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REGISTRATION FEE
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(3) ESTIMATED SOLELY FOR THE PURPOSE OF COMPUTING THE AMOUNT OF THE REGISTRATION FEE
PURSUANT TO RULE 457 UNDER THE SECURITIES ACT OF 1933. BASED ON US$1.0532 = E1.00, THE
NOON BUYING RATE ON OCTOBER 27, 1999.

THE REGISTRANT HEREBY AMENDS THIS REGISTRATION STATEMENT ON SUCH DATE OR DATES AS MAY
BE NECESSARY TO DELAY ITS EFFECTIVE DATE UNTIL THE REGISTRANT SHALL FILE A FURTHER
AMENDMENT WHICH SPECIFICALLY STATES THAT THIS REGISTRATION STATEMENT SHALL THEREAFTER
BECOME EFFECTIVE IN ACCORDANCE WITH SECTION 8(A) OF THE SECURITIES ACT OF 1933 OR UNTIL
THE REGISTRATION STATEMENT SHALL BECOME EFFECTIVE ON SUCH DATE AS THE COMMISSION,
ACTING PURSUANT TO SAID SECTION 8(A), MAY DETERMINE.

THE INFORMATION IN THIS PRELIMINARY PROSPECTUS IS NOT COMPLETE AND MAY BE CHANGED.
THESE SECURITIES MAY NOT BE SOLD UNTIL THE REGISTRATION STATEMENT FILED WITH THE
SECURITIES AND EXCHANGE COMMISSION IS EFFECTIVE. THIS PRELIMINARY PROSPECTUS IS NOT AN
OFFER TO SELL NOR DOES IT SEEK AN OFFER TO BUY THESE SECURITIES IN ANY JURISDICTION
WHERE THE OFFER OR SALE IS NOT PERMITTED.

[LOGO] SUBJECT TO COMPLETION. DATED OCTOBER 29, 1999. TERRA NETWORKS, S.A.

22,266,705 ORDINARY SHARES IN THE FORM OF ORDINARY SHARES OR AMERICAN DEPOSITARY SHARES
THIS IS AN INITIAL PUBLIC OFFERING OF ORDINARY SHARES OF TERRA NETWORKS, S.A. THE
ORDINARY SHARES ARE BEING SOLD DIRECTLY OR IN THE FORM OF AMERICAN DEPOSITARY SHARES,
OR ADSS. EACH ADS REPRESENTS ONE ORDINARY SHARE OF TERRA NETWORKS. THE ADSS ARE
EVIDENCED BY AMERICAN DEPOSITARY RECEIPTS. ALL OF THE 22,266,705 ORDINARY SHARES ARE
BEING SOLD BY TERRA NETWORKS. TERRA NETWORKS IS ALSO OFFERING 11,989,763 ORDINARY
SHARES IN A CONCURRENT SPANISH OFFERING. THE NUMBER OF SHARES OFFERED IN THE GLOBAL
OFFERING WILL VARY DEPENDING UPON THE INITIAL PUBLIC OFFERING PRICE.

PRIOR TO THIS OFFERING, THERE HAS BEEN NO PUBLIC MARKET FOR THE ORDINARY SHARES OR THE
ADSS. IT IS CURRENTLY ESTIMATED THAT THE INITIAL PUBLIC OFFERING PRICE WILL BE BETWEEN
E10.12 AND E11.81 PER ORDINARY SHARE, WHICH IS EQUIVALENT TO US$10.66 AND US$12.44 PER
ADS AT AN EXCHANGE RATE OF E1.00 = US$1.0532. APPLICATION HAS BEEN MADE FOR LISTING OF
THE ORDINARY SHARES ON THE MADRID, BILBAO, BARCELONA AND VALENCIA STOCK EXCHANGES, FOR
QUOTATION OF THE ORDINARY SHARES ON THE AUTOMATED QUOTATION SYSTEM OF THE SPANISH STOCK
EXCHANGES, AND FOR QUOTATION OF THE ADSS ON THE NASDAQ NATIONAL MARKET UNDER THE SYMBOL
"TRRA".

SEE "RISK FACTORS" BEGINNING ON PAGE 14 TO READ ABOUT FACTORS YOU SHOULD CONSIDER
BEFORE BUYING THE ORDINARY SHARES OR ADSS.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY OTHER REGULATORY BODY HAS
APPROVED OR DISAPPROVED OF THESE SECURITIES OR PASSED UPON THE ACCURACY OR ADEQUACY OF
THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

PER ORDINARY SHARE PER ADS TOTAL(1)

Initial public offering price.............c..... E Us$ Us$
Underwriting discount........ouveiiinnnennnnnnnn E us$ Us$
Proceeds, before expenses, to Terra Networks... E us$ us$

(1) THE TOTAL FIGURES ABOVE ASSUME THAT ALL ORDINARY SHARES ARE SOLD IN THE FORM OF
ADSS.

TO THE EXTENT THAT THE UNDERWRITERS SELL MORE THAN 22,266,705 ORDINARY SHARES OR ADSS,
THE UNDERWRITERS HAVE THE OPTION TO PURCHASE UP TO AN ADDITIONAL 4,500,000 ORDINARY
SHARES OR ADSS FROM TERRA NETWORKS AT THE INITIAL PUBLIC OFFERING PRICE LESS THE
UNDERWRITING DISCOUNT.

THE UNDERWRITERS EXPECT TO DELIVER THE ORDINARY SHARES IN SPAIN AGAINST PAYMENT IN EURO
AND ADSS IN NEW YORK AGAINST PAYMENT IN U.S. DOLLARS ON , 1999.

JOINT GLOBAL COORDINATORS ARGENTARIA BBV INTERACTIVOS SVB GOLDMAN SACHS INTERNATIONAL
INVERCAIXA VALORES JOINT LEAD MANAGER AND BOOKRUNNER

GOLDMAN, SACHS & CO.



JOINT LEAD MANAGERS CREDIT SUISSE FIRST BOSTON J.P. MORGAN & CO. LEHMAN BROTHERS
PROSPECTUS DATED , 1999.

Prospectus Summary

You should read the following summary together with the more detailed information and our
consolidated financial statements and the notes to those statements, as well as the pro forma financial
data and the explanatory notes thereto, appearing elsewhere in this prospectus. Information contained

in or connected to any Web site identified in this prospectus is not a part of this prospectus.

Terra Networks, S.a.

We are a leading provider of Internet access and local-language interactive content and services to
residential and small office/ home office, or SOHO, users in the Spanish-and Portuguese-speaking
world. We currently provide Internet access services in Spain, Brazil, Mexico, Peru, Chile and
Guatemala and operate Internet portals serving these countries and Argentina. Through our joint
venture with Internet Discount Telecommunications Corp. (IDT), we recently launched Internet access
service in the United States targeted at the U.S. Hispanic market. In addition, in the first quarter of
2000 we plan to launch portals serving the U.S. Hispanic market and several additional Latin American
countries, including Colombia and Venezuela. In all of our markets, we are developing online

interactive solutions for advertising and marketing, and electronic commerce and related activities.

