is paid afemination, the award will be spread
evenly over the months of the year the award wasega If a Short Term Incentive Award is paid affermination, the Participant's benefit
under this Nonqualified Plan shall be adjustedbeattively to reflect such payment if necessary shch awards are paid after 2000.

1.18 “Wages” shall mean wages as defined undeid®ett9 of the Pension Plan as of February 28, 1888ulated without regard to
Code section 401(a)(17), plus the Short Term Ineemtward most recently paid prior to February 2893.
ARTICLE Il
ELIGIBILITY

2.1 Eligibility to Participate Each participant in the Pension Plan who is adgament Employee and (a) whose Compensation flar
Year exceeds the limit on includible compensatmmbienefit accrual purposes under Code sectionad@If), or (b) who is a participant in the
Qwest Deferred Compensation Plan, or (c) prior@@12who received a Short Term Incentive Award wétbpect to a Plan Year, shall be
eligible to participate in this Nonqualified Plan.




2.2 Entitlement to BenefitsNotwithstanding the foregoing, a person who igilele to participate pursuant to subsection (afeftion 2.:
shall not be entitled to any benefits from thisrRlaless such persanbenefits under the Pension Plan would be gréater limit on includible
compensation under section 401(a)(17) of the Cadlaat apply or Compensation under the Nonqualiféah were substituted for
compensation under the Pension Plan. For purpdgbe preceding sentence, the determination of mdrehe benefit under the Pension Plan
would be greater shall be made by assuming tha¢ Gedtion 415 did not apply. If a perseienefits under the Pension Plan are reduced/
by virtue of Code section 415, no benefits shalpagable from this Plan although the individual nbayentitled to a benefit from the excess
plan set forth in Section 5C.2 of the Pension Plfaa Participant is entitled to a benefit undes tNonqualified Plan, no benefits shall be
payable from the excess plan set forth in Sectdr? ®f the Pension Plan.

ARTICLE lll
PAYMENT OF BENEFITS

3.1 Annuity Commencement Dat®ayment of a Nonqualified Plan annuity benefétlsbommence as of such time (thedmmencemer
Date”) as elected (or deemed elected) by the Raatit, provided, however, the Commencement Date moaye earlier than the Annuity
Starting Date elected under the Pension Plan er than the later of age 65 and the Participargission Effective Date. For purposes of this
Section 3.1, if the Participant elects a partiahfpusum under the Pension Plan, the Annuity Stafiatg under the Pension Plan shall be the
date as of which the annuity under the Pension &ammences.

3.2 Lump Sum and Installment Commencement Date

(a) Notwithstanding Section 3.1, if a Participalecés payment under this Plan in the form of a lisam distribution or
Installments, the distribution shall be paid or coemce to be paid approximately 60 days after Higieparation (unless the Participant elects
deferral of the distribution). The Commencementelaftsuch a distribution shall be the ParticipaRession Effective Date, even though the
distribution may not be made for approximately @9<i(no interest shall be paid due to the delgayment). If a Participant who has elected
payment of benefits under this Plan in the forna &ddmp sum dies after the Commencement Date, batdthe payment of the lump sum, said
lump sum shall be paid to the deceased Participastate.

(b) Notwithstanding Section 3.1, if the Participatects deferral of the lump sum distribution cstadiments, the distribution shall
be paid or commence to be paid, in accordancetivliParticipant’s election, in March of the firs¢cond, third, fourth
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or fifth calendar year after the calendar year imiclw the Eligible Separation occurs. The Commencgbate of such a distribution shall be
March 1 of the year in which the distribution iscmmmence, even though the distribution may nataigt commence on such date (no interest
shall be paid due to the delay in payment).

3.3 Election of Form of Benefit

(a) If a Participant becomes eligible for partitipa in this Nonqualified Plan, he shall, within 88ys after he receives information
regarding participation in the Nonqualified Plaleot the form in which benefit payments shall bedmaA Participant may elect to change the
form of benefit at any time after the fifth annisary of the previous election. However, any suelst@n shall be void unless the Participant
remains an Employee at least six months after #ite tthe election is filed with the Administratdnr@ge months in the case of the initial
solicitation made in May 1997). If a Participanases to participate in the Plan and subsequerttymmences participation, any prior election
(or deemed election) shall remain valid unless\a @lection is made.

(b) A Participant may elect payment of the Nondfiedi Plan benefit in any form of benefit availabdethat Participant under the
Pension Plan (excluding the partial lump sum opt@mminstaliments.

(c) The Participant shall have full power and attljido make elections with respect to the fornmpafyment of benefits under this
Plan without obtaining the consent of such Pariat{s spouse, including the waiver of payment mfttrm of a joint and survivor annuity. All
such elections shall be made on a form providethbyAdministrator in accordance with procedurealdighed by the Administrator.

3.4 Small Benefits Notwithstanding any election or deemed electiorspant to Sections 3.3 or 3.5 or any other proxisif this Plan, if
the Participant’s benefit under this NonqualifiddrP(excluding any benefits payable under Articlédf this Nonqualified Plan), expressed as
a lump sum in accordance with Article V, is $10,@d0ess, the Nonqualified Plan benefit (excludimy benefits payable under Article VII of
this Nonqualified Plan) shall be payable only ia form of a lump sum approximately 60 days afterRlarticipant’s Eligible Separation. For
purposes of the preceding sentence, if the Paatitip Annuity Starting Date under the Pension Famore than 60 days after his Eligible
Separation, the Participant’s benefits under thaad\ialified Plan shall be calculated as if the iBigent elected a single life annuity under the
Pension Plan (if the Participant is not marriedtmPension Effective Date) or as a 50% joint amgligor annuity under the Pension Plan (if
the Participant is married on the Pension Effechate), in each case commencing at age 65 or theidteEffective Date, whichever produces
the lower Nonqualified Percentage, based on theeGedtion 415 limits in effect on the date of HilgiSeparation.
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3.5 Default Elections

(a) If a Participant fails to elect a Commencenigate and either (i) fails to elect a form of Nonlified Plan benefit, or (ii) elects a
lump sum, the Nonqualified Plan benefit shall bielpathe form of a lump sum approximately 60 dafter the Eligible Separation. If a
Participant fails to elect a Commencement Dateadects Installments, the Nonqualified Plan bersfdll be paid in the form of Installments
commencing approximately 60 days after the Eligthégparation.

(b) If the Participant elects a Commencement Datefails to elect a form of Nonqualified Plan b&nét shall be paid in a lump
sum on that date set forth in Section 3.2 coingjdiith or immediately preceding the elected Comreement Date, but in no event later than
the March of the fifth calendar year after the ndlr year in which the Eligible Separation occurs.

3.6 Suspension of Benefit PaymenBeemployment commencing on or after January 97 B8 a Management Employee shall not result
in suspension of benefits. Reemployment with anyi¢daating Company prior to 1997 subsequent tarlieation with any type of benefits
described heretofore shall result in the suspersiohe benefit for the period of such employmenteemployment.

ARTICLE IV
AMOUNT OF BENEFIT

4.1 Calculation in First YearSubject to Articles Il and V, the amount of atR@pant’s benefit payable under this Nonqualifiéidn in
the Plan Year in which the Commencement Date ozhal be calculated in the following manner:

(a) The Participant’s hypothetical benefit that Wbloe payable under the Pension Plan for that sflealt be calculated (i) by using
the form of benefit and Annuity Starting Date eéetby the Participant under the Pension Planbyifaking into account any cost-of-living
adjustments provided under the Pension Plan, @htyiassuming Code sections 401(a)(17) and 448 (ae Pension Plan provisions
implementing such Code sections) did not apply@achpensation under the Nonqualified Plan were gubstl for compensation under the
Pension Plan. This hypothetical amount will be mef@ to as the Pension Plan Hypothetical Benefit.

(b) The ratio of (i) the actual Pension Plan bermdyable for that year using the form of beneiid &nnuity Starting Date elected
by the Participant under the Pension Plan and gakito account any cost-of-living adjustments pdad under the Pension Plan or under Code
section 415, if applicable, to (ii) the PensionrPtéypothetical Benefit, shall be calculated andregped as a percentage (or fraction). This
amount shall



be referred to as the Pension Percentage for #re Yee Nonqualified Percentage for that year stwglial 100 percent (or one) minus the
Pension Percentage for the year.

(c) The Participant’s hypothetical benefit that Wblbe payable under the Pension Plan for that sfealt be calculated (i) by using
the form of benefit and Commencement Date elecyetthds Participant under the Nonqualified Plan, l§if)taking into account any cost-of-
living adjustments provided under the Pension Pdad, (iii) by assuming if Code sections 401(a)@m) 415 (and the Pension Plan provisions
implementing such Code sections) did not apply @athpensation under the Nonqualified Plan were #ubsd for compensation under the
Pension Plan. This amount will be referred to asNbnqualified Plan Hypothetical Benefit.

(d) Except as provided in Section 5.7, the annoadunt of the Nonqualified Plan benefit payabletfa Plan Year in which the
Commencement Date occurs equals the Nonqualifiad R/pothetical Benefit multiplied by the Nonquid Percentage. Unless the
Participant elects a lump sum benefit or Installtegane-twelfth of such amount shall be paid eaohtmin arrears (with a pro rata adjustment
for the first payment if the Commencement Datedisthe first day of a month), provided that no paytshall be made for months (or parts of
a month) prior to the Commencement Date.

(e) In the event the Participant elects the sanma fif benefit under both the Pension Plan and Nalifiggd Plan (other than a lump
sum) and also elects that benefits under the tansptommence on the same date, the foregoing atéms will result in a benefit payable
from this Nonqualified Plan equal to the excesthefamount set forth in Section 4.I(a) over the am@escribed in Section 4.1(b)(i).

(f) As set forth in Section 3.3, if the sole reasioat the Pension Plan Hypothetical Benefit excéledsmount set forth in Section 4.1
(b)(i) is due to the application of Code sectio’ 410 benefits shall be payable from this NongiediPlan.

4.2 Calculation in Subsequent Yeai&he calculations described in Section 3.1 shafhérformed again in each subsequent Plan Year in
which a Nonqualified Plan benefit (other than adfrin the form of Installments) is payable in actance with the form of Nonqualified Plan
benefit elected. Subject to Section 4.3, if thedR@nPlan benefit ceases to be paid prior to thegNalified Plan benefit, the Nonqualified
Percentage shall be fixed in the last Plan YeaP#msion Plan pension benefit or survivor annitydid.

4.3 Survivor Annuity. If the form of benefits elected by the Participander this Nonqualified Plan provides for a suoviannuity
(including a 10-year certain and life benefit, butluding Installments) after his death and, iflagable, the contingent beneficiary outlives the
Participant, the calculations described in thidcdetlV shall be performed again, beginning in tinst month a benefit is payable to the
beneficiary and recalculated in each subsequentYRar in which a Nonqualified Plan survivor angug payable in accordance with the form
of Nonqualified Plan benefit elected. For this msg,




however, the respective survivor annuities shalised rather than the pension benefits. If theiBeilan benefit ceases to be paid prior to
Nonqualified Plan benefit (or if there is no PemsiRlan survivor annuity), the Nonqualified Perceetahall be fixed in the last Plan Year
Pension Plan pension benefit or survivor annuityaisl.

4.4 Actuarial FactorsNonqualified Plan Hypothetical Benefit shall kdaulated using the actuarial factors set fortthinPension Plan
appropriate for the form of benefit and benefit coemcement dates elected for the Pension Plan banefiNonqualified Plan benefit
respectively, without regard to any adjustmentsenriebde section 415.

