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IN THE UNITED STATES DISTRICT COUR T
FOR THE DISTRICT OF COLORADO W v
Civil Action No . O 1-N-145 1
In re QWEST COMMUNICATIONS INTERNATIONAL, INC . SECURITIES
LITIGATION

CONSOLIDATED AMENDED CLASS ACTION COMPLAINT FOR
VIOLATION OF THE SECURITIES EXCHANGE ACT OF 1934

D_P . CL K

SUMMARY AND OVERVIE W
1 . This is a securities class action on behalf of all purchasers of the publicl y
traded securities of Qwest Communications International, Inc . ("Qwest" or the "Company")
between 10/24/00 and 10/30/01 (the "Class Period"), against Qwest and certain of its officer s
and directors for violations of the Securities Exchange Act of 1934 (the "1934 Act") .
2 . Qwest is a broadband Internet communications company that provide s

communication services, data, multimedia and Internet-based services on a national an d
global basis, and wireless services, local telecommunications and related services an d
directory services in a 14-state local service area .

3 . Throughout the Class Period, defendants issued false and misleading financia l
results and made false representations which indicated that Qwest was not experiencing the
same problems as other telecommunications companies which were then in decline in both
earnings and share price . Qwest was unusually active in issuing releases reiterating earnings
guidance and holding conferences to assure analysts and investors that its business was solid .
Defendants were successful as Qwest's stock remained artificially inflated during the Class
Period and the individual defendants named herein were able to sell 5 .9 million shares of

their Qwest stock for proceeds of $249 .4 million . Once the truth began to be revealed ,
Qwest's stock dropped to a fraction of the amount at which defendants unloaded their shares .
After the Class Period, Qwest's CEO, who had continually initiated conferences to tel l
analysts about Qwest's business, began to disavow any responsibility for telling analyst th e
truth in his prior communications, stating : "My job isn't to educate the analysts ."
4 . In 7/00, Qwest completed its long anticipated merger with U .S . West, Inc. in
a $40 billion transaction . Subsequently, to make the merger appear successful, and so that
defendants could sell some 5 .9 million shares of their Qwest stock at inflated prices,
defendants made false statements about the Company's business and finances, manipulating
the Company's results through several accounting artifices .
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5 . In 10/00 and again in 1/01, Qwest reported "strong" financial results for the'
3Q00 and 4Q00 which it attributed to the successful integration of Qwest and U .S. West.
In fact, Qwest had manipulated its commercial services revenues through the inclusion of
non-operating sales of capacity and manipulated directory services revenues by changing the
ship dates and terms of certain directories . Just after Qwest reported its 3Q00 results and
held a "very positive", conference for analysts in which it reiterated guidance for strong
earnings in 2001, Qwest's stock reached $50 per share . This was a time during which other
telecommunication companies were reporting disappointing results . Qwest's insiders
represented that Qwest was much better situated than these companies and would still report
strong and growing profits in 2000 and 2001 .
6 . In early 2001, defendants continued to assert the Company was not suffering
in the same way as other telecommunications companies and that Qwest would be able to
report FY01 EPS of $0 .57+ . Qwest also continued to report misleading financial results .
.7.

Subsequent to these statements, Qwest's stock price increased, trading . as high

as $41 .83 on 4/30/01 . In fact, Qwest's 3Q00, 4Q00 and 1 Q01 results and its statements
regarding those results, as well as the statements regarding the success of the integration with
U.S. West and the Company' s strong expense controls, were materially false and misleading
due to the Company's use of capacity sales to infl ate results, the improper valuation of
investments and other assets in violation of Generally Accepted Accounting P rinciples
("GAAP"), and due to the following undisclosed facts : (a) Qwest's results were bett er than
expectations not because it was avoiding the impact of adverse conditions , but p rimarily
because of its manipulative change in the discount rate to calculate its pension obligations,
increasing Qwest's 1Q01 results by at least $0 .03 ; (b) Qwest's 3Q00-1QO1 earnings were
better than expectations due to defendants ' failure to properly write down the value of
Qwest's holdings in KPNQwest, which was materially overstated as a result ; (c) Qwest's
earnings were increased by $0 .01 -$0 .02 in 1Q01 due to its aggressive use of capitalizatio n
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to classify tens of millions of dollars of interest and software development costs as assets'
rather than expenses, which would contribute to decreased earnings in future quarters ; (d)
Qwest had secretly inflated its directory services revenues and earnings by accelerating the
publication of certain directories into quarters before they were due to be published and by
lengthening the time directories were in force to 13 months from 12 months ; (e) there was
no way Qwest's future earnings would be nearly as strong as represented due in part to the
accounting manipulations defendants engaged in which would adversely affect future results,
as expenses were being deferred to future quarters and years ; and (f) Qwest's 1Q01 selling,
general and administrative ("SG&A") expenses were only 22% of sales, not due to tight
expense controls as represented, but to improper classification of SG&A expenses as cost
of sales . Qwest also failed to disclose the use of capacity sales, failed to disclose the
suspension of depreciation expense on $1 .8 billion of assets, and overstated its wireless
subscriber figures by counting accounts of subscribers who had made requests to be
disconnected.

8 . On 7/20/0 1, Qwest admitted that its classification of costs had been incorrec t
such that cost of sales had been overstated and SG&A expenses had been understated . This
was the reason SG&A expenses had been only 22% of revenue in 1Q01 (better than
estimates of 25%) and not due to Qwest's successful expense controls . In fact, once the
results were restated, 1Q01 SG&A expenses were actually 24 .9% of revenues .

9 . On 7/24/01, Qwest conceded that it recorded a write-down of over $3 .1 billion,
primarily related to its ownership in KPNQwest . However, the stock continued to trade at
artificially inflated levels as defendants continued to assure the market that Qwest's
accounting was legitimate and it would have EPS of $0 .06 in the 3Q01 and $0 .47 in 2001 .
10 . In 8/01, Qwest was required by the SEC to amend its 2000 Form 10-K to
include a disclosure that its 2000 results had benefitted from a pension credit of $299 million,
or $182 million after tax, in 2000 compared to a charge of $8 million in 1999 . The $299
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million in credits to Qwest's 2000 results were highly significant and represented some 16%'
of operating income for the year .
11 . On 9/10/0 1, Qwest held a conference call and told participants it would only
have cash EPS of $0 .95-$1 .00 in 2001 and that it would need to raise additional working
capital since it would use $1 .2 billion to $1 .5 billion in working capital in 2002 . Upon this
new disclosure, Qwest's shares caved once again, trading below $19 .
12. This was not the end of Qwest's adverse revelations . On 10/31/01, Qwest
surprised the market with a 3 Q01 loss on flat revenues . Qwest's stock dropped to as low as
$11 .97 on this news and currently trades at $12 .10 per share. Contrary to defendants'
repeated assertions during the Class Period that Qwest would not suffer the same problems
as other telecommunications companies, it has in fact suffered the same fate as Qwest's stock
has dropped to the same levels as those companies . Moreover, Qwest's 2001 and beyond
results will be adversely affected by the manipulations engaged in by defendants during the
Class Period. Investors have lost billions, in comparison to defendant Nacchio's claim in
5/01 when discussing the enormous amount of money he personally had made from selling
his Qwest stock at inflated prices :
"I know these are big numbers . ... I'm neither apologizing for it or
embarrassed by it .. . . I should be allowed to make more than a second
baseman. I create more economic value than they do . "

13 . As a result of defendants' issuance of material and misleading statement s
(including Qwest's false financial statements), Qwest's stock traded as high as $50 .8125 per
share before losing 75% of its value upon subsequent revelations . The individual defendants
took advantage of this inflation, selling 5,908,818 shares of their Qwest stock for proceeds
of $249 .4 million.
JURISDICTION AND VENUE
14 . Jurisdiction is conferred by §27 of the 1934 Act . The claims asserted herein
arise under §§ 10(b) and 20(a) of the 1934 Act and Rule IOb-5 .
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15 . Venue is proper in this District pursuant to §27 of the 1934 Act . Many of the

y

false and misleading statements were made in or issued from this District .
16 . Qwest's principal executive offices are in Denver, Colorado, where the day-today operations of the Company are directed and managed .
BACKGROUND
17 . Qwest is a broadband Internet communications company that provides
advanced communication services, data, multimedia and Internet-based services on a national
and global basis, and wireless services, local telecommunications and related services and
directory services in a 14-state local service area . The Company principally serves large and
mid-sized business and government customers on a national and international basis, as well
as residential and small business customers primarily in its 14-state local service area . The
Company is organized on the basis of its products and services and operates in four
segments : retail services, wholesale services, network services and directory services .
18 . Qwest went public in 6/97, after growing from a company generating
$125 million per year in 1995 to a company generating revenues of $696 million in 1997 .
19 . In 1998, Qwest acquired LCI International, Icon CMT Corp ., EUne t

International, Limited, and Phoenix Network, Inc ., leading to Qwest generating annual
.revenues of nearly $4 billion in 1999 . It was in 1999 that Qwest announced its largest
acquisition ever, a $40 billion deal with U.S . West, a regional bell operating company.
Qwest had to bid for this acquisition as U .S. West had already announced an agreement to
merge with Global Crossing Ltd. U.S . West ultimately had to pay a break-up fee of
$140 million to Global Crossing once it agreed to the merger with Qwest .
20. Because the merger with U .S . West was so large, it took a year to receive the
regulatory approval for the deal . Thus, the merger did not close until 6/00 . By this time, the
telecommunications industry was suffering from overcapacity and some telecom businesse s
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were beginning to fail, including many Competitive Local Exchange Carriers ("CLECs") and'
telecom companies .
21 . The merger was accounted for as a reverse acquisition, with U .S. West deemed
the acquirer and its historical financial statements were carried forward as those of the newly
combined company . Notwithstanding this accounting, Qwest was the de facto acquirer and
its management (Nacchio) was in control.
22. The merger left Qwest with a large amount of debt, including some $19 billio n
in borrowings . In late 2000, defendants were preparing to exchange $3 billion of this debt
and were attempting to portray the merger as a success . Defendants used acquisition
accounting to conceal certain write-downs of Qwest assets and changed certain assumptions
as to its pension liabilities to report favorable results .
23 . A large piece of Qwest's business was KPNQwest, which Qwest had set up in
1999 . Defendants knew that the market's favorable perception ofKPNQwest would also lead
to a favorable perception of Qwest .

THE PARTIE S
24 . Lead Plaintiffs New England Health Care Employees Pension Fund, Clifford
Mosher, Matthew B . Sellers, Tejinder Singh and Satpal Singh purchased Qwest securities
during the Class Period and were damaged thereby.

25 . Defendant Qwest is a broadband Internet communications company tha t
provides communication se rvices, data, multimedia and Inte rnet-based services on a national
and global basis, and wireless services , local telecommunications and related services and
directory services in a 14-state local se rvice area. Qwest's common stock traded in an
efficient market on the New York Stock Exchange .
26 . (a) Defendant Joseph P . Nacchio ("Nacchio") was Chairman and Chief
Executive Officer of Qwest . During the Class Period Nacchio sold 3,421,467 shares of his
Qwest stock for proceeds of $141 .54 million. This was in addition to millions of dollars in
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salary and bonuses Nacchio was paid, including a one-time $750,000 cash bonus for his
increased responsibilities as a result of the U .S. West merger .
(b) Defendant Robin R . Szeliga ("Szeliga") was, since 4/18/01, Chie f
Financial Officer of the Company . Prior to 4/18/0 1, Szeliga was Senior Vice President of
Finance, and from 3/01-4/18/01 Szeliga was Interim Chief Financial Officer . Since
becoming CFO, and thus being required to report her transactions in Qwest stock, Szeliga
has sold 10,000 shares of her Qwest stock for proceeds of $410,000.
(c) Defendant Robert S. Woodruff ("Woodruff') was, until his retiremen t
on 3/2/01, Chief Financial Officer of the Company . During the Class Period Woodruff sol d
400,000 shares of his Qwest stock for proceeds of $16 .86 million.
(d) Defendant Stephen M . Jacobsen ("Jacobsen") was Executive Vic e

President-Global Business Markets of Qwest . During the Class Period, Jacobsen sol d
175,000 shares of his Qwest stock for proceeds of $7 .34 million.
(e) Defendant Drake S . Tempest ("Tempest") was Executive Vic e

President, General Counsel, Chief Administrative Officer and Corporate Secretary of Qwest .
During the Class Period, Tempest sold 376,600 shares of his Qwest stock for proceeds o f
$16.93 million.
(f) Defendant Marc B . Weisberg ("Weisberg") was Executive Vic e
President Corporate Development of Qwest . During the Class Period, Weisberg sold
450,150 shares of his Qwest stock for proceeds of $20 million.
(g) Defendant James A. Smith (" Smith" ) was Executive Vice PresidentSmall Business and Consumer Markets of Qwest. During the Class Period, Smith sol d
248,680 shares of his Qwest stock for proceeds of $9 .82 million.
(h) Defendant Craig D . Slater (" Slater") was a director of Qwest. Slater i s
President of Anschutz Investment Company and Executive Vice President of Anschut z
Company and The Anschutz Corporation . Anschutz-related entities rent corporate space t o
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Qwest and provide corporate transportation services to Qwest . Qwest and an Anschutz entity
have a joint venture called Qwest Digital Media . Anschutz Company owns 284 million
shares of Qwest and is Qwest's largest shareholder. During the Class Period, Slater sold
826,921 shares of his Qwest stock for proceeds of $36 .53 million.

27 . The individuals named as defendants in ¶26(a)-(h) are referred to herein as th e
"Individual Defendants ." The Individual Defendants, because of their positions with the
Company, possessed the power and authority to control the contents of Qwest's quarterly
reports, press releases and presentations to securities analysts, money and portfolio managers
and institutional investors, i.e., the market. Each defendant was provided with copies of the
Company's reports and press releases alleged herein to be misleading prior to or shortly after
their issuance and had the ability and opportunity to prevent their issuance or cause them to
be corrected. Because of their positions and access to material non-public information
available to them but not to the public, each of these defendants knew that the adverse facts
specified herein had not been disclosed to and were being concealed from the public and that
the positive representations which were being made were then materially false and
misleading. The Individual Defendants are liable for the false statements pleaded herein at
¶¶38, 40-42, 51-53, 89, 98, 101-102, 114-115, 120, 127-128, 131 and 137, as those
statements were each "group-published" information, the result of the collective actions of
the Individual Defendants .

SCIENTER
28. In addition to the above-described involvement, each Individual Defendant had
knowledge of Qwest's problems and was motivated to conceal such problems . Woodruff,
and later Szeliga, as CFO, was responsible for financial reporting and communications with
the market . As CFO, many of the internal reports showing Qwest's forecasted and actual
growth were prepared by the finance department under Woodruffs and Szeliga's direction
and thus Woodruff, and later Szeliga, was aware of the significant downturn in Qwest' s
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forecasted results. Nacchio, as CEO and Chairman, was responsible for the financial resultsand press releases issued by the Company. As described below, Nacchio was personally
involved in certain of the accounting and reporting manipulations alleged herein . Nacchio
was unusually active in issuing releases, hosting conferences or conference calls, giving
interviews and speaking to analysts to represent the strengths of Qwest and the strong results
he said Qwest would report in 2001 . Jacobsen, Tempest, Weisberg and Smith, because of
their positions as officers of Qwest, were able to control the content of Qwest's press
releases and SEC filings . Each was provided copies of the documents alleged to be
misleading herein prior to or shortly after their issuance and had the ability and or
opportunity to prevent their issuance or cause then to be corrected . Slater, as a director of
Qwest and as an officer of Anschutz Investment Company, Qwest's largest shareholder, also
had the ability to control Qwest's public statements and had access to the undisclosed adverse
information about Qwest's finances, business and prospects . Slater was also a member of
the Executive Committee of Qwest which was set up to "exercise all power and authority of
the board in the management of the Company."

29 . The Individual Defendants knew or recklessly disregarded that the misleading
statements and omissions complained of herein would adversely affect the integrity of the
market for the Company's securities and would cause the prices of the Company's publicly
traded securities to become artificially inflated . Defendants acted knowingly or in such a
reckless manner as to constitute a fraud and deceit upon plaintiffs and other members of the
Class.
30 . Defendants also wished to sell large amounts of their Qwest stock prior to
Qwest suffering the same fate as other telecommunications companies, which by mid-2000
had already suffered enormous share price declines . Note the trend in the stock prices of
other telecommunication companies compared to Qwest, up until the beginning of the Class
Period:
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31 . Despite the decline by other telecom companies, Qwest had been able to keep
a strong share price by assuring the market it would not suffer the same problems . During
the Class Period, defendants continually represented that Qwest would not suffer the same
fate as other telecommunications companies since it had an extensive low-cost network, a
strong data platform and comprehensive product suite . Defendants told investors and
analysts that Qwest would be a "telcom survivor" and that it would not suffer from the long
distance war or the fall in data/Internet Protocol ("IP") prices, like its rivals . Nacchio also
stated that while other companies suffered from the economy, Qwest was a "market share
taker" and that it would make its "numbers ."
32 . As a result, Qwest's stock did not collapse in the same way as other
telecommunications companies, and continued to be inflated throughout the Class Period .
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33 . Defendants were successful in that they were able to sell enormous amounts '
of their Qwest stock prior to the revelations of large losses and no revenue growth, whic h
were in contrast to their prior representations of revenue and earnings growth . The insider

sales by defendants took dramatic advantage of the stock price inflation they had created :
Shares Sold

Name

Proceeds

% of Holding s

Nacchio

3,421,467

$141,542,943

Szeliga'

10,000

$410,000

Woodruff

400,000

$16,861,220

50%

Jacobsen

175,000

$7,335,495

45 %

Tempest

376,600

$16,936,222

61 %

Weisberg

450,150

$20,008,021

83 %

Smith

248,680

$9,820,170

45%

Slater

826,921

$36,529,475

89%

5,908,818

$249,443,547

47%

Total :

39%
7%

34 . In fact, the Individual Defendants were personally involved in th e

manipulations alleged herein .
IRU Sales Manipulation s
35 . A key manipulation Qwest management used to inflate Qwest's results was th e
sale of capacity under indefeasible rights of use contracts ("IRUs") . These contracts were
often made at inflated prices which customers would agree to pay only because Qwest had
agreed to buy services or capacity from the same customers at similarly inflated prices .
These were usually multi-year agreements in which Qwest was obligated to keep capacity
available for several years and would be paid over the terms of the contracts . However, to
accelerate revenue recognition, Qwest would, unlike other companies, recognize the full
contract value at the beginning of the contract . Moreover, because Qwest had a finit e

Prior to becoming CFO, Szeliga was not a reporting person and not required to
disclose her sales of Qwest stock .
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amount of capacity, these sales did not represent revenues from ongoing business operations,
but Qwest chose to conceal that large portions of its commercial services revenues were
derived from these sales. When Qwest disclosed the existence of the transactions in 3/01,
it did not quantify the sales and misleadingly represented that such sales "were not
significant."
36. For instance, in the 3Q, ended 9/30/00, Qwest reported Commercial Services
revenues of $2 .4 billion, representing a 104% increase from 3Q99 . Qwest did not disclose
that almost 10% of Commercial Services reported revenue had been the result of Qwest's
recognition of at least $230 million in IRU sales which Qwest had secured by promising to
purchase like amounts from its customers .
37. For further example, in 8/00 defendants approached UUNet and worked out
a deal in which UUNet (part of MCI's Internet Wholesale Division) would pay $300 million
for $30 million worth of Qwest equipment and 7 to 10 years of network service at a deeply
discounted rate . Qwest recognized revenue immediately . In fact, this deal was a net negative
to Qwest because it actually reduced the revenue stream compared to the amount U .S. West
had formerly been receiving from UUNet on the contract that was superseded by this deal,
and was done so that Qwest could report favorable earnings in 3Q00 .