We are a majority-owned subsidiary of Telefonica, S.A., the parent company of the Telefonica Group.
As a member of the Telefonica Group, we benefit from our relationship with the largest and strongest
telecommunications group in Spain and Latin America, with over 54 million customers and significant
media assets. The Telefonica Group controls full-service telecommunications subsidiaries in Spain,
Brazil, Argentina, Peru, Chile and Guatemala and has additional telecommunications properties in
several other Latin American countries. In Spain and Latin America, the Telefonica Group also controls
media properties, including Spanish soccer broadcast rights and radio stations, and has significant

media investments, including interests in television, cable and film production companies.
We are the company through which the Telefonica Group will develop:

- - Internet access services for residential and SOHO customers, - - Internet portals and the full range
of services that can be provided through Internet portals, such as news, shopping and online chat, - -

online advertising and marketing solutions, and - - e-commerce activities.
We plan to build upon our relationship with the Telefonica Group:

- - to continue to enhance our market presence, distribution channels and product offerings, and - - to

exploit the media content controlled by members of the Telefonica Group.

Other companies in the Telefonica Group may conduct Internet activities as well, and some of these
may overlap with our activities. There may be times when we compete for the same customers as other

members of the Telefonica Group. Telefonica de Argentina, S.A., which is a full service



telecommunications operator in Argentina, provides Internet access serving the residential and SOHO

markets. These activities are not at present part of Terra Networks.
Following this offering, Telefonica, S.A. will continue to own our majority equity interest.

We offer a suite of Internet services that provides users throughout our core markets in Spain and

Latin America with:

- - Internet access services, - - a wide variety of content built on our multi-local/global model, - - online
advertising and marketing solutions, such as services that provide our advertising customers with
information on the effectiveness of their online advertising campaigns, - - a range of e-commerce
opportunities, and - - multiple solutions for our customers' Internet needs, such as Web design and

hosting.

With our multi-local/global approach to content, we combine strong regional and international content
and world-class functionality with local content that reflects our users' own communities and is
relevant to their daily lives. Each of our portals features content presented in the local idiom, because
language and vocabulary differ throughout our core markets. We believe that our approach
distinguishes our services from most competing portal services in the market, and we believe this
approach will be key to our success. We are able to execute our multi-local/global approach through our
in-depth understanding of local markets and customer needs. We gain this understanding through
collaborating with our local content providers such as Grupo Reforma in Mexico and through our

relationship with Telefonica Group companies operating directly in our local markets.

Our History

We were created in December 1998 to operate the Spanish residential and SOHO Internet access
business carried on by the Telefonica Group since December 1995. At September 30, 1999, we
provided Internet access to more than 860,000 customers, and our portals generated more than 290

million page views in September 1999. We have achieved this growth through:

- - our assumption of direct management responsibility for the Internet activities of Telefonica Group
companies in Spain in April 1999, and in Peru and Chile in October 1999, - - our acquisition of strong

local providers of Internet services, including:

-- Ole, the leading Spanish portal, -- ZAZ, a leading Brazilian portal and Internet service provider, or
ISP, and an e-commerce provider, and -- Infosel, a leading Mexican portal and an ISP and e-commerce

provider, and - - the rapid growth of the business lines that we operate.

We plan to grow in the longer term through improving and supplementing our Internet products and
services, both independently and through strategic alliances, partnerships and acquisitions, through
increasing the degree of technical integration of our networks, and by building upon our relationships

with:



- - the strong communications, technology and media businesses throughout Spain and Latin America
in the Telefonica Group, and - - the network of partners we are building through strategic investments,

joint ventures and alliances.

Our historical results of operations primarily reflect the Spanish and Chilean Internet activities that
were carried on by members of the Telefonica Group. These results are reflected in the consolidated
financial statements appearing elsewhere in this prospectus. Our pro forma financial statements
appearing elsewhere in this prospectus primarily reflect these historical activities, as well as the

activities we now conduct in Brazil and Mexico.

Our Market Opportunity

We believe that our business offers us significant growth opportunities stemming from:

- - our large and growing core markets of Spain and Latin America, and our targeted market in the U.S.
Hispanic community, which are unified with common cultural values and languages but which also
exhibit varying local idioms, interests and preferences, - - the current low Internet penetration in our

core markets, and - - our access to the 54 million customers currently served by the Telefonica Group.

Large and growing population. Spain, Latin America and the U.S. Hispanic community have a
combined population of more than 550 million people. The United Nations forecasts that the
population in Latin America alone will increase at a compound annual growth rate of 1.2% until 2025,
as compared to population contraction at a compound annual rate of 0.13% in Western Europe and a
0.6% compound annual growth rate in North America during the same period. The Economist
Intelligence Unit expects that the gross domestic product, or GDP, of the largest Latin American
countries will grow at an annual average rate of 3% until 2003, and that the GDP of Spain will grow at
an annual average rate of 2.8%. According to the Economist Intelligence Unit, the average annual
growth rate of the GDP is expected to be 2.4% for Western Europe and 2.5% for North America during

that same period.

In addition, Internet usage in Latin America is concentrated in the demographic sector with the
greatest purchasing power, with 90% of all Latin American Internet users belonging to the upper and
middle socio-economic classes. According to Hispanic Business, the purchasing power of U.S. Hispanic
households is forecasted to increase from US$276 billion in 2000 to US$383 billion in 2010, in 1997

dollars.

International Data Corporation, or IDC, estimates that four of the Latin American countries in which
we operate, Brazil, Mexico, Argentina and Chile, represented 75% of all Internet users in Latin America
in 1998, with Brazil alone accounting for 49%. According to IDC, these four countries represented 80%

of e-commerce spending in 1998, with Brazil alone accounting for 56%.

Low Internet penetration. According to Estudio General de Medios, Asociacion para la Investigacion de
Medios de Comunicacion, Spain had 3.5 million Web users, corresponding to 9% of the population.

IDC expects this number to increase to 8.4 million, or 21% of the population, by 2002. According to



Nazca Saatchi & Saatchi, Internet users in Latin America will increase from 8.5 million in 1998, or 2%
of the population, to 34 million by 2000. Similarly, Internet penetration in the U.S. Hispanic
community has been slower than in the U.S. population at large. In 1998, only 12% of U.S. Hispanic

households had access to the Internet.

We believe that the Spanish, Latin American and U.S. Hispanic markets, and Spanish and Portuguese-
speaking users globally, represent one of the largest and fastest growing user groups on the Internet
today. As the Internet achieves broader acceptance in our core markets, we believe that online
advertising and e-commerce will also experience significant growth. We believe that these users and
future users are demanding and will continue to demand online services that are responsive to their
specific local interests and needs, as opposed to services that offer English-language content or
homogenized pan-regional content. According to IDC, 67% of all Latin American Internet users would
prefer to visit Web sites in their native languages. Currently, however, eStats estimates that only

approximately 2% of Web pages are presented in Spanish or Portuguese.

Although there are Internet access companies and portal operators in our core markets, no other
company offers in our markets a suite of Internet services that includes access, portals, online
advertising, e-commerce and other Internet solutions geared to these Internet users' global and local

interests. We believe we have successfully integrated these services across our markets.