4.5 Examples This Section 4.5 illustrates how the amount ohijmalified Plan benefits is calculated for a Plagalt For this purpose,
assume the Participant incurs an Eligible Separatiohis 62nd birthday and that his Defined Lumm&und DLS Normal Pension under the
Pension Plan (in each case calculated as if Carlimse 401(a)(17) and 415 did not apply and Comaiémis under the Nonqualified Plan were
substituted for compensation under the Pension) Rl@n$2.2 million and $200,000/year, respectivélye Participant's DLS benefits are in all
cases greater than the benefits under the gramdfithmula in Pension Plan Article V-B (or Articteof Appendix | of the Pension Plan, if
applicable, and the Participant does not partieif@iArticle V-E of the Pension Plan). At the time the Participai2, assume the DLS Norn
Pension payable at age 65 under the Pension Plianitisd to $150,000/year due to Code section #A8sume that the section 415 limit
increases to $160,000/year by the time the Paatitipttains age 65.

() (i) First, assume the Participant’s AnnuityrBtey Date and Commencement Date occur upon ateihorf age 65. The
Participant elects a single life annuity underPeasion Plan and a Qualified Joint and 100% SurnAvmuity under the Nonqualified Plan. In
this case, the Nonqualified Percentage is 20%(§160,000/$200,000)]. The Participant’s Nonquatdifilan Hypothetical Benefit is $200,000
multiplied by 84% (to reflect payment in the formaoQualified Joint and 100% Survivor Annuity),%1t68,000. The amount payable from the
Nonqualified Plan for the year the Participantiaitaage 65 is 20% of $168,000, or $33,€

(i) Assume that the next year the amount payatole fthe Pension Plan increases to $165,000 dueetoast of living
increases in Code section 415(d). Accordingly: yleiar, the Nonqualified Percentage is 17.5% [1165$000/$200,000). Thus, the amount
payable from the Nonqualified Plan this year is5% of $168,000, or $29,400.

(b) Assume instead that the Participant electedgiBarPlan benefits in the form of a Qualified Ja@nt 100% Survivor Annuity at
age 65. In this case, the Pension Plan HypotheBieatfit is $168,000 [84% x $200,000]. The Pen$itan benefit remains $160,000/year s
the survivor spousal annuity is ignored under Caelgtion 415. Accordingly, the Nonqualified Percegetés 8/168. If the Participant elected a
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Qualified Joint and 100% Survivor Annuity under tlienqualified Plan, he would receive an $8,000/yaarefit [$168,000 x 8/168]. If he
elected a life annuity under the Nonqualified Pthe, benefit would equal $200,000 x 8/168, or $9.82.

(c) (i) Now assume the Participant commences Per3an benefits at age 62 in the form of a sinifgednnuity. In this cas
the Pension Plan Hypothetical Benefit is $144,68#DP,000 times 72% (the Pension Plan’s early rarg factor for Article V-D benefits]. In
contrast, under Code section 415, the early re@rerfactor is 80% at 62; thus, the actual benefjigble under the Pension Plan is $120,000.
Accordingly, the Nonqualified Percentage is 1/6 [$120,000/$144,000)]. If the Participant elecaetO Year Certain Life Annuity under the
Nonqualified Plan at age 62, the Nonqualified Rilypothetical Benefit is $144,000 multiplied by 96#6 reflect payment in the form of a
Year Certain Life Annuity), or $138,240. The amopayable from the Nonqualified Plan for the year Barticipant attains age 62 is $138,240
multiplied by 1/6, or $23,040.

(i) Because the section 415 limit increases to0$280 by the time the Participant attains age I6&amount payable
from the Pension Plan increases to $128,000 [160x08]. Accordingly, this year the NonqualifiedrBentage is 1/9 [1 - $128.000/$144.000)].
Thus, the amount payable from the Nonqualified Résmyear is 1/9 of $138,240, or $15,360.

(d) Assume the Participant in Section 4.5(c) comeadrthe Pension Plan benefits at age 62, but dtréeNonqualified Ple
benefit at age 65. As described in Section 4.5)]c)ie Nonqualified Percentage equals 1/9 [1 -1@8,000/$144,000)]. If the Participant
elected a 10 Year Certain Life Annuity under thenbiaalified Plan, the Nonqualified Plan HypothetiBainefit is $200,000 multiplied by 96%
(to reflect payment in the form of a 10 Year Certaife Annuity), or $192,000. The amount payablenirthe Nonqualified Plan for the year is
$192,000 multiplied by 1/9, or $21,333.33. No atfiuent is made to reflect the fact that the NondjealiPercentage is lower at age 65 when
the Nonqualified Plan benefit commences than itldidiave been in earlier years when the Pension idaefit commenced.

4.6 Certain Increases in Pension Plan Beneftstwithstanding any other provision of this Noatjfied Plan, any increase in Pension
Plan benefits which may occur upon terminatiorhef Pension Plan as a result of the operation dfdetl.2(b)(vii) or Section 11.5(b) of the
Pension Plan shall be disregarded in determinief €articipant’'s Nonqualified Plan Hypothetical B&hand Pension Plan Hypothetical
Benefit (and Hypothetical Death Benefit) under thenqualified Plan.
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ARTICLE V

SPECIAL RULES APPLICABLE TO
LUMP SUM DISTRIBUTIONS AND INSTALLMENTS

5.1 Entire Pension Plan Benefit Paid in a Lump SiNotwithstanding Article IV: if a Participant réges his entire Pension Plan benefit
in the form of a lump sum, the Nonqualified Peregietshall be calculated as of the Pension EffeEiate and shall never change.

5.2 Nongualified Plan Benefit Paid in a Lump SuNotwithstanding Article 1V, the following rulesall apply if a Participant elects to
receive his Nonqualified Plan benefit in the forfran immediate lump sum. First, the Nonqualifieddeatage shall be calculated in accord:
with Section 4.1(a) and (b), except that it sh&ldalculated as of the Pension Effective Date &atl sever change. For purposes of the
preceding sentence, if the Participant’s Annuitgrtitg Date under the Pension Plan is more thase§8 after his Commencement Date, the
Participant’s benefits under this Nonqualified Pall be calculated as if the Participant eleetsihgle life annuity under the Pension Plan (if
the Participant is not married on the Pension Hffedate) or as a 50% joint and survivor annuitgler the Pension Plan (if the Participant is
married on the Pension Effective Date), in eacle casnmencing at age 65 or the Pension Effective ,Qéhichever produces the lower
Nonqualified Percentage, based on the Code settibiimits in effect on the date of Eligible Segama. Second, notwithstanding Sections
(c) and (d), the benefit under thus NonqualifiedrP$hall be equal to the Nonqualified Percentagéptied by a lump sum Nonqualified Plan
Hypothetical Benefit, which is defined as set fdv&iow.

In general, and subject to the rules in the PerBlan coordinating benefits in Articles V-B, V-DdN-E, the lump sum Nonqualified
Plan Hypothetical Benefit shall be computed asefdate of the Participant’s Eligible Separatiod ashall be equal to C plus the greater of A
or B; where A, B and C are as follows:

(A) If the Participant has a pension under Arti¢kB of the Pension Plan that is not a service pemsA is a hypothetical Normal
Retirement Pension under Article V-B (or Articlo7Appendix |, if applicable) of the Pension Plaaypble at age 65 shall be calculated by
assuming Code sections 401(a)(17) and 415 (anBl#reprovisions implementing such Code sectiordhdt apply and Compensation under
the Nonqualified Plan were substituted for compgasainder the Pension Plan. If the Participantdhpension under Article V-B of the
Pension Plan and is eligible for a service pensiaccordance with Section 5B.1 of the Pension Pais a hypothetical immediate annuity
commencing on the Pension Effective Date shalldbeutated under that Section by assuming that Gedgons 401(a)(17) and 415 (and the
Plan provisions implementing such Code sectiorghdt apply and Compensation under the NonqualRikea were substituted for
compensation under the Pension Plan. For purpdsedaulating the lump sum Nonqualified Plan Hypaitbal Benefit, the foregoing
hypothetical Normal Retirement
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Pension or immediate annuity, as applicable, uAdiicle V-B (or Article 7 of Appendix I, if applidale) of the Pension Plan shall be converted
into a lump sum based on the following factors:

(i) The interest rate used for this purpose shakfual to 65% of the average yield onY3gar Treasury Bonds as releasel
the Federal Reserve Board for the five calendarthsopreceding the calendar month in which the Pensffective Date occurs for Participa
who have a Eligible Separation on or after Augysitab9. For Participants who have a Pension Effedliate on or after August 1, 1999 and
prior to September 1, 2000, the interest rate sbad be the lowest interest rate determined putsiaethe preceding sentence for any calendar
month from August 1999 up to and including the rhantwhich the Participant’s Pension Effective Dateurs.

(i) Mortality shall be based on the 1983 Group Aity Mortality Table, weighted 80% for males and2@or females.

The Administrator shall use such other actuarialiagptions in calculating the present value of di¢tpant’s benefit for the purpose of
determining the amount of a lump sum distributisritashall determine in its sole discretion.

(B) B is a hypothetical Defined Lump Sum under &lgiV-D (or Article 6 of Appendix |, if applicablef the Pension Plan shall be
calculated by assuming Code sections 401(a)(17¥aBdand the Plan provisions implementing sucheCsmttions) did not apply and
Compensation under the Nonqualified Plan were #ubet for compensation under the Pension PlanpEguoses of calculating the lump sum
Nonqualified Plan Hypothetical Benefit, the resudtihypothetical Defined Lump Sum under Articl-D (or Article 6 of Appendix I, if
applicable) of the Pension Plan shall be multipbgdlL.35. Notwithstanding the preceding sentenangrother provision of this Plan, to the
extent the resulting hypothetical Defined Lump Sarattributable to an excess additional Defined puBum or Gross-up Payment paid under
this Plan instead of Appendix M of the Pension Ptarch excess additional amount shall not be niigltipy 1.35.

The foregoing hypothetical lump sums (both A andBall be calculated by taking into account theowsr rules in the Pension Pl
relating to cessation of Pension Calculation Sereicd compensation. See, for example, Sectiong@)((relating to cutoff of Article V-B
benefits and certain compensation adjustmentspBaetion 5D.2(c)(2) of the Pension Plan.

Notwithstanding any provision of the NonqualifiedriBion Plan, no Gross-up Payments shall be mads timd Nonqualified Plan
with respect to any excess additional Defined LiBuom payable under the Nonqualified Pension Pla@.S&etion 6.6 of Appendix M of the
Pension Plan. Accordingly, any hypothetical Defihetnhp Sum calculated pursuant to this subsectigr{¢BSection 6.1) shall be calculatec
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disregarding such a Gross-up Payment. By way ahgla assume that a Participant elects to recdiReasion Plan and Nonqualified
Pension Plan benefits as an immediate lump sunthetdhe additional Defined Lump Sum payable uggrendix M is $50,000, but only
$10,000 can be paid by the Pension Plan due to Ssxi®n 415. Assume also that a 17% Gross-up Payapplies. Subject to the terms of
this Plan, the additional $40,000 is payable frbm Plan (this amount is not multiplied by 1.35suant to the last sentence of the first
paragraph of this subsection (B)). In addition1a&/$0 Gross-up Payment is payable; if none of sucbunt can be paid by the Pension Plan
due to section 415 of the Code, it is payable uthierPlan. However, no Gross-up Payment is maderuthis Plan (or the Pension Plan or
otherwise) with regard to the additional $40,000%b,700) payable under this Plan.

