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Analysis SWOT (Strengths -
Weaknesses -Opportunities -Threats)

1
2

Strengths Weaknesses -
Opportunities

Free trade agreements 1 Perception of corruption

1 Complexity of the tax
system for private equity
fund investors

Legislation to establish
and operate private equity
funds

Protection of minority 2 Intellectual property rights

shareholder rights and
Corporate Governance
principles are established.

3 Bankruptcy procedures and
creditors' rights

Institutional investors are 4 Development of capital

permitted to |r}vesdt In market and exit options
rivate equity funds. .

P quy 5 Strength of the judicial

Corporate Governance system

The private sector has 6 Quality of local accounting

greater weight than the and use of international

public sector standards

The middle class is 7 Entrepreneurship culture

growing

Source: LAVCA, 2009



Analysis SWOT (Strengths -

Weaknesses -Opportunities -Threats)
N

Strengths

1. Free Trade Agreements (FTAS)

In order to ensure the country's economic growth and its preparation for development in
gl obali zed worl d, along with the welfar
of meetings with its geographical neighbors and major trading partners. They looked to r
agreements that would allow the reduction or elimination of trade barriers with other coul
One of the major agreements it has made, from the late seventies to date, includes the A
Community (1969): Bolivia, Colombia, Ecuador, Peru and Venezuela.

2. Legislation to Establish and Operate Private Equity Funds (PEF).

Since 1990, Colombia has been implementing a strategy to promote foreign investment 1
provides a series of legislative changes, including the Constitution itself, which are aimec
promote and protect foreign investment. Some examples of changes that have taken pla
i nclude: A Regulation of PEF in Col ombi
Financial (2005), which all owed the est
(2007) which established the framework for the administration for portfolios and PEF.



Analysis SWOT (Strengths -
Weaknesses -Opportunities -Threats)
N

3. In Colombia, pension funds are allowed to invest in private equity funds, with a
limit of 5% of the total resources of the fund.

4. Corporate Governance

In 2002 Confecamarasonvened a Committee of Principles which joined the main market
players.Confecamargsthe Bogota and Cartagena Chambers of Commerce, KPMG, the
Bolsade Valoresde Colombia, the National Association of Pension Funds, and the Mone!
MagazineSpencerStuadreated the 'Code of Colombian Corporate Practices' which is a
manual of selfegulation that establishes standards of conduct for managers and
employees, ensuring that their actions are framed on principles of transparency,
impartiality, care and diligence.
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Weaknesses -Opportunities -Threats)
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Weaknesses -Opportunities.

1. Tax system, protection of intellectual property, and bankruptcy processes

The World Bank Colombian legal system still has problems attracting foreign investment
the following reasons: little flexibility in hiring and firing of employees, a complicated tax
system, intellectual property protection in doubt, weaknesses in the enforcement of cont
weakness in the protection of creditors at the time of bankruptcy, unclear rules regarding
liability of partners that may affect the decision of foreign investment.

2. Development of capital market and exit options.
In Latin America there are virtually no output schemes as IPOs (Initial Public Offering), S
investors should get a strategic buyer.

3. Strength of the judicial system.

In 2005, Colombia issued law 963 (legal stability), which aims to build confidence and
promote a stable legal environment. Despite the efforts of Colombia to strengthen its jud
system, 2009 was the second consecutive year in which it obtained a score of 2 out of 4
ratings given by LAVCA.



Analysis SWOT (Strengths -

Weaknesses -Opportunities -Threats)
1

4. Quality of local accounting and the use of international standards

Il n 2008, Col ombia promoted oLawl
accounting principles generally accepted in Colombia with International
Accounting Standards (IAS). Despite this, LAVCA qualified Colombia in
2009 with a 2 (out of 4) accounting information system, showing that it
requires improvements in this area.



Economic Environment

COLOMBIA 2005 2006 2007 2008 2009 2010 f
Real GDP growth (%) 5.7 6.9 7.5 2.5 -0.5 2.5
Consumer prices 5.0 4.3 5.5 7.0 5.6 4.0
(annual average %

change)

Short Zerm interest 6.2 6.5 8.7 9.7 7.0 4.9
rate (%)

General government 44.6 41.3 38.2 38.3 38.7 39.9
debt (% of GDP)

Net external debt 6.8 4.0 0.1 0.2 1.7 3.9
(USDbn)

Exchange rate 2282 2233 2001 2234 2046 N/A
COP/USD

Official international 14.9 15.4 20.9 23.7 23.2 24.2
reserves including gold

(USDbn)

EMBI (bps) 238.0 151.0 195.0 474.0 201.0 N/A
Population (millions) 42.89 4341 43.93 44.45 4498 4551
PE /VC (% GDP) N/D 0.000% 0.010% 0.040% 0.033%  N/A
Direct Foreign 10,252 6,656 9,049 10,583 8,594 N/A
Investment (USDm)

IGBC (pts.) 9,513 11,161 10,694 7,560 11,602 N/A

In the last decade, the
Colombian
government's efforts
have been aimed at
ensuring
macroeconomic
stability through
maintaining dow and
stable inflation ana
sustainable exchange
rate regime While the
increase in prices of
some commodities ha
encouraged the growtt
trend of the country,
strengthening the
institutional framework
has also been a factor

Source Fitch Ratings, DANE, LAVCA, Central Bank of Colombia



Economic environment

Macroeconomic stability, an adequate GDP growth trend and fiscal

controls have contributed to reduce its debt and maturity schedule.