Access to customers in the Telefonica Group. Our membership in the Telefonica Group, with 54 million
customers, gives us direct access to its extensive knowledge of and experience in local markets in Spain,
Brazil, Peru, Chile and Guatemala. In markets where the Telefonica Group does not have substantial
historical experience, such as Mexico and the U.S. Hispanic market, we will work closely with
established local partners and integrate their knowledge and experience in the local market. We believe
that the existence of these market conditions, in addition to our ability to leverage on our strong
relationship with the Telefonica Group in Spain and Latin America, positions us to expand our

leadership of this attractive market.

Our Strategy and Business

Our Internet access, portal service, online advertising and e-commerce offerings allow us to provide our
customers with a "one-stop shopping” approach to their Internet needs. Our strategic ventures allow us
to enhance all aspects of our business and increase our growth. We plan to leverage on our relationship
with the Telefonica Group and our network of strategic partners to expand each of these areas of

business.

We are aggressively developing and promoting our brand names, including TERRA, OLE, INFOSEL,
ZAZ and TELEFONICA NET. We believe that the importance of brand recognition will increase as the
number of Internet-related businesses in Spain and Latin America grows, and that brand loyalty will be

critical to attract and retain Internet users, advertisers and e-commerce partners.



Access Services

We provide Internet access services to more than 860,000 customers in Spain, Latin America and the
United States. We target residential and SOHO Internet users in each of our markets. These services

enable our customers to connect to the Internet through an easy-to-use dial-up connection.

We plan to build on our strong position in the Spanish- and Portuguese-language Internet access
markets by:

- - aggressively promoting our brand names to become synonymous with Internet access services in
Spain, Latin America and the U.S. Hispanic market, - - continuously expanding our ISP customer base
by making the Internet easier and cheaper to use, and - - retaining customers and stimulating Internet
usage by expanding our service offerings and the platforms through which we can provide access to the

Internet.

In Spain we recently introduced free Internet access, which we believe will solidify and protect our
market position. We also plan to launch free Internet access in Guatemala by the end of 1999. We may
launch free Internet access in our other core markets to give us a competitive edge or to respond to
competitive conditions. In October 1999, we launched broadband Internet access (ADSL) in Spain. We
plan to offer ADSL in Brazil in November 1999 on a limited basis, and expect to offer this type of

access throughout Brazil beginning in January 2000.

Leveraging on our ISP experience and our relationship with the Telefonica Group, we intend to move
aggressively into new value-added services using Internet protocol, or IP, and new access platforms,
such as mobile telephones, personal digital assistants, cable modems, ADSL, satellite, and wireless local

loops. These value-added services will include voice and fax using IP and video streaming,.

We compete with numerous other access providers in each of our markets, including Universo Online
(UOL) in Brazil and Telmex in Mexico. Based on number of subscribers in our target residential and
SOHO market, we believe we are the second-ranking ISP in Brazil, and a leading ISP in Spain, Mexico,

Chile and Guatemala.

Portal Business

We currently operate portals customized for Internet users in Spain, Brazil, Mexico, Argentina, Peru,

Chile and Guatemala. You can access our portals at the following Web addresses:

Country Url

Spain www.terra.es

Brazil www.zaz.com.br

Mexico www.infosel.com.mx
Argentina www.gauchonet.com.ar/

www.donde.com. ar
Peru www.ole.com.pe



Chile www.cl.ole.com
Guatemala www.ole.com.gt

Each of our portals is a set of Web pages that aggregates content and services for Internet users. These
users need not be customers of one of our Internet access services, although we actively cross-market
our access and portal services. Our portals are designed as an Internet "home" for our users that can
serve as their final Internet destination. With our multi-local/global approach, we offer interactive
content as well as innovative services attuned to our users' Internet needs. Our portals feature user-
friendly, structured interfaces and a wide range of services and functionality that are presented in local
idioms. We use our extensive market research and daily customer contact to frequently adapt our

content so that it is responsive and relevant to the interests of our users from region to region.

We intend to use our multi-local/global approach to obtain a leadership position as a portal operator in

each market where we operate by:

- - extensively advertising our brand names to become industry standards for Spain, Latin America and
the U.S. Hispanic community, - - building a large community of portal users in each of our markets
through aggressive advertising campaigns and leveraging synergies with our Internet access business,
and - - achieving strong user loyalty for each of our portals by providing multi-local/global content
from leading content providers and capitalizing on our relationship with media companies in the

Telefonica Group.

We have entered into agreements with information providers that allow us to offer global and local

content and services on our portals. These include:

- - Buena Vista -- exclusive third-party Spanish- and Portuguese-language versions of "Disney Blast"
and interactive entertainment content in core markets, including Spain, Brazil and Mexico, - - MTV --
exclusive music and entertainment news to Spanish-speaking Latin Americans over the Internet (in
negotiation), - - Agencia EFE -- news and related content, - - Reuters -- news and financial news
(currently on our Spanish portal and being negotiated for our Latin American portals), - - Rival
Networks -- exclusive Spanish- and Portuguese-language versions of Rival Networks' Internet gaming
platform, - - Grupo RBS -- local news for our Brazilian portal, - - Carta Capital -- financial and business
information for our Brazilian portal, - - Grupo Reforma -- local news and financial and business
information for our Mexican portal, and - - The Miami Herald -- content for our U.S. Hispanic portal,

which is currently in development.

Our multi-local/global portal model creates a rich variety of online products that allows us to be an
attractive host to online advertisers. We seek to position ourselves as an advertising solutions provider

with local focus and global reach.

We compete with numerous other portals that target Spanish and Portuguese- speaking Internet users
in our markets, including StarMedia and Quepasa. We believe that we enjoy a strong leadership
position among Spanish- and Portuguese-language portal operators, although English-language portals

today receive the most number of visits by Internet users in our core markets.



E-commerce

We plan to build on our strong position in the access and Spanish- and Portuguese-language portal

markets to penetrate the developing e-commerce market in Spain and Latin America.

We intend to play a leading role in the development of e-commerce in the Spanish-and Portuguese-

speaking world by:

- - creating a selected network of partners to capture value in every part of the e-commerce chain, - -
facilitating our customers' purchases in a secure and reliable Internet environment, and - - developing a

complete solution that covers the entire spectrum of the e-commerce business.

We intend to offer our services in a broad range of product categories in the business-to-consumer
market, including travel, computer hardware and software, books, music and financial products and
services. We have entered into, and plan to continue to enter into, strategic alliances and joint ventures
with global and local industry leaders in each product category to enhance our product and service
offerings. For example, in July 1999 we entered into a joint venture with Amadeus Global Travel
Distribution, S.A., a global leader in the travel industry, to develop a Web site for travel and related

content and services.
Our network of local e-commerce partners includes, among others:

- - Banco Zaragozano -- to facilitate VISA credit card payments for e-commerce purchases made

through our Spanish portal, - - La Caixa -- to reserve and purchase tickets for entertainment events
through our Spanish portal, - - Mexicana de Aviacion -- to book online travel through our Mexican
portal, - - TCE -- to sell electronics through our Brazilian portal, and - - TravelNet -- to book online

travel through our Mexican portal.