38 . Moreover, the 3Q00 Form 10-Q, filed in 11/00, stated the following abou t
Commercial Services revenues, never mentioning the IRUs:
COMMERCIAL SERVICES . Commercial services revenues are
derived from Internet, data, voice and wireless products and services to both
retail and wholesale business customers . The increases in commercial services
revenues for the three and nine months ended September 30, 2000 were
primarily attributable to the Merger . Also contributing to the increases, were
growth in sales of data products and services . We believe revenues from data
products and services will account for an increasingly larger portion of
commercial services revenues in future periods .
39 . Qwest had included a sentence in its 3Q00 earn ings release that it had $272
million in "net realized gains on investments and asset sales," but told analysts that the asset
sales were principally marketable securities .
-12-

40. In 4Q00, Qwest recognized hundreds of millions of dollars more in IRU deals .'
One such deal was a contract for more than $250 million with Cable & Wireless . The Form

10-K mentioned the deals but did not quantify the amounts of such transactions and, in fact ,
represented they were not significant :
The Comp any's revenues are generated from a variety of services and
products . Commercial, consumer and small business se rvices revenues are
derived from retail and wholesale se rvices such as Inte rnet and data products
and services, including Web hosting and Internet access, frame relay and
digital subscriber line ("DSL ") . Also included in this catego ry are voice
services such as basic monthly fees for telephone se rvice, wireless services,
fees for calling se rv ices such as voice messaging and caller identification,
special access and private line revenues fr om end-users buying local exchange
capacity to suppo rt their private networks and inter- and intraLATA (local
access and transport area) long-distance se rvices. To a lesser extent, the
Company sells capacity under indefeasible rights of use contracts . Revenues
from these contracts are included in commercial services and were not
significant in either fiscal 2000 or 1999 . Directory services revenues are
generated primarily from selling adve rtising in the Company's published
directories. Switched access services revenue is derived principally from
charges to interexchange carriers ("IXCs") for use of the Company 's local
network to connect customers to their long-distance networks .
41 . In 1Q01, Commercial Services revenues were reported to be $2 .7 billion.

Qwest concealed that at least $425 million (more than 15% of Commercial Services
revenues) were from IRU sales. In fact, the 3/3 1/01 Form . 10-Q, filed in 5101, did not
mention the IRU sales and stated only :
Commercial services revenues are derived from Internet, data, voice
and wireless products and services provided to both retail and wholesale
business customers. The increase in commercial services revenues for the
three months ended March 31, 2001 was primarily attributable to growth in our
data and Internet services . For the first quarter of 2001, data and Internet
services represented more than 45% of commercial services revenue . We
believe revenues from data products and services will account for an
increasingly larger portion of commercial services revenues in future periods.

42 . Finally, in 8/01, when Qwest filed its 6/30/01 Form 10-Q, it began to disclos e
the extent of the sales it had been recording from these transactions:
Commercial Services Revenues . Commercial services revenues are
derived from sales of IP, data, voice and wireless products and services
provided to both retail and wholesale business customers . The increases over
the prior periods in commercial services revenues for the three and six months
ended June 30, 2001 were 26 .7% and 26 .6%, respectively, primarily
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attributable to growth in our IP and data services (DIA, virtual private
network, Internet dial access, optical private lines, ATM and frame relay) .
During the three and six month periods ended June 30, 2001, we recognized
$430 million and $857 million, respectively, in optical capacity sales under
indefeasible right of use ("IRU") agreements versus $197 million and $416
million, respectively, for the comparable periods in 2000 .

43 . Thus, not until near the end of the Class Period did defendants reveal th e
magnitude of the IRU revenue being reported.
44. Failing to disclose the information about IRU revenue was highly significan t
to investors because capacity asset sales are non-recurring in nature . To the extent that thi s
non-recurring revenue component was hidden from investors, Qwest was able to overstat e
revenue growth percentages by combining these amounts with recurring revenues such a s
service revenues . In fact, in Qwest's 3Q Form 10-Q, filed in 11/01, the non-recurring nature
of these revenues finally became apparent as IRU revenue dropped from $430 million in
2Q01 to a mere $133 million in 3Q01 .

-

Defendants' Concealment of Qwest's Pension Credit in 200 0
45 . In 8/01, Qwest was forced by the SEC to amend its 2000 Form 10-K to includ e
a disclosure that its 2000 results had benefitted from a pension credit of $299 million, or
$182 million after tax, in 2000 compared to a charge of $8 million in 1999 . The $299 million
in credits to Qwest's 2000 results were highly significant and represented some 16% of
operating income for the year .

46. Qwest management was involved in preparing Qwest's financial statements an d
knew of the impact of the $299 pension credit on Qwest's 2000 financial results but chos e
to conceal it until compelled to disclose it by the SEC .
Directory Services Manipulation s
47 . The Individual Defendants also caused Qwest to manipulate the results of th e
Directory Services business. For example , in late 2000 Nacchio and Woodruff approached
the head of Directory Services, Smith . Qwest management had imposed a target of 10 %
revenue growth and 15%-20%o Earnings before Tax Depreciation and Amortizatio n
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("EBITDA") growth in 2000 . In fact, such growth did not exist for 2000 in Directory'
Services, as the directories to be published were already set and there had already been a
great deal of cost cutting in this division . To achieve the revenue and earnings growth
targeted for U .S . West Directory Services which had been promised to the market, Nacchio,
Woodruff and Smith caused Qwest change the scheduled ship date of a directory to
accelerate revenue recognition . The Colorado Springs directory, which was an annual
directory with a January ship date, was changed to be shipped out in 12/00 . Because Qwest
would recognize revenue for a full year's directory in the quarter it was shipped, Nacchio and
Woodruff knew the Company could significantly increase reported sales by moving the
directory ship date from 1/01 to 12/00 .

48. The leaders of the directory side of the business were uncomfortable with thi s
shift but agreed to it because it was the only way to meet the onerous targets Nacchio had set
for the Directory Services business . Absent the Colorado Springs directory shipment dat e
switch, directory services revenue growth would have been only 5% instead of the 10 %

Qwest reported.
49. Nacchio directed another change to accelerate revenue on Directory Services ,

which was to switch many of the directories to 13-month directories . Because Qwest would
recognize the full-term of the directory as revenue in the quarter it was shipped and because
it billed most customers on a monthly basis, by switching from 12-month to 13-month terms,
Qwest could inflate revenue by 8 .3%. To conceal the switch, Qwest changed the date on the
directories from the month and year issued to just the year . The increase in revenue from the
extension goes directly to the bottom line because there are virtually no costs associated with
the extension. Qwest did this and recognized the revenue even though there was no
assurance that customers would pay for the extra month .
50. As a result of the manipulation, Qwest was able to report a favorable 10 %
increase in Directory Services revenues in the 4Q00 . The directories affected by director y
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extensions include Denver (which is a directory worth about $72 million a year to Qwest) ,

Portland and Seattle.
51 . The 2000 Form 10-K failed to disclose the above manipulations as the reaso n
for the increase in Directory Services revenue . It stated:
Directory services revenues for 2000 increased by almost $100 million due
princip ally to higher advert ising rates, an increase in the number of directories
published and an increase in the number of premium quality advert isements.

52 . Thus, investors were not aware that Directory Services revenues had increase d
largely because Qwest management had changed the directory delivery dates and terms . The
subsequent disclosures in Form 10-Qs were no better . The 3/3 1/01 Form 10-Q stated :
The decrease in directory services revenues for the three months ended March 31,
2001 was primarily attributable to a change in the mix of directories published in the
three months ended March 31, 2001 versus the three months ended March 31, 2000,
partially offset by increased advertising rates .
53 . Qwest did not disclose that-the decrease was also the result of moving the dat e

of the Colorado Springs directory into 2000 from 2001 . The 6/30/01 Form 10-Q stated :
Directory Services Revenues . Directory services revenues are derived
primarily from selling advertising in our published directories . Directory
services revenues increased 5 .1% for the three months ended June 30, 2001
and 1 .8% for the six months ended June 30, primarily due to a change in the
mix and length of directories published and increased advertising rates as
compared to the same periods in the prior year .

54 . Thus, it was not until the Form 10-Q for 2Q01 was filed in 8/01 that Qwes t
even hinted that it had changed the length of directories which affected revenue growth .
Even then it did not disclose that it had lengthened the directory terms to accelerate revenues
and that it had moved the date of at least one directory to accelerate revenue growth .
Undisclosed Suspension of Depreciation on Certain Asset s
55 . From the beginning of the Class Period until 2Q01, Qwest suspended recordin g
depreciation expense on 570,000 access lines worth $1 .8 billion. However, Qwest failed t o
disclose the amount of unrecorded depreciation until after the 2Q ended . On 7/24/01, Qwes t

revealed a charge of $222 million was recorded in the 2Q01 for the previously unrecorde d
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depreciation expense, in connection with the termination of an agreement to sell these access '
lines to a third party .
Consumer and Small Business Service s
56. Qwest's consumer and small business services revenue was also inflated b y
Qwest's practice of recognizing revenue on orders for T-1 installation and Internet service .
Through Qwest's Attila Information System, sales personnel would enter an order for
installation or service and the amount of the order would be recognized as revenue
immediately . This was more than just premature revenue recognition because orders were
routinely overstated in terms of what customers would actually buy from Qwest. Some
orders were for minute plans, or the amount of minutes per month a customer would be
utilizing a line . Sales people would enter orders (or "flash" them) into Attila and then Qwest
would recognize the revenue . In fact, Qwest's "flash" sales were overstated by as much as
60%-70% due to overstated orders being flashed . This activity increased at quarter end to
inflate Qwest's quarterly results for its consumer and small business services .

Wireless Customers
57 . Qwest also manipulated the number of wireless subscribers it reported . Qwest
reported the following growth in wireless subscribers during the Class Period :
09/30/00

691,000

12/31/00

805,000

03/30/01

908,000

06/30/01

1 million

58. In fact, these figures were inflated by Qwest's manipulative inclusion of
thousands of "disconnect 30s ." When a customer called up and asked to have their service
disconnected, the service representative was instructed to offer them free service for 30
minutes per month. If the consumer went over 30 minutes they would have to pay a higher
per minute rate but they would get the 30 minutes for free . Some customers said that they
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didn't even want this, they just wanted it disconnected and Qwest would respond just keep'
it active, you get the 30 minutes, if you don't use it it's not going to cost you anything . These
people, whom Qwest called "disconnect 30s," were counted in the number of subscribers,
even though they had told Qwest they did not want Qwest's service and had not agreed to pay
for it.
59 . During the Class Period, service representatives were getting inundated with
disconnect calls . Some of these calls were due to the natural churn rate for a wireless
industry and also because Qwest wireless plans were not competitively priced for national
coverage.

tenuity Contract Income Overstatemen t
60 . In 9/00, Qwest secured a contract with Genuity for $260 million for five year s
of network services . The contract called for Qwest to ship equipment required under the
contract and receive a $100 million payment . The equipment was not something Qwest had,
so it had to purchase $40 million worth of equipment from Lucent and Cisco . Because this
portion of the contract was essentially an equipment sale, Qwest should have recorded
revenues of $100 million and costs of sales of $40 million, with a profit contribution of $60
million . However, in order to inflate reported EBITDA earnings, Qwest deferred $20 million
in costs as an asset and recorded a profit contribution of $80 million.

61 . Qwest was only able to secure the contract by agreeing to extremely unusual
terms, including high credits for non-performance, non-compete clauses and very high
quality performance standards .
Merger Changes Manipulation
62 . After the merger, Qwest continued U .S . West's plans for a VDSL (very-highbandwidth digital subscriber line) buildout in Arizona and Colorado . In 4Q00, Qwest finally
gave up on the project . Despite the fact that many of the costs incurred on the project were
incurred post merger, Qwest wrote off costs associated with VDSL as part of the merger an d
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closing costs associated with the Qwest/U .S. West merger, rather than as part of operating '
expenses.
Severance Payment Manipulatio n
63 . Qwest management also inflated reported earnings by deducting severanc e
payments owed to departing executives from the pension plan rather than from operating
earnings . This was a change instituted by Qwest management after the U .S . West merger and
was done intentionally to increase reported earnings without disclosing the change . This
inflated Qwest's operating earnings .
Pension Assumption s
64 . Qwest's undisclosed alteration of pension assumptions, as disclosed in the
6/20/01 Morgan Stanley report (see ¶l30), materially increased Qwest's earnings . This type
of change would not have occurred absent senior management's approval . Defendants knew
about this change and about the fact it was not disclosed .
Other Accounting and Reporting Manipulation s

65 . Moreover, each of the manipulations ultimately described by Morgan Stanle y
(see ¶130) were decisions made by the highest level of Qwest management and each wa s

made for the purpose of inflating Qwest's reported earnings during the Class Period, whil e
defendants were selling 5 .9 million shares of their Qwest stock for proceeds of $249 .4
million .
FALSE FINANCIAL STATEMENT S
66. Defendants were also involved in Qwest's manipulation of its financial results .
In order to overstate its earnings in 3Q00, 4Q00 and 1Q01, Qwest violated GAAP and SEC
rules by failing to properly report the value of its KPNQwest investment to reflect the nontemporary impairment of its investment, failing to record $1 billion in impairment to
Property, Plant and Equipment ("PP&E") and failing to accrue $700 million in liabilities for
contracts and other expenses . Qwest has now admitted that the value of the KPNQwes t
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investment is only a fraction of its carrying amount and recorded $2 billion in purchase pric e
adjustments which, in fact, should have been reflected as write-offs . The amount of
impairment exceeds half the entire gross profit Qwest reported for in the Class Period .
67. Qwest reported the following financial results for during the Class Period :
9/30/00
Revenues $ 4 .77B
Gross Profit $ 3 .06B
EBITDA $ 1 .86B

12/31/00

3/31/0 1

$ 5.02B
$ 3 .24B
$ 1 .99B

$ 5 .05B
$ 3 .15B
$ 2.OB

Qwest included these results in press releases and SEC filings.
68. These financial results and the statements about them were false an d

misleading, as such financial information was not prepared in conformity with GAAP, no r
was the financial information a fair presentation of the Company's operations due to the
Company's improper accounting for its investment in KPNQwest, and other assets and
liabilities, in violation of GAAP and SEC rules .
69. GAAP are those principles recognized by the accounting profession as the
conventions , rules and procedures necessary to define accepted accounting practice at a
particular time . Regulation S-X (17 C .F.R. §210 .4-01( a) (1)) states that financial statements
filed with the SEC which are not prepared in compliance with GAAP are presumed to be
misleading and inaccurate . Regulation S-X requires that interim financial statements must
also comply with GAAP, with the excep ti on that interim financial statements need not
include disclosure which would be duplicative of disclosures accompanying annual financial
statements. 17 C.F.R. §210.10-01(a) .

KPNQwest Investment
70 . As depicted in the chart below, Qwest's investment in KPNQwest had decline d
40% from summer 2000 to fall 2000, and another 50% between Q400 and Q101, and wa s
not properly accounted for, as Qwest failed to record any impairment until the summer o f

2001 when it made a $3 billion adjustment to the "original" value as of 6/30/00 and recorde d
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an additional $3 billion impairment charge . The price of KPNQwest stock was as follow s
between 9/00-10/01 :
KPNQwest
September 1, 2000 - November 16, 200 1
Daily Share Price s
40

30

IM
U,
a 20
0
0

10

0
09/01/2000 1012412000 12/14/2000 02107/2001 03/30/2001 05122/2001 07/13/2001 09/04/2001 10/30/200 1
09/28/2000 11/17/2000 01/11/2001 03/06/2001 04/26/2001 06/18/2001 08/08/2001 10/041200 1

71 . GAAP, as set forth in Accounting Principles Board Opinion ("APB") No . 18,
requires that companies recognize an impairment loss when a decline in value of an equit y
investment is other than temporary . APB No . 18, ¶6(b), states in part:
A series of operating losses of an investee or other factors may indicate that
a decrease in value of the investment has occurred which is other than
temporary and which is other than temporary and which should be recognized
even though the decrease in value is in excess of what would otherwise be
recognized by application of the equity method .
72. GAAP, as set forth in APB Opinion No . 16 ("APB 16"), "Business
Combinations," requires companies to allocate the purchase price of an acquisition based o n
fair values of the assets acquired, as ofthe acquisition date. As of 6/30/00, the acquisition
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date, Qwest's most valuable tangible asset was its investment in KPNQwest, a European'
provider of communications services, which had a market value of $7 .9 billion . Because
Qwest's investment in KPNQwest carried certain trading restrictions, Qwest reduced the
market value to reflect its fair value . As a result, Qwest initially reported its investment in
KPNQwest at $7 .4 billion in its Form 10-Q for 6/30/00 . Qwest also reported its investment
in KPNQwest at $7 .4 billion or more as of 6/30/00 (the acquisition date) in its 9/30/00,
12/31/00 and 3/31/01 financial statements .

73 . By the time Qwest reported its 3Q00 and 4Q00 results, its investment i n
KPNQwest had deteriorated significantly since the merger date, and by the time it reported
its l Q01 results, Qwest's investment in KPNQwest had dete riorated dramatically as
compared to the value at 6/30/00 - the merger date . At 6/30/00, KPNQwest stock traded at
$39.625 per share . By 10/00 it was trading at well below $30 . By 3/31 /01 (the last day of
Qwest's l Q01), KPNQwest had dropped to $10 .30.

By 4/20/01 (just prior to Qwest

reporting its 1 QO 1 results), the value of KPNQwest had dropped to $9 .50 per share, a decline
of 76% from the merger date . Thus, the defendants increasingly knew that the impairment
was not temporary .
74 . Pursuant to GAAP, as set fo rth in APB No . 18, the Company was required to
recognize a loss to reflect the non-temporary impairment of the investment . Contrary to
GAAP , the Individual Defendants caused Qwest to not re flect such losses, as to do so would
have reduced the Company 's earnings during the Class Period.

