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52 Week Low COP 540
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Shares outstanding (mm) 3,550.55
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Upside Potential -11.4%

Figure 1. ETB vs. COLCAP
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Table 2. Companies with Highest Sales
in the Telecommunication Sector
- Colombia
(Amounts in COP Billions)

Net Net

Company Sales | Margin
ncome

(%)
Comcel 5.810 1.089 18.7%
Telefonica 4.306 -162 -3.8%
EPM-Telco 1.603 185 11.5%
ETB 1.483 204 13.8%
HP 803 -5 -0.6%
Col. Movil 744 -180 -24.2%

Source: Semana Magazine, Issue
No. 1409. May 4-11, 2009

Report highlights:

A Using a discounted cash flow valuation model, we are
estimating the December 2010 target price for Empresa de
Telecomunicaciones de Bogota S.A. ESP (ETB) to be
COP970/share (COP: Colombian Pesos). This price is 11.4%
below its current market price, which suggests that the
companyd s cor por atao notr segmeto fjustily nhe
current market premium on the stock. On the contrary, we
believe that its current price reflects the marketd sgrowing
appetite for this type of stock due to potential operational,
financial, and strategic benefits that a change in management
could bring about.

A Industry trends show that the financial strength of the big
players has led to significant synergies and savings. While
there are still companies that specialize in specific segments,
the business models of industry leaders appear to emphasize
service integration or convergence, a trend which ETB seeks to
follow.

A While the company faces significant challenges in the
short and medium term with increasing levels of competition, it
does have a strong financial position, which is anchored by its
large capacity for cash generation, high liquidity, and low
leverage.

A In the future, ongoing technological change in the industry
and higher competition in terms of rates and products are

expected to present a challenging scenario forthe c o mpany 6 s

management or its potential strategic partner.

A The multiples analysis shows significant discounts
compared to its peer group. Their EV/EBITDA ratio is 5.8, 55%
below the industry average.

A The different valuation scenarios suggest that the share
price could fall between COP1,380 and COP770, based on the
companybés perf or maraea. Howeverh iingl h
the pending process of incorporating a strategic partner is
complete, any estimates about the future of the company
should be based on its current corporate status.

VALORES BANCOLOMBIA S.A. SOCIEDAD COMISIONISTA DE BOLSA may have business relationships which it seeks to
maintain with companies covered in their company reports. Thus, investors should note that the Company may have a potential
conflict of interest affecting the objectivity of this report, so investors should consider this report as one of many factors that

assist in making investment decisions.
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Description of the Company

Empresa de Telecomunicaciones de Bogotad S.A. ESP (ETB) is a leading
company in the Colombian telecommunications sector with market shares of
74.5% and 51.6%, respectively, in the segments of fixed telephony and
broadband in Bogota. The company was founded in 1884, but since 1997 is doing
business as a joint-stock company whose principal shareholder is the Capital
District of Bogotd. E T B éhares have been listed on the local stock market since
2003, and the company is currently in the process of incorporating a strategic
partner. This process is driven by recent developments in the worldwide
telecommunications industry, characterized by an increased level of competition
and the need for multi-product service portfolios.

Valores Bancolombia 2
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ETB: 125 Years in the Industry

Empresa de Telecomunicaciones de Bogota was founded in 1884 under the name
Compaiiia Colombiana de Teléfonos, a business name that was used for 14 years.
In 1900, telephone service for the city was granted under concession to The Bogota
Telephone Company after a fire wiped out the original company's operational
infrastructure, an incident which caused the loss of functionality in their 100 installed
lines and an interruption of service for 6 years.

Operation of the ci t y 6 s t edrviegp remaingd under this concessionary
arrangement until 1932, although its operating contract was supposed to have lasted

for a period of 50 years. This intervention took place before the City Council, which
authorized the acquisition of the company in an attempt to mitigate the us er s 6
discontent due to service pricing hikes. Thus, as of 1932 the municipal administration
assumed control of telephony service and in 1940, through the Councild #\greement

79, Empresa de Teléfonos de Bogota was established, a decentralized company
wholly owned by city capital.

Diagram 1. Historical Review
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Source: Valores Bancolombia with info from ETB.