(C) If, and only if, the Participant also has aextienefits under Article V-E of the Pension Pahypothetical Account Balance
under Article V-E of the Pension Plan shall be glted by assuming Code sections 401(a)(17) andatibthe Plan provisions implementing
such Code sections) did not apply and Compensatider the Nonqualified Plan were substituted fanpensation under the Pension Plan.
purposes of calculating the lump sum NonqualifiehPHypothetical Benefit: the resulting hypothetidacount Balance under Article V-E of
the Pension Plan shall be multiplied by 1.35.

5.3 Deferral of Lump Sum DistributiorNotwithstanding Article 1V, if a Participant elsgayment of his Nonqualified Plan benefit in
form of a lump sum and defers payment of such liepaefsuant to Section 3.2(b), the NonqualifiedrPttypothetical Benefit shall not be
computed by calculating the lump sum that woulghgable under the Pension Plan as of the Commemtddage. Instead, the Nonqualified
Plan benefit shall be calculated in accordance @&ébtion 5.2 above as of the Participant’s Eligidgaration and increased with interest from
the date of the Eligible Separation to the Commerese Date at an annual rate equal to:

(a) The yield on 10-year Treasury Notes on the dathe Eligible Separation as released by the fdeserve Board plus one
percent during any period from the date of EligiBkparation to December 31, 1997; and

(b) For any portion of a Plan Year occurring orafier January 1, 1998, the average yield on 5-Yesaisury Notes as released by
the Federal Reserve Board on the business daysrimgcduring December prior to such Plan Year. Thig shall be revised each year for all
deferrals, including deferrals from prior years.

5.4 Special Rules for Participants Who Elect aidrtimp Sum Option Under the Pension Plarhis Section 5.4 applies if the
Participant elects a partial lump sum option urtlerPension Plan.
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(a) Unless the Participant elects a lump sum utideNonqualified Plan, the Commencement Date mapagrior to the date the
annuity under the Pension Plan commences.

(b) The Pension Percentage shall equal the sumampércentages. The first shall equal the actuaplsum paid by the Pension
Plan divided by the Pension Plan Hypothetical Biénediiculated as if the entiteenefit were paid as a lump sum in the year theiBerPlan
lump sum is paid. This amount shall not changeivsequent years. The second percentage shall thguattual annual annuity paid by the
Pension Plan divided by the Pension Plan Hypotakenefit for that year, calculated as if the exthenefit were paid in the same form of
annuity elected under the Pension Plan. This ammagtchange in subsequent years. (If the Partitiglacted a lump sum under this Plan, the
second percentage shall be calculated at the Hi§ieparation in accordance with Section 5.2 aatl sever change.) The Nonqualified
Percentage for each year shall equal 100 percenn@ minus the Pension Percentage for the yegaleslated above.

5.5 No Partial Lump Sum Option Under the NonguadifPlan A Participant may not elect a partial lump sunti@mpunder the
Nonqualified Plan

5.6 Examples This Section 5.6 illustrates how the lump suntelations apply. The basic assumptions are sdt forection 4.5.

(a) Assume the Participant commences Pension Rlaefits in the form of a single life annuity at &fand a lump sum under the
Nonqualified Plan at age 62. First, as set fortBaation 4.5(c)(i), the Nonqualified Percentagé/& Second, the hypothetical $2.2 milli
lump sum amount that would be paid under the Pari2lan (if Code sections 401(a)(17) and 415 weseedarded) is multiplied by 1.35 to
provide a Nonqualified Plan Hypothetical Benefith@.97 million. Finally, the Nonqualified Plan lunspm benefit is 1/6 of $2.97 million, or
$495,000.

(b) Now assume the Participant is single, defesdPginsion Plan benefits and elects a lump sum dhdétonqualified Plan at age
65. First, as set forth in Section 5.2, becausdtréicipant defers his Pension Plan benefitsNthvequalified Percentage is the lesser of the
Nonqualified Percentage which would result if thetleipant is deemed to have elected a life anratigge 65 under the Pension Plan ol
Nonqualified Percentage which would result if tletReipant is deemed to have elected a life anratithe Pension Effective Date (age 6.
this example) under the Pension Plan, regardledgedParticipant’s actual elections, and is basethe Code section 415 limits in effect at the
date of Eligible Separation. Thus, the NonqualifRetcentage is the lesser of:

(i) 25% [l - ($150,000/$200,000)] based on the eg#ion that the Participant commences Pension B#aefits in the form
of a single life annuity at age 65; or
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(i) 1/6 [ - ($120,000/$144,000)] based on theumsption that the Participant commences Pension Iidaefits in the form
of a single life annuity at age 62.

Since, under Section 5.2, the lower percentagedd as the Nonqualified Percentage, the Nonqualifercentage would be 1/6. This
Nonqualified Percentage is then applied to the Nalified Plan Hypothetical Benefit of $2.97 milli@alculated in Section 5.6(a) which res
in a Nonqualified Plan lump sum benefit at age 53495,000. This amount would then be increaset inierest to age 65 pursuant to
Section 5.3. Note that the amount would be diffeiethe Participant were married at age 62 sitieeNonqualified Percentage would be
calculated by assuming the Participant elected®a foint and survivor annuity under the Pension Plan

(c) Now assume the Participant elected a lump sudeithe Pension Plan at age 62 upon Eligible &&parand a lump sum under
the Nongualified Plan. Assume that due to sectith the Defined Lump Sum payable from the Penslan B limited to $1.5 million.
Accordingly, the Nonqualified Percentage is 7/22%lL,500,000/$2,200,000)]. If the NonqualifiediPlamp sum is also paid at age 62, it
equals $2.97 million (as determined in Section&)afmes 7/22, or $945,000. If the NonqualifiedriPlump sum is paid at age 65, the amount
of $945.000 is increased with interest from agéos2ge 65 in accordance with Section 5.3.

(d) Now assume the Participant is single, elegtaréial lump sum of $750,000 under the Pension Rltaage 62 and defers the
balance of his pension under the Pension Planlsddéectects a lump sum under the Nonqualified Ptaaga 65. Two Pension Percentages are
calculated, one for each form of benefit. The ltlsum percentage is 7.5/22. The annuity percentaggdslated pursuant to Section 5.2 and
equals 5/12 [the greater of 4.5/12 ($75,000/$20m,@Mvich is the percentage assuming payment igea68) or 5/12 (60,000/144,000, which is
the percentage assuming payment is at age 62)][Ndhgualified Percentage equals 1 minus 7.5/22 sniiili2. The Nonqualified Plan benefit
is the Nonqualified Percentage times $2.97 millmn$720,000 payable at age 62. This amount i®asad with interest to age 65 pursuant to
Section 5.3.

5.7 Special Rules for Participants Electing Ingtalhts. Notwithstanding any other provision of this Ptarthe contrary, if a Participant
elects payment of his Nonqualified Plan benefithi@ form of Instaliments, each Installment shalthiulated as follows:

(a) The Participant shall be deemed to have anustdmalance which initially shall be equal to tlmecant that would have been
payable under this Plan if the Participant hadtetpayment under this Nonqualified Plan in therfaf a lump sum distribution to be paid on
the same date as the actual Commencement Date.
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(b) The initial account balance shall be dividedty number of annual Installments elected by tmtidpant to determine the first
annual Installment due on the Commencement Date.

(c) The account balance shall then be: (i) debitethe date of each annual Installment by the ameiusuch installment; and
(ii) credited with interest at the rates set fartiSection 5.3(b) (taking into account the ratengfeas of January 1) from the date of such annua
Installment to the date of the next Installmente Thles in Article V-E regarding crediting of inést or other amounts to the Account Balance
set forth in Article V-E of the Pension Plan shadt apply for this purpose.

(d) The account balance as of the date of the Insidliment shall be divided by the remaining numtifeannual Installments
elected by the Participant to determine the mofistioh Installment.

(e) Subsections (c) and (d) shall be repeated yeahto determine each subsequent Installment.

(f) If a Participant who has elected payment ofdfiés under this Plan in the form of Installmenissdafter the Commencement
Date, but before the payment of all Installmenty, anpaid Installments shall be paid to the deat&seticipant’s Beneficiary. Should the
Beneficiary die before payment of all remainingt@tisnents, any remaining account balance shallaié {o the Beneficiary’s estate.

5.8 Inconsistent ProvisionsThe provisions of this Article V shall take prdeace over any obviously inconsistent provisionariticle Il
or Article IV (other than Sections 4.1(f) or 4.6).

5.9 Special Lump Sum Election for Terminated Pauéiots.

(a) Effective May 22, 2003, this Section 5.9 applie any Participant who (i) previously incurredEigible Separation and whose
benefits from this Plan have not been paid oiirfiurs an Eligible Separation in the future. HoweBection 5.9 does not apply if the
Participant’s benefits from this Plan are payabléhe form of an immediate lump sum.

(b) Notwithstanding Section 3.3(a) and (b), a Rgréint described in subsection (a) may elect teiveca single lump payment eq
to 90% of the present value (as determined in &e&i9(c)) of the benefits payable in the futumrfrthis Plan. The benefits payable in the
future shall be based on the actual Commencemestdda the applicable form of payment elected eentkd elected, by the Participant
pursuant to Article Ill of his Plan, and shall exdé any payments previously made. In additiohefParticipant previously elected (or was
deemed to elect) Installments or a deferred lunmp, shen the calculation of the amount of the paytdesle under Article V shall be made by
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assuming an interest rate under Section 5.3(bklfgeriods on or after the first of the month aftee election is received equal to the rate set
forth in Section 5.9(c)(2) below.

(c) For purposes of converting the remaining bésgiayable in the future from this Plan into a lusam, present value shall be
determined based on the actual ages of the Pantigippouse and/or beneficiary, as applicableherdate on which the Participant’s election
form to take a lump sum under Section 5.9 is reskand the following factors:

(1) Mortality shall be based on the 1983 Group AtynMortality Table, weighted 80% for males and 2@86females.

(2) The interest rate shall be the higher of 8%awetum or the average yield on 5-year Treasury Nagereleased by the Federal Reserve
Bard on the business days occurring during Decemibiie year preceding the year in which the Pipdiat’s election form to take a
lump sum under Section 5.9 is received.

(d) The rules set forth in Section 3.3(c) shalllgpp elections under this Section 5.9.

(e) A Participant making an election hereunderlgfe&imanently forfeit the remaining 10% of the mm@tsvalue of his benefits
payable in the future from this Plan. Furthermeéie, Company shall have no further liability to ha&rticipant with respect to benefits accrued
under this Plan for periods prior to the election.

ARTICLE VI
PRE-RETIREMENT DEATH BENEFITS

This Article VI describes the pre-retirement delagimefits payable if the Participant dies priorhte Commencement Date. For purposes
of this Article VI, the death benefits set forthAmticle VII of the Pension Plan and in Article VbF this Plan shall be ignored. If a Participant
dies after the Commencement Date, but before hisify Starting Date under the Pension Plan, no fitdegayable under this Article VI.