75 . Qwest ultimately admi tted in a 6/20/01 Form 8-K responding to the Morgan
Stanley report that :
At the time of the Merger, the Company originally estimated the fair value of
its investment in KPNQwest to be approximately $ 7.9 billion. Based upon an
independent third party ap praisal that has recently been completed, the
estimated fair value of the Company 's investment in KPNQwest was
approximately $4 .8 billion on June 30, 2000 ( the Merger date) .
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The current market value of the Company's investment in KPNQwest
is approximately $1 .6 billion.
76 . Thus, during 2Q01, in order to avoid fully recording this loss in value, in 6/01,
Qwest suddenly claimed that the fair value of its investment in KPNQwest as of 6/30/00 was
only $4 .8 billion. By doing so, Qwest was able to avoid recording a $2 .6 billion Class Period
loss (the difference between the $7 .4 billion actual fair value as of 6/30/00 and Qwest's
subsequent claimed fair value of $4 .8 billion) .

77 . In its SEC filings, Qwest admits that the 6/30/00 market value of its stock i n
KPNQwest was $7.9 billion . As of 6/30/00, the fair value of its investment in KPNQwest
was not less than $7 .4 billion. Its claim that the 6/30/00 fair value was only $4.8 billion is
based on subsequent developments, which is not permitted by GAAP . APB 16, ¶¶88A, 94 .
There were no circumstances by 6/30/00 that indicated a significant deterioration in the value
of Qwest's KPNQwest investment .'
78 . Qwest has also recorded a write-down of its investment in KPNQwest of $3 .05
billion . The total amount of impairment (exceeding $6 billion) of Qwest's investment in
KPNQwest was not reflected until defendants had finished selling their shares .

Qwest Improperly Avoided Recording Charges of $2 .1 Billion
from Losses on its Property and Equipment and Accrued Liabilit y
79 . Similar to its accounting treatment of its investment in KPNQwest, Qwest also
improperly retroactively reduced its purchase price allocation for property and equipment by
$1 billion and accrued $700 million in previously unrecorded liabilities . Qwest did not

2 Qwest claims that the purported $4.8 billion fair value, concealed from the public until
the 6/30/01 quarter , was based on an independent appraisal . However , no objective appraisal
could say that the fair value of an investment with a market value of $7 .9 billion was wo rth
only $4.8 billion at the time without using hindsight - which is not appropriate . Moreover,
¶4(b) of SFAS No. 38, "Accounting for Preacquisition Contingencies ," limits the allocation
period to the time a company is waiting for information . Qwest did not need to wait for
information on the value of KPNQwest because it already had a reliable indicator of fair
value at the time of the acquisition - an open market price quote from an actively traded
exchange.
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disclose this adjustment to investors until after the Morgan Stanley report criticizing Qwest's ,
purchase price allocation was issued in 6/01 .
80 . Qwest attributed the delay in finalizing the purchase price allocation for PP& E
to "limited interaction between Qwest and U .S . West prior to the closing of the merger" and

"limited information available to U .S . West and the short timeframe" between the merger an d
the filing deadline . However, this excuse does not make sense because Qwest, as the
surviving corporate entity,, always knew what assets it owned and what they were worth .
81 . According to Qwest's 6/20/01 Form 8-K, impairments to Qwest's property an d
equipment were based on declining replacement costs of network equipment . However, the
decline in these replacement costs did not occur until well after 6/30/00 .
82 . Qwest failed to record any impairment to property and equipment as it shoul d
have during the Class Period . Then on 6/30/01, Qwest reallocated its purchase price to
reduce the value of property and equipment . Pursuant to GAAP, as set forth in SFAS No .
121, Qwest was required to identify and record impairment whenever conditions indicated
impairment existed . The assets in question were Qwest assets and thus Qwest was aware of
the problems with these assets .
83 . Qwest also failed to record some $700 million in provisions for contracts an d
other liabilities . Pursuant to GAAP, as set forth in SFAS No . 5, a loss should be recorde d

for a contingency when the loss is probable and can be reasonably estimated .
84 . Qwest has admitted the liability existed at 6/30/00 - thus, it clearly existed a t

9/30/00, 12/31/00 and 3/31/01, but was not recorded until 6/30/01 .
85 . The amount of the unrecorded liabilities and unrecorded impairment ($1 .7

billion) would have wiped out Qwest's earnings in any of the quarters during the Clas s
Period. If Qwest had recorded even a portion of the charges, it would have been highl y

significant to its results , but Qwest failed to do so, in violation of GAAP .
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86 . Due to these accounting improprieties, the Company presented its financia l
results and statements in a manner which violated GAAP, including the following

fundamental accounting principles:
(a) The principle that interim financial reporting should be based upon th e
same accounting principles and practices used to prepare annual financial statements was

violated (APB No. 28, ¶10) ;
(b) The principle that financial reporting should provide information tha t

is useful to present and potential investors and creditors and other users in making rationa l
investment , credit and similar decisions was violated (FASB Statement of Concepts No . 1 ,

¶34) ;
(c) The principle that financial reporting should provide information abou t

the economic resources of an enterprise, the claims to those resources, and effects o f
transactions, events and circumstances that change resources and claims to those resource s
was violated (FASB Statement of Concepts No . 1, ¶40) ;
(d) The principle that financial reporting should provide information abou t
how management of an enterprise has discharged its stewardship responsibility to owners
(stockholders) for the use of enterprise resources entrusted to it was violated . To the extent
that management offers securities of the enterprise to the public, it voluntarily accepts wider
responsibilities for accountability to prospective investors and to the public in general (FASB
Statement of Concepts No . 1, ¶50) ;
(e) The principle that financial reporting should provide information abou t
an enterprise's financial performance during a period was violated . Investors and creditors
often use information about the past to help in assessing the prospects of an enterprise . Thus,
although investment and credit decisions reflect investors' expectations about future
enterprise performance, those expectations are commonly based at leastpartly on evaluations
of past enterprise performance (FASB Statement of Concepts No . 1, ¶42) ;
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(f) The principle that financial reporting should be reliable in that it '
represents what it purports to represent was violated . That information should be reliable as
well as relevant is a notion that is central to accounting (FASB Statement of Concepts No .
2, ¶¶58-59) ;
(g) The principle of completeness, which means that nothing is left out of
the information that may be necessary to insure that it validly represents underlying events
and conditions was violated (FASB Statement of Concepts No . 2, ¶79) ; and
(h) The principle that conservatism be used as a prudent reaction t o
uncertainty to try to ensure that uncertainties and risks inherent in business situations are
adequately considered was violated . The best way to avoid injury to investors is to try to
ensure that what is reported represents what it purports to represent (FASB Statement of
Concepts No . 2, ¶¶95, 97) .
87 . Further, the undisclosed adverse information concealed by defendants during
the Class Period is the type of information which, because of SEC regulations, regulations
of the national stock exchanges and customary business practice, is expected by investors and
securities analysts to be disclosed and is known by corporate officials and their legal and
financial advisors to be the type of information which is expected to be and must be
disclosed.

FRAUDULENT SCHEME AND COURSE OF BUSINES S
88 . Each defendant is liable for (i) making false statements, or (ii) failing to
disclose adverse facts known to him/her about Qwest . Defendants' fraudulent scheme and
course of business that operated as a fraud or deceit on purchasers of Qwest publicly traded
securities was a success, as it (i) deceived the investing public regarding Qwest's prospects
and business ; (ii) artificially inflated the prices of Qwest's publicly traded securities ;
(iii) caused plaintiffs and other members of the Class to purchase Qwest publicly trade d
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securities at inflated prices ; and (iv) allowed the Individual Defendants to sell 5,908,81 8
shares of their Qwest stock for proceeds of $249,443,547 .
THE FALSE AND MISLEADING STATEMENTS ISSUED
BY DEFENDANTS DURING THE CLASS PERIOD IN DETAI L

89 . On 10/24/00, prior to the market's opening, Qwest reported its 3Q00 results i n
a release entitled "Qwest Communications Reports Strong Third Quarter 2000 Financial
Results While Successfully Integrating $77 Billion Company," which stated :
Third quarter highlights compared to previous year :
- Total revenue grew on a normalized pro forma basis 12 .4 percent to
$4 .77 billion, on track to meet or exceed 2000 revenue target s
- Commercial services revenue grew by 24 .3 percent, driven primarily by
Internet and data service s

- EBITDA grew by 14 .3 percent, reflecting strong revenue growth and
continued cost efficiencies, driving margins from 38 .5 percent to 39.1
percent
- Earnings Per Share (EPS) increased to 14 cents per share versus 12
cents a share a year ago, representing a 16 .7 percent increase

Results exceeded the consensus of analysts' expectations for revenues,
earn ings before interest, taxes , depreciation and amo rtization (EBITDA) and
earnings per share for the quarter. This is the fourt eenth consecutive quarter
that the company has met or exceeded analyst expectations .
"Our results for the quarter reflect Qwest's continued execution and
ability to exploit revenue opportunities in key sectors of our industry," said
Joseph P . Nacchio, Qwest's chairman and CEO . "I'm proud of the Qwest team
for producing these results while in the middle of a complex merger . "

" We are very pleased with these strong financial results for the quarter .
Internet and data services continued to drive revenue growth ," said Robert S.
Woodruff, Qwest executive vice president and CFO . "We are well positioned
to attain our long term revenue, EBITDA and EPS targets . "
Excluding non-recurring items , the company's third quarter net ea rnings
grew by 18 . 5 percent to $231 million . EPS was $0 .14 per diluted share, an
increase of 16 .7 percent from third qua rter of 1999 . Included in the nonrecurring items are merger-related and other one-time pre -tax charges totaling
$1 .03 billion and other non- operating income of $272 million fr om net realize d
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gains on investments and asset sales . Including the non-recurring items, the
company reported a loss of $0 .15 per share for the third quarter 2000 .

Qwest added an additional 38,000 subscribers during the qua rter and now was
213,000 DSL subscribers - an increase of more than 166 percent over the
same period in 1999 - and is on track for its target of 250,000 subscribers by
year-end 2000 .

90 . Subsequent to the release, Qwest hosted a conference call for analysts an d
Qwest investors in which Nacchio and Woodruff made statements about Qwest's results, it s
business and its prospects, and in which Nacchio and Woodruff also answered questions .

During the call, and in follow-up conversations, defendants stated :
• Qwest had a "very strong demand [for] new Internet broadband products . "
• Qwest expected a strong 2000 ; Qwest was on track to report EPS of $0 .56$0 .59 and EBITDA per share of $5 .02 in 2001 . • The integration with U .S. West and the strong financial results were partly due
to better than anticipated synergies .
• The wireless business was growing fast, with 691,000 subscribers and Qwest
was on track to have 800,000 subscribers by year-end, which was indicative
of its success in this business .
• Qwest had a better management team and better strategy than its competitors
which would help it overcome the problems of other telecom companies .
• Qwest was positioned to be the revenue and earnings growth leader among the
regional bell operating companies .
91 . Subsequent to the conference call, analysts issued reports based on and i n

reliance upon the defendants' statements, including on the conference call . These reports
rated Qwest stock and forecast the following earnings for Qwest :

2001

2001

Firm

Analyst

EPS

ING Barings

Miller

$0.56

Buy

Prudential

Greenwood

$0.57

Strong Buy

Janney Montgomery

Kovacs

Scott

EBITA Ratin g

$5 .02 Buy
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2001 200 1
Ratin g

Firm

Analyst

EPS EBITA

CIBC World Markets

Horan

$0.5 6

Bear Stearns

Deatherage

$0.5 5

Dresdner Kleinwort
Bension

Roberts

$0.6 8

Buy

Merrill Lynch

Quinton

$0.65

Buy

CS First Boston

Reingold

.

Strong Buy

Analysts also wrote the following about Qwest based on and in reliance upon the defendants '
statements :

• ING Barings :
* Revising estimates to reflect new guidance - We are raising our 4Q00,
2000 and 2001 EPS estimates for Qwest to re fl ect new guidance provided on
the company's conference call Tuesday . We now expect $ 0 .10 in 4Q00, $0 .45
in 2000 and $0.56 in 2001 , up from $0 .09, $0.39 and $0 .44, respectively . -

* Synergies ahead of schedule - Qwest confirmed that it is ahead of
schedule in realizing many of its merger synergies, including a reduction in
headcount by 4,500 a full quarter ahead of schedule .

Prudential Securities :
Qwest reported a strong third quarter, in-line with our expectations .
these results highlight that the combined company is starting out with a great
deal of momentum in our opinion . We believe these results are a strong
indication that the Qwest US West combination will deliver above and beyond
earlier expectations . We are reiterating our Strong Buy rating and $73 price
target.

There is evidence that Qwest is capturing high-growth business like
wireless and DSL . The company added over 38,000 wireless subscribers in
the quarter , bringing its total subscriber base to 691,000 , on track to meet its
year-end target of 800,000 subscribers . The company also added 38,000 DSL
subscribers for the quarter and now has a total of 213 ,000 subscribers , on track
to meet its year-end target of 250,000 .

.The company reiterated expectations for 2000 and 2001 . Specifically,
the company is looking for $18 .8 - $19 .1 billion in revenue in 2000 and $21 .3
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- $21 .7 billion in 2001 . It is looking for $7 .4 billion in EBITDA in 2000 and
$8.5 - $8 .7 billion in 2001 . Lastly , it expects to outlay $9.0 billion capital
spending this year and roughly $9 .5 billion next year. These numbers are
generally in - line with our model and we are not making any material changes
at this point . Our model now fully re flects the combined entity.
Janney Montgomery Scott :
All in all, Qwest is doing well on both the regulatory and strategic
fronts while navigating a complicated merger integration . Well positioned in
the data and Internet space, and showing improvement in many service quality
metrics at the tel'co, Qwest is on track and we are reiterating our BUY rating .

• CIBC World Markets Corp . :
Qwest stock is up strong this morning, based on management's very
positive conference call and an upgrade by a sell side analyst .

Our core essential conce rn with Q[west], though , it that the company is trying
to be all things to all people vert ical integration will not work in network
centric computing services , in our opinion.
Despite the conce rn s management is confident that it will hit its
financial targets of $18 .8 to $19 .1 billion and $7 .4 billion of EBITDA in 2000
and $21 .3-$21 .7bn in revenues and $8 .5 -$8 .7bn in EBITDA in 2001 . Qwest
reiterated its previously issued long-term (5 year) revenue guidance of 15%17%, accompanied by EBITDA growth of 20% .
• Bear Stearns:
IN 2000, Q[WEST ] HAS LEFT MOST STOCKS IN THE INDUSTRY
GROUP FAR BEHIND . Year to date, the shares are up 11%, compared with
average respective declines of 52%, 5% and 33 % in the equities of the
traditional long distance carriers (T, FON, WCOM), the Bell companies (BLS,
SBC, VZ), and the next generation carriers (BRW, GBLX, LVLT, TSIX,
WCG) . Qwest is considered to have a superior management team and strategy .
The company has moved beyond pure transport se rvices by bundling
applications with bandwidth and adding branding, marketing , and support.

MANAGEMENT ' S 2000 REVENUE AND EBITDA GUIDANCE IS
.8B-$19
.1B AND $7 .4B, RESPECTIVELY . The comparable forecast for
$18
2001 is $21 .3B -$ 21 .7B and $8 .5B-$8 .7B . Revenue growth in 2001 is
expected to come from the following sources : consumer/small business up
$600M-$800M ; wireless up $500M ; commercial up $1 .35B ( of which $500M$600M is wholesale). EPS for 2000 are expected in the $0 .54-$0.58 range, up
from the prior forecast of $0.35-$0 .40 . The increase is due to lower
depreciation and amortization. EPS for 2001 should decline modestly to
$0.50-$0 .55, due to higher growth in depreciation expense . Over the next fiv e
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years, the company expects to deliver a 15%-17% CAGR in revenue (to $38B$40B in 2005) and nearly a 20% CAGR in EBITDA (to $16B-$18B . in 2005) .

Dresdner Kleinwort Benson :
Qwest reported strong revenue growth that was exactly in line with our
estimate at $4 .765 billion, up 12 .4% year-to-year. Qwest also increased
revenue and earnings guidance for Q4 and reiterated expectations for a strong
2001 . Further, Qwest reported that it has had no major negative surprises in
its integration efforts to date . Qwest has positioned itself to be the revenue
and earnings growth leader among the RBOCs .
Merrill Lynch:
In light of very strong earnings, we reiterate our recently raised intermediateterm BUY and long-term BUY recommendation and our new 12-month price
objective of $70.

. As we emphasized in our upgrade report, entitled "On a Qwest for
Growth," we believe that Qwest is well positioned to be an aggressive market
share gainer in the enterprise market . Qwest provided further evidence of this
during its 3Q analyst conference call . In 3Q, Qwest executed contracts
totaling $450MM of new revenue for enterprise services . In addition, its
Cyber .Solutions division also announced a number of new contracts to provide
ASP solutions to high-end customers .

For 2001E, we are reiterating our estimate of $21 .7B in revenue, raising our
EBITDA estimate to $8 .7B (compared with our old estimate of $8 .6B) and
raising our EPS estimate to $0 .65 (compared with our previous estimate of
$0.45).
Credit Suisse First Boston :
Qwest's Directory division also reported better-than-expected revenue
of $351M, up 4 .5% y/y, an acceleration from the 4% growth in 2Q, and 1 .4%
ahead of our estimate.

Qwest continues to forecast revenue ranges of $18 .8- 19 .1 B for'00 (inline with our $ 19 .OB estimate) and $21 .3-21 .7B for '01 (in-line with our
unchanged $21 .5B estimate). Management also reiterated their comfort with
the previously announced EBITDA targets : 1) $7.4B for '00 (representing
17% y/y growth normalized for the divestiture of Qwest's 271 LD revenue
base - and in -line with our new $7 .37B estimate ) , and $8 .5-8 .7B for'01 (inline with our unchan ged $ 8 .5B estimate ) . Finally, Qwest management also
stated that they are still comfortable with their prior capital expenditure targets
of $9B in 2000 , and $9.5B in 2001 .
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92 . On 10/30/00, Nacchio was interviewed by Neil Cavuto of Fox News Network .
During the interview, Nacchio was quoted as stating :
CAVUTO : What do you think of this trend , though, where you break
a company up, or you spin -off sections and they become publicly traded ?
NACCHIO : Well, you know, I think you can only do so much with
financial engineering .