Strategic Ventures

Our Internet investment strategy leads to new opportunities for future growth and creation of
shareholder value. We plan to leverage our existing business, as well as our technological strength, to
maximize the value that can be created from our Internet investments. We have entered into strategic

ventures with several Internet companies, including:

- - Teknoland Corp, a developer of online services and interactive products for residential and
commercial Internet users, and - - Ifigenia Plus, S.L., a developer and provider of digital content on

topics including Spanish education, culture, art, entertainment and tourism.

We actively participate in each of these ventures.



Our Relationship with the Telefonica Group

The Telefonica Group is a diversified telecommunications and multimedia group that provides a
comprehensive range of services in Spain and Latin America through one of the world's largest and
most modern telecommunications networks. Telefonica Group companies include Telefonica de
Espana, S.A. in Spain, Telesp Participacoes S.A. in Brazil, Telefonica del Peru, S.A. and Compania de
Telecomunicaciones de Chile, S.A. We are building on our relationship with the Telefonica Group, and

we plan to continue to do so by capitalizing on our access to Telefonica's:

- - telecommunications and infrastructure assets in Spain and Latin America, - - global and local media
assets, - - customer relationships throughout Spain and Latin America across a variety of access media,
- - research and development capabilities for the development of new communication technologies and
value-added services, - - access to leading content-providers and e-commerce companies, and - - strong

presence and reputation in the capital markets.

Our principal executive offices are located at Via de las Dos Castillas, 33, Complejo Atica, Edificio 1,
Pozuelo de Alarcon, 28223 Madrid, Spain and our telephone number is (34) 91-452-3000. Our
Internet address is www.terra.es. Information contained in or connected to our Web site is not a part of

this prospectus.

The Global Offering

All ordinary share calculations in this prospectus assume a price in the global offering of E10.97 per
share, or US$11.55 per ADS, which is the midpoint of the range set forth on the cover page of this
prospectus. Because we have agreed to deliver a fixed U.S. dollar amount of shares in connection with
some of our acquisitions, as described under "The Company", and we intend to offer all other available
shares in the global offering so that the total amount of shares outstanding after the global offering is
equal to 275,500,000, excluding 4,500,000 shares covered by the over-allotment option, the number of

shares offered in the global offering will vary depending upon the initial public offering price.

The following information assumes that the underwriters do not exercise the option we have granted
to them to purchase additional ordinary shares in this offering. Please see "Underwriting" for more
information about the underwriters' over-allotment option.

Ordinary shares outstanding before the global offering..... 241,243,532 shares Ordinary shares offered

in the global offering:

International offering......c.ceceveeeeeerenccncas 22,266,705 shares Spanish offering:

Spanish retail offering............... 5,138,470 shares Spanish institutional offering........ 6,851,293 shares
Total Spanish offering.......cc.cccuu.... 11,989,763 shares Total global offering.................. 34,256,468 shares

Ordinary shares outstanding after the global offering...... 275,500,000 shares Over-allotment
OPLION.ceucucecreteerereeeeeeaenenenes 4,500,000 shares Shares delivered in connection with acquisitions...............

At or around the time of the closing of the global offering, Terra Networks will deliver 19,916,285



ordinary shares to the sellers of ZAZ and Infosel, as described under "The Company". In addition, we
have assumed that IDT has purchased 1,342,184 ordinary shares and that the sellers of our Peruvian
and Chilean businesses have exercised their options to acquire 6,061,478 ordinary shares, as described
under "The Company". All of these shares are reflected above in the number of ordinary shares

outstanding before the global offering.

ADSs...rcriiinnns Each ADS represents one ordinary share. The ADSs will be issued under a deposit
agreement with Citibank, N.A., as depositary.

Pricing of global offering.... The initial public offering price in the
international offering and the Spanish offering
is E per ordinary share or US$ per ADS,
which is the approximate U.S. dollar equivalent
of the public offering price for ordinary

shares based on an exchange rate of E per
U.S. dollar.
Listing......coceeveueveunenes Application has been made to list the ordinary shares on the Madrid, Bilbao,

Barcelona and Valencia Stock Exchanges and for quotation of the ordinary shares on the Automated

Quotation System of the Spanish stock exchanges.

Application has been made to quote the ADSs on the Nasdaq National Market under the symbol
"TRRA"

Lock-ups....cccoceueuruenee. Terra Networks and its executive officers and directors have generally agreed not
to sell any ordinary shares or ADSs or securities convertible into, or exchangeable for, ordinary shares
or ADSs during the six-month period following the date of this prospectus without the prior consent of
the representatives of the underwriters. This agreement does not apply to the transactions described
under "The Company". Telefonica, S.A. has also agreed to this limitation. Terra Networks' other
principal shareholders have agreed to similar limitations for periods ranging from six months to one
year. Please see "Underwriting" for a more detailed discussion of these lock-ups and the underwriting

arrangements for this offering.

Use of proceeds.......c....... The purpose of the global offering is to create a public market for the ordinary
shares and to facilitate future access to public markets. We intend to use the net proceeds from the
global offering for working capital and general corporate purposes, which may include acquisitions of
and investments in other companies, advertising and marketing expenditures, and technological

investments.

Summary Financial and Operating Data

The following tables summarize financial and operating data for our business. You should read this
information along with "Pro Forma Financial Data", "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and our consolidated financial statements and the

notes to those statements appearing elsewhere in this prospectus.

In reading the information provided below, you should consider the following:



- - Our historical financial results are based on the financial results of companies that were under the
Telefonica Group's control during the periods presented. These companies operated our residential and
SOHO ISP business in Spain (but not our Spanish portal business), and our business in Chile. Our
business in Peru was not significant during the periods covered by our consolidated financial
statements. We acquired our Spanish portal business in April 1999 and we acquired our Brazilian ISP
and portal business in June 1999. Therefore, our historical June 30, 1999 balance sheet reflects these

businesses. Our historical statement of operations for the six months ended June 30, 1999 reflects the

Spanish portal business but does not reflect the Brazilian business to any material extent.

- - Because of the significant acquisitions we have made since December 1998 and the introduction of

free ISP in Spain in June 1999, among other factors, our historical financial statements are not a

reliable indicator of future performance.

- - Our pro forma financial results are based upon the adjustments described under "Pro Forma

Financial Data".

- - All information is presented in Spanish GAAP except as noted. The principal differences between

Spanish GAAP and U.S. GAAP are explained in Note 18 to our consolidated financial statements

appearing elsewhere in this prospectus.