6.1 Death of Participant Prior to Annuity StartiDgte Under the Pension Plafihis Section 6.1 applies if (i) a Participantshehile
employed by the Company or a Subsidiary or (iip&iBipant dies after his Eligible Separation brtpto both his Commencement Date under
this Plan and his Annuity Starting Date under thadton Plan. The Participant’s pre-retirement deattefits shall be paid in the same form
and at the same time as the pre-retirement deatfiteunder the Pension Plan; in addition, hiséierary under the Nonqualified Plan shall
be the same as his beneficiary under the Pens@ém Phe amount of the pre-retirement death befrefit the Nonqualified Plan shall equal the
excess, if any, of the Hypothetical Death Beneifit efined below) over the
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amount of pre-retirement death benefits which angaple under the Pension Plan. The HypotheticatiDRBanefit shall equal the amount of
pre-retirement death benefit that would be pay&bl® the Pension Plan (based on the form and coroement date elected) if Code sections
401(a)(17) and 415 (and the Plan provisions imphging such Code sections) did not apply, and Corsgon under the Nonqualified Plan
were substituted for compensation under the Peri&@mm In general, and subject to the rules inPaesion Plan coordinating benefits in
Articles V-B,V-D and V-E, if a lump sum (rather than annuity) is payable, such excess amount (asseg to the Hypothetical Death
Benefit) shall equal C plus the greater of A omBiere (a) A is the amount calculated by convertirgexcess hypothetical Qualified
Preretirement Survivor Annuity under Article V-B thfe Pension Plan (or Article 7 of Appendix I, fgicable) into a lump sum using the
factors in Section 5.2(A)(i) and (ii); or (b) B ex]s the excess hypothetical Defined Lump Sum uRéesion Plan Article V-D by multiplied
1.35 as set forth in Section 5.2(B); and (c) C égjthee excess hypothetical Account Balance undesiBe Plan Micle V-E multiplied by 1.35
as set forth in Section 5.2(C). Notwithstanding pheceding sentence, to the extent the resultipgtmetical Defined Lump Sum is attributable
to an excess additional Defined Lump Sum or GrgsB-ayment paid under this Plan instead of Appehtlof the Pension Plan, such excess
additional amount shall not be multiplied by 1.35.

6.2. Death of Participant after Annuity Startingt®ander the Pension Plan but Prior to CommenceDatet under the Nonqualified
Plan. This Section 6.2 applies if a Participant digerathe Annuity Starting Date under the Pensiom Blat prior to the Commencement Date
under this Nonqualified Plan. In that case, therpteement death benefits from the NonqualifiedrP$hall automatically be paid as an
immediate lump sum. The amount of such lump surti Beacalculated under Article V, as if the Pagiint did not die but had instead elect
lump sum benefit from the Nonqualified Plan payaiiethe date of his death. The pre-retirement Isomp death benefit under this Section
shall be paid to the beneficiary of the survivonuaity under the Pension Plan. If no survivor annistpayable under the Pension Plan (either
due to the form of Pension Plan benefit electettherfact that the beneficiary predeceases thedizatit), then the pre-retirement lump sum
death benefit under this Section shall be paith¢oRarticipant’s estate, or if there is no suchtedb the person who would receive such benefit
under the rules set forth in Section 5D.5(g) oflemsion Plan. After the date of death, no co8viofg adjustments under Code section 415
shall be made to the survivor annuity payable utigeiPension Plan.

6.3 No Election of Beneficiary or Form of Payme#t Participant may not elect a Beneficiary or foofrpre-retirement death benefit
under this Nonqualified Plan. All pre-retirementtebenefits shall be paid pursuant to Sectionsf®dugh 6.3.
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ARTICLE VII
ANCILLARY DEATH BENEFITS

7.1 Eligibility for Death Benefits Any Participant who is eligible for death bengfinder Article VII of the Pension Plan shall be a
participant in the death benefit provisions of thiicle VII, but only with respect to the Wagessafch Participant on February 28, 1993. Any
individual who became a Participant in the Pen§itam on or after March 1, 1993 shall not be entiteany death benefits under this Article
VII. Notwithstanding any provision of the Plan teetcontrary, the death benefit payable under A&rtidl of the Pension Plan and Article VII
this Nonqualified Plan shall be ignored for purpmosécalculating the benefits described in Artidiéshrough VI and Article VIII of this
Nonqualified Plan

7.2 Amount of Death Benefits

(a) Upon the payment of a death benefit under kertitil of the Pension Plan, the Participant shibaeceive a death benefit under
this Nonqualified Plan at the same time. The amoiithis death benefit shall equal the excessyf af the Hypothetical Death Benefit (as
defined below) over the amount of death benefitelvhre payable pursuant to Article VII of the HensPlan.

(b) The Hypothetical Death Benefit shall equal dleath benefit that would be payable under Articled¥ the Pension Plan if Code
sections 401(a)(17) and 415 (and the Plan prowssimplementing such Code sections) did not applgl,\Wages under the Nonqualified Plan
were substituted for wages under the Pension Riaaddition, in the case of a Participant entitieé death benefit pursuant to Section 7.1 of
the Pension Plan, the Hypothetical Death Beneéitl éie calculated without regard to the $50,000thtion in Section 7.1(a) of the Pension
Plan and the benefit payable from this Nonqualifidgh shall be reduced by any amount payable potsa&ection 7.1(c) of the Pension Plan
by a Participating Company or pursuant to any iasce policy described therein.

(c) This subsection (c) applies only if a deathdfigis payable pursuant to Section 7.3(c) of teadfon Plan and the Participant is
married on his Pension Effective Date. In that cdselump sum paid to the Participant from thiarRlinder Article VII shall be the greater of
the amount set forth in Section 7.2(a) and the BpBeath Benefit, as described below. First, acgpélypothetical Death Benefit shall be
calculated; it shall equal the Hypothetical Dea#n&fit described in Section 7.2(b) except thah#lisbe calculated based on the assumptions
set forth in Section 5.2 of the Nonqualified Plaritli the spouse’s mortality based on the 1983 Gripuity Mortality Table, weighted 20%
for males and 80% for females) and using the aetgalof the Participant and the Participant’s spanstead of the actuarial assumptions set
forth in the Section 7.3(c) of the Pension Plan Apdendix L of the Pension Plan. Second, the maiti)) the actual death benefit
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paid pursuant to Section 7.3(c) of the Pension Rifter the application of subsection (e), if apahile) to (ii) the Hypothetical Death Benefit
calculated pursuant to Section 7.2(b), shall beutaled and expressed as a percentage. Finallgpbeial Death Benefit shall equal the Spe
Hypothetical Death Benefit multiplied by a perceygaqual to 1 minus the percentage calculateceiptéceding sentence.

(d) Notwithstanding the foregoing, in the case #&faaticipant whose Eligible Separation occurredieefuly 1, 1998, who received
his benefit under the Pension Plan in the form lofgp sum and is receiving his benefit under thismtualified Plan in a form other than a
lump sum, Section 7.2(a)-(c) shall not apply areldkath benefit under this Article VII shall begat death if the Participant is survived by a
beneficiary as defined in Article VIl of the PensiBlan. The amount of such benefit shall be caledlan the following manner:

(i) The ratio of (A) the death benefit paid undetiéle VII of the Pension Plan (after the applioatiof subsection (e) below,
if applicable), to (B) the Hypothetical Death Behedetermined in accordance with Section 7.2(bjllsbe calculated and expressed as a
percentage.

(ii) The death benefit payable under this NonqiedifPlan shall equal the Hypothetical Death Bendétermined under
Section 7.2(b) (assuming the Pension Plan deatéfib@ras paid at death rather than Eligible Sepamyit multiplied by a percentage equal to 1
minus the percentage calculated in paragraph ¢yeab

(e) For purposes of subsections (c) and (d) akibttee Pension Plan benefit is limited by the apalion of Code section 415, it
shall be assumed that the retirement benefit podfdhe Pension Plan benefit is paid prior todkath benefit portion under Article VII of the
Pension Plan benefit so that the death benefitquounder Article VIl is limited first.

7.3 Method of PaymentThe death benefits payable under Section 7.2 seadaid in a lump sum. Except in the case ofattdbenefit
payable to the Participant (i.e., the Participargrititied to a death benefit pursuant to Secti8(cy of the Pension Plan), the death benefit
hereunder shall be payable to the beneficiariesngbeive such death benefit (or, if Section 7.2@lies, would have received such benefit)
pursuant to Sections 7.4 and 7.5 of the Pensiam Blech payment shall be made within 180 days #feedate that the Participant’s death is
reported to the Administrator.

7.4 Claims. All claims for death benefits must be made withite year of the death on which the claim is balethtice of the existence
of a spouse, child or other dependent relativeddaeased Participant or pensioner is not givéheddministrator within one year after the
Participant’s or pensioner’s death, the Administrahall not be required to recognize any claim entayl or in behalf of any such person.
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ARTICLE VI
DISABILITY BENEFITS

8.1 Eligibility for Disability Benefit. A Participant who is entitled to a disability ledih under Appendix J of the Pension Plan shat ak
entitled to a disability pension under this Nondfied Plan. Notwithstanding any provision of theRto the contrary, the disability pension
payable under the Pension Plan and under this Nuifigd Plan shall be ignored for purposes of cldting the benefits and death benefits
described in Articles 11l through VII of this Nonglified Plan.

8.2 Amount of Disability Benefit The amount of the disability payable hereundail ¢¥e the excess of (x) the Hypothetical Disaypilit
Pension over (y) the sum of (i) actual amount e&dility pension payable under Appendix J of thesi®n Plan, including any amount paid by
the Company or Participating Company pursuant ti@e 3.4 of Appendix J of the Pension Plan, aidfiy long term disability benefit paid
through a Company-provided plan or policy, incligdinsurance or otherwise. The Hypothetical Disgbiiension equals the disability pension
that would be paid under Appendix J of the PenBilam if Code sections 401(a)(17) and 415 (and the provisions implementing such Code
sections) did not apply and Base Pay under Se2t®of Appendix J included the target bonus payé&di¢he year the Participant commenced
short-term disability payments.

8.3 Method of PaymentThe disability payable hereunder shall be paith@atsame time and in the same form as the disapéinsion
under Appendix J of the Pension Plan is paid. Slis&bility pension under this Nonqualified Planlshease at the time the disability pension
under Appendix J of the Pension Plan ceases.

ARTICLE IX
ADMINISTRATION

9.1 Administrator ResponsibilityThe Administrator shall have the administratigsgonsibilities set forth below:

(a) The Administrator shall have the specific pasvelsewhere herein granted to it and shall havie stieer powers as may be
necessary to enable it to administer the NongedliRlan, except for powers herein granted or pealid be granted to others.

(b) The Administrator shall have the full and coetplpower to interpret the terms of this NonquadifPlan, to determine the
eligibility of Employees to participate in this Ngqumalified Plan and to determine the amount of biesyplyable to any Participant. The
Administrator shall also have full and complete powo determine the benefit payable if the sped#ats applicable to the Participant or his
beneficiary are not
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addressed in this document; such determination Beahade, by the Administrator in its sole disior@ton a basis reasonably consistent with
the purpose of, and principles in, this Plan. Inegal, subject to the different actuarial assunmgtio this Plan and the Pension Plan, the
Administrator shall calculate benefits under tHisnPso that the sum of the aggregate benefits frasnPlan and the Pension Plan do not exceec
the aggregate benefits that would be paid undePémsion Plan if Code sections 401(a)(17) and 448 the Plan provisions implementing
such Code sections) did not apply and Compensatider the Nonqualified Plan were substituted fonpensation under the Pension Plan.

9.2 Claims ProcedureThe review and appeal procedure for a Participdntt has a claim under the Nonqualified Plan dtalthe same
procedures set forth in Section 13.2 of the PenBlan; Sections 13.2(a)-(d) are hereby incorporbteckference (substituting the
Administrator under this Plan for the Committee enthe Pension Plan).