CAVUTO : Yes.
NACCHIO : I mean, you know, the premise is, if the investors only
knew how much we were really wo rth, they would value it more . Well, listen,
the investors I know, know a lot about our company . So they generally know
everything to begin with . I think that's - my personal opinion , it's a bit
overplayed, you know, tracking stocks, financial en gineering. At the end of
the day, you have to create economic value and you have to run it well .
CAVUTO : Wall Street sees that you have a great growth rate going .
But the fear is always, can you maintain that? And now Wall Street is looking
forward and worried about , for your whole industry, that growth rate factor.
It what was [sic] one of things that weighed on NorTel .. . and some of these
others, JDS Uniphase . .. briefly.
NACCHIO : Sure . Well, you know , you got to look at relative
valuations , you got to look at track records . And again , in our case, 14
quarters of meeting or beating expectations , going from nowhere to a large
.company, we lay out our plans clearly, we hold these sessions , we execute on
them, and I think you build credibility over time .
93. On 10/31/00, Qwest hosted an all day analyst meeting at the Waldorf Astori a
in New York . During the meeting, Qwest management represented :
• KPNQwest was succeeding in Europe as it was taking market share from
existing players that were having financial problems .

• Qwest was still on track to report favorable and growing revenues and earnings
in 2000 and 2001 and Qwest was on track to report 2001 EPS of $0 .55+.
• Qwest was stronger than its competitors due to its advantages of an extensive
low-cost network, a strong IP/data platform and a comprehensive product
suite.
• Even as other telecom companies had problems and reported disappointing
results, Qwest would report continued growth and would survive the
downturn.
• Qwest had strengthened its management team, which would help it have
success and be more profitable in the near term .
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Qwest had announced several significant long-term contracts which would add
hundreds of millions of dollars to 2001 revenues .

94 . Based on this "upbeat" presentation, analysts issued favorable analyst report s
which repeated managements statements :

Firm

Analyst

Rating

2001 EP S

ING Barings

Miller

Buy

$ 0 .44

First Union

Louthan

Market Perform

$ 0.6 1

UBS Warburg

Meltzer

Buy

$ 0.5 0

Roberts

Buy

$ 0.6 8

Reingold

Strong Buy

Dresdner Kleinwort
Benson
CS First Boston

These reports also stated :
• ING Barings :
* Analyst meeting highlights growth initiatives - Qwest held an analyst
meeting on Tuesday to outline its strategies in the data and I/P, consumer and
wireless segments, as well as its newer CLEC initiative .
* On track to meeting objectives - The company is on track to posting
total revenues of $18 .9 billion in 2000 and EBITDA of $7 .4 billion, with data
and Internet revenues contributing 23% of the total .
• First Union Securities :

- Qwest held its analyst conference in New York yesterday . The conference
was well attended, and the tone was generally upbeat .
*

*

- The company reiterated its previous revenue and EBITDA guidance for
2000 and 2001 . We are adjusting our estimates to reflect the changes to
revenue segments and D&A announced during its Q3 2000 earnings release .
As a result, we have raised our 2000 and 2001 EPS to $0 .56 and $0.61,
respectively. We note these changes are due to below the line items, and do
not reflect any meaningful increase to our revenue and EBITDA estimates .
• UBS Warburg :
On Tuesday, the Nacchio -led and deepened management team provided
an update of Qwest's strategically competitive position . Qwest reconfirmed
near-to-long term goals for revenue and EBITDA growth, which should
benefit from favorable customer and product mix targeted at faster growin g
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IP/data market . Qwest combines unique a ttributes, enhanced b y the USW
merger, leveraging end to end capabilities if IP/data platform and expanding
customer base for low cost position, which should enable Q to grow more
profitable . We reiterate our Buy rating with a $78 12 - month price target .

Qwest believes it is stronger than its competitors because of certain
competitive advantages including an extensive low-cost network, strong
IP/data platform, and comprehensive product suite .
Dresdner Kleinwort Benson :
The theme of Qwest's analyst meeting was that it will be a telecom
survivor. The company has the assets and strategy in place to be a winner and
grow revenues 15%-17% per year and EBITDA at 20% per year . Qwest has
assembled local and long haul capacity with a focus on value -added se rv ices
to business customers in major markets .
Credit Suisse First Boston :
Qwest held a very bullish day-long meeting for analysts in New York
last Tuesday where management reiterated its previous financial targets for'00
and '01, gave an update on the integration of USW and emphasized its
continued focus on selling bundles and data/IP-centric products .

We continue to believe that Qwest is a unique hybrid, combining both
the stable and protected cash flows of the US West local Incumbent Local
Exchange Carrier (ILEC) business and, with the higher growth Internet-related
business coming from the company's 23,000 mile fiber-optic network which
is vertically integrated with Web hosting and ASP capabilities . In addition, in
stark contrast to WorldCom, AT&T and Spring, Qwest should generate only
16% of its consolidated '00 revenues from voice long distance versus 64%,
52% and 44% for the others respectively .

95 . Qwest's stock stabilized in the mid-$40 range on these positive statements .
Nacchio took advantage, selling 725,000 shares of his Qwest stock between 10/30/00 an d
11/17/00.
96 . In fact, each of the statements made between 10/24/00 and 10/31/00 were fals e
or misleading when issued . The true but concealed facts were :
(a) Qwest's revenues were not increasing as much as represented as Qwes t
was engaging in accounting manipulations to inflate revenues, including selling hundreds o f
millions of dollars worth of IRUs at inflated prices which Qwest did not disclose ;
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(b) Defendants concealed that Qwest revenues had been inflated by th e
inclusion of at least $232 million in the sale of IRUs in 3Q00 . These sales were not a source
of ongoing revenue as there was a finite amount of optical capacity Qwest could sell ;
(c) Qwest's 2000 ,results included $299 million (pre-tax) from the reversa l
of a pension charge which was non-recurring income which was not disclosed ;

(d) Qwest was booking network capacity sales up front, rather than over th e
term of the deals, and not disclosing that these were non-recurring one-time events, such tha t
reported recurring revenue growth was misleading ;
(e) Qwest was deferring costs associated with contracts, including with a
Genuity contract, to inflate its reported EBITDA ;
(f) Qwest was charging severance costs against the pension plan to inflat e
revenues ;
(g) Qwest had suspended depreciation on certain assets such that ne t
earnings were inflated ;
(h) Qwest was including in its count of wireless subscribers thousands o f
"disconnect 30's," or people who had requested discontinuation of service but wer e
convinced to stay enrolled by promises of a free 30 minutes every month ;

(i) Qwest's financial statements were materially overstated in violation o f
GAAP, due to the failure to properly value KPNQwest and PP&E, as described in ¶ 166-87 ;
(j) Qwest was suffering the same problems as other telecommunication s
companies, including excess capacity, decelerating demand for services, assets which wer e

not worth nearly as much as represented and declining prices, which problems Qwest wa s
concealing through the artifices described above ; and
(k) As a result of the foregoing, defendants actually knew that Qwest was
not on track to report EPS of $0 .55-$0.61 in 2001 .
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97 . On 12 /20/00, Qwest 's stock fell 14 % on concerns that the Company would be
hurt by regulatory delays in its attempt to sell long-distance se rvice and by service-quality
issues . Bloomberg News reported :
Qwest appears to be suffering from the same investor concern th[at]
sent shares of San Antonio -based SBC Co mmunications Inc . down 13 percent
yesterday , said Jim Linnehan , an analyst at Thomas Weisel Partners .
SBC, the No . 2 U.S . local telephone company, said 2001 sales and
profit would fall sho rt of forecasts . It blamed delays in gaining permission to
sell long-distance and costs to improve networks and offer new services in the
region se rv ed by its Ameritech unit. BellSouth Corp., another large local
phone company, halved its profit forecast last month .
Amitech slowed spending on network upgrades in its five-state region
while it was in the process of being acquired , Linnehan said. SBC bought
Ameritech in October 1999 for $80 .6 billion .
98. Qwest reacted immediately , putting out a press release and holding a
conference call on 12 /21/00. The press release stated:
"Qwest believes it is not having the same problems announced by
several competitors because Qwest has newer assets, a lower cost position and
a product line targeted to capitalize on the high-growth sectors of the
industry, Nacchio declared . Qwest also provides local and advanced
communications services in 14 Western states, which include half of the
fastest-growing business markets in the United States .
Nacchio said he is making a strong, specific statement today about
Qwest's prospects because of recent market turmoil and extraordinary
speculation about the likely results of major companies in the sector . Nacchio
noted several companies have reduced guidance for 2000 and 2001 .
"Demand for our products and services remains robust and we continue
to see our market share and revenues grow in key segments of the market, such
as DSL, wireless, Web hosting and broadband Internet services . We are
reconfirming the targets we set on Sept. 7, 2000 for this year and 2001 based
on the continued strength of our business and our success in executing our
strategic merger plan," Nacchio said .
99 . On 12/21/00, Bloomberg News reported that Qwest expected to match or beat
analysts' estimates for the fourth quarter :
The Denver-based company said it isn't having the problems of other
telecommunications companies because it has newer equipment, lower costs
and is concentrating on high-growth areas such as wireless communications
and broadband Internet service . SBC Communications Inc . and AT&T Corp .
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are among the other phone companies who have cut their profit and sales
forecasts .

"While (AT&T's) growth is anemic, maybe 1 or 2 percent, we're still
confident in our forecasts for the rest of the year and next year ," Qwest Chief
Executive Joseph Nacchio said on a conference call . "The industry oligarchy
is breaking down . "
100 . This effort was successful and by 12/29/00, Qwest's stock had recovered to $4 0
per share. This was just in time for Nacchio to sell 619,467 of his Qwest stock on 1/2/01 an d
1/3/01 . In fact, Qwest was suffering the same problems as other telecommunication s
companies, including excess capacity, declining demand and overvalued assets .
101 . On 1/16/01, Qwest issued a release announcing a buyback of stock :
Qwest Communications Inte rnational Inc . announced that Qwest will purchase
today approximately 22 .22 million Qwest shares from BellSouth Corporation
at a price of $45 per share , or $1 billion, in cash. After the sale to Qwest,
BellSouth will own approximately 51 .78 million Qwest shares, or
approximately 3.1 percent of the Qwest shares then outstanding .
BellSouth has also agreed to purchase $250 million in services fr om
Qwest over five years . BellSouth will pay for the services in Qwest stock over
a four-year period .
Qwest and BellSouth will continue their business relationship, which
was developed to help both companies more effectively provide large business
customers in the Southeast with complete communications solutions . To date,
the relationship has yielded more than 200 customer contracts totaling more
than $300 million in revenue to Qwest in a broad range of industries .
Qwestsaid that it agreed to purchase the approximately 22.22 million
Qwest shares because it believes that the Qwest stock is a good value at $45
per share. Qwest also said that the repurchased shares would be available
to satisfy Qwest's obligations under employee benefit and option programs .
102 . On 1/24/01, Qwest announced its 4Q00 and 2000 results in a release entitle d
"Qwest Communications Reports Strong Fourth Quarter and Full-Year 2000 Results Driven
by Growth in Internet, Data and Wireless Revenues," which stated :
Fourth Quarter Results Compared to Previous Year :
- EBITDA grew nearly 20 percent to $2 billion
- EBITDA margins increased 330 basis points
- Revenue grew 10% to more than $5 billio n
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"Results for the quarter demonstrate Qwest's strong position in the
industry and our ability to execute the business plan," said Joseph P . Nacchio,
Qwest chairman and CEO . "With the initial integration of the merger
successfully completed, we are on track to meet our expected growth rates ."

"We are extremely pleased with our strong operating and financial
results for the fourth qua rter and full-year 2000 ," said Robert S . Woodruff,
Qwest executive vice president and CFO . " We achieved significant revenue
and EBITDA growth while integrating a large acquisition and investing for
growth. We remain confident that we will achieve our financial commitments
for 2001 of $21 .3 to $21 .7 billion in revenue and $8 .5 to $8 .7 billion in
EBITDA . "
Qwest ended 2000 with more than 255,000 DSL customers, more than
double the previous year and exceeding the company's year-end target of
250,000 . Qwest expects to double the number of DSL customers to 500,000
by the end of 2001 . Qwest leads the industry with 846 DSL customers per
central office with DSL-equipped facilities .
101

Subsequent to the release of its 1 QO 1 results, Qwest held a conference call fo r

analysts , money and portfolio managers , institutional investors and large Qwest shareholder s
to discuss Qwest's 1 Q01 results, its business and its prospects . During the call - and in
follow up conversations with analysts - Nacchio and Szeliga stated :
• Qwest's favorable margins were the result of good expense control and
improving employee productivity .
• SG&A expenses as a percentage of revenues were only 22% due to successful
expense controls implemented by Qwest management .

Qwest had much more capacity than Nortel .
• Qwest had reached 800,000 in wireless subscribers in 2000 and planned to
double this number by the end of 2001 .
• Qwest would not spend as much in 2001 on capital expenditures as previously
forecast - not because it was reducing growth but rather because it was receiving
favorable pricing on equipment .
• Qwest was reporting, and would continue to report favorable results due to its
strong and deep management team .
Directory Services revenues had increased 10% year over year.
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• Qwest would be making a 271 application to the FCC for entry into the long
distance market, and although competitors had done this already it would not be a
disadvantage to Qwest because its multi-state support systems were consistent as
compared to competitors' systems .
• Qwest was able to beat estimates notwithstanding a slowing economy in part
because it was taking market share from competitors .
• Qwest would continue to report favorable results despite a slowing economy
due to its mix of data and voice revenues, due to its entry into long distance and due
to the fact it could beat any competitor in offering bundled services in terms and
pricing and products.
104. On 1/24/01, CIBC World Markets Corp . issued a report on Qwest by Ti m
Horan based on and in reliance upon defendants' statements on the conference call . Th e
report forecast 2001 EPS of $0 .58, and stated :
Management also reiterated its revenue and EBITDA guidance for both
2001 and long-term. The company expects 2001 revenue growth of 12 .5%14.5%, and 2001 EBITDA of $8 .5-$8 .7bn, representing growth of between
14.9%-17.6%.
105. On 1/24/0 1, Prudential Securities issued a report on Qwest by Greenwoo d
based on and in reliance upon defendants' statements on the conference call . The report rate d

Qwest a Strong Buy, forecast 2001 EPS of $0 .53, and stated :
1) Qwest reported strong results, in line with expectations . While not
surprising they indicate a healthy company firing on all cylinders . We are
reiterating our Strong Buy Rating and $73 price target .

The company reiterated expectations for 2001 . Specifically, the
company is looking for $21 .3-$21 .7 billion revenue in 2001 ( 13% growth),
and expects to generate $8.5-$8.7 billion in EBITDA for 2001 (17% growth) .
While this guidance is essentially unchanged fr om previous guidance, it is
worth noting that these growth targets include slow-growing US West assets,
but do not reflect the full synergies of the Qwest /US West merger. The
company expects capital expenditures of $9 .5 billion next year , in-line with
our model, and suggested that 2002 capital may even fall . Since these
numbers are in line with our model, we are not making any material changes
at this point .
106. On 1/24/01, Lehman Brothers issued a report on Qwest by Blake Bath base d

on defendants' statements . The report rated Qwest a Strong Buy and stated :

-39-

Qwest management reiterated its 2001 targets and expressed confidence in
their attainability. The company expects 2001 revenue of $21 .3-$21 .7b with
a 15-17% 5- year CAGR (00-05), EBITDA in the $ 8.5-$8 .7b range with a
20% CAGR, and capex of $9 .5b . Management guided investors to expect a
30-35% increase in depreciation in 2001 as well as a 33 % increase in interest
expense on the back of increased borrowing . We will be publishing our 01
Outlook short ly with detailed financial forecasts for Q, however we do expect
01 to be a year where Q accelerates its incremental revenue-to -capital dollar
performance . Q generated $0 .20 incremental revenue per Cap Ex dollar in
4Q00 . We expect that to improve to an avera ge of $0 .27 in 01, starting low in
IQ and accelerating sharply through year end as revenue growth accelerates
throughout the year and capital spendin g tails off in 21401 . We also look to Qs
opportunity in the 271 market as significant from both a revenue and margin
perspective . Q is in a unique position of having a lower cost structure in terms
of entering this market vis-vis [sic ] the RBOCs , as it bene fits from the
Traditional Q long-haul infrastructure, sales/service capabilities and product
set . Qs continued build-out of its CyberCenters and its out -of-region CLEC
assets (25 metropolitan rings) also provide longer -term growth . We reiterate
our Strong Buy recommendation , with Q trading at only 10 .3X 01 EBITDA
in the face of nearly 18% forecasted EBITDA growth .
107. On 1/24/0 1, First Union Securities issued a report on Qwest by Frank Louthan
based on defendants' statements on the conference call . The report forecast 2001 EPS o f
$0 .61, and stated:
The company added 114,000 net new wireless customers in Q4 2000,
compared with our 122,000 net adds in Q4 1999, and meeting the company's
goal of 800,000 subscribers by the end of 2000 . Going forward, Qwest has a
stated goal of doubling its number of subscribers by the end of 2001 .
108 . On 1/25/0 1, Deutsche Banc Alex . Brown issued a report on Qwest by Gar y
Jacobi and Eric Melloul based on defendants' statements on the conference call . The report

forecast 2001 EPS of $0 .71, and stated :
* Qwest reiterated its 2001 guidance of $21 .3 -$21 .7 billion in revenues,
and $8 .5-$8 .7 billion in EBITDA . It also confirmed its targets of 1 .6 million
wireless subscribers and 500,000 DSL customers by year-end 2001 . Q expects
to re-enter the LD market in one of its states by summer, and several others
later this year.

Qwest has delivered a solid quart er, reassuring investors that it will not suffer
from the long distance war and the fall in data /IP prices, unlike its rivals . We
continue to believe that the operator has the best management team in the
industry and execution capability , but we remain cautious due to the limited
number of wireless subscribers and network operation issues in the old US
West footprint . Due to the substantially different nature of its long distanc e
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customer base, we agree that it will be less impacted by the industry ills
affecting AT&T and WCOM .
109 . On 1/25/01, UBS Warburg issued a report on Qwest by Linda Meltzer base d
on and in reliance upon defendants' statements, including on the conference call . The report
rated Qwest a Buy, forecast 2001 EPS of $0 .53, and stated:
For 2001, we are expecting Q to double both DSL and wireless subscribers to
500K and 1 .6M, xespectively . Another contributor to the segment growth was
the continued expansion of consumers subscribing to bundled services, which
typically generate higher revenues per customer and enhance customer
retention. Q saw 25% of its local residential customers subscribing to a bundle
of communications services in 4Q00 .
The directory segment grew 10 .1% y/y in 4Q00 vs . 4.5% in 3Q00
benefitting from higher ad sales . Switched access revenue decreased by 25 .6%
from $359M in 4Q99 to $267 in 4Q00 due to federal rate reductions and
competitive line losses .
110. On 1/25/01, Arnhold & S . Bleichroeder issued a report on Qwest by Rober t
Wilkes based on and in reliance upon defendants' statements, including on the conferenc e
call . The report forecast 2001 EPS of $0 .60 and stated :
Management reiterated its expectations that revenues for 2001 will fall
within a range of $21 .3 to $21 .7 billion (up 11 .2% to 14.5%) and that
EBITDA could fall within a range of $8 .5 to $8 .7 billion (up 15 .4% to 18 .1 %) .
We consider the maintenance of guidance by mana gement to be a positive in
an environment in which some managements have become more pessimistic
about their companies' prospects as a result of possible poorer macroeconomic
performance . Qwest management noted that a reason for optimism has been
an unusual absence of seasonal promotions for business customers by the
largest interexchange carriers over the last month or two . This seasonal
abnormality may reflect a conce rn on the part of these carrier managements
that pricing pressure in the latter half of 2000 may have been excessive relative
to the long term less steep trend and that a period of slower price cuts near
term might make more sense for their companies , in view of announced major
reductions in ea rnings expectations for 2001 . We believe that profitability for
Qwest would be helped if this perceived trend were to continue for awhile .
Management indicated its believe that year to year qua rterly revenue
comparisons probably bo ttomed in the fourth quarter. Moreover , revenues in
the first qua rt er could rise about 12% year to year .
111 . On 1/25/01, Merrill Lynch issued a report on Qwest by Quinton based on an d
in reliance upon statements by Nacchio and Woodruff. The report forecast 01 and 02 EP S
of $0.65 and $0 .93, respectfully, and stated :
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As demonstrated in Table 1, Qwest is clearly benefitting from strong
YoY growth in both its data and wireless business . Other revenue streams in
Table 1, including its voice business, are producing only modest growth . This
category reflects its much of the Classic US West wireline business and the
Classic Qwest out-of-region consumer long distance revenues . We are
comforted by the fact that the data and wireless businesses, representing 26%
of total revenue, are some of the key products and services where Qwest is
focusing its capital spending program .