2005 2006 2007 2008 2009 2010

debt (% of GDP)

General government

446 413 38.2 383 38.7 399

Commodity price increases have bolstered growth. Accumulation of

international reserves and the reduction of external debt may be

seen by foreign investors as signals of a healthier economy.

Official international
reserves including
gold ( USDbn)

149 154 209 237 232 242

SourceFitch
Ratings, DANE,
LAVCA, Central

Macroeconomic disciplinehelped weather the effects of the financial Bank of
crisis. Notwithstanding, Colombia was not exempt from external

shocks. The decline in FDI flows during 2008-2009 confirms this faqﬂt.

Direct Foreign
Investment (USDm)

10,252 6,656 9,049 10,583 8,594 N/A

Colombia
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Foreign Direct Investment
by Sector

100% | | 12,000 1 Although 2005

90% ' ' investment stands out
10,000 | in the manufacturing
sector, and 2009
8,000 | investment stands out
in the mining and
6,000 ¢ quarrying sectors, in
the remaining years
the presence of
foreign investment
shows a balance in all
2,000 | sectors. Colombia
shows that it offers a
- range of investment
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the FDI flows, respectively; in the years in between the oil sector was preferred by foreig 7

investors.
Source: Central Bank of Colombia
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Foreign Direct Investment
by Country
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United States, Anguilla, Panama, and Spain are the leadingFDI investment in Colombia.
Together they have accounted for more than 80% of total flows since 2005. Despite
Colombia s commercial treaties, since 2005 no additional countries have contributed
significantly to FDI growth in the country.

Source: Central Bank of Colombia

This graph shows the
segmentation of the
foreign direct
investments in
Colombia for five
years. The United
States, Anguilla,
Panama and Spain
are highlighted as the
main investor countrie
in Colombia, which
together have
accounted for more
than 80% of
investment since 200"
From that year there
has been no detectior
of the incorporation of
new countries to
maintain a significant
stake.



LAVCA
Colombia Scorecard

w |Yer 2006 | 2007 | 2008 | 2009 g

1  Laws of PE/VC found formation and operation 2 3 3 3
2 Tax treatment of PE/VC founds & investments 2 2 2 2
3 | Protection of minority shareholdes rights 1 2 2 3
4 Restrictions on institutional investors investing in PE/VC 2 2 3 3
5 | Protection of intellectual property rights 2 2 2 2
6 Bankruptcy procedures/creditors rights partner liability 2 2 2 2
7 | Capital market development and feasibility of exits 2 1 2 1
8 Registration request requirements on inward investments 2 3 3 3
9 Corporate governance requirements 1 2 2 3
10 Strength of the judicial system 1 1 2 2
11 | Perceivedcorruption 1 1 1 1
12 Quality of local accounting/use of international standards 3 2 2 2
13 | Entrepreneurship N/A N/A 1 1

MONTERREY
\, JUr *E“:«rlh Source: LAVCAScorecard, 2009.
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Principal

Inverlink
Brookfield
Colpatriai GEM
Altra Investments
Aureos Colombia

Estrategias
Corporativas

Tribeca Partners
Top Sales Capital

LAEFM Colombia
Andes Capital

Bancolombia

SEAF Colombia

Corficolombiana
l Dynamo Capital

/ Correval

Real Estate and Infrastructure
Infrastructure and Energy
Trade, Logistics, Finance and Energy
Logistics, Cosmetics, Biofuels and Hotels

Supporting small and medium enterprises
Real Estate

Health, Technology, Communications and fashion
Supporting small and medium enterprises

Hydrocarbons and Forestry

Agribusiness, Hotels, Industrial Parks, Technology,
Software, Health and Energy

Service, Commerce, Energy, Real State
Health and Services
Real State
Movies, Television and Audivisual Productions

Real State, Finance andInfrastructure

PE and VC Funds

NAME AREA
S

SIZE

($muUS)
$500
$400
$220
$185
$183
$160

$115
$100

$62
$50

$41
$17

$6
N/A

Source:
Ministerio de
Comercio,
Industria 'y
Turismo
Republica de
Colombia
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Principal Private Equity Funds
B

Main Actors in Investment Funds.

The growth shown by the private equity and Venture Capital industry in Colombia has beel
more relevant in recent years. Information about this sector before 2007 is hard to find. As
be seen further along in this section, the impulse originated mainly by local funds versus ft
funds. It is important to note that support, given through the ministry of commerce to incre
funding for earlystage companies, is a relatively new subject in this country.

Source Ministry of
Commerce, Industry
and Tourism Republic
of Colombia (updated
in 2007)