9.3 Review of Administrator Decisiong he Administrator shall determine conclusively & parties all questions arising in the
administration of the Nonqualified Plan, and angisien of the Administrator shall not be subjecfudher review, except as required by
applicable law.

9.4 Delegation of Responsibilitieghe Administrator may delegate responsibilitiesthe operation and administration of the
Nonqualified Plan consistent with the Nonqualifféldr’s terms, including delegation of responsibilittesParticipating Companies. The
Administrator may designate in writing other perstém carry out its responsibilities under the Naddied Plan, and may employ persons to
advise it with regard to any such responsibilities.

9.5 Other ProvisionsThe expenses of the Administrator shall be bbgnthe Company. The Administrator shall be the agéthe Plan
for service of legal process.

ARTICLE X
GENERAL PROVISIONS

10.1 Rights to Benefit

(a) The Participant, spouse or beneficiary of tagi€ipant, shall have no right to any benefit unithés Nonqualified Plan except as
may be provided by the Participating Company emplpyhe Participant. Where a Participanterm of Employment has included service \
more than one Participating Company, the last Rasticipating Company to employ him prior to hierieation of employment shall be soli
responsible for the full benefit under this Plaw. Rarticipant, spouse or Beneficiary shall have@daiyn or interest in (i) the assets of the
Participating Company liable for the payments ptithe time such assets are payable to such parstar the terms of this Nonqualified Pl
or (ii) the assets of any other Participating Conypat any time.
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However, if the Company establishes a “rabbi trugth respect to this Plan, the Participating Compshall have no obligation to pay any
benefits under this Nonqualified Plan to the exterth benefits are paid from such trust.

(b) In circumstances specified in Section 10.3 Welmenefits previously awarded may be discontinnetie sole discretion of the
Participating Company or the Administrator.

(c) In addition to the other prerequisites for adfi set forth herein, an individual, or his swing spouse or beneficiary, as
applicable, shall only be eligible for a benefithig individual is a Participant at the time ofdithle Separation.

10.2 Source of Payment&xcept as set forth in Sections 10.1(a) or 1@)(0i), nothing contained in this Nonqualified Rlar any action
taken pursuant to the provisions of this NonquadifPlan shall create or be construed to createstadf any kind. Nothing contained in this
Nonqualified Plan or any action taken pursuanh#ogrovisions of this Nonqualified Plan shall ceeat be construed to create a fiduci
relationship between the Company (or any Partigigg€ompany) and any Participant, his beneficiargmy other person. The Nonqualified
Plan is intended to be “unfundefir purposes of the Code and ERISA and shall erpn¢ted and administered in a manner consistehttinis
intention. To the extent that any person acquineghd to receive payments under this Nonqualifétan, such right shall be no greater than the
right of any unsecured general creditor of theiBiaeting Company that owes the payment, as s#t forSection 10.1.

10.3 Forfeiture of BenefitsAll benefits for which a Participant would be ettvise eligible hereunder may, at the sole disonetif the
Administrator, be forfeited under any of the foliogy circumstances:

(a) The Participant discloses “confidential infotioa” except under circumstances where the Comparaycourt of competent
jurisdiction has approved or required such disalesBor purposes of this Section 10.3“confidential information” means and includes,
without limitation, any confidential, legal, finailat, marketing, business, technical, or other infation, including specifically but not
exclusively, information that the Participant preggh caused to be prepared, or received in corumegtith the Participant’s employment with
the Company (or its Subsidiaries), such as, manageand business plans, business strategies, seftaaftware evaluations, trade secrets,
personnel information, marketing methods and tepes, and any of the above-recited information edates to the Company (or its
Subsidiaries) that shall have been obtained ateléoned during his or her employment and that statlbe public knowledge. This definition
does not apply to (i) information or knowledge thheady is or subsequently may come into the puddimain after the termination of
employment other than by way of unauthorized dmate by the Participant, (ii) information or knoddg that the Participant is required to
disclose by order of a court or governmental agexitar the Participant provides advance noticdaéoGompany (or its Subsidiaries) at least 10
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calendar days prior to such disclosure (or, ifRlagticipant is so required to make such disclosiitigin less than 10 calendar days of receipt of
such an order, after the Participant provides naelvance notice to the Company (or its Subsididyie allow the Company (or its
Subsidiaries) to take legal action with respechtmatter, or (iii) information that the Participdearns from a third party not known by the
Participant, after due inquiry, to be under a aderfitiality agreement with the Company (or its Sdiasies).

(b) Determination by the Board of a Participatingn@pany in its sole discretion that a Participargrigaged in misconduct in
connection with his employment with such PartidipgtCompany.

(c) The Participant, without the consent of his Eing Participating Company or the Participatingn@any paying him a benefit
hereunder, at any time is employed by, becomes&ted with, renders service to, or owns an intéreany business that is competitive with
the Company or one of its Subsidiaries or with baginess in which the Company or one of its Subsis has a substantial interest (other
as a shareholder with a non-substantial interestian business) as determined by the board of Baxditipating Company.

10.4 Assignment or AlienationThe benefits under this Nonqualified Plan shatllve subject to anticipation, alienation, salensfer,
assignment, pledge, encumbrance or charge by atigipant, spouse or beneficiary, and any attemmptd so shall be null and void.

10.5 Determination of Eligibility In all questions relating to eligibility for armenefit hereunder, or relating to Term of Employiresmd
rates of pay for determining benefits, the decigibthe Administrator, based upon this Nonqualifitldn and upon the records of the
Participating Company last employing such individaad insofar as permitted by applicable law, kbalfinal.

10.6 Payments to Otherd$f any person entitled to a payment under theduatified Plan is a minor, or if the Administratetermines
that any such person is incapacitated by reasphysfical or mental disability, whether or not ldgadjudicated an incompetent, the
Administrator shall have the power to cause thevgayts becoming due to such person to be made therfor his benefit without
responsibility of the Administrator to see to thpkcation of such payments. Payments made purdaanich power shall operate as a
complete discharge of the Nonqualified Plan, thenfany and the Administrator.

10.7_ No Guarantee of Employmertiothing contained herein shall be construed agetdng upon the Participant the right to continmoe
the employ of the Company or any Participating Canypas an executive or in any other capacity.
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10.8_Nature of BenefitsAny benefits payable under this Nonqualified R$aall not be deemed to be salary or other comgiens@a the
employee for the purpose of computing benefits liictv he may be entitled under any pension plartterarrangement of the Company or
any Participating Company for the benefit of itspéoyees.

10.9 Plan Amendment and Terminatiohhe Company expects this Plan to be permanengdbiuture conditions cannot be foreseen it
reserves the right to amend the Plan at any tintput prior notice to anyone. The Plan may be atedrby a writing approved by the
Company’s Board of Directors and signed on behfaifie Company by an officer of the Company dulyhauized by the Board of Directors.
The Plan may be amended in writing by the PlandreSiommittee or other person(s) to the extent aityhim amend the Plan has been
delegated to the Plan Design Committee or suctopé&¥kby the Board of Directors. Each amendmerit bbaeffective on such date as the
Company or its delegee may determine.

Each Participating Company retains the right tddiaw from this Nonqualified Plan, at any time, &my reason, with or without notice.
Upon termination of the Nonqualified Plan, paymesitall be made to Participants and their benefesaas they become due under the tern
the Nonqualified Plan, but no participant shallraecany additional benefits after the effectiveedaftthe termination. In order to determine a
Participant’s benefit, (i) following the effectiwiate of termination of this Nonqualified Plan thehall be no increases in any Participant’s
Nonqualified Plan Hypothetical Benefit or PensidarPHypothetical Benefit (or Hypothetical Death Bét), and (ii) the Pension Percente
shall equal the percentage (not in excess of 168=pd obtained by comparing the actual Pension péyment (as set forth in Section 4.1(b)
(1)), including any accruals earned after the ddthis Plan’s termination, to the Pension Plan bthetical Benefit, as modified by the
preceding clause (i).

10.10_Change in Control

(a) Upon a “Change in Control” of the Company, efireed in the Qwest Deferred Compensation Planfal@wing provisions
shall be applicable:

(i) Each Participant in this Nonqualified Plan medgct, no later than 30 days after the Change imtr@b to receive (within
60 days after the Change in Control) a single lsomp payment equal to 94 % of the present valuésdiénefits under this Nonqualified Plan
(as set forth in subsection (b)) as of the dath@®iChange in Control. A Participant making sugtgbn shall permanently forfeit the remair
six percent of the present value of his benefigenthis Nonqualified Plan (as set forth in subisectb)) as of the date of the Change in Col
and the Company shall have no further liabilityite Participant with respect to benefits accruetdeutthis Nonqualified Plan for periods prior
to the Change in Control.
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(i) Without the written consent of each affecteattitipant, this Nonqualified Plan may not be armezhduring the period
commencing on the date of the Change in Controleantting three years thereafter in any way that drealse a Participant to receive lower
benefits under this Nonqualified Plan than he wddde received if such amendment had not been made.

(iii) The Company has established an irrevocabkébbi trust” that may provide a source of fundsatisfy the Company’s
liability under this Nonqualified Plan. Upon a Clganin Control, the Company shall transfer to thistie of such trust an amount equal to the
present value of all benefits under this NonquadifiPlan as of the date of the Change in Contrd.tistee shall be a bank or other entity that
may be granted corporate trustee powers undercajppdi law. The Company shall have no obligatiopap any benefits under this
Nonqualified Plan to the extent such benefits aid from such trus:

(b) For purposes of this Section 10.10, the pregaloe of the benefits under the Plan shall berdetesd as follows:

() In the case of a Participant or Beneficiaryaigig benefits under this Plan, the present vafude remaining benefits
payable in the future shall be calculated usingaf®imptions set forth in Section 5.2.

(i) In the case of any other Participant, the pressalue shall be that lump sum payment which aiée made under this
Plan if the Participant terminated employment andhte of the Change in Control and elected a Caomemeent Date on the next day. For
purposes of the preceding sentence, if the Paatitip Annuity Starting Date under the Pension Banore than 60 days after the date of the
Change in Control, the Participant’s benefits urtder Nonqualified Plan shall be calculated asé Participant elected a single life annuity
under the Pension Plan (if the Participant is natriad on the Plan termination date) or a 50% jaind survivor annuity under the Pension |
(if the Participant is married on the Plan termimatate), in each case commencing at age 65 atateeof the Change in Control, whichever
produces the lower Nonqualified Percentage, basddeCode section 415 limits in effect on the dditdhe Change in Control.

(c) Notwithstanding the foregoing, a Participanthiis Nonqualified Plan who is not a Vested Papticit under the Pension Plan at
the time of the Change in Control shall be treateder this Nonqualified Plan (but not under thedk@mPlan) as if he were a Vested
Participant under both this Nonqualified Plan dmel Pension Plan with respect to benefits accrued e Change in Control, with the result
that the Participant shall receive:

(i) (A) if the Participant makes the election délsed in Section 10.10(a)(i), the amount providedenthat Section to be pi
within 60 days following the
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Change in Control; or (B) if the Participant does make such election and is still not a Vestedi€épant under the Pension Plan at the tim
his Eligible Separation, a lump sum to be paid im0 days following his Eligible Separation eqtathe amount that would be payable under
this Nonqualified Plan if the Participant were astéel Participant under the Pension Plan, had gibleiSeparation on the date of the Change
in Control, and elected payment under this NondjedliPlan in the form of a lump sum (for this pusppthe Pension Percentage shall be
calculated in accordance with the second senteh®eation 10.10(b)(ii)), plus interest on such amicat the rate set forth in Section 5.3(b)
from the date which is 60 days after the date efChange in Control to the date of payment; and

(i) within 60 days following the end of the Plarear in which his Eligible Separation occurs, anitimttal lump sum equal
to the lump sum that would have been payable uthdelPension Plan as if he were vested and incamdgligible Separation as of the date of
the Change in Control, plus interest on such amautite rate set forth in Section 5.3(b) from th&dvhich is 60 days after the date of the
Change in Control to the date of payment, provithed no payment shall be made pursuant to thisel&) if the Participant is a Vested
Participant under the Pension Plan at the endeoyéar in which his Eligible Separation occurs.