Table 1 : YoY Growth - Qwest Revenue Mi x
4 99PF

4000A

YoY Growth

824

1,154

40.0%

Wireless

79

150

90.0%

Directory

455

501

10.1 %

Switched Access

359

267

-25.6%

Other

2,850

2,946

3 .4%

Total Revenue

4,567

5,018

9 .9%

Data

During its investor conference call, Qwest explained that many of the
expected $10.6B casg/5 year merger synergies would be realized not in 2001,
but in 2002 and 2003 in conjunction with the receipt of 271 long distance
approval (on the revenue side) and also progressively over the period in terms
of cost reductions . As a result, we expect that margins will remain flat or
increase only slightly in 2001 as Qwest continues to spend on increasing its
product portfolio (both for the business/data and consumer markets) ahead of
the potential revenue uplift from the bundling of those services .
Qwest also announced that its 2000 capital spending program came in
slightly under its previously forecasted $9B . In 2001E, we are estimating that
Qwest will peak at approximately $9.5B . The great majority of that spend will
be focused on : (i) high-end data products ; (ii) the build of an additional 10
cybercenters (with the ability to push through high -end product line to the
enterprise market) ; (iii) in-region broadband product rollout ; (iv) continued
development of an in-region wireless platform; (v) build of out-of-region
CLEC/DLEC assets ; and (vi) local service issues ahead of 271 applications .
112. Each of the statements made between 12/20/00 and 1/25/01 were false o r

misleading when issued. The true but concealed facts were :
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(a) Qwest's revenues were not increasing as much as represented, as Qwest
was engaging in accounting manipulations to inflate revenues, including selling hundreds of
millions of dollars worth of IRUs at inflated prices which Qwest did not disclose ;
(b) Defendants concealed that Qwest revenues had been inflated by the
inclusion of at least $232 million in the sale of IRUs in 3Q00 and hundreds of millions of
dollars more in 4Q00, including a deal with Cable & Wireless . These sales were not a source
of ongoing revenue as there was a finite amount of optical capacity Qwest could sell ;
(c) Qwest's Directory Services revenues had increased in 4Q00 by 10 %
only through manipulations of the directories, dates and teens . The Colorado Springs
directory, which was due to be sent out in 1/01, and recognized as revenue in 1 Q01, had been
shipped out in 12/00 to record revenue in 4Q00 . This manipulation alone represented 5%
of the growth Qwest reported for Directory Services revenue in 4Q00 ;
(d) Qwest's 2000 results included $299 million (pre-tax) from the reversal
of a pension charge which was non-recurring income which was not disclosed ;
(e) Qwest was booking network capacity sales up front, rather than over the
term of the deals, and not disclosing that these were non-recurring one time events, such that
reported recurring revenue growth was misleading ;
(f) Defendants actually knew that Qwest was not a good value at $45 per
share due to the many undisclosed problems Qwest was concealing through its manipulation .
For this reason defendants continued to sell their personal Qwest holdings even while
causing the Company to pay an inflated priced for Bell South's shares of Qwest . One reason
they agreed to the high price was to convince Bell South to enter a five-year $250 million
contract with Qwest which defendants could recognize as revenue immediately, thus inflating
Qwest's own results ;
(g) Qwest was deferring costs associated with contracts, including with
Genuity, to inflate its reported EBITDA ;
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(h) Qwest had suspended depreciation on certain assets such that net

earnings were inflated ;
(i) Qwest was suffering the same problems as other telecommunication s
companies, including excess capacity, decelerating demand for services, assets which were
not worth nearly as much as represented and declining prices, which problems Qwest wa s
concealing through the artifices described above ;
(j) Qwest was charging severance costs against the pension plan to inflat e
revenues ;
(k) Qwest was including in its count of wireless subscribers thousands o f
"disconnect 30's," or people who had requested discontinuation of service but wer e
convinced to stay enrolled by promises of a free 30 minutes every month ;
(1) Qwest's financial statements were materially overstated in violation o f
GAAP, due to the failure to properly value KPNQwest and PP&E, as described in ¶'66-87;
and
(m) As a result of the foregoing, defendants actually knew that Qwest was

not on track to report EPS of $0 .53-$0.71 in 2001 .
113 . On 2/13/01, J.P. Morgan issued a report on Qwest, "initiating coverage," b y
Marc Crossman. Because it was J .P . Morgan's first report on Qwest, it was not issued until
Crossman had spoken with Qwest management and had been assured by them that his
findings were correct. The report rated Qwest a "Buy" and forecast 2001 and 2002 EPS of
$0.59 and $0 .81, respectively, and stated :
We are initiating coverage of Qwest with a Buy rating . We project that
Qwest will generate 16% compound annual revenue growth from 2000 to
2005. We believe that Qwest is in a position to realize a 40% increase in its
current share of the telecommunications market, which we project to grow
only 9% over the next five years. Qwest's share gains will largely be driven
by its continued success selling data services outside of its traditional local
markets and its expansion into the long distance market within its 14-state
local region .
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Qwest should gain more mileage out of long distance entry than the
other Bells . By gaining 271 approval and entering the long distance voice
market in heritage U S West's 14-state territory, Qwest should be able to
generate $3 billion to $6 billion of incremental voice revenues . The fact that
Qwest and the rest of the Bells will take enormous share in the residential
market is all but a given . Qwest, unlike the other Bells, has an existing sales
force that knows how to sell to the business markets . In fact, outside of the
14-state region, Qwest is generating approximately $3 .3 billion of long
distance voice revenue . As a result, we would expect that Qwest should gain
more share of the business voice market in its local markets that [sic] the other
Bells. More importantly, however, is Qwest's opportunity on the data side of
the business. As part of the 271-approval process, Qwest will be able to sell
data products inside of its local territories. Qwest has had tremendous success
gaining share of the data market within businesses . We would expect this
success to translate over to the U S West territories .
Size advantages of an incumbent with the revenue mix of a new entrant .
Generating over $21 billion of revenues in 2001 ranks Qwest among the
largest telecommunications companies in the World . By our estimates, Qwest
should control a 7% share of the estimated $300+ billion domestic
telecommunications market at yearend 2001 . Because of its history as an
incumbent local services provider and an emerging backbone services
provider, Qwest is one of the few telecommunications companies of its size
that we believe will be able to grow revenues faster than the domestic
telecommunications industry . In 2001 we estimate that Qwest will grow its
revenues at 13 .9% versus the telecommunications industry growth rate of 11 % .
Further, in 2002 and beyond we expect that revenue growth will continue to
accelerate while industry revenue growth will decelerate . Thus, Qwest should
be able to capture an increasingly larger portion of share with each successive
year.
114. On 2/16/01, Qwest announced via a press release that it was "succeeding" :
Qwest Communications International Inc . is continuing to succeed in a
marketplace that is undergoing significant structural change while shareowners
and customers are placing dramatically different demands on chief executive
officers, Qwest Chairman and CEO Joseph P . Nacchio-told an audience at the
University of Pennsylvania's Wharton School.
Nacchio said the telecommunications industry is undergoing structural
change as older companies reposition themselves for the future . Speaking
Thursday evening at a Wharton media and technology conference, Nacchio
said Qwest had grown quickly in less than four years through seven mergers
or acquisitions . He said that had been a smart way for Qwest to grow as it was
maturing as a company.
On Jan. 24, Qwest announced fourth quarter 2000 results saying it had
met or exceeded the consensus of analyst' s estimates for the 15th consecutive
quarter since becoming a public company in 1997 . The company also
reconfirmed on Jan . 24 its 2001 targets for revenue and earnings before
interest, taxes, depreciation and amortization (EBITDA) .
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115 . On 2/16/01, Nacchio had announced "a planned and structured daily stock
sales program ." The release had stated :
Nacchio intends to sell 11,500 shares daily beginning February 20, 2001 until
June 30, 2003, or 6 .1 million shares in total . The daily sales price will not
affect the number of shares sold on that day.
This program lasted only eight days, with Nacchio returning to his practice of selling larg e
bunches of shares in late April, and then once the share price dropped below $20, not sellin g
any shares.
116 . On 2/26/01, Nacchio held an investor conference in Washington, D .C. During

the conference, Nacchio stated :
•

. . . [H] e was comfortable with previously announced guidance for 2001
for revenues of $21 .3 billion to $21 .7 billion (a 12 .5% to 14.5%
increase over pro forma revenues for 2000) and EBITDA (earnings
before interest, taxes, depreciation and amortization) of $8.5 billion to
$8.7 billion (a 14 .9% to 17.6% increase over pro forma EBITDA for
2000) .

He expected Qwest's Business Markets unit revenues to grow by 2530% in 2001 over pro forma revenues for 2000, and that 45% of new
sales in that unit would come from national or large accounts .
117 . Despite these statements , Qwest's stock declined in early 2001 from the $4 5
range in 1/01 to the $35-range in early 3/01 as market observers were concerned about th e
prospects in the telecommunications industry . Defendants wished to sell more of their shares

and thus assured analysts that 2001 earnings would be favorable .
118 . On 3/22/01, Nacchio and Szeliga appeared at a UBS Warburg hosted senio r
management meeting . UBS Warburg subsequently issued a report on the meeting by analyst
Linda Meltzer which was based on Nacchio's and Szeliga's comments . The report, dated
3/23/01, forecast 2001 and 2002 EPS of $0 .59 and $0 .75, respectively, and the following
2001 quarterly data :
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1Q 2Q 3Q 4Q
2001 $0 .11 $0 .13 $0 .16 $0 .1 9

It also stated :
At an UBS-Warburg sponsored investor group meeting with senior Q
management, CEO Joe Nacchio provided strong confirmation that the
company is on track to meet accelerated growth targets for 1Q01 and 2001,
and addressed a, number of issues that have been overhanging the stock .
Clearly Q's substantive management line-up exemplifies the deep bench
strength with the execution capability leveraging rich IP /data mix, which
differentiates Q strategy from ILECs and lon g distance companies . We look
for Q to deliver accelerated growth, justifying premium valuation . We
reiterate our Buy rating and [are] fine - tuning our price target to $68 from $78
assuming multiple revaluation, 100% above yesterday's close .

On Thursday, we had an opportunity to host an investor group with the
Q senior manag ement, headlined by CEO Joe Nacchio ; Afshin Mohebbi,
President Worldwide Operations ; Steve Jacobsen EVP, Business Markets who
is on track for targeted 28% revenue growth in his large base of customers ;
Lew Wilkes, EVP, Inte rnet Strategy & Development and very much on board
despite speculation of his imminent departure ; Robin Szeliga Interim CFO
owing to Woodruffs (former CFO ) departure and was able to address the
speculation of accounting irregularities (there are no investigations by the SEC
as released by Q in an 8K on Thursday ) and conse rvative policies on reserves
and clarified reclassified goodwill on the balance sheet for KPNQwest interest ;
Jim Smith EVP, Small Business & Consumers Markets and reiterated strong
growth momentum in DSL, wireless and bundling benefits ; Richard Weston,
SVP Inte rnet Solutions discussed demand for outsourced offerings and new
services such as IP VPN capabilities ; and Mike Perusse SVP Worldwide
Engineering & Technology .
MANAGEMENT BENCH STRENGTH WITH A GROWING
EXECUTION TRACK RECORD BENEFITTING FROM Q'S
DIFFERENTIATED POSITION . Led by Nacchio, the substantial management lineup exemplifies Q's deep bench strength, and se rv es to highlight the
company's differentiation from both ILECs and long distance companies as a
uniquely positioned customer-focused company with local distribution assets,
low cost advanced network capabilities , and complex Web hosting solutions
via the CyberCenters . Q is experiencing momentum across the board and
doesn't expect to be impacted by the slowing economy, with any potential
impact, p articularly if the downturn were to become severe, likel y to be felt
first in the U.S . West core telecom business . However, Q Classic likely to be
better positioned given its IP-based product portfolio (e.g., VPN's) which can
enhance productivity benefits for mid-large enterprises .
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Q RECONFIRMED 1 QO 1 AND 2001 OUTLOOK AGAIN . We note
that it is with some irony that Q, which is among the few, if only company, in
our universe that executed its plan in 2000 by meeting/exceeding expectations
is undergoing severe scrutiny and speculation that it will be reducing its
guidance for the upcoming qua rter. As he has done many times over the past
several weeks , CEO Joe Nacchio reiterated the company's 1 QO 1 guidance and
2001 guidance and issued an 8K (again) . Based on results for January and
February, which shows strong growth for Qwest' s Business Markets,
Wholesale Markets, DSL and other businesses , Nacchio expressed comfo rt
with previous guidance of ; [sic] (1) Revenue growth of 11 .5%-12 .5% for the
1Q01 over profQrma 1Q00 (we are at 11 .5% and see details below),
accelerating over the 4Q00 growth of 9 . 9% and again amon the few, if any
of our companies , able to accelerate growth' in o Q01 ; (2) 2001 outlook
reconfirmed revenues of $21 .3B-$21 .7B for 12 .5%-14.5% rise over 2001
(we're at the lower end of revenues and EBITDA of $8 .5B-$8 .7B for 14 .9%17.6%) ; and (3) CAGR growth rates for 15%-17% revenue growth and 20%
EBITDA growth for 2000-05 . On this latter point we assume mid teens
EBITDA growth rather than 20% not because we don't believe the target to be
achievable but rather based on our belief that Q is a growth company with
multiple growth initiatives it can target and be tter use excess EBITDA, that is
over 15 % to reinvest in top-line growth . What's so shabby about sustainable
mid-teens growth ?

Qwest continues to spend heavily on its growth initiatives ; 2000 capital
expenditures of $9 .0 billion represented 47% of revenues . We expect capital
expenditures of $9 .5 billion in 2001 (see Table 6), representing approximately
44% of revenues, with 2001 representing a peak year in capital expenditures
which is front-end loaded for 271 initiatives before we expect it to begin to
decelerate in 2002.
119 . On these positive statements, Qwest's shares spiked 10 % to $37 .
120 . On 4/24/01, Qwest reported its financial results for 1Q01 . The press release

issued in connection with the announcement stated :
Qwest Communications Reports Strong First Quarter 2001 Results
Driven by Growth in Commercial, Internet and Data Revenue s
Quarterly Revenue Grew Nearly 12 Percent Over Pro Forma 2000 ; EBITDA
Growth of Nearly 16 Percent ; Met or Exceeded Consensus of Analysts'
Estimates for Revenue, EBITDA and EP S
First Quarter Results Compared to Pro Forma First Quarter 2000 :
Total revenue grew nearly 12 percent to $5 .05 billion
Internet and data services revenue grew 44 percent and represents
approximately 25 percent of total revenue and more than 45 percent of
commercial revenu e
Commercial revenue increased more than 26 percen t
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- Total EBITDA grew nearly 16 percent to $2 billio n
- EBITDA margins increased 130 basis points from 38 .2 percent to 39 .5
percent

Operational Results :
- DSL customers grew 125 percent over first qua rt er 2000 to more than
306,000
- Wireless customers grew to approximately 908,00 0
- Activated 15th U .S. CyberCenter (SM) in Dallas for hosting and
managed application s

- Achieved best service performance results in five to seven year s

- Since the acquisition of U S WEST , revenue pre employee increased
from $249,000 to $310,000, a 24 percent improvement in productivity
- Achieved significant milestones for accelerated re-entry into the longdistance business in 14 Western states .

"We are extremely pleased with the results the Qwest team achieved
during the quarter. With our unique blend of assets, Qwest is well positioned
for future growth across all segments . of the communications marketplace,"
said Joseph P . Nacchio, Qwest's chairman and CEO . "We believe the industry
will continue to provide solid growth opportunities in 2001, especially for our
broadband Internet and data services . Qwest is well positioned to take
advantage of that growth at the local, national and global level . "

"We are very pleased with our strong operating and fi nancial results for
the quarter. This solid performance positions us well to achieve our growth
rates for 2001," said Robin R. Szeliga, Qwest executive vice president and
CFO. "We achieved strong revenue and EBITDA growth for the quarter as
our focus on execution and investment for growth continued to produce
results. For the second quarter of 2001 we ex pect revenue to increase between
12 percent and 13 percent compared to pro forma second qua rter 2000."
121 . Subsequent to the release of its l Q01 results, Qwest held a conference call for
analysts, money and portfolio managers, institutional investors and large Qwest shareholders
to discuss Qwest's 1 Q01 results, its business and its prospects . During the call - and i n
follow up conversations with analysts - Nacchio and Szeliga stated:
9 Qwest's favorable margins were the result of good expense control and
improving employee productivity.
SG&A expenses as a percentage of revenues were only 22% due to successful
expense controls implemented by Qwest management .
Qwest had much more capacity than Nortel .
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• Qwest would not spend as much in 2001 on capital expenditures as previously
forecast - not because it was reducing growth but rather because it was receiving
favorable pricing on equipment .
• Other telecommunications companies were reporting disappointing results and
laying it on the economy, but Qwest was a market share taker in most of its product
lines and would thus continue to hit its numbers or its earnings forecasts despite
economic problems in the industry .
• Qwest was reporting, and would continue to report, favorable results due to its
strong and deep management team .
• Qwest would be making a 271 application to the FCC for entry into the long
distance market, and although competitors had done this already it would not be a
disadvantage to Qwest because its multi-state support systems were consistent as
compared to competitors' systems .

