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Translation of a report originally issued in Spanish based on our work performed in accordance with generally
accepted auditing stemdards in Spain. In the event of a discrepancy, the Spanish-language version prevails.

Auditors’ report on financial statements

To the Stockholders of
Terra Networks, S A

1.

We have audited the financial statements of TERRA NETWORKS, S.A. comprising the
balance sheet as of December 31, 2004, and the related statement of operations and notes to
financial statements for the year then ended. The preparation of these financial statements
is the responsibility of the Company’s directors. Our responsibility is to express an opinion
on the financial statements taken as a whole based on our audit work performed in
accordance with generally accepted auditing standards, which require examination, by
means of sclective tests, of the documentation supporting the financial statements and
evaluation of their presentation, of the accounting principles applied and of the estimates
made. Our work did not include an examination of the 2004 financial statements of Terra
Networks Espafia, S.A., which was effectively wholly-owned by Terra Networks, S.A.,
whose gross investment as of that date amounted to €93,973 thousand (see Note 7). The
financial statements of Terra Networks Espafia, S.A. were audited by BDO Audiberia
Auditores, S.L. and our opinion as expressed in this report on the financial statements of

Terra Networks, S.A. is based, with respect to the ownership interest in Terra Networks

Espaiia, S.A., solely on the report of the aforementioned auditors.

As required by Spanish corporate law, for comparison purposes the directors present, in
addition to the 2004 figures for each item in the balance sheet and statements of operations
and of changes in financial position, the figures for 2003. Our opinion refers only to the
2004 financial statements. Our auditors' report dated February 25, 2004, on the 2003
financial statements contained an unqualified opinion.

Smce the Company is the head of a group and meets certain requirements, it is obliged
under current legislation to prepare separate consolidated financial statements, on which we
issued our auditors’ report on this same date which was qualified for the same uncertainty
as that described in paragraph 5 to this report. The effect of consolidation, which was
performed on the basis of the individual accounting records of the companies composing
the Terra Group, with respect to the individual financial statements referred to above, was
to decrease assets and the income for the year by €303,399 thousand and €26,945 thousand,
respectively, and to increase reserves by €27,717 thousand (see Note 4-c to the financial
statements referred to above).

On Febmary 23, 2005, the Board of Directors of Terra Networks, S.A., approved the plan
for the merger of Telefénica, S.A. and the Company. This merger has not yet been
approved by the respective Stockholders’ Meetings. In this connection, the financial
statements referred to above were prepared without taking into account the effects, if any,
that could arise from the aforementioned merger.

As of December 31, 2004, the “Long-Term Investments” caption included a balance of
€287,009 thousand, relating to prepaid income taxes and tax assets capitalized for tax
losses incurred in 2001 and prior years (see Note 9). The directors of Terra Networks, S.A.



consider that, subject to the materialization of certain circumstances and the fulfillment of
certain assumptions, and based on the projections and business plans prepared by their
external advisers for the next ten years, in the context of the aforementioned merger, this
amount is recoverable in the aforementioned period of time. In view of the nature of any
business plan, which is based on future expectations, significant differences may arise
between the projected and actual results. Management of Terra Networks, S.A. intends to
update the plan every year and, in any case, whenever the evolution of the business makes
this necessary.

5. As indicated in Note 14-d)1, as of the date of this Auditors’ Report no decision had yet
been handed down in relation to the claim for damages of an unquantified amount, filed by
IDT (International Discount Telecommunications Corporation) against Terra Networks,
S.A., Terra Networks USA, Inc. and Telefénica, S.A. The Company’s directors and their
external legal advisers consider that Terra Networks, S.A., has solid arguments on which to
oppose the claims; although at the present stage of the proceedings they consider that they
cannot predict the final outcome thereof.

6. In our opinion, based on our audit and on the report of BDO Audiberia Auditores, S.L.,
except for the effects of any adjustment that might have been required had the final
outcome of the uncertainty described in paragraph 5 above been known, the financial
statements for 2004 referred to above present, in all material respects, a true and fair view
of the net worth and financial position of Terra Networks, S.A. as of December 31, 2004,
and of the results of its operations and of the funds obtained and applied by it in the year
then ended, and contain the required information, sufficient for their proper interpretation
and comprehension, in conformity with generally accepted accounting principles and
standards applied on a basis consistent with that of the preceding year.

directors consider appropriate about the Company’s situation, the evolution of its business
and other matters, but is not an integral part of the financial statements. We have checked
that the accounting information in the management report is consistent with that contained
in the financial statements for 2004. Qur work as auditors was confined to checking the
management report with the aforementioned scope, and did not include a review of any
information other than that drawn from the Company’s accounting records.
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Javier Acevedo Jiménez de Castro
February 24, 2005
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