SIX MONTHS
YEAR ENDED DECEMBER 31, ENDED JUNE 30,
1996 1997 1998 1998 1999
(EURO IN THOUSANDS, EXCEPT SHARE DATA)
CONSOLIDATED STATEMENT OF
OPERATIONS DATA:
Revenues:
Subscriptions......... ... E 818 E 2,390 E 9,646 E 3,811 E 5,169
Advertising.........oiiiiiinaann. -- 72 1,115 327 1,076
Other...... oo, -- 88 1,384 438 2,110
Total revenues.........c.ccvuunn. 818 2,550 12,145 4,576 8,355
Operating expenses:
Goods purchased..........c..ouu... (708) (1,054) (8,475) (2,534) (10,399)
Personnel expenses............... (661) (928) (3,175) (1,276) (3,424)
Depreciation and amortization.... (123) (464) (701) (309) (763)
Other operating expenses......... (658) (2,144) (5,555) (2,049) (11,608)
Total operating expenses before
amortization of goodwill and
financial expenses........... (2,150) (4,590) (17,906) (6,168) (26,194)
Operating 1oSS...vveeereenennenenns (1,332) (2,040) (5,761) (1,592) (17,839)
Amortization of goodwill........... - (310) (339) (170) (3,227)
Financial (expense)................ (25) (81) (90) (86) (85)
Extraordinary income (expense)..... 14 97 (562) (46) 1
Corporate income tax credit........ - 363 1,334 244 4,109
Minority interest.................. -- 465 1,673 582 1,725
Net loss (Spanish GAAP)............ E (1,343) E (1,506) E (3,745) E (1,068) E (15,316)
Net loss (U.S. GAAP)............... E (1,343) E (1,899) E (5,061) E (21,836)
Basic and diluted net loss per
ordinary share (U.S. GAAP)....... E (0.007) E (0.010) E (0.026) E (0.112)
Weighted average ordinary shares
outstanding.............ciiuiin.. 193,525,585 193,525,585 193,525,585 193,525,585 194,085,972
YEAR ENDED SIX MONTHS
DECEMBER 31, ENDED JUNE 30,
1998 1999

(EURO IN THOUSANDS,



EXCEPT SHARE DATA)

(UNAUDITED)
PRO FORMA STATEMENT OF OPERATIONS DATA:
Revenues:
SUBSCTIpPtaoNS. . ittt i e e e e e 26,294 15,111
¥ AV 2= o s = g Ve PN 3,329 2,644
Corporate SEIVICES. . ui ittt ittt ittt nnenennn 20,652 9,964
L0l = P 9 13
Revenues from operations.........uvviiinnnnnnnnnnnnnn 50,284 27,732
Other operating revenues.........c.coiiiiiiiineeeennnennnn 2,249 2,375
Total FEVENUES . .t ittt ittt ettt ettt eannaaennns 52,533 30,107
Operating expenses:
GOOdS PUTCHASEA. ¢ vttt ittt ittt et et ettt (25,656) (18,851)
PErsSONNEl EXPENSES . vttt ettt ettt (16,220) (9,695)
Depreciation and amortization..............ceuuuuunnnnnn. (1,997) (1,517)
Other operating EXPeNnSesS. ...ovueeeeeenenenennnnenenennns (17,740) (20,946)
Total operating expenses before amortization of
goodwill and financial expenses............cceeuue.n (61,613) (51,009)
0Perating 10SS . i vttt ii ettt ettt (9,080) (20,902)
Amortization of goodwill......ovuveieeenenennenennnnennn. (108,978) (56,758)
Corporate income tax credit........cuiiiiiinennnnnnnnnn 1,334 4,109
Net loss (Spanish GAAP) . ...ttt ittt it it iiieeneannann E(117,103) E (72,759)
Net 10Ss (U.S. GAAP) . ittt ittt ettt eieaneenanaenn E(149,690) E (81,052)
Basic and diluted net loss per ordinary share (U.S.
GAAP ) ittt e e et et e e e E (0.685) E (0.370)
Weighted average ordinary shares outstanding.............. 218,369,870 218,930,257

AT JUNE 30, 1999 ACTUAL PRO FORMA (EURO IN THOUSANDS) (UNAUDITED)

CONSOLIDATED AND PRO FORMA BALANCE SHEET DATA:

[0 =3 PP E 2,025 E 38,870
Working capital (deficit)......couuiuiiiiiinninnininnennennnn (6,261) 108,755
B I} o 1 - T = o= 513,114 717,951
Shareholder's equity (Spanish GAAP)........ciiiiiiiinennnnnn 12,850 661,766
Shareholders' equity (U.S. GAAP) ...t ittt iiineeennnns 37,695 711,054
AT OR FOR THE MONTH ENDED
DECEMBER 31, MARCH 31, JUNE 30, SEPTEMBER 30,
1998 1999 1999 1999
(THOUSANDS)
(UNAUDITED)
OPERATING DATA:
Access:
Paid access subscribers........ 214 279,331 351,732 603,975
Free ISP customers............. -— -— 71,384 256,955
Total...oiiiiiiiinnnnnnn 214 279,331 423,116 860,930
Portal:
Total monthly visits........... 89,000 13,000 17,000 22,000
Total monthly page views....... 147,000 208,000 237,000 290,500
Risk Factors

This offering involves high risk. You should consider carefully the risks described below before you
decide to buy our ordinary shares or ADSs. If any of the following risks actually occurs, our business,
financial condition and results of operations would likely suffer. In this case, the trading price of our

ordinary shares and ADSs could decline, and you may lose all or part of your investment.



Risks Related to Our Financial Condition and Business Model

WE HAVE OPERATED FOR A SHORT TIME ONLY, AND OUR HISTORICAL FINANCIAL
STATEMENTS DO NOT REFLECT THE CURRENT SCOPE OF OUR ACTIVITIES.

Although some of the operations that constitute our business have been part of the Telefonica Group
since December 1995, we were incorporated and have operated as a separate company only since
December 1998. In addition, we have acquired many companies since our incorporation, most of which
are young companies. Accordingly, we have only a limited operating history for you to evaluate our
business. Only our historical results of operations are reflected in the consolidated financial statements
appearing elsewhere in this prospectus. These results of operations primarily reflect the Spanish and
Chilean Internet activities that historically were carried on by members of the Telefonica Group. As a
result, our consolidated financial statements do not provide a complete view of the current scope of our
activities. Although our pro forma financial statements reflect these historical activities, as well as the
activities we now conduct in Brazil and Mexico, these pro forma financial statements may not serve as a
reliable indicator of our future results of operations because of the infancy of the Internet industry, the
rapid pace of change in the industry and the number of uncertainties that affect the industry. We have

described below the most important uncertainties that we believe affect the industry.

We Have Never Made Money and Expect Our Losses to
Continue for the Foreseeable Future.

We have never been profitable. During the six months ended June 30, 1999 we recorded a net loss of
E15.3 million. On a pro forma basis, our net loss would have been E117.1 million for 1998 and E72.8
million for the six months ended June 30, 1999. We expect to continue to incur significant losses.
Based on our strategic plan and the experience of other Internet portal companies and ISPs, we expect
that our expenses will continue to exceed our revenues for at least the next three years. After that,
depending upon competitive conditions and the dynamics of the industry, we may continue to pursue a

strategy that emphasizes strength of market share and market presence at the expense of profitability.

YOU SHOULD NOT RELY ON OUR QUARTERLY OPERATING RESULTS AS AN INDICATION OF
OUR FUTURE RESULTS BECAUSE THEY ARE SUBJECT TO SIGNIFICANT FLUCTUATIONS.