• Qwest was able to beat estimates notwithstanding a slowing economy in part
because it was taking market share from competitors .
• Qwest would continue to report favorable results despite a slowing economy
due to its mix of data and voice revenues, due to its entry into long distance and due
to the fact it could beat any competitor in offering bundled services in terms and
pricing and products .
122 . Subsequent to the conference call, analysts issued reports on Qwest repeating
Nacchio and Szeliga's statements, including those made during the conference call . The
reports rated Qwest and forecast 2001 and 2002 earnings as follows :

Firm

Analyst

Rating

2001
EPS

200 2
EPS

Credit Suisse First Boston

Reingold

Strong Buy

$0.60

Janney Montgomery Scott

Kovacs

Buy

--

--

ABN AMRO

Roe

Buy

$0 .59

$0 .80

Prudential Securities

Greenwood

Strong Buy

$0 .5 1

US Bancorp Piper

Robinson

Strong Buy

$0 .56

CIBC WorldMarkets

Horan

Hold

$0.59

$0 .74

UBS Warburg

Meltzer

Buy

$0 .59

$0 .79

Lehman Brothers

Bath

Strong Buy

$0 .52

$0 .63

Dresden Kleinwort

Klein

Buy

$0 .60

$0 .89

Miller

Buy

$0.60

$0 .78

Wasserstein

ING Barings
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Firm

Analyst

Rating

2001
EPS

200 2
EP S

Bear Stearns

Deatherage

Neutral

$0.53

$0.7 0

J.P. Morgan

Crossman

Buy

$0 .55

$0 .76

Frost Securities

Giansiracusa

Buy

$0 .5 6

Arnhold & S .
Bleichroede r

Wilkes

Attractive

$0 .60

$0.8 5

These analysts also wrote the following about Qwest :
• US Bancorp Piper :
Highlights You Should Remember from the Call :
- Revenue and expense mix shifted slightly in the quarter, as the rate of
revenue growth increased in Commercial and declined in Consumer
and Small Business . On the expense side, gross margins decreased by
approximately 200 basis points due to the higher proportion of
revenues coming from growth segments and cost associated with the
long-distance approval process . SG&A expenses declined as Qwest
continues to reduce employee counts and increase employee
productivity .

- Qwest commented that Nortel's claims that fiber optic networks were
running at 75-80% capacity utilization did not apply to its network.
Qwest has a significant amount of incremental capacity on its current
lit network .

UBS Warburg:
Qwest posted solid 1Q01 revenue , EBITDA, and EPS ahead of
expectations with continued strength across most businesses exhibiting
acceleration from 4Q00 levels . With this base level quarter, Q appears poised
to deliver on reaffirmed accelerated 2001 revenue and EBITDA growth targets
throughout year, with Q benefitting from favorable mix . We reiterate our Buy
rating and $68 12-month price target.
Lehman Brothers :
Q managed extremely solid execution on all aspects this quarter,
meeting expectations for accelerating revenue growth, improved margins, costreduction and prudent capex investment . Management met the aggressive
guidance it sets for investors for the 16th quarter in a row, again aided by the
fact that Q is a market share-taker. It was able to shrug off a slowing economy
to produce double digit revenue growth simultaneous with stringent cost
controls that drove a 130 bp YoY improvement in EBITDA margins, whil e
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also reducing overall 01 capex estimates by $300M due to planned unit cost
reductions in its existing capital budget .
Dresdner Kleinwort Wasserstein :
[M]anagement has done a remarkable job of keeping its costs under control .
In Q101, Qwest reported another strong quarter of expense control . Recall
that the companyhas been consolidating its USWest operations, and that it has
been reducing headcount and contractor agreements over the past few months .
At the same time, employee productivity has increased dramatically over the
past few quarters, driving more revenues using a smaller employee base .
Additionally, management rationalized its marketing programs and realized
more synergies from its old USWest operations . SG&A as a percentage of
revenue was reported as 22 .8% compared to our estimate of 25%, and
management stated that it believed that it could maintain that percentage
between 22-23% for the entire year . While the company took a number of
one-time charges in the quarter relating to its merger with USWest, it appears
as if Q201 will be the last quarter in which the company will have to take
merger related charges .
*
We believe that management can defy the sector slowdown, as it is the
best-positioned service provider in the market today.
** While others fail, Qwest's mix of data and voice revenues makes it
unique from the RBOCs and IXCs .
** Long distance revenues should provide tremendous upside potential
going forward .
** We believe that Qwest can beat any competitor through a combination
of bundled services, pricing or footprint .
** What slowing economy?
• ING Barings :
* Maintain Buy rating - As we see Qwest continuing to increase revenues
in its Commercial Services and Wireless segments and with the company now
on the verge of long distance entry in its markets we remain positively
disposed towards the stock . With a unique set of assets and a management
team that has not disappointed its investors, we believe Qwest is very well
positioned in the telecom sector today . We maintain our Buy rating and $65
price target based on our discounted cash flow analysis .

* *

*

Grabbing market share with core data products - We continue to see
evidence that Qwest is taking market share and winning over key contracts
from the larger interexchange carriers .
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• J.P. Morgan :
Maintaining a buy rating on the basis of strong growth in the face of
economic slowdown . We are maintaining our buy rating on the stock, which
offers compelling growth amid an economic slowdown that has negatively
impacted competitors. Furthermore there are several near-term catalysts that
could drive a future multiple expansion . Firstly, 271 approval will accelerate
revenue growth , improve the compan y's cost basis and drive penetration of
bundled services . Secondly, the dissolution of the supply glut that will result
from the impending demise of many of the new entrants into the IP services
market will enable Qwest to wildly grow revenues in this segment . They
currently possess among the finest collection of IP assets in the indust ry and
are able to leverage these effectively through relationships with IBM
(IBM/$112 .67/Buy) and KPMG (KCIN/$16.3 8/Buy) . Finally, if they are able
to improve execution in the consumer/small business segment and with DSL
deployment, these businesses could provide significant upside to current
estimates as well .

The company stated on the analyst conference call that if they receive
271 approval as expected their revenue guidance might seriously
underestimate the true potential for 2002 . They estimate that their in region
markets generate $ 10 billion in annual revenues. Given that the RBOCs have
achieved 17% penetration of their approved markets in 6-9 months , and the
fact that Qwest has had considerable experience in this business and a number
of well established relationships that they will be able to leverage immediately,
LD revenue potential for 2002 could be as much as $2 billion . This is almost
three times the $350 million that the company guides to for 2002 LD revenue .
While we maintain our conse rvative estimate of $ 167 million for in region LD
revenues for the year, we acknowledge that there may be significant upside to
this figure , and that rapid approval and sound execution could represent a
catalyst for the stock .

Frost Securities :
Qwest noted that the likely reduction from $9 .5 to $9 .2 billion of its
2001 capital spending forecast is not due to slacking demand for its products
or services ( as was reported by SBC) but to "an extraordinarily favorable
pricing environment from our suppliers, all of whom are scrambling
essentially for eve ry dollar they can get ; it 's become a buyers market ." Qwest
also noted that cap ital spending is likely to be approximately $8 .5 billion as
previously stated by the company .
Arnhold & S . Bleichroeder :
Management indicated that the reported first quarter results excluded
$430 million of one-time charges ; management further indicated that there
could be further charges associated with the June 30, 2000 U.S . WEST merger
in the second quarter of this year after which they would be complete . The
$430 million first quarter charge included $209 million associated with th e
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merger, importantly related to headcount reduction, $116 million of asset
writedowns and $105 million paid to retire some high coupon debt .
• Credit Suisse First Boston :
On earnings conference call, Qwest's newly promoted CFO Robin
Szeliga outlined the company's sources of y/y incremental revenue growth over
the remaining three quarters of the year :
"Broadband service offerings" (Hosting, Professional services,
Dedicated Internet Access, Storage, ASP and other) to generate $550-600M
in incremental revenue in 2Q-4Q ;
Data services offerings (including optical bandwidth, frame relay
services, ATM services and other transport services) to generate $750-800M
of incremental revenue in 2Q-4Q ;
Wireless service to generate $300-350M of incremental revenue in 2Q4;
Remaining services (including voice with switched access, directory
and other) to generate another $300-350M of incremental revenue in 2Q-4Q .
123 . Subsequent to these statements, Qwest's stock price increased, trading as hig h
as $41 .83 on 4/30/01 . In fact, Qwest's 1 Q01 results and its statements between 2/13/01 and
4/24/01 were materially false and misleading due to the Company's improper valuation of
KPNQwest in violation of GAAP, as described in ¶¶66-87, and due to the following
undisclosed facts :
(a) Qwest's 1 QO 1 earnings were better than expectations primarily due to
its change in the discount rate to calculate its pension obligations, increasing Qwest's 1 Q01
results by at least $0 .03 ;
(b) Qwest's 1 QO 1 earnings were better than expectations due to defendants'
failure to properly write down the value of its holdings in KPNQwest, which was materially
overstated as a result ;
(c) Qwest's 1Q01 earnings were increased by $0 .01-$0 .02 due to its
aggressive use of capitalization to classify tens of millions of dollars of interest and software
development costs as assets rather than expenses, which would contribute to decreased
earnings in future quarters ;
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(d) Qwest's 2000 income had been inflated by the inclusion of a pension

credit of $299 million ;
(e) Qwest's revenues and income were inflated by the manipulation of th e
terms and shipment dates of directories ;
(f) There was no way Qwest's future earnings would be nearly as strong a s

represented due in part to the accounting manipulations defendants engaged in which woul d
adversely affect future results, as expenses were being deferred to future quarters and years ;
(g) Qwest was inflating revenue by recording $420 million in IRU deals a s
part of Commercial Services revenue and not disclosing the amount of this transaction to th e

public ;
(h) Qwest was deferring costs associated with contracts, including wit h
tenuity, to inflate its reported EBITDA ;
(i) Qwest had suspended depreciation on certain assets such that ne t
earnings were inflated ;
(j) Qwest was suffering the same problems as other telecommunication s
companies, including excess capacity, decelerating demand for services, assets which wer e
not worth nearly as much as represented and declining prices, which problems Qwest wa s

concealing through the artifices described above ;
(k) Qwest's SG&A expenses were only 22% of sales, not due to tigh t

expense controls as represented, but due to improper classification of SG&A expenses a s
cost of sales ; and
(1) Defendants knew that, due to the foregoing, Qwest was not on track t o
report strong results or EPS of $0.55+ in 2001 .
124. During 5/00-7/00, Qwest management continued to have frequent .
conversations with analysts, each time reiterating that the Company was on track for stron g
earnings in 2001 . On 5/4/01, Lehman Brothers issued a report on Qwest based on and i n
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reliance upon analyst Bath's meetings with Qwest management . The report forecast 2001
and 2002 earnings of $0 .52 and $0.63 per share, respectively, and stated :
* Meetings with management strengthen accelerating revenue growth
conviction. Top line accelerates from 12% in 1 Q01 to 15% in 4Q01 driven by
mix shift of the growth drivers and not a material acceleration in sequential
dollar revenue growth. Excluding wireless, the sequential '01 ramps in dollar
growth are very similar to those in 4Q00, which Q beat in 1Q01 .
SUMMARY
* Legacy data is expected to grow an average of $52M sequentially per
quarter for each of last 3 quarters of'01, up modestly from $49M in IQ .
* Next-gen data is expected to grow $75M sequentially per quarter for
each of the last 3 quarters of'01, up somewhat from $62M in IQ .
* Long term drivers of LD entry, Q's new broadband initiative with
MSFT, and various out-of-region voice/data business provide more than
enough fuel for 15% plus LT revenue growth .
* Q remains a compelling value at less than V2 its EBITDA multiple-togrowth ratio .
*

*

Q stands alone in the mega -cap group as the only carrier to be growing
revenues at such a rapid clip while simultaneously being able to significantly
improve EBITDA margins . For the remainder of 01 we expect that EBITDA
margins will increase approximately 20-30 bps sequentially each quarter,
improving 100 bps from 38 .9% in 2000 to 39 .9% for the full year 2001 .
Margin improvements should be driven by a $300-400M reduction in
expenses due to USWest merger synergies (primarily headcount reductions),
partially offset by higher spending on key initiatives such as DSL , LD entry,
wireless, and out-of-region DLEC .
In 02, we forecast another 60 bps improvement in the EBITDA margin
as an additional $700-800M in costs are stri pped away and upwards of $1 B in
revenue synergies from out-of-region DLEC/CLEC, in-region LD entry, and
in-region data/IP areas are realized . We forecast that EBITDA will grow
16 .6% in both 01 and 02 .
125 . On 5/8/01, UBS Warburg issued a repo rt on Qwest based on and in reliance
upon analyst Meltzer's conversations with Qwest management . The repo rt forecast 2001 and
2002 EPS and $0 .53 and $0 .76, respectively, and stated :
After further discussions with the company and reviewing our model,
we are fine -tuning our EPS and cash EPS estimates for 2001 and 2002 to mor e
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fully reflect the impact associated with Q's repurchase of $ 1 B worth of shares
from BellSouth (BLS-$42 .14-Hold) and has no operational impact . BLS still
holds about 51 .8M of Q shares . We are adjusting our 2001 EPS estimate from
$0 .59 to $0 .53 and our cash EPS estimate from $1 .25 to $1 .19 . We are
lowering our 2002 EPS estimate from $0 .79 to $0 .76 and our cash EPS
estimate from $1 .48 to $1 .42 . We reiterate our Buy rating and $68 12-month
price target, targeting multiple expansion owing to Q's higher growth profile .
126 . During the spring of 01, Nacchio's executive pay for 2000 became public ,
including his $93 million in stock sales in 2000 . Nacchio told shareholders at the annua l
meeting :
"I know these are big numbers . ... I'm neither apologizing for it or
embarrassed by it . . . . I should be allowed to make more than a second
baseman . I create more economic value than they do ."
127 . On 6/5/01, Qwest filed an 8-K with the SEC ahead of its participation a t
investor conferences, reiterating its guidance for the year with 2001 revenues of $21 .3-$21 . 7
billion and EBITDA of $8 .5-$8 .7 billion, and a second reduction in its capital expenditure
budget to $8 .8-$9 billion for 2001, to as low as $8 billion in 2002 . Management highlighted
the fact that these capital expenditure ("capex") cuts would not prevent it from reaching it s
financial targets . The Company mentioned a series of reasons for the reductions :
• Better communications equipment pricing, as the suppliers chase fewer dollars
following the aggregate capex cut in the ILEC, CLEC, IXC and ISP spaces .
• Improved inventory management .
• Business process improvements such as more cost effectively designing
transmission and hosting capacity .
• Early completion of the 25 DLEC metro facilities, seven months ahead of
schedule and below budget .
• Bulk of the 271 investment taking place this year .
• Additional merger synergies for network equipment and distribution
operations .

128 . On 6/19/01, Qwest issued a release and hosted a conference call to reiterat e
that it was comfortable with earnings estimates :
Qwest Communications International Inc ., the broadband Internet
communications company, said today that the company continues to see stron g
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demand for services and that it is comfortable with its previously announced
financial guidance . The company expects that revenue will increase
approximately 12-13 percent over the second quarter of 2000, while revenue
for 2001 will be approximately $21 .3-$21 .7 billion and EBITDA (earnings
before revenue, interest, taxes, depreciation and amortization) for the year will
be approximately $8 .5-$8.7 billion.

"Despite some softening in the general economy, we believe that
demand for communications services is stronger than what others have
reported," said Joseph P . Nacchio, Qwest chairman and CEO . "Qwest is
unique, as it competes as both a local exchange*company and a long-distance
carrier . This gives us diverse product lines to meet our growth targets in this
economy. "
129 . On the 6/19/01 conference call, Nacchio stated :
"It's a little bit frustrating that every time a new carrier has trouble, we
get whacked . . . . I don't get it . ... There's a slowdown in the economy versus a
year ago . . . . But it is not a cliff. We have not seen demand go off the table .
The lights, to quote other people, have not gone out . "
"There has been an over-aggressive pessimism in our industry .. . . I
continue to be amazed that people don't get the fact that there are radical
differences between our product lines as compared to some of the startups who
came into the business with imperfect business models and who are now
failing. "
130. On 6/20/01, Morgan Stanley Dean Witter issued a report on Qwest by Simo n
Flannery, Jeffrey Camp and Trevor Harris entitled "Qwest : Listening to the 10-K." The
report downgraded Qwest to Neutral, reduced EPS estimates for 2002 and 2003, and stated :
We are downgrading Qwest from Outperform to Neutral, and are also
lowering our long-term growth forecasts for the company. These actions arise
from a deteriorating economic and industry environment and from greater
uncertainty stemming from accounting decisions made since the Qwest merger
with U.S. West.