If the Participant does not make the election deedrin Section 10.10(a)(i) and is a Vested Pandiot under the Pension Plan at the time of his
Eligible Separation, the benefits otherwise payaiblger this Plan shall be paid; no special rulgdyaf his Section 10.10(c) shall not affect the
determination of the Participant’s benefit under Bension Plan.

(d) If benefits under this Plan are paid to a Rgréint either because the Participant makes tlti@bedescribed in Section 10.10(a)
(i) or because the Participant receives benefies ah Eligible Separation pursuant to Section @@)l(the amount of such benefits shall be the
“First Payment”), and the Participant subsequelnglgomes entitled to additional benefits underfosaqualified Plan (either because he
continues to be employed or is later reemployedpérond Payment”), the following rules shall apply

(i) If the Participant elects to receive the SecBagment in the form of an immediate lump sum setatments, such lump
sum benefit (or the initial account balance undeati®n 5.7(a), if Installments are elected) shalla: (A) the amount of the lump sum benefit
to which the Participant would have been entitladar this Plan had the First Payment not been mradeged by (B) an amount equal to the
sum of the First Payment and, if applicable, the@ant forfeited under Section 10.10(a)(i) increastt interest on such sum at the rate set
forth in Section 5.3(b) credited annually from tlege of the First Payment to the date of the Se&ayunent. If the lump sum or Installments
are deferred, such net amount shall be increasdmtéerest in accordance with Section 5.3(b).
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(i) If the Participant elects to receive the Set®&ayment in a form other than a lump sum or Ihetits, the Participant’s
monthly benefit shall equal the amount determinedien the following formula:

C x (1- BIA)

where: C is the amount of the monthly benefit tachithe Participant would have been entitled urldisrPlan in the form elected by the
Participant had the First Payment not been madkAzsand B are defined in accordance with the priegeparagraph (i).

(iii) If the Participant received a payment pursu@anSection 10.10(c)(ii), then for purposes of pneceding paragraphs
(i) and (i), B shall equal the sum of the amouwattferth in clause (B) of Section 10.10(d)(i) pltiee lump sum made pursuant to Section 10.10(c]
(i), increased with interest at the rate set fantSection 5.3(b) credited annually from the dafteuch payment to the date of the Second
Payment.

(e) Notwithstanding the foregoing, no benefits khalpaid pursuant to this Section 10.10 unles$tr¢icipant acknowledges that
he will not be entitled to any cost-of-living adjoents provided under Code section 415 under thsi®e Plan after the earlier of the Change
in Control or the Participant’s Eligible Separation

10.11 Gender and NumbeWhenever used herein, words in any gender skaleemed to include the other genders, an
singular shall be deemed to include the plural\dod versa, unless the context expressly indicattesrwise.

10.12_Governing Law This Nonqualified Plan shall be construed anaegd in accordance the laws of the State of
Colorado, except to the extent preempted by Fetiasal

Dated: May 22, 2003

PLAN DESIGN COMMITTEE,
QWEST COMMUNICATIONS
INTERNATIONAL INC.

By: /s/ Jill Sanforc
Jill Sanford

Its: Vice Presiden— Compensatior
Benefits and HRI¢
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AMENDMENT 2005-1
QWEST NONQUALIFIED PENSION PLAN

The Qwest Nonqualified Pension Plan (2001 Restatnas amended and restated effective JanuaryOlL, @8e “Plan”), is hereby
amended as set forth below:

General Statement of Purpose of Amendment. Theogerpf this amendment is to take advantage ofréimsition rules provided in IRS Notice
2005-1 and the Proposed Regulations under Int&eaénue Code Section 409A issued on October 4,, 26085permit the elimination of
optional forms and time of payment under the Plghaut violating the anti-acceleration prohibitionsposed by Section 409A.

1. Effective January 1, 2005, a new Section 3heieby added to the Plan, which provision is hegghgnded in its entirety to read as
follows:

3.7 Form and Time of Payment After December 3142Bective January 1, 2005, notwithstanding anythim¢he contrary here
provided under this Plan, including the provisiamshis Article Il and Articles IV through VII, n@ayment shall be made in a form
other than a single lump sum, unless, the CommeaeBate occurred prior to January 1, 2005. Irethent the payment
Commencement Date was prior to January 1, 200%aychent was commenced in a form other than a singip sum, such form
of payment shall continue as provided prior toeffective date of this Section 3.7. Furthermorawithstanding anything to the
contrary herein provided under this Plan, includimg provisions in this Article Ill and Articles Ithrough VII, effective January 1,
2005, all payments shall commence as soon as gahtgifollowing termination of employment, retirembedeath or disability.
Notwithstanding the foregoing, if the Participasiai “key employee” as defined in Code Section 4088 payment of any benefits
under this Plan shall not be made until at leastrginths following the Participant’s separatiomfreervice within the meaning of
Code Section 409A. At that time, all amounts, ij,ahat would have been paid during that six (6nthe shall be paid to the
Participant and thereafter all payments shall bdeas if there had been no such delay.

2. Except as amended above, each and every pnovitie Plan, as it previously may have been am@nshall remain in full force and
effect without change or modificatio



PLAN DESIGN COMMITTEE
QWEST COMMUNICATIONS INTERNATIONAL INC.

By: By:

Teresa Taylo Felicity C'Herron
Date: December , 20( Date: December

By:

Erik P. Ammidown
Date: December , 20(

Original Documen-1 of 3
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Amendment 2008-1

AMENDMENT FOR FINAL REGULATIONS UNDER CODE SECTION 409A
QWEST NONQUALIFIED PENSION PLAN

WHEREAS , Qwest Communications International Inc. (the “Qamy”) adopted the Qwest Nonqualified Pension Réffiective on or
about June 30, 2000, as amended and restated\eff@ahuary 1, 2001, and as further amended efiedtnuary 1, 2005 (the “Plan”); and

WHEREAS , Section 409A of the Internal Revenue Code of 188@mended (the “Code”), applies to the Plan; and
WHEREAS , the Company wishes to amend the Plan in ordeotiaply with final regulations issued under Codetf®ac409A; and
WHEREAS , Section 10.9 of the Plan permits the Plan DeSigmmittee of the Company to amend the Plan.
NOW THEREFORE, the Plan is hereby amended as set forth belowteféeas of January 1, 2009:
1. Sectior;1 3.7, Form and Time of Payment After Deloer 31, 2004, is hereby amended by adding theviollg sentence at the end of the
paragraph:

Notwithstanding any provision of this Plan to tlwmtrary, no payment shall be made upon a Partitggrmination of employment,
retirement or disability unless such terminatiatirement or disability results in or constitutesegaration from service within the
meaning of Code Section 409A.

2. Section 8.1, Eligibility for Disability Benefighall be deleted in its entirety and the followsiwll be inserted in lieu thereof:

8.1 Eligibility for Disability Benefit. A Participant who was eligible to a disabilitynadit under Appendix J of the Pension Plan prior to
July 1, 2003 and who separates from service (witihénmeaning of Code Section 409A) as a resultio slisability shall be eligible to a
disability pension under this Nonqualified Plan.tiiohstanding any provision of the Plan to the caryt, the disability pension payable
under the Pension Plan and under this Nonqualiiad shall be ignored for purposes of calculatirgtienefits and death benefits
described in Articles Ill through VII of this Nonglified Plan.

3. Section 8.3, Method of Payment, shall be deletétd entirety and the following shall be inseria lieu thereof:

8.3 Method of PaymentThe disability payable hereunder shall be paid gingle lump sum as soon as practicable followleg
Participant’s separation from service as a redudisability.

1lof2 Qwest Nonqualified Pension P
Amendment 2008-
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4. Section 10.10, Change in Control, shall be dél@t its entirety.

5. Except as amended above, each and every pnovsihie Plan, as it previously may have been am@nshall remain in full force and effect
without change or modification.

6. Any inconsistent provision of the Plan shallrbad to be consistent with this Plan Amendmenti@sngurposes.

PLAN DESIGN COMMITTEE
QWEST COMMUNICATIONS INTERNATIONAL INC.

By: By:
FELICITY O'HERRON ERIK P. AMMIDOWN
Title: Vice President, Human Resour Director, Employee Benefits, Health & Disability Befits

By:

GERARD SMITH
Title: Director, Employee Benefits, HR

Dated November 11, 200
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AMENDMENT 2009-1
TO THE
QWEST NONQUALIFIED PENSION PLAN

The Qwest Nonqualified Pension Plan, as amendedemtated effective January 1, 2001, and as itipusly has been further amended

(the “Plan”), is hereby amended as set forth below:

1.

The Preamble to the Plan is hereby amended byddliéan of the following paragraph to the end tledrevhich paragraph in its entire
shall read as follows, effective as of JanuaryQiL,@2

Notwithstanding any Plan provision or individualegment to the contrary, all future benefit acshlall cease on January 1,
2010, no Employee currently participating in tharPshall accrue any benefits under this Nonqudliftean after December 31, 2009 and
no individual newly employed after January 1, 208¥eemployed after December 31, 2009 shall egegligible to participate in this
Nonqualified Plan.

Section 1.6 of the Pla“Compensatiol” is hereby amended by the addition of the followpagagraph to the end thereof, wh
paragraph in its entirety shall read as followfeafve as of January 1, 201

Notwithstanding any Plan provision to the contramno event shall any Compensation paid after B 31, 2009 be taken into
account for any reason hereunder and shall nosée for purposes of determining any Participantisdfit under this Nonqualified Plan.

Section 1.11 of the Plan is hereby amended imitisety to read as follows, effective as of Janukr2010:

1.11 “ Participant shall mean an Employee of a Participating Compahg has satisfied the applicable requirements of
Section 2.1, provided such requirements were gadigfrior to January 1, 2010. Notwithstanding afgnRprovision to the contrary, no
Employee who is first employed after January 1,2@0 reemployed by a Participating Company aftec&nber 31, 2009, or any other
person, shall ever become a Participant.

Section 2.1 of the Plan is hereby amended in itisegy to read as follows, effective as of Janubr010:

2.1 Eligibility to Participate Each participant in the Pension Plan who, paaianuary 1, 2010, is a Management Employee and
(a) whose Compensation for a Plan Year exceedintiteon includible compensation for benefit acdrparposes under Code section 401
()(17), or (b) who is a participant in the Qwestf@red Compensation Plan, or (c) prior to 2001 wdoeived a Short Term Incentive
Award with respect to a Plan Year, shall




eligible to participate in this Nonqualified Pldn.no event shall any person become eligible ttigpate in this Nonqualified Plan after
December 31, 20089.