Our future revenues and results of operations may fluctuate significantly due to a combination of

factors, including:

- - the start-up nature of our business, which means we have not begun to achieve consistency in
revenue and expense growth, - - our acquisition and growth strategy, which means that we expect to
frequently add new activities to our business, leading to increased revenues and expenses, - -
promotional activities by us or our competitors, which could cause heavier Internet usage in some
quarters compared to others and lead to fluctuating access revenues and traffic-inducement fees, - -
currency fluctuations that affect reported revenues and expenses from our Latin American and U.S.



operations, - - seasonal variations in advertising from quarter to quarter, which would lead to
fluctuating advertising revenues, and - - heavier retail purchasing activity in some quarters compared

to others, which would contribute to fluctuating e-commerce revenues.

Accordingly, you should not rely on quarter-to-quarter comparisons of our results of operations as an
indication of our future performance. It is possible that in future periods our results of operations may
be below the expectations of public market analysts and investors. This could cause the trading price of

our ordinary shares and ADSs to decline.

Risks Relating to Being Part of the Telefonica Group

WE LACK EXPERIENCE OPERATING AS AN INDEPENDENT ENTITY AND RELY ON THE
GLOBAL PRESENCE AND MARKETING CAPABILITIES OF THE TELEFONICA GROUP.

Until December 1998, our ISP business was operated by various members of the Telefonica Group. We
rely in part on the leading presence of the Telefonica Group in Spain and Latin America to build our
customer base and attract strategic partners. Competition among telecommunications companies in
these countries has grown as telecommunications systems are privatized and deregulated. If
competition adversely affects Telefonica Group companies in some telecommunications markets, this

could have a material adverse effect on our business, financial condition and results of operations.

Other Companies in the Telefonica Group Could Compete
with Us.

Companies in the Telefonica Group could expand their operations to compete with us, and they may in

the future decide to pursue their own Internet-related business or operational strategies, including:

- - providing our competitors with Internet-based technology infrastructure, and - - offering Internet-

based services from new media platforms operated by them.

For example, regulatory constraints require some Telefonica Group companies to make their services

available to our competitors.

Because most Telefonica Group companies operate in the telecommunications or media industries,
there could be situations in which we and these other companies find ourselves with related, or even
competing, activities. After the global offering, Telefonica will continue to own our controlling equity
interest. It will therefore be able to exercise significant influence over all matters requiring approval by
our shareholders, including approvals of mergers and other business combinations. It can also exercise
influence over our operations and business strategies. Although Telefonica will attempt to balance the
interests of all Telefonica Group members in a fair manner, it is possible that we may disagree with the

outcome of a particular decision.

SOME OF OUR INITIATIVES MAY AFFECT THE FINANCIAL RESULTS OF OTHER INTERNET-
RELATED BUSINESSES OF THE TELEFONICA GROUP.



After this offering, Telefonica will continue to own our controlling equity interest. In addition,
Telefonica owns controlling or otherwise significant equity interests in many companies engaged in the
telecommunications industry. As the telecommunications industry continues to converge, these
companies could begin to compete in the same markets. As a result, strategic initiatives that we may
wish to pursue could affect other members of the Telefonica Group, and vice versa. Such initiatives may
include:

- - extending our services beyond the residential and SOHO Internet markets, - - significant increases
in marketing expenditures or technological investments, - - acquisitions of other Internet-based service
providers, - - further expansion throughout Latin America and Europe, and - - changes to our pricing

structure.

These actions could affect the operations and activities undertaken by other Telefonica Group
companies. As a result, Telefonica will have to determine how the various members of the Telefonica

Group will proceed, balancing all interests involved.

CONTRACTS BETWEEN US AND MEMBERS OF THE TELEFONICA GROUP WERE
NEGOTIATED BETWEEN PARTIES UNDER COMMON CONTROL.

We have entered into a number of contracts with members of the Telefonica Group. These contracts
were negotiated between parties under common control. Although we believe that these contracts are
fair to us in all material respects, it is possible that we could have obtained better terms from third
parties. The most important of these contracts is our agreement with Telefonica Data Espana, S.A.
relating to traffic-inducement fees. Telefonica Data Espana will pay traffic-inducement fees to other

Spanish ISPs according to the same schedule applicable to us.

Regulations May Affect Our Relationships with the Telefonica
Group.

Our relationship with the Telefonica Group is a competitive strength that may attract the attention of
Spanish, European Union or Latin American competition authorities. These regulatory bodies may
limit the extent to which we can cooperate with members of the Telefonica Group in providing Internet
services. The Spanish, European Union or Latin American competition authorities or private parties
could initiate action against us in the future in connection with our relationship with the Telefonica

Group.

Risks Related to Our Markets and Strategy

IF INTERNET USAGE DOES NOT CONTINUE TO GROW AT A STRONG PACE, OUR BUSINESS
MAY NOT BE SUCCESSFUL.



The Internet markets in both Spain and Latin America are in an early stage of development. Our
business, financial condition and results of operations will be materially and adversely affected if
Internet usage in Spain and Latin America does not continue to grow or grows more slowly than we
anticipate. We develop our expectations for Internet-industry growth on the basis of publicly available
projections such as those cited in this prospectus. Any of these projections may turn out to be overly
optimistic.

Growth in the number of people online and the number of hours spent online may be inhibited for a

number of reasons, including:

- - the cost of Internet access, - - the price and availability of Internet access devices, - - concerns about
security and privacy, - - the lack of widespread acceptance of electronic payment methods, - - low levels

of credit card use, - - ease of use, and - - quality of service.

High Cost of Internet Use May Limit the Growth of the
Internet and Slow Our Growth.

Unlike telecommunications companies in the United States, telecommunications companies in Spain
and Latin America generally do not provide customers with unlimited local telephone service for a
fixed fee. For example, although Internet access is free in Spain, Internet users are charged fees by
telecommunications companies based on the length of time they use telephone lines to access the
Internet. Rates charged by local telephone companies have been reduced recently in some Latin
American countries, but we do not know whether this trend will continue. Unfavorable rate
developments in either Spain or Latin America could decrease our visitor traffic and our ability to
derive revenues from transactions over the Internet. This could have a material adverse effect on our

business, financial condition and results of operations.

THE MARKET FOR INTERNET ADVERTISING IN SPAIN AND LATIN AMERICA IS UNCERTAIN
AND, IF IT IS NOT WIDELY ACCEPTED AS A MEDIUM FOR ADVERTISING, OUR ADVERTISING
REVENUE MAY DECREASE.

We expect to derive a substantial portion of our revenue for the foreseeable future from Internet
advertising. The Internet advertising market is new and rapidly evolving, particularly in Spain and in
Latin America. No standards have been widely accepted for the measurement of the effectiveness of
Internet advertising, and if these standards do not develop, advertisers may choose not to advertise on
the Internet in general or, specifically, on our portals.