We have recently conducted an extensive review of Qwest's financial
statements. This report was prepared with the assistance of Trevor Harris,
professor of account ing at Columbia University , and currently head of Morgan
Stanley's valuation and accounting research group, and his team . Our analysis
leads us to the conclusion that the company has taken a number of financial
actions that could have an important bearing on the sustainability of future
earn ings growth and capital needs .
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Exhibit 3
Summary of Key Issues at Qwest
Issue Comments
Write-downs in As pa rt of its merger with U. S. West, we believe Qwest wrote off
Adjustments of the approximately $2.1 billion (pre-tax) of (old) Qwest tangible net
Purchase Price
assets. This write-off would have been separate from the $1 .75 bn
Allocation in merg er-related and other charges reported in Q's 12 /31/00 earnings
and a further $209 million charge reported in 1 QO 1 . Although we do
not have full details, we estimate that $1 .0 bn of the incremental
write-off was for PP&E (including about half for LCI assets), and
$1 .1 bn for provisions concerning such items as contracts and other
legal liabilities . For an adjustment in the purchase price under US
GAAP, these obligations and asset impairments for old Qwest had to
exist at the date of the merger , yet it appears to us the adjustments
were only made after this date and remain largely undisclosed . In the
purchase price allocation adjustments made between 6/30/00 and
9/30/00, there is also an additional $ 1 .6 bn increase in deferred taxes
from the write - up of separable intangible assets, as required by U .S.
GAAP.
KPNQwest Write- We expect Qwest will need to take a substantial write down to the
Down
value of its 44.5% investment in KPNQwest . The investment i s
currently carried on the books at approximately $7 .4 bn, the value at
the date of the merger, although at current market prices for KPN
Qwest the value in the market is closer to $2 bn . While the market is
clearly cognizant of this possibility, the potential write down is
sizable . The KPNQwest assets were written up as part of the
"reverse merger" accounting, so any write-down taken before June
30, 2001 could require a further adjustment to the purchase price
allocation . This would in turn raise a new question about whether
goodwill will need to be adjusted for impairment under the new
FASB rules that we expect will become effective on July 1, 2001 .
Pension
Assumptions

Qwest (via U.S. West) increased the discount rate on pension
liabilities to 8% from 6 .75% and the return on plan assets to 9.4%
from 8.8% for its fiscal year end 2000 . This had the effect of raising
the pension benefit recorded in operating income . While these return
assumptions are within the range of those used by other Bell
companies, the accounting changes that help income are unlikely to
be sustainable, especially as actual returns on pension assets have
turned negative, and as Qwest had increased pension benefits payable
in 2002 and 2003 .
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Exhibit 3
Summary of Key Issues at Qwest
Issue Comments
Capitalized Accounting rules require software costs to be capitalized . The level
Software
of costs capitalized at Qwest is high relative to its competitors . In
1999 cumulative capitalized software for U .S . West appears to have
been $800mn, and we understand the 1999 amount for (old) Qwest
was approx. $170 mn (net) . Only $114mn of the capitalized software
was written off as a result of the merger, and at 12/31/00 we estimate
Qwest's gross capitalized software to be approximately $1,640 mn .
This suggests approximately $780 million in incremental capitalized
software costs, which would seem a higher multiple of sales that [sic]
in its competitors . Qwest is expected to capitalize an additional
$600mn in 2001 . Over-capitalization leads to higher current
earnings, when the cash is being spent, but depresses future earnings .
(Emphasis in original .)
131 . Qwest, particularly Nacchio, was furious about this report and immediately
began a campaign to prevent a decline in Qwest's stock price . Qwest issued the following
press release on 6/20/01 to rebut the Morgan Stanley report :
Qwest Communications International, Inc . today again confirmed its financial
guidance for 2001 and the period 2000 to 2005 in light of an inaccurate and
misleading report issued by Morgan Stanley . During the five-year period,
Qwest expects to grow revenue at least 15% and EBITDA (earnings before
interest, taxes, depreciation and amortization) approximately 20%, each on an
annually compounded basis . Qwest also confirmed that it does not expect its
capital expenditures to exceed $9.2 billion in 2001 . It is also looking at ways
to further reduce capital expenditures to between $8 .8 billion and $9 .0 billion
for 2001, and to as low as $8 .0 billion for 2002 .
Qwest said that a Morgan Stanley report issued earlier today does not
present any information or analysis that has any bearing whatsoever on the
sustainability of its future ea rnings growth or capital needs . The Morgan
Stanley repo rt addresses several technical issues relating to the manner in
which Qwest has accounted for its acquisition of US West on June 30, 2000 .
The report does not disclose any accounting treatment that Qwest has not
previously disclosed in its public filings nor does it suggest that any
accounting treatment by the company is improper. Qwest believes that
Morgan Stanley's anal sis, from an accounting point of view , is incorrect and
its conclusions about Qwest's business and prospects are wrong .
Qwest said that its disclosure of the merger with US West and the purchase
accounting is fully adequate . . . .
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"Qwest has already fully disclosed all the issues raised by Morgan
Stanley," said Robin Szeliga, Executive Vice President and Chief Financial
Officer . "Their repo rt is dust an academic commenta ry on the merits of
purchase accounting and an attempt to educate investors on the application of
Generally Accepted Accounting Principles (GAAP) . As applied to Qwest,
Morgan Stanley's accounting analysis is incorrect. Their business conclusions
are wrong . Nothing they say in their report has anything to do with our
prospects for future performance . Nothing they say, except by unsupportable
innuendo , casts any doubt on any of our accounting practices. We will
respond to their report in detail in a filing-we will make with the Securities and
Exchange Commission later today. "
132 . Qwest also held a conference call in which Nacchio and Szeliga stated :
Nacchio:

. .. Number one , there are no accounting issues or improprieties
in Qwest's financial reporting. Let me repeat that, there are no
accounting issues or improprieties in our reporting . The only
open issue that we have with anyone is an earlier reported set of
inquiries from the SEC over the treatment of ce rtain wireless
subscribers which I believe was the fourth quarter of last year.
There was nothing else than that matter . Two , innuendoes on
our integrity are not going to be tolerated , irrespective of who
makes them, including what I used to believe was a reputable
branded firm like Morgan Stanle y. And let me be, and I will be
specific in a minute . Thirdly and very important, as a fiduciary
of your investment money, the unsupportable assertions made in
this repo rt about our ability to generate future growth in
revenues, cash flow and earnings are inaccurate and
unsupportable . There is nothing about any judgments on
purchased accounting that will affect our ability to go forward
with anything we have said up to and including anything we said
yesterday. So, it is unfortunate that we have to reiterate
guidance today in light of [unintelligible ] that they believed that
we had issues with how much capital we have to s pend and that
we have an unsustainable future ea rnings growth and capital
requirements that is hogwash , I don't know where it comes from
and I don't know where it was suppo rted.

Szeliga:

.. . I again want to reiterate that I am surprised and perplexed that
they would use this sort of information to be the primary thesis
for a downgrade . In my opinion, if you are going to do
recommendations to your investor base, you would look at the
fundamental drivers of a business to see if you are on a healthy
track to meeting a five year view . Those I will enumerate for
you. I will give you a few . These would be the kinds of things
I would have expected in a note from them, such as re-entry into
271, we are about that in a healthy fashion . CLEC, DLEC out
of region build out, we have just talked openly, publicly about
the fact that we are on a, the fact that we are on a fast track
there . The health of the economy inside of our 14 state region .
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We talked very o penly in our first qua rt er earn ings release and
again yesterday about the fact that we continue to see a healthy
economy and continue to thrive inside of our local business and
finally, our bundling initiative which we are talking about in the
context of being able to drive more revenue out of eve ry
customer house and every business and we are successfully
doing that . We have healthy sales channels and finally, the
ability of our global sales force to sell into the top end of the
market . Those are the sorts of things I think we need to be
focused on, those are the business issues I would have expected
in a, report as opposed to some obscure accounting purchase
accounting issues and others .

133 . Analysts who were loyal to Qwest repeated these and other statements fro m
the conference call to the market over the next several days, including the following :

Firm

Analyst

Rating

Forecasted

2001 EPS 2002 EPS

3Q01 EP S

Lehman

Bath

Strong Buy

$0.13

$0 .52 $0.64

CS First

Reingold

Strong Buy

$0.14

$0 .5 7

Jacobi/
Melloul

Buy

$0.08

$0.41 $0.64

Boston
Deutsche
Banc Alex .
Brown
134.

The reports also stated:

Lehman Brothers :
Without getting bogged down in accounting esoterics and lending
credibility where it is not due, the four points of contention raised yesterday
by a sell-side analyst report , in our opinion, DO NOT REPRESENT REAL
IMPACTS TO Qs ABILITY TO GENERATE REVENUE AND
CASHFLOW FOR INVESTORS . We reiterate our 5-year CAGRs for
revenue and EBITDA of 16% and 19% respectively, as well as all of our 2Q01
forecasts as published on 6/20 .
Credit Suisse First Boston:
Qwest held a conference call yesterday to dispel repo rts of
improprieties in its accounting procedures . We believe that Qwest has
followed GAAP procedures with respect to its merger purchase accounting,
the accounting of its pension fund benefits , the value of its KPNQwest
holdings and the PP&E writedown .
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We also do not see a direct correlation between the accounting issues
addressed on the call and the company's ability to grow revenues and cash
flow.

Deutsche Banc Alex. Brown:
* Qwest reiterated its financial guidance during two conference calls with
analysts and in 8-K SEC filings .
* *

*

* Qwest expects revenue growth of 12 to 13% in the second quarter,
$21 .3-$21 .7 billion in revenue and $8 .5 to $8 .7 billion in EBITDA for the
year, guidance by the company has been very consistent .
* CEO Nacchio indicated that the company would feel more comfortable
with the low end of the guidance should the economy continue to slow.
135 . Nacchio was successful in convincing the market that Qwest's growth rate wa s
still intact and that there was no financial reporting or disclosure issues at Qwest and th e
stock stabilized in the $30 range by the end of 6/01 .
136 . On 7/20/0 1, Qwest admitted that its classification of costs had been incorrec t
such that cost of sales had been overstated and SG&A expenses had been understated . This
was the reason SG&A expenses had been only 22% of revenues in 1Q01 (better than
estimates of 25%) and not due to Qwest's successful expense controls . In fact, once the
results were restated, 1 Q01 SG&A expenses were actually 24 .9% of revenues .
137. On 7/24/01, Qwest reported its 2Q01 results in a release which stated in part :
Second quarter results compared with pro forma second quarter 2000 :
- Total revenue grew 12 .2 percent to $5.22 billion
- Pro forma normalized net income was $128 million, or $0 .08 per
diluted share - Internet and data services revenue grew about 41 percent and represents
more than 27 percent of total revenue .
* * *
Operations results :
- DSL customers grew 105 percent to 360,000 customers over second quarter
2000
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" We are pleased with our overall results achieved during the quarter .
The Qwest team demonstrated its ability to continue strong revenue and
EBITDA growth by leveraging our unique and diverse market position in
challenging economic conditions," said Joseph P . Nacchio, Qwest chairman
and CEO . "We are encouraged by strong growth in our commercial unit and
by recent operational improvements , driven by new business leadership . These
factors are key to our growth through the remainder of the year . "
Reported in accordance with generally accepted accounting principles
(GAAP), Qwest's revenue increased 51 .4 percent ; EBITDA grew 30 .1 percent
over reported second quarter 2000 results ; and Qwest recorded a net loss of
($3 .31) billion of ($1 .99) per share of the second quarter 2001 . The GAAPbased results include $3 .72 billion in pre-tax one-time charges . The one-time
items include $3 .11 billion in non-cash investment write-downs principally
comprised of the company's holdings in KPNQwest ; $415 million in mergerrelated charges ; a non-cash charge of $222 million for additional depreciation
on access lines previously held for sale ; and $27 million on other one-time
gains (net).

Wireless services revenues grew 20 percent sequentially or 51 percent
year-over-year to more than $181 million in the second quarter of 2001 .
Qwest wireless customers totaled over one million at the end of the quarter .
138 . On this disclosure, Qwest's shares dropped below to $27, on volume of 7.2
million shares . However, Qwest's stock continued to trade at artificially inflated levels as th e
Company's financial condition and poor prospects continued to be concealed . Moreover, th e
Company continued to make positive but false statements about its business and prospects .
139. On 8/7/01, Nacchio appeared at a U .S. Bancorp Piper Jaffray conference in
Boston.

140. On 8/8/01, U .S . Bancorp Piper Jaffray issued a report on Qwest which wa s
based on and repeated Nacchio's comments made at the conference. The report rated Qwes t
a "Strong Buy," had a price target of $60 and forecast the following earnings :
GAAP EPS

2001E 2002 E

Mar
Jun
Sep
Dec
FY

$0 .13 A
$0 .08A
$0 .06E
$0 .07E
$0 .34E $0 .47E
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Net Rev (Mil)

2001E 2002 E

Mar
Jun
Sep

$ 5,051 A
$ 5,222A
$ 5,458E

Dec

YE

$ 5,770 E

$21,501E 24,54 0

The report also stated :
d CEO, Joe Nacchio Provid
l
11
Keynote address -at theCU S Bancorp Piper Jaffray Technology and
Communications Conference . Mr . Nacchio disclosed incremental
granularity on revenue quality , the outlook for 2001 and 2002, and
future cash needs .
Achievability Of Q west's Growth Targets . These growth targets are
highly dependent upon a [sic] economic recove ry in the first half of
2002 . Revenue growth of 14%-15 % and EBITDA growth of 17% is
achievable due to the high growth nature of several of Qwest's business
lines.
We expect Wholesale revenues as a percentage of total revenues will
increase from 5% to 2000 to 8% in 2001 . While there is significant
concern related to the quality of this revenue stream, we believe
wholesale revenue is not equivalent to a capacity swap if a significant
customer is gained and a significant infrastructure position is gained as
a result of separately negotiated transaction that coincidently occur with
the same customer . In essence, we believe the revenue is real and the
asset obtained is real .
141 . On 8/24/01, Prudential Securities issued a report on Qwest by Greenwood

based on Greenwood's conversations with Qwest management on that day . The report rated
Qwest a Buy and "Low" risk, forecast 3 Q01 EPS of $0 .10, and 2001 and 2002 EPS of $0 .4 1
and $0 .61, respectively, and stated :
Based on our own analysis and a conversation with management earlier
today, we believe Qwest's business remains healthy and that the current market
valuation is very low . We believe its value is approaching its ILEC floor and
that it is now undervalued . Qwest is trading at its lowest level since the end of
1998, and we think current selling is not by the fundamentals .

Regardless of accounting treatment and offsetting transaction, we
believe these sales are attractive . IRU sales represent up-front cash, usually
at good margins . Per Qwest, these sales generate mid-30%o-low-40% EBITD A
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margins . Since they are not recurring, they lack some of the predictability of
other sources of revenue, but we do believe this means these are bad business .

We continue to believe Qwest will be a share gainer in impo rtant
growth areas like data and the enterprise market . Our confidence comes fr om
our view that Qwest will be a net share g ainer for at least the next few years .
The company currently estimates that it has only 5 .0% share in the enterprise
market
_it can
ac 'eve itsif it can increase this
Q weste
growth
targets
share to 7 .8%. Our own`resear suggests that Qwest is currently making
strong inroads in this _n ket-and we believe its market share target should be
p -aelrievabVie.
We continue to be comfortable with our 2002 revenue growth target of
14.8%. We believe the primary risks to Qwest 's expectations and our model
come primarily fr om the economy and long distance entry .
142. In 8/01, Qwest was required by the SEC to amend its 2000 Form 10-K t o
include a disclosure that its 2000 results had benefitted from a pension credit of $299 million,
or $182 million after tax, in 2000 compared to a charge of $8 million in 1999 . The $299
million in credits to Qwest's 2000 results were highly significant and represented some 16%
of operating income for the year.
143 . On 9/10/01, Qwest issued a press release and hosted a conference call with
media, analysts and investors and lowered its guidance for 2001 and 2002, including that :
• It currently expected use of working capital in the range of $1 .2 - $1 .5 billion
in 2002 .
• It currently expected it would issue an additional $500 - $750 million in debt
securities before turning free cash flow positive in the second quarter of 2002, and
that total debt levels would be approximately equal for 2001 and 2002 .
• It currently expected optical capacity sales to generate less revenue for the
second half of 2001 than previously announced .
• Of the workforce reductions it announced , it currently expected approximately
20% would come from attrition. It currently expected the remainder of the reductions
to come from continued streamlining of its operations . Because approximately 30%
of its workforce was located in Colorado , it currently expected a similar percentage
of the reductions would come from Colorado and the surrounding area .
144 . On this news, Qwest's stock dropped to below $19 per share, some 63% below
the Class Period high of $50 .8125. However, even this news did not apprise the market o f
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just how poorly Qwest was doing in terms of generating recurring revenue . In early 10/01,
Qwest came under fire when analysts learned the Company was planning to recognize some
$300 million up front from a multi-year deal with Calpoint . By this point, analysts were
much more aware of the manipulations Qwest had engaged in and objected to the immediate
revenue recognition. Facing this strong criticism, Qwest backed off and stated it would
recognize the revenue ratably over the terms of the contract.
145 . Then, on the morning of 10/31/01, Qwest reported surprisingly poor 3Q0 1
results in a release which stated :
Qwest Communications International Inc., the broadband communications
company, today announced its financial results including revenue and earnings
before interest, taxes, depreciation and amortization (EBITDA) for the third
quarter of 2001 . Third quarter reported revenue of $4 .77 billion equaled third
quarter revenue a year ago while pro forma normalized EBITDA decreased 5 .3
percent from $1 .86 billion in the third quarter a year ago to $1 .77 billion in the
third quarter 2001 . _
In addition, Qwest reported a net loss of ($142) million, or ($0 .09) per
share in the third quarter of 2001 compared to a reported net loss of ($248)
million or ($0 .15) per share in the third quarter a year ago . On a pro forma
normalized basis, the company recorded an ($0 .08) loss per share for the third
quarter compared to earnings of $0.14 per diluted share a year ago . The
decrease reflects the impact of lower EBITDA and the related commutative
adjustment to the annual effective tax rate as well as increases in both interest
expense and depreciation driven by Qwest's capital plan .
146. The release also included a description of a swap of fiber routes which was a
disclosure Qwest had failed to make about similar transactions occurring earlier in the Clas s

Period:
In a transaction with a significant business customer , Qwest purchased
approximately $ 300 million of assets - including the 5,500 miles of domestic
fiber routes, co-location space and power - to diversify and extend its network
and provide backup facilities . This customer also has agreed to purchase highspeed, optical network capacity from Qwest , with approximately $86 million
of revenue recognized in the third qua rter and additional future contracted
revenue.
147. This shocking loss and the fact that revenues were flat caused the Company' s
stock to decline to as low as $11 .97. Analysts now project that Qwest will report EPS fo r
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2001 of only $0.13, with another loss expected for the 4Q01 . The stock has not recovered
and currently trades at approximately $12 .10 per share .
148 . Qwest's stock has now declined nearly to the levels of other telecommunications companies . Contrary to defendants' continued representations that it was not suffering
from the same problems as its competitors and that since it was a market share taker it would
continue to report growth,in revenues and earnings, Qwest's revenue growth has halted and
it has reported losses . Qwest's stock has now retreated back to the levels of other
telecommunications companies . Note the trend in Qwest's share price compared to other
telecommunications companies :

Qwest Communication s
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-January 2000 - November 200 1
16 0

160

140

140

---

120

-

-I;y

-

-------------------------------

120

QWES T

----

100

----------

-

-

-

----

100

----------------M

80

80

60

60

40

40

20

20

0

0
J F M A M J J A S O N D J F M A M J J A S O N
2000
2001

(1) Source : 2000 Proxy.

149 . After the Class Period, Nacchio was granted new options to motivate him to
stay . Thus, after investors had lost billions on real purchases of Qwest stock, Nacchio was
able to essentially replace his out-of-the-money options with new ones . Thus, his (and th e
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other defendants') ownership interest in options did not have the same risks as an investment
in common stock . On 11/3/01, Nacchio gave a remarkable interview to the Rocky Mountain
News:
Nacchio already has made nearly $250 million before taxes from
exercising stock o ptions , and he has millions of options yet to be exercised .
The new options alone could net Nacchio another $194 million if Qwest stock
climbs back to the $43 level it traded at in late January .
1

But Nacchio revealed for the first time that 5 million stock options he
supposedly got in January were never granted because he hadn 't yet commi tted
to a new contract with Qwest .
Excerpts of the interview follow :
News : You already had nine million options that aren't going to be
worth anything until you drive the stock price over $28 .50. Do you really need
more incentive than that ?
Nacchio : I think the board looks at it and investors look at it this way:
"Hey, come Jan . 2 there are no handcuffs on this CEO . His options are under
water."
It's like a professional baseball player . His contract is up . You can
either pay him or he can play second base somewhere else . My agreement
with (Qwest founder Philip) Anschutz was that I'd be here five years .