Section 2.2 of the Plan is hereby amended in itisedgy to read as follows, effective as of Janubr010:

2.2 Entitlement to BenefitsNotwithstanding the foregoing, a person who igilelle to participate pursuant to subsection (a) of
Section 2.1 shall not be entitled to any benefiigfthis Plan unless, solely with respect to ametprior to January 1, 2010, such
person’s benefits under the Pension Plan would®ater if the limit on includible compensation undection 401(a)(17) of the Code did
not apply or Compensation under the NonqualifiexhRVere substituted for compensation under thei®e®an. For purposes of the
preceding sentence, the determination of whetreebémefit under the Pension Plan would be grehtdtlse made by assuming that C
section 415 did not apply. If a person’s benefitder the Pension Plan are reduced solely by vat@&ode section 415, no benefits shall
be payable from this Plan although the individualrbe entitled to a benefit from the excess plariosth in Section 5C.2 of the Pension
Plan. If a Participant is entitled to a benefit enthis Nonqualified Plan, no benefits shall begidg from the excess plan set forth in
Section 5C.2 of the Pension Plan. No additiondlture benefits shall accrue under this Nonqualifitan after December 31, 2009 and
no person shall be or become entitled to benefitieuthis Nonqualified Plan with respect to anyigeeof employment after
December 31, 2009.

Any inconsistent provisions of the Plan shall bedreonsistent with this Amendme

AMENDMENT 2009-1
QWEST NONQUALIFIED PENSION PLAN
November 2, 2009
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7. Except as amended above, each and every pnowdsibe Plan, as it previously may have been am@nshall remain in full force and
effect without change or modificatio

IN WITNESS WHEREOF, this Amendment is hereby addmte this 2nd day of November, 2009.

QWEST COMMUNICATIONS INTERNATIONAL INC.
PLAN DESIGN COMMITTEE

By: By:

Felicity C'Herron Gerard Smitt
Title: Vice President, Human Resour¢ Title: Director, Benefits/HRI¢
By: By:

Robert Jog: Laurie L. Korneffel
Title: Vice President, Labor & HI Title: Vice President, Leg:

Execution copy 3 of 3
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AMENDMENT 2009-2
TO THE
QWEST NONQUALIFIED PENSION PLAN

The Qwest Nonqualified Pension Plan, as amendedemtated effective January 1, 2001, and as ibkaa subsequently further amen
(the “Plan”), is hereby amended as set forth below:

1. Plan Section 7.1, “Eligibility for Death Beneafit is amended in its entirety effective as of Maig 2010 to read as follows:

7.1 Eligibility for Death Benefits Any Participant who is an active Management Erygdoon or after March 1, 2010 and who is
eligible for a death benefit under Article VII, $ien 7.1 or 7.2 of the Qwest Pension Plan shal Barticipant in the death benefit
provisions of this Article VII but only with respem the Wages of such Participant on February1283. Any individual who
became a Participant in the Qwest Pension Plam after March 1, 1993 shall not be entitled to degth benefits under this Artii
VII. Notwithstanding any provision of the Plan teetcontrary, there shall be no payment of a deatiefit with respect to a death of
a Participant who is or has retired from active Eyiment with the Company and whose death occues &itbruary 28, 2010.
Effective March 1, 2010, there shall be no paynuérat death benefit from the Plan with respect odkath of any Participant who
is not an active Management Employee at the tingeath, including a Participant who has receivddstibution of pension
benefits from the Plan, is receiving a distributadrpension benefits from the Plan, has not retirgdmay be entitled to receive a
future distribution of pension benefits from thafbr has retired and is entitled to receive aréudistribution of pension benefits
from the Plan. Notwithstanding any provision of flan to the contrary, the death benefit payabtenArticle VII of the Qwest
Pension Plan and this Article VII of this Nonquid Plan shall be ignored for purposes of calcugpthe benefits described in
Articles Ill through VI and Article VIII of this Naqualified Plan.

2. Plan Subsections 7.2(c), (d) and (e), “AmourDeéth Benefits,” are deleted in their entiretyeefive as of March 1, 2010.

3. Plan Section 7.3, “Method of Payment,” is amehidts entirety effective as of March 1, 2010¢ad as follows:

7.3 Method of PaymentThe death benefits payable under Section 7.2 Baglaid in a lump sum. The death benefit hereuskall
be payable to the beneficiaries who receive suethdeenefit pursuant to Sections 7.4 and 7.5 ofvest Pension Plan; such
payment shall be made within 180 days after the thedt the Participant’s death is reported to tdenfistrator.

4. Any inconsistent provisions of the Plan shalté&d consistent with this Amendment.

December 15, 2009
1 of 3 originals



5. Except as amended above, each and every pnowsibe Plan, as it previously may have been amgnshall remain in full force and
effect without change or modification.

IN WITNESS WHEREOF, this Amendment is hereby adopted on thighl5 ddyexfember, 2009.

QWEST COMMUNICATIONS INTERNATIONAL INC.
PLAN DESIGN COMMITTEE

By: By:

Felicity C'Herron Gerard Smitt
Title: Vice President, Human Resour¢ Title: Director, Benefits/HRI¢
By: By:

Robert Jog: Laurie L. Korneffel
Title: Vice President, Labor & Hl Title: Vice President, Leg:

AMENDMENT 2009-2

QWEST NONQUALIFIED PENSION PLAN
December 15, 2009
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QWEST COMMUNICATIONS INTERNATIONAL INC.

CALCULATION OF RATIO OF EARNINGS TO FIXED CHARGES
(UNAUDITED)

Years Ended December 31,

Exhibit 12

2009 2008 2007 2006 2005
Income (loss) before income taxes and cumulatifecedf changes in accountil

principles $ 903 $1,051 $ 62C $ 517 $ (765)
Add: estimated fixed charg: 1,204 1,18( 1,25:¢ 1,327 1,65¢
Add: estimated amortization of capitalized inte! 14 15 12 12 14
Less: interest capitalize (14) (22) (16) (14) (13)
Total earnings available for fixed char $2,107 $2,22¢ $1,86¢ $1,84: $ 88¢
Estimate of interest factor on rent $ 101 $ 90 $ 98 $ 104 $ 152
Interest expense, including amortization of prensudiscounts and debt issual

costs® 1,08¢ 1,06¢ 1,13¢ 1,20¢ 1,48¢
Interest capitalize 14 21 16 14 13
Total fixed charge $1,204 $1,18( $1,25: $1,321 $1,65:
Ratio of earnings to fixed charg 1.8 1.9 1kt 14 nm
Additional pre-tax income needed for earnings to cover total fisledrges $ — $ — $ — $ — $ 764

nm—~Negative ratios or ratios less than 1.0 areidensd not meaningful.

(1) Interest expense includes only interest relatddrig-term borrowings and capital lease obligatic
We have reclassified certain prior year amountotform to the current quarter presentat




Exhibit 21

Subsidiary of Qwest Communications International Irc. () Jurisdiction of Incorporation/Formation
Qwest Broadband Services, |i Delaware
Qwest Capital Funding, In Colorado
Qwest Communications Company, LI Delaware
Qwest Corporatiol Colorado
Qwest Services Corporati Colorado

(1) The names of certain subsidiaries have been oniittadcordance with Item 601(b)(21) of Regulati«-K.



Exhibit 23
Consent of Independent Registered Public Accountingirm

The Board of Directors
Qwest Communications International Inc.:

We consent to the incorporation by reference inrélggstration statements on Form S-8 (Nos. 333-30223-40050, 333-50061, 333-56323,
333-61725, 333-65345, 333-74622, 333-84877, 3338,/233-91424, 333-111923, 333-111924, 333-1388614383-153438) and the
registration statement on Form S-3 (No. 333-156 b0 Qwest Communications International Inc. (ther@any) of our reports dated
February 16, 2010, with respect to the consolidatddnce sheets of Qwest Communications Interratioe. as of December 31, 2009 and
2008, and the related consolidated statementserhtipns, stockholders’ (deficit) equity and contyanesive income (loss), and cash flows for
each of the years in the three-year period endegiber 31, 2009, and the effectiveness of interomtrol over financial reporting as of
December 31, 2009, which reports appear in the mbee 31, 2009 Annual Report on Form 10-K of Qwestn@unications International Inc.

Our report with respect to the consolidated finahsiatements refers to the Company’s adoptiorirari€eial Accounting Standards Board
(FASB) Interpretation No. 4&ccounting for Uncertainty in Income Taxes, anrfiptetation of FASB Statement No. (GRSB Accounting
Standards Codification (ASC) 740), effective Jagugr2007, and FASB Staff Position (FSP) APB 14dc¢ounting for Convertible Debt
Instruments That May Be Settled in Cash Upon Camer(Including Partial Cash Settleme(ASC 470), and FSP Emerging Issues Task
Force 03-06-1Determining Whether Instruments Granted in ShareeBaPayment Transactions Are Participating Seas{hSC 260),
effective January 1, 2009.

KPMG LLP

Denver, Colorado
February 16, 2010



Exhibit 24
POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each penrshose signature appears below hereby constitumgsppoints
Edward A. Mueller, Joseph J. Euteneuer and Stegh@&nmilz, or any one of them, as his or her attgrimefact and agent, with full power of
substitution, for him or her in any and all capiasit hereby giving and granting to said attornefaitt and agent full power and authority to do
and perform all and every act and thing whatsoexguisite and necessary to be done in and aboptrémeises as fully, to all intents and
purposes, as he or she might or could do if petlsopgesent at the doing thereof, hereby ratifyamgl confirming all that said attorney-in-fact
and agent may or shall lawfully do, or cause taltee, in connection with the proposed filing by @m8ommunications International Inc., a
Delaware corporation, with the Securities and ErgeaCommission, under the provisions of the SdesriExchange Act of 1934, as amended,
of an annual report on Form 10-K for the fiscalryeaded December 31, 2009, including but not lichtte such full power and authority to do
the following: (i) execute and file such annualagp(ii) execute and file any amendment or amenumthereto; (iii) receive and respond to
comments from the Securities and Exchange Commissiated in any way to such annual report or angradment or amendments thereto;
and (iv) execute and deliver any and all certiésainstruments or other documents related to titéens enumerated above, as the attorney-in-
fact in his sole discretion deems appropriate.

This power of attorney has been duly executed bélpihe following persons as of the®6 day of Fabyp2010.