Furthermore, potential advertisers that have relied on traditional advertising media may be reluctant to
advertise on the Internet or may pay less for advertising if they do not perceive our ability to track and
measure the delivery of advertisements to be reliable. Companies may choose not to advertise on our
network if they do not perceive our audience demographics to be desirable or advertising on our

portals to be effective.



We May Lose Money Providing Free Internet Access in Spain
and Other Countries.

We were among the first free full service providers of Internet access in Spain and plan to offer free
Internet access in Guatemala by the end of 1999. We may decide to provide free ISP in other Latin
American countries. When we do not charge subscription fees for access services, we have to rely on
revenue received from advertising and e-commerce and from traffic-inducement fees paid by data
communications network providers, where possible. We began earning traffic-inducement fees in Spain
on October 1, 1999, and expect to earn traffic-inducement fees in Guatemala after we launch free
Internet access there. Although various companies providing competing services use this same strategy,
we cannot assure you that this business strategy will be profitable or that it will generate sufficient

revenues to cover its costs.

IF FREE INTERNET ACCESS IS INTRODUCED IN MANY OF OUR CORE MARKETS,
COMPETITION AMONG ISPS COULD INCREASE AND THE NUMBER OF CUSTOMERS AND
ADVERTISERS WE ARE ABLE TO ATTRACT MAY DECREASE.

If free Internet access becomes the norm in Latin America, competition for Internet access services
could increase in our core markets as the number of no-cost alternatives increases. Because our
customers would have a variety of alternatives to our services, they may have more than one Internet
account or may switch to another free Internet access provider if they are unable to gain free access to
our service. As a result, usage of our services by customers may decrease. This would reduce our

advertising and e-commerce fees and make it more difficult for us to attract and retain advertisers.

SOCIAL, POLITICAL AND ECONOMIC CONDITIONS IN OUR LATIN AMERICAN MARKETS
MAY CAUSE VOLATILITY IN OUR OPERATIONS AND ADVERSELY AFFECT OUR BUSINESS.

We derive and expect to continue to derive a substantial portion of our revenues from the Latin
American markets. Social and political conditions in Latin America are volatile and may cause our
operations to fluctuate. This volatility could make it difficult for us to sustain our expected growth in
revenues, which could have an adverse effect on our stock price. Historically, volatility in Latin

American countries has been caused by:

- - significant governmental influence over many aspects of local economies, - - political and economic
instability, - - unexpected changes in regulatory requirements, - - social unrest, - - slow or negative

growth, - - imposition of trade barriers, and - - wage and price controls.

Most or all of these factors have occurred at various times in the last two decades in our most

important Latin American markets, Brazil, Mexico, Argentina, Peru and Chile.

We have no control over these matters. Poor social, political and economic conditions inhibit Internet
usage, create uncertainty regarding our operating climate and cause advertisers to reduce their

advertising spending, all of which may adversely impact our business.



LATIN AMERICAN CURRENCIES HAVE IN THE PAST BEEN VOLATILE, AND VOLATILITY IN
THE FUTURE WILL IMPACT THE REVENUES AND EXPENSES WE REPORT FROM OUR LATIN
AMERICAN OPERATIONS.

Although our reporting currency is the euro, revenues earned and expenses relating to our Latin
American operations are denominated in local currencies. The currencies of many Latin American
countries, including Brazil and Mexico, have experienced substantial depreciation and volatility in the
past and our revenues from customers will decline in value if the local currencies depreciate relative to
the euro. We currently do not engage in hedging transactions. Even if we did so, our hedging strategies
may not prove effective. In addition, our currency exchange losses may be magnified if we become

subject to exchange control regulations restricting our ability to convert local currencies into euro.

We May Not Be Able to Develop Our Brands and Attract
Users to Our Network.

Maintaining and developing brands is critical to our ability to expand our user base and our revenues.
We believe that the importance of brand recognition will increase as the number of Internet-related
businesses in Spain and Latin America grows. In order to attract and retain Internet users, advertisers
and e-commerce partners, we intend to increase substantially our expenditures for creating and

maintaining brand loyalty.

Our success in promoting and enhancing our brands will also depend on our success in providing high
quality content, features and functionality on our portals. If we fail to promote our brands successfully
or if visitors to our portals or advertisers do not perceive our services to be of high quality, the value of
our brands could be diminished. This could have a material and adverse effect on our business, financial

condition and results of operations.

We May Not Be Able to Effectively Manage Our Expanding
Operations.

We are currently experiencing a period of rapid growth. This is placing a significant strain on our
managerial and operational resources. We have recently hired employees for important management
positions, including our chief financial officer. We have also used consultants to help us identify and
structure our significant acquisitions, so that we can free managerial resources for running our
business. To accommodate this growth, we must implement new or upgraded operating and financial
systems, procedures and controls throughout many different locations. We may not succeed with these
efforts. Our failure to expand and integrate these areas in an efficient manner could cause our expenses
to grow and our revenues to decline or grow more slowly than expected, and could otherwise have a

material adverse effect on our business, financial condition and results of operations.



We May Not Be Able to Successfully Integrate Our Acquired
Businesses.

Our operations have grown largely due to our acquisition of local Internet-based businesses including
Ole in Spain, ZAZ in Brazil and Infosel in Mexico. We are now in the process of integrating the
operations, personnel and products of these businesses. We also expect to acquire or form joint
ventures with other Internet companies in Latin America and the United States and will therefore need
to integrate their operations, personnel and products with ours. If we are not able to successfully
integrate all of these businesses, the quality of our service may suffer and customers may be less likely
to use our services. This could have a material adverse effect on our business, financial condition and

results of operations.

WE MAY NOT BE ABLE TO INTERCONNECT OUR NETWORKS, WHICH WOULD HURT OUR
ABILITY TO IMPROVE THE LEVEL OF SERVICE WE PROVIDE.

We are in the process of interconnecting our network infrastructures in the different countries in
which we operate. With an interconnected network, we expect to be able to improve the level of service
we can provide to our access customers. For example, we believe that an interconnected network would
enable us to diagnose and correct problems remotely, and therefore more quickly. In the event we fail
to successfully interconnect our networks, our ability to improve the level of service we provide to our
customers will be limited. This could lead to decreased usage of our network, which in turn could have

a material adverse effect on our business, financial condition and results of operations.

WE DEPEND SUBSTANTIALLY ON HIGHLY QUALIFIED MANAGERIAL, SALES AND
TECHNICAL PERSONNEL WHO HAVE MANY OTHER OPPORTUNITIES AVAILABLE TO THEM.

Our success is largely dependent on our ability to hire highly qualified managerial, sales and technical
personnel. The execution of our multi-local/global content approach requires us to find and employ
personnel who excel at anticipating consumer tastes and interests. In addition, we have in the past
depended substantially on the services of our outside consultants, McKinsey & Co., to give our senior
management and key technical personnel advice on the best way to run our business. The loss of the
services of any of our key management, sales or technical personnel could have a material adverse
effect on our business, financial condition and results of operations. These individuals are in high
demand and we may not be able to attract the staff we need. The difficulties and costs in connection

with our personnel growth are compounded by the fact that many of our operations are internationally
based.