News : So bringing together all this, you still have the drive, some of
the executives who left didn't have the drive . When you say you're going to
stay, you're going to stay. So why the options ?
Nacchio: First of all, you might say if you want to stay, why don't you
just work for free? I think there are limits to how much you want to do
something .
If I did that, then my investors would judge my rationality and
everything else I did . I'm hig hly incentive-compensated and options are the
most leveraged way you can do it . That's almost like working for free. I won't
say it is, because I get a salary . If I do well, I should get some reward for it .
And I think when you study my package, it's a comparable package to what
other CEOs get in big companies like this .

News : You know some analysts were taking the results today as further
proof that Qwest previously was boosting its revenues with its aggressive
accounting practices.
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Nacchio: Well, analysts who believe that need to go back to school and
learn accounting . This is the craziest thing I've heard . It's pretty simple .
If somebody says they want to take ownership of the asset, you have to
book the revenues upfront as an asset sale . You have no discretion . Since
1997-98, there wasn't a time I went to an investor meeting when someone
didn't say, What is Qwest going to do? You've dot Level 3 building (a fiber
optic network), you've got Global Crossing building, you've got Williams
building, you've got 360 (networks) building .

I said, we have the best network, we're further ahead and when the time
comes it will be proven .
News : Wasn't it also the point by Morgan Stanley that analysts were
operating on the wrong assumption about your recurring revenues?
Nacchio: This is kind of like "we as analysts don't understand what's
going on with new technology, therefore you guys are not telling us the
truth. " What is this? This is crazy. My job isn't to educate the analysts. My
job is to run a company.
Morgan Stanley analysts maybe aren't the sharpest knives in the drawer
either, that's their problem.
DEFENDANTS' INSIDER TRADIN G
150 . Defendants took advantage of the temporary inflation in Qwest's stock pric e
caused by their false statements, selling 5,908,818 shares of their Qwest stock for proceeds
of $249,443,547 . Defendants made the following sales during the Class Period, while they
were aware of adverse facts about Qwest which they knew had not been disclosed to the
market:
Date

Shares

Price

Proceed s

Nacchio 10/30/00
11/02/00
11/03/00
11/07/00
11/07/00
11/08/00
11/15/00
11/17/00
01/02/01
01/02/01
01/03/01

300,000
100,000
100,000
25,000
25,000
75,000
25,000
75,000
262,744
196,723
160,000

$49.480
$46 .010
$46.720
$45 .450
$45 .750
$45 .580
$42 .000
$42 .420
$39 .350
$39.840
$40.210

$14,844,00 0
$4,601,00 0
$4,672,00 0
$1,136,25 0
$1,143,75 0
$3,418,50 0
$1,050,00 0
$3,181,500
$10,338,97 6
$7,837,444
$6,433,600

01/26/01

7,500

$43.280

$324,60 0

01/29/01

92,500

$43.140

$3,990,45 0
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Shares

Price

Proceed s

01/30/01
02/01/01
02/05/01
02/06/01
02/07/01
02/08/01
02/09/01
02/12/01
02/13/01
02/13/01
02/15/01

Date

70,000
10,000
70,000
30,000
20,000
90,000
10,000
70,000
180,000
30,000
70,000

$43 .360
$41 .750
$40 .230
$41 .400
$41 .000
$40 .500
$40.500
$40 .990
$41 .690
$41 .340
$40.190

$3,035,200
$417,50 0
$2,816,10 0
$1,242,00 0
$820,000
$3,645,000
$405,000
$2,869,300
$7,504,20 0
$1,240,20 0
$2,813,300

02/20/01

11,500

$37.480

$431,02 0

02/21/01
02/22/01
02/23/01

11,500
11,500
11,500

$37.370
$36.450
$34.840

$429,755
$419,175
$400,660

02/26/01
02/27/01

11,500
11,500

$38 .120
$37 .890

$438,38 0
$435,73 5

02/28/01

11,500

$37.300

$428,95 0

03/01/01

11,500

$35.130

$403,99 5

04/26/01
04/27/01

350,000
300,000

$38 .860
$39.670

$13,601,000
$11,901,000

04/30/01

110,000

$41 .120

$4,523,20 0

05/01/01
05/03/01
05/07/01
05/09/01
05/10/01
05/11/01
05/14/01

100,000
50,000
70,000
30,000
43,200
20,000
56,800

$40 .840
$39 .090
$38 .310
$38.000
$38.000
$37 .230
$37.640

$4,084,000
$1,954,50 0
$2,681,70 0
$1,140,00 0
$1,641,60 0
$744,600
$2,137,952

105,000

$37.770

$3,965,85 0

05/15/01

Subtotal

3,421,467

$141,542,943

Szeliga
Subtotal

04/30/01

10,000
10,000

$41 .000

$410,000
$410,000

Woodruff

10/30/00
11/17/00
02/08/01
02/12/01
02/13/01

35,400
114,600
150,000
50,000
50,000
400,000

$50 .000
$42 .136
$40.866
$41 .000
$41 .650

$1,770,000
$4,828,82 0
$6,129,90 0
$2,050,00 0
$2,082 .500
$16,861,22 0

Subtotal
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Date

Jacobsen

$6,358,99 5
$976,50 0
$7,335,49 5

10/30/00
10/30/00
10/30/00
10/30/00
11/08/00
11/13/00
11/15/00
11/17/00
11/17/00
01/29/01
01/29/01

62,500
25,000
5,000
32,500
25,000
25,000
25,000
7,000
25,000
40,000
50,000
50,000

$49.340
$49.805
$49.000
$49.250
$45 .250
$41 .000
$42 .263
$42 .387
$42 .387
$43 .177
$43 .177
$42 .569

$3,083,73 8
$1,245,12 0
$245,000
$1,600,62 5
$1,131,25 0
$1,025,00 0
$1,056,56 3
$296,707
$1,059,66 8
$1,727,08 8
$2,158,86 0
$2,128,430

1,100

$39 .000

3,500
376,600

$38 .650

$42,90 0
$135,27 5

10/30/00

37,000

$50 .000

$1,850,000

10/31/00
11/08/00
11/09/00
01/26/01
01/29/01

25,100
25,000
35,000
50,000
67,000
14,300

$50 .000
$45 .500
$45 .428
$45 .387
$42 .334
$42.974

$1,255,000
$1,137,500
$1,590,00 1
$2,269,375
$2,836,39 8
$614,534

01/29/01

196,750

$42 .974

$8,455,21 3

04/26/01
Subtotal

11/07/00

Subtotal
Smith

Subtotal

Proceeds

$42.393
$39.060

01/31/01
04/26/01

Weisberg

Price

150,000
25,000
175,000

Subtotal
Tempest

Shares

01/26/01
04/26/01

$16,936,22 2

$20,008,02 1

450,150
02/01/01
04/26/01
04/26/01
04/26/01
04/26/01

40,550
15,672
10,177
9,349
172,932
248,680
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$42 .000
$39 .000
$39.000
$39 .000
$39.000

$1,703,10 0
$611,20 8
$396,903
$364161 1

$6,744,348
$9,820,17 0

Date

Slater 10/30/00
10/30/00
11/03/00
11/03/00
11/08/00
01/26/01
01/31/01
04/26/01
Subtotal
TOTAL:

Shares

Price

Proceed s

165,150
34,850
50,000
90,000
21,921
75,000
40,000
350,000

$49 .580
$49.580
$50 .710
$49.920
$45 .250
$43 .630
$42 .300
$38 .940

$8,188,13 7
$1,727,86 3
$2,535,50 0
$4,492,800
$991,925
$3,272,25 0
$1,692,00 0
$13,629,00 0

826,921

$36,529,47 5

5, 908,818

$249,443,547

151 . Plaintiffs' stock sale and option exercise allegations and calculations in thi s
complaint are based on attorney-work product investigation utilizing a wide variety of
sources and cross-checks, including but not limited to defendants' SEC Forms 3, 4, 5 and/or
144's, the Company's SEC filings and press releases . After these analyses, plaintiffs believe
that the stock sales and holdings data listed in this complaint is more accurate than any data
that is contained in the Individual Defendants' and/or the Company's SEC filings and for that
reason believe that such filings taken by themselves are suspect and unreliable . These sales
represented as much as 89% of the Individual Defendants' Qwest holdings, including vested
options . Defendants held virtually no stock in Qwest but were able to sell the above shares
by exercising their options, which as noted above, were essentially risk free profits for these
executives due to Qwest's practice of replacing underwriter options or granting new options .

FIRST CLAIM FOR RELIEF
For Violation of §10 (b) of the 1934 Act
and Rule 10b-5 Against All Defendant s

152 . Plaintiffs incorporate ¶¶1-151 by reference .
153 . During the Class Period, defendants disseminated or approved the fals e
statements specified above, which they knew or recklessly disregarded were misleading i n
that they contained misrepresentations and failed to disclose material facts necessary in orde r
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to make the statements made, in light of the circumstances under which they were made, not
misleading.

154 . Defendants violated § 10(b) of the 1934 Act and Rule 10b-5 in that they :
(a) Employed devices, schemes, and artifices to defraud ;
(b) Made untrue statements of material facts or omitted to state material
facts necessary in order to make the statements made, in light of the circumstances under
which they were made, not misleading ; or
(c) Engaged in acts, practices, and a course of business that operated as a
fraud or deceit upon plaintiffs and others similarly situated in connection with their purchases
of Qwest publicly traded securities during the Class Period .
155 . Plaintiffs and the Class have suffered damages in that, in reliance on th e
integrity of the market, they paid artificially inflated prices for Qwest publicly traded
securities . Plaintiffs and the Class would not have purchased Qwest publicly traded
securities at the prices they paid, or at all, if they had been aware that the market prices had
been artificially and falsely inflated by defendants' misleading statements .
156 . As a direct and proximate result of these defendants' wrongful conduct,
plaintiffs and the other members of the Class suffered damages in connection with their
purchases of Qwest publicly traded securities during the Class Period .
SECOND CLAIM FOR RELIEF
For Violation of §20 (a) of the 1934 Act
Against Defendants Qwest, Nacchio , Woodruff and Szeliga
157. Plaintiffs incorporate ¶¶1-156 by reference .
158 . Defendants Nacchio, Woodruff and Szeliga acted as controlling persons o f
Qwest within the meaning of §20(a) of the 1934 Act . By reason of their positions as officers
and/or directors of Qwest, and their ownership of Qwest stock, these defendants had the
power and authority to cause Qwest to engage in the wrongful conduct complained of herein .
Qwest controlled each of the Individual Defendants and all of its employees . By reason of
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such conduct, defendants Qwest, Nacchio, Woodruff and Szeliga are liable pursuant to
§20(a) of the 1934 Act .

THIRD CLAIM FOR RELIEF
For Violation of §20A of the 1934 Act
Against the Individual Defendant s
159. Plaintiffs incorporate by reference ¶¶1-158 .
160 . During the Class Period, each Individual Defendant occupied a position that
made him or her privy to non-public information concerning Qwest . Because of this access,
each of these defendants knew that the adverse facts specified herein were being concealed
and false and misleading statements were being made . Notwithstanding their duty to refrain
from selling Qwest stock while in the possession of material, non-public information
concerning Qwest, the defendants sold some 5 .9 million shares of the Company's stock,
profiting from their fraudulent scheme . Plaintiff Matthew B . Sellers purchased shares
contemporaneously with Nacchio's stock sales on 5/7/0 1 .
161 . Plaintiffs and all the other members of the Class who purchased shares o f
Qwest securities contemporaneously with the sales of Qwest securities by the Individual
Defendants : (1) have suffered substantial damages in that they paid artificially inflated prices
for Qwest securities as a result of the violations of § 10(b) and Rule I Ob-5 herein described;
and (2) would not have purchased Qwest securities at the prices they paid, or at all, if they
had been aware that the market prices had been artificially inflated by defendants' false and
misleading statements .

CLASS ACTION ALLEGATIONS .
162 . Plaintiffs bring this action as a class action pursuant to Rule 23 of the Federal
Rules of Civil Procedure on behalf of all persons who purchased Qwest publicly traded
securities (the "Class") on the open market during the Class Period . Excluded from the Class
are defendants .
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163. The members of the Class are so numerous that joinder of all members i s
impracticable . The disposition of their claims in a class action will provide substantia l

benefits to the parties and the Court . Qwest had more than 1 .6 billion shares of stock
outstanding, owned by hundreds if not thousands of persons .
164. There is a well-defined community of interest in the questions of law and fac t

involved in this case . Questions of law and fact common to the members of the Class whic h
predominate over questions which may affect individual Class members include :

(a) Whether the 1934 Act was violated by defendants ;
(b) Whether defendants omitted and/or misrepresented material facts ;
(c) Whether defendants' statements omitted material facts necessary to make
the statements made, in light of the circumstances under which they were made, no t
misleading;
(d) Whether defendants knew or recklessly disregarded that their statement s
were false and misleading ;
(e) Whether the prices of Qwest's publicly traded securities were artificiall y

inflated ; and
(f) The extent of damage sustained by Class members and the appropriat e
measure of damages .
165. Plaintiffs' claims are typical of those of the Class because plaintiffs and the
Class sustained damages from defendants' wrongful conduct .
166 . Plaintiffs will adequately protect the interests of the Class and have retaine d
counsel who are experienced in class action securities litigation . Plaintiffs have no interests
which conflict with those of the Class .
167 . A class action is superior to other available methods for the fair and efficien t
adjudication of this controversy .

-76-

STATUTORY SAFE HARBOR
168 . The statutory safe harbor provided for forward-looking statements unde r
certain circumstances does not apply to any of the allegedly false forward-looking statements
pleaded in this Complaint . The safe harbor does not apply to Qwest's allegedly false financial
statements . None of the written forward-looking statements made were identified as
forward-looking statements, nor was it stated that actual results "could differ materially from
those projected ." Nor did meaningful cautionary statements identifying important factors
that could cause actual results to differ materially from those in the forward-looking
statements accompany those forward-looking statements . Each of the forward-looking
statements alleged herein to be false was authorized by an executive officer of Qwest and
was actually known by each of the Individual Defendants to be false when made .
PRAYER FOR RELIE F
WHEREFORE, plaintiffs pray for judgment as follows :
A. Declaring this action to be a proper class action pursuant to Rule 23 of th e
Federal Rules of Civil Procedure ;
B . Awarding plaintiffs and the members of the Class compensatory damages ;
C. Awarding plaintiffs and the members of the Class pre judgment and post-

judgment interest, as well as their reasonable attorneys' fees, expert witness fees and othe r
costs;
D. Awarding extraordinary, equitable and/or injunctive relief as permitted by law ,
equity and the federal statutory provisions sued hereunder, pursuant to Rules 64 and 65 an d

any appropriate state law remedies to assure that the Class has an effective remedy ; and
E . Awarding such other relief as this Court may deem just and proper .
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JURY DEMAN D
Plaintiffs demand a trial by jury .

DATED : November 30, 2001 DYER & SHUMAN, LLP
KIP B . SHUMAN (#23593)
801 East 17th Avenue
Denver, CO 80218-1417
Telephone : 303/861-300 3
Liaison Counse l
MILBERG WEISS BERSHAD
HYNES & LERACH LL P

WILLIAM S . LERACH
MARK SOLOMON
DAVID C . WALTON
FREDERICK RrBURNSID E

LOMON
600 West Broadway, Suite 1800
San Diego, CA 92101
Telephone : 619/231-1058
Lead Counsel for Plaintiffs
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t

DECLARATION OF SERVICE BY MAI L

I, the undersigned, declare :
1 . That declarant is and was, at all times herein mentioned, a citizen of the Unite d

States and a resident of the County of San Diego, over the age of 18 years, and not a part y
to or interest in the within action ; that declarant's business address is 600 West Broadway ,

Suite 1800, San Diego, California 92101 .
2. That on November 30, 2001, declarant served the CONSOLIDATE D
AMENDED CLASS ACTION COMPLAINT FOR VIOLATION OF THE SECURITIES
EXCHANGE ACT OF 1934 by depositing a true copy thereof in a United States mailbox
at San Diego , California in a sealed envelope with postage thereon fully prepaid and
addressed to the parties listed on the attached Service List .
3. That there is a regular communication by mail between the place of mailing an d
the places so addressed .
I declare under penalty of perjury that the foregoing is true and correct . Executed this
30th day of November, 2001, at San Diego, California .

CORINNE N. SWEAT
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COUNSEL FOR PLAINTIFF(S )
Marc A . Topaz
Charles J . Pive n
SCHIFFRIN & BARROWAY, LLP LAW OFFICES OF CHARLES J .
Three Bala Plaza East, Suite 400 PIVEN, P .A .
Bala Cynwyd, PA 1900 4
The World Trade Cente r
610/667-7706
401 East Pratt Street, Suite 2525
610/667-7056 (fax )
Baltimore, MD 21202
410/332-003 0
410/685-1300 (fax )
Robert J . Dyer III
Kip B . Shuman
Jeffrey A . Berens
DYER & SHUMAN, LLP
801 East 17th Avenue
Denver, CO 80218-141 7
303/861-3003
,303/830-6920 (fax)

Steven E . Cauley
Randall K . Pulliam
CAULEY, GELLER, BOWMAN &
COATES, LLP
P .O . Box 2543 8
Little Rock, AR 72221-5438
501/312-8500
501/312-8505 (fax )

Marc S . Henze l
LAW OFFICES OF MARC S . HENZEL
273 Montgomery Avenue, Suite 202
Bala Cynwyd, PA 19004
610/660-800 0
610/660-8080 (fax )

William S . Lerach
Mark Solomon

Robert M . Roseman
David Felderman
SPECTOR, ROSEMAN & KODROFF,
P .C .
1818 Market Street, Suite 2500
Philadelphia, PA 19103
215/496-030 0
215/496-6611 (fax )
James M . Orman
LAW OFFICES OF JAMES M . ORMAN
1845 Walnut Street, 14th Floor
Philadelphia, PA 19103
215/523-780 0
215/523-9290 (fax)

MILBERG WEISS BERSHAD HYNES &
LERACH LL P
600 West Broadway, Suite 1800
San Diego, CA 92101-5050
619/231-105 8
619/231-7423 (fax )

Fred T . Isquith
Gregory M . Nespol e
WOLF HALDENSTEIN ADLER FREEMAN
& HERZ, LL P
270 Madison Avenue
New York, NY 10016
212/545-460 0
212/545-4653 (fax)
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*Stefan D . Stein
Terence C . Gill
SHERMAN & HOWARD L .L .C .
633 Seventeenth Street
Suite 300 0
Denver, CO 80202
303/297-2900
303/298-0940 (fax)

* Denotes service via Fed Ex .

Seth Aronson
O'MELVENY & MYERS LLP
400 South Hope Street
Suite 106 0
Los Angeles, CA 90071-2899
213/430-6000
213/430-6407 (fax )