/s/ LINDA G. A LVARADO /s/ CHARLESL. B IGGS

Linda G. Alvaradc

/s/ K. DANE B ROOKSHER

Charles L. Bigg:

/s PETERS. HELLMAN

K. Dane Brookshe

/s/ R. DaviD H OOVER

Peter S. Hellma

/sl PATRICK J. M ARTIN

R. David Hoovel

/s/ CAROLINE M ATTHEWS

Patrick J. Martir

/s/ EbDwARD A. M UELLER

Caroline Matthew:

/sl  WAYNE W. M URDY

Edward A. Muellel

/s/  Jan L. M URLEY

Wayne W. Murdy

/s/  MICHAEL J. ROBERTS

Jan L. Murley

/s/  JamEs A. U NRUH

Michael J. Robert

/s  ANTHONY W ELTERS

Anthony Welters

James A. Unrul



Exhibit 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Edward A. Mueller, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Communications International Ir

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15@))3(d internal control over financial reportirag @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 16, 201

/s/ EDWARD A. M UELLER

Edward A. Muellel
Chairman and Chief Executive Offic



Exhibit 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Joseph J. Euteneuer, certify that:

1.
2.

| have reviewed this annual report on Forr-K of Qwest Communications International Ir

Based on my knowledge, this report does notaiorny untrue statement of a material fact or anttate a material fact necessary to
make the statements made, in light of the circunt&ts under which such statements were made, nigtaisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operst and cash flows of the registrant as of, amgdtf@ periods presented in this rep

The registrar's other certifying officer(s) and | are responsifoleestablishing and maintaining disclosure cdstemd procedures (.
defined in Exchange Act Rules 13a-15(e) and 15@))3(d internal control over financial reportirag @efined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

b) Designed such internal control over financiploming, or caused such internal control over faiahreporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfte preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presémtai report our conclusions abc
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

d) Disclosed in this report any change in the ttegid’s internal control over financial reportirttat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrant’s other certifying officer(s) anlgave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

a) All significant deficiencies and material weaknessethe design or operation of internal contraéiofinancial reporting which a
reasonably likely to adversely affect the regid’'s ability to record, process, summarize and refpmahcial information; ant

b)  Any fraud, whether or not material, that invadweanagement or other employees who have a sigmifiole in the registrant’s
internal control over financial reportin

Date: February 16, 201

/s/ JosepHJ. EUTENEUER

Joseph J. Euteneu

Executive Vice President and Chief Financial Offi



Exhibit 32
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER  CERTIFICATION

Each of the undersigned hereby certifies, for tlnppses of section 1350 of chapter 63 of title flhe United States Code, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2D62, in his capacity as an officer of Qwest Caminations International Inc. (“Qwest”),
that, to his knowledge, the Annual Report of Quastorm 10-K for the year ended December 31, 200§,complies with the requirements
of Section 13(a) of the Securities Exchange Ac284 and that the information contained in suclorefairly presents, in all material respects,
the financial condition and results of operatiohQwest. This written statement is being furnisk@the Securities and Exchange Commission
as an exhibit to such Form 10-K. A signed origiofathis statement has been provided to Qwest alid&vietained by Qwest and furnished to
the Securities and Exchange Commission or its afadh request.

Dated: February 16, 2010 By: s/ _EDWARD A. M UELLER
Edward A. Muellel
Chairman and Chief Executive Offic

Dated: February 16, 2010 By: /s/__JosepH]. EUTENEUER
Joseph J. Euteneuer
Executive Vice President and Chief Financial Offi




2009 2008 2007
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
(Dollars in millions)
Total segment revent $290¢ $295¢ $3000 $309 $321f $328 $3291 $331¢& $333 $333 $336¢ $ 3,36(
Total segment expens 1,361 1,417 1,44¢ 1,49¢ 1,59¢ 1,782 1,718 1,73¢ 1,761 1,75(C 1,74(C 1,74¢
Total segment incom $1537 $1541 $155¢ $159¢ $1617 $150¢ $157¢ $158 $1577 $158 $162¢ $ 1,611
Total segment margin percente 53% 52% 52% 52% 50% 46% 48% 48% 47% 48% 48% 48%
Total access line 10,26¢ 10,561 10,88¢ 11,22: 11,56¢ 11,86¢ 12,18¢ 12,49; 12,78¢ 13,03: 13,27: 13,55!
Business market:
Revenue
Strategic service $ 41C $ 40z $ 394 $ 38 $ 38 $ 361 $ 34t $ 331 $ 31¢ $ 302 $ 28 $ 27¢
Legacy service 467 477 493 50E 50E 52¢ 534 54¢ 54¢ 55€ 56¢ 57€
Total strategic and legacy
services 8717 87¢ 887 89: 887 88€ 87¢ 87€ 867 85¢ 85€ 854
Data integratior 14¢ 153 132 124 162 15€ 134 11€ 13¢ 117 112 10¢
Total revenue 1,02t 1,032 1,01¢ 1,017 1,05(C 1,044 1,01: 997 1,00t 97€ 96¢ 962
Expenses
Direct segment expens 294 30C 28t 29z 327 33¢ 29z 282 307 261 267 24¢
Assigned facility, network anc
other expense 32€ 322 32€ 32¢ 32¢ 33€ 34C 33t 33€ 324 317 322
Total expense 62(C 622 611 621 65€ 67¢ 632 617 642 58E 584 56¢
Income $ 40 $ 40 $ 408 $ 39€ $ 394 $ 3¢BS $ 381 $ 37 $ 36z $ 391 $ 384 $ 39
Margin percentag 4C% 40% 40% 3% 38% 35% 38% 38% 36% 40% 40% 41%
Access linet 2,39¢ 2,46¢ 2,52¢ 2,582 2,63¢€ 2,68( 2,71% 2,74¢ 2,791 2,807 2,822 2,84t
Mass markets
Revenue
Strategic service $ 356 $ 346 $ 346 $ 34¢ $ 341 $ 33E $ 33z $ 32 $ 307 $ 29€ $ 281 $ 26¢€
Legacy service 84( 86C 88¢ 92( 94€ 97t 99€ 1,02¢ 1,04¢ 1,067 1,08t 1,094
Total strategic and legacy
services 1,19¢ 1,20€ 1,23¢€ 1,26¢ 1,281 1,31C 1,32¢ 1,35¢ 1,35¢ 1,362 1,36€ 1,36(
Qwest- branded wireless
services(d) 4 20 & 55 89 11€ 12¢ 12¢ 132 137 138 132
Total revenue 1,20( 1,22¢ 1,26¢ 1,324 1,37€ 1,42¢ 1,45¢ 1,48¢ 1,48 1,50( 1,49¢ 1,492
Expenses
Direct segment expens 221 25C 272 28¢ 294 32¢ 32¢ 354 37¢ 36€& 35E 35€
Assigned facility, network anc
other expense 294 302 30€ 312 34€ 42¢ 397 40¢ 41¢ 41¢ 414 41C
Total expense 51¢ 552 57¢ 60C 64C 751 72F 762 79C 787 76¢ 76€
Income $ 68 $ 673 $ 691 $ 724 §$ 73€ $ 678 $ 72¢ $ 721 $ 697 $ 712 0§ 73C $ 727
Margin percentag 57% 55% 54% 55% 53% 47% 50% 49% 47% 48% 49% 49%
Broadband subscribe 2,974 2,951 2,92¢ 2,88¢ 2,847 2,79% 2,73 2,701 2,611 2,51¢ 2,40t 2,30t
Video subscriber 88( 862 852 832 79¢ 761 72z 69(C 64< 605 554 491
Wireless subscribel 85(C 78€ 762 747 717 77z 811 81€ 824 81¢ 807 812
Access linet 6,84( 7,04 7,28¢ 7,531 7,79¢€ 8,022 8,26¢ 8,50z 8,70 8,887 9,06t 9,27:
Wholesale markei@) :
Revenue
Strategic service $ 307 $ 302 $ 308 $ 30¢ $ 31C $ 30¢ $ 30t $ 30 $ 301 $ 29¢ $ 29 $§ 29¢
Legacy service 372 397 40¢ 442 47¢ 507 51¢ 53¢ 54k 562 59¢ 60€
Total revenug 67¢ 70C 712 752 78¢ 81€ 824 847 84€ 862 897 904
Expenses
Direct segment expens 3C 85 42 49 43 45 46 45 19 48 48 53
Assigned facility, network and
other expense 20z 20€ 213 22¢ 25¢ 311 31C 31: 31¢ 33C 33¢ 362
Total expense 237 241 25E 271 302 35€ 35€ 35¢ 334 37¢ 387 41E
Income $ 447 $  45¢ $ 457 $  47¢ $ 487 $  46C $  46¢ $ 484 $ 51z $ 484 $ 51C $ 48¢
Margin percentag 66% 66% 64% 63% 62% 56% 57% 57% 61% 56% 57% 54%
Access linet 1,03( 1,04¢ 1,07¢ 1,102 1,13 1,167 1,21( 1,247 1,291 1,33¢ 1,38¢ 1,43
(1) The decrease in Qwest-branded wireless serwsesnue in 2009 and 2008 compared to 2007 is pitinthue to fewer wireless subscribers as we ttarsed to selling Verizon

Exhibit 99.1

QWEST COMMUNICATIONS INTERNATIONAL INC.

QUARTERLY SEGMENT INCOME
(UNAUDITED)

Wireless services. We record the revenue that wefeam our Verizon Wireless arrangement in stritegrvices revenu
Long-distance services revenue, primarily inwholesale markets segment, of $88 million and $@Bon was reclassified from strategic servicesenue to legacy services revenue
for the years ended December 31, 2008 and 20Q¥cteely.

(@)



Exhibit 99.2
QWEST COMMUNICATIONS INTERNATIONAL INC.

QUARTERLY STATEMENTS OF OPERATIONS
(UNAUDITED)

2009 2008 2007
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
(Dollars in millions)
Operating revenu $2,99¢ $3,05¢ $3,09C $3,17: $3,31f $3,37¢ $3,382 $3,39¢ $3,43t $3,43¢ $3,46: $3,44¢
Operating expense
Cost of sales (exclusive of depreciation and arzatitin):

Facility costs 377 377 39¢ 41¢ 463 55C 552 55€ 55C 55¢ 567 58¢
Employeerelated cost 32t 30€ 301 29t 30¢ 378 314 37¢ 33¢ 347 347 35C
Equipment sales cos 11z 12¢ 10¢ 95 121 14€ 137 11¢ 151 127 122 11¢
Other 112 12C 12€ 118 131 162 14€ 131 144 14C 138 121
Total cost of sale 924 932 934 92¢ 1,02¢ 123: 1,14¢ 1,181 1,18 1,17: 1,16¢ 1,17¢
Selling:
? Employetrelated cost 262 24§ 26€ 294 291 29t 291 292 281 287 29: 27¢
Marketing, advertising and external commissi 117 134 13€ 137 14¢€ 151 13¢ 14¢ 164 158 15C 13t
Other 7S 78 92 117 112 12¢ 10z 10¢ 101 11C 10z 107
Total selling 45¢ 46C 494 54¢€ 551 57¢ 532 55C 54€ 55(C 54E 521
General, administrative and other operat
Employeerelated cost 161 161 17z 15¢ 13¢ 121 11C 11¢ 112 11¢€ 11¢€ 144
Taxes and fee 13¢ 16C 152 14¢ 14¢ 15E 122 163 161 164 17¢ 15¢
Real estate and occupancy ¢ 107 11C 107 10¢€ 10€ 117 114 117 10¢ 114 111 111
Other 17¢ 16& 162 164 18¢ 12¢€ 21z 173 18€ 51€ 192 20z
Total general, administrative and other opera 582 59€ 592 57& 581 51¢ 55¢ 572 56€ 914 60C 61€
Depreciation and amortizatic 57¢ 581 57¢ 573 601 59¢ 57¢ 57€ 61Z 61¢ 61E 61z
Total operating expens: 254« 2,56¢ 259¢ 262¢ 2,75¢ 2,92f 281¢ 2,87¢ 2,911 3,25t 2,92¢ 2,92i
Operating incom: 45( 48t 491 54¢ 55¢ 454 564 52C 524 17¢ 534 51¢
Other expense (incom—net:
Interest expen—net 27¢ 274 27€ 26C 264 263 27C 272 27¢ 28% 28t 292
Other—net (6) — 2 9 5 27 4 8 3) 9) 14 (5)
Total other expense (incon—net 272 274 274 251 26¢ 23€ 26€ 27¢ 27¢€ 274 29¢ 287
Income (loss) before income tax 177 211 217 29¢ 29C 21¢ 29¢ 24t 24¢ (95) 23t 232
Income tax (expense) bene (69) (75) (5) (92) (113) (73) (11¢) (95) 10€  2,16¢ — (2)
Net income $ 108 $ 13€ $ 21z $ 20€ $ 177 $ 14t $ 18C $ 15C $ 354 $2,071 $ 23t $ 23C

(1) We have reclassified certain prior year amountottform to the current quarter presentat