WE MAY NOT BE ABLE TO IDENTIFY OR FINANCE ACQUISITIONS OR JOINT VENTURES IN
THE FUTURE, WHICH WOULD LIMIT OUR GROWTH PROSPECTS.

As part of our business strategy, we continually review acquisition prospects, joint ventures and
strategic alliances that we expect to complement our existing business, increase our traffic, enhance our
content offerings or increase our advertising and e-commerce revenues. In June 1999, we acquired
ZAZ, a Brazilian ISP and portal operator, and in October 1999, we acquired Infosel, a Mexican ISP and



portal operator. In October 1999 we also entered into a joint venture with IDT, a U.S. Internet access
provider. We do not know if we will be able to identify any future joint ventures, acquisitions or
alliances or that we will be able to successfully finance these transactions. A failure to identify or

finance future transactions may impair our growth.

OUR ACQUISITIONS AND JOINT VENTURES INVOLVE RISKS AND UNCERTAINTIES THAT
MAY HARM OUR BUSINESS OR CAUSE IT NOT TO PERFORM AS EXPECTED.

Our acquisitions and joint ventures could result in numerous risks and uncertainties, including:

- - the need to raise additional funds through public or private financings, which may result in dilution
to existing shareholders and substantially increase our debt, - - difficulties in assimilating the
operations, personnel, technologies, and products of the acquired companies, - - the risks of entering
geographic or business markets in which we have no or limited prior experience, - - the diversion of
management's attention from other business concerns, and - - the risk that an acquired business will

not perform as expected or that it will carry unforeseen liabilities.

We May Not Be Able to Compete Effectively, Which Would

Harm Our Business.

There are many companies that provide Internet-related services designed for the Spanish, Latin
American and U.S. Hispanic populations. In addition to strong local ISPs and portal and e-commerce
service providers, large established U.S. Internet companies like Yahoo! and America Online have
begun to provide services for these markets. In addition, in recent months StarMedia, Yupi and El Sitio
have launched pan-regional portals in the Latin American market. Telmex and Microsoft have
announced that they intend to launch portals in Mexico. Competition is intense and is expected to
increase significantly in the future because there are no substantial barriers to entry in any of our

markets.
Increased competition could result in:

- - loss of ISP subscription fees in countries where subscription fees are charged, - - lower advertising
revenues, - - price reductions and lower revenues, - - loss of customers, - - reduced page views, - - loss of
market share, or - - loss of e-commerce revenues.

Any one of these could materially and adversely affect our business, financial condition and results of

operations.

In addition, our competitors may develop services that are better than ours, that are more appealing to
users, or that achieve greater market acceptance. It is also possible that new competitors may emerge
and acquire significant market share. A loss of users to our competitors may have a material and

adverse effect on our business, financial condition and results of operations.



We May Not Be Able to Compete Successfully in the U.s.
Hispanic Market.

Part of our strategy involves competing for Internet users among the U.S. Hispanic population. The
U.S. Hispanic market is attractive to advertisers and therefore we expect that competition among
Internet companies targeting this market will be especially intense. Our main competitors in this
market are StarMedia, Yupi and Quepasa. We expect that we will need to commit substantial resources
to penetrate the U.S. Hispanic market. If we are unsuccessful in attracting a significant share of the
market, this may have a material and adverse effect on our business, financial condition and results of

operations.

WE WILL NOT BE ABLE TO ATTRACT USERS OR ADVERTISERS IF WE DO NOT CONTINUALLY
ENHANCE AND DEVELOP THE CONTENT AND FEATURES OF OUR INTERNET SERVICES.

To remain competitive, we must enhance and improve our content. In addition, we must:

- - continually improve the responsiveness, functionality and features of our portals, - - develop
products and services that are attractive to visitors, advertisers and subscribers, and - - increase the

download speed of our content.

We may not succeed in developing or introducing in a timely manner features, functions, products and
services that users and advertisers find attractive. This would likely reduce our user traffic and

materially and adversely affect our business, financial condition and results of operations.

WE RELY ON THIRD-PARTY CONTENT PROVIDERS WHO MAY MAKE THEIR CONTENT
AVAILABLE TO OUR COMPETITORS.

We constantly attempt to determine what content, features and functionality our target audience
wants. We obtain much of our content on a non-exclusive basis from third parties, including Reuters
and Bloomberg. Similar content is also easily available from other sources. If competing portals present
similar or better content or services, it would adversely affect our user traffic, which would materially

and adversely affect our business, financial condition and results of operations.

IF WE FAIL TO ESTABLISH AND MAINTAIN STRATEGIC RELATIONSHIPS WITH CONTENT
PROVIDERS, E-COMMERCE MERCHANTS AND TECHNOLOGY PROVIDERS, WE MAY NOT BE
ABLE TO ATTRACT AND RETAIN USERS AND CUSTOMERS.

We have focused on establishing relationships with leading content providers, e-commerce merchants,
and technology and infrastructure providers such as Agencia EFE, Grupo Reforma, Reuters, Amadeus
and Telefonica Data. Our business depends extensively on these relationships. Because most of our
agreements with these third parties are not exclusive, our competitors may seek to use the same
partners as we do and attempt to adversely impact our relationships with our partners. We might not
be able to maintain these relationships or replace them on financially attractive terms. If the parties
with which we have these relationships do not adequately perform their obligations, reduce their

activities with us, choose to compete with us or provide their services to a competitor, we may have



more difficulty attracting and maintaining users and our business, financial condition and results of
operations could be materially and adversely affected. Also, we intend to actively seek additional

relationships in the future. Our efforts in this regard may not be successful.

WE PROVIDE A SERVICE IN MEXICO THAT COULD EXPOSE US TO LIABILITY FOR FAILED
FINANCIAL INSTRUMENT TRADES.

In Mexico we provide a service that enables Mexican banks and brokerages to trade fixed-income
instruments. Although we do not engage in trading for our own account and are not involved in the
settlement process, and our subscriber contracts make clear that we are not responsible for broken
trades or trading losses, we could be sued if one of our subscribers defaults on a trade, or if our system
malfunctions. Although our subscriber contracts include limitation-of-damages provisions, a subscriber
could attempt to sue us for a substantial amount of money in the event it sustains a loss using our

system.

Risks Related to the Internet and Our Technology
Infrastructure

UNEXPECTED NETWORK INTERRUPTIONS CAUSED BY LOCAL OR GLOBAL SYSTEM
FAILURES MAY RESULT IN REDUCED USER TRAFFIC, REDUCED REVENUE AND HARM TO
OUR REPUTATION.

A key element of our strategy is to generate a high volume of user traffic. Our ability to attract
advertisers and users as well as our reputation depend significantly upon the performance of our
network infrastructure, including our servers, hardware and software. Any system failure, including
network, hardware or software failure, that causes an interruption in our service or a decrease in
responsiveness of our Web site could result in reduced traffic and reduced revenue, and could impair
our reputation. In addition, computer viruses or other factors could result in a catastrophic failure of
the Internet, which would have a material adverse effect on our business, financial condition and results

of operations.

Accordingly, we face risks related to our ability