During the next 47 years, the company maintained steady growth in its total base of
users served. It has carried the burden of supporting this growth with the continued
strengthening of its operational infrastructure, which has tried to keep up with the fast
pace of change in technology and telecommunications. In line with this, and given the
companyd diversification strategy, in 1992 it changed its name to Empresa de
Telecomunicaciones de Bogot4 - ETB.

With the enactment of Act 142 in 1994 (the Public Securities Act) and its subsequent
regulations, the telecommunications sector in Colombia began a process of drastic
changes, which are critical to ETB as a relevant player in the industry. Among these
is the entry of new operators in the landline segment, licensing for long distance

Valores Bancolombia 3
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operators, and regulations for the operation of mobile telephone service (cellular,
PCS, and trunking).

In 1997, the district council approved changing the nature of the ¢ 0 mp a rcapitals
which became a mixed economy company and one of jointly owned shares, and
whereby the city retained a majority stake, as it does still does today (see Figure 2).
On September 3, 2003, preferred shares of ETB are first traded on the Colombian
Stock Exchange. As of 1998, authorization exists for the company to incorporate a
strategic partner in its operations, a process that has not come to fruition so far. (The
details of this process will be discussed in depth in the section titled fiThe Company
seeks a strategic partner to challenge competition in the sector. )0

Figure 2. Shareholder Composition 3Q09
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Source: Valores Bancolombia with info fromthe SFC(Co |l ombi an Superi)ntendent

At the end of 2008, ETB is ranked 33rd among the nation's largest companies in
terms of sales, with an operating income of COP1.48 trillion. Within the
telecommunications sector, it is in 4th place behind players like Comcel, Telefonica
Telecom and EPM Telecommunications. The company is ranked 2" in profit
generation after earning a net income of COP204.137 million in the same period.

A Relevant Player in its Niche Market

After 125 years of operation, the company has successfully positioned itself as an
important agent in the countryd $elecommunications industry, especially in Bogota,
which has been defined as a strategic geographical area. At the end of June 2009,
according to the latest figures available from the Single Information System for Public
Utilities - SUI (Spanish abbreviation), ETB had a market share of 74.5% in Bogota
measured by the number of monthly billed subscribers (see Figure 3).

Figure 3. Market Share
(Billed Subscribers)
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Figure 4. Operating Income Composition
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However, it is important to note a 9.2% loss in market share since 2005, the result of
aggressive competition from other players, mainly those with foreign capital, which
have been the fastest growing during this period. Thus, ETB's total billed subscribers

Valores Bancolombia 4



ETB i Empresa de Telecomunicaciones de Bogota: Initiating Coverage December 2009

Valores Bancolombia

reached 1.6 million at the close of 1H09, after accumulating a constant annual growth
rate of -6.2% since 2005.

This development is reflects the contraction of the company6 sncome in the local
telephony sector, which recorded a constant negative annual growth rate of -2.4%
between 2005 and 2008. In turn, this has translated into a slumpi n t he ¢
total income, given the relative weight of this business stream, which is involved in
51% of sales at the end of 3Q09 (see Figure 4). This development is also consistent
with the global and regional dynamics of the telecommunications sector, where
growth in the use of mobile services and voice over IP is excelling, at the expense of
traditional fixed channels.

The Colombian market is no stranger to this reality and shows a significant
strengthening of sector revenues in the last 4 years, during which the industry
accumulated an average growth of 15.2% representing COP21.9 trillion at the end of
2008. This growth was punctuated by mobile phone and value-added services,
segments which accumulated annual growth of 24% and 44% respectively.
Meanwhile, landline service grew a modest 5.6% per year, which means they gave
up ground in their share of the sector's total revenue. While in 2004 ETB generated
32.6% of industry revenues with COP4.1 trillion, by the end of 2008 it was at 23.0%
equivalent to 5.1% growth.

Figure 5. Operating Income Composition
(Telecommunications Sector in Colombia)
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Source: Valores Bancolombia with info from CRT".

Recognizing this reality, the issuer has focused its strategy on diversification of
revenue base by encouraging growth in the Internet and data lines of business. The
company currently has a service portfolio including value added products, data
transmission, connectivity, data center and internet access in various forms. Their
most prominent products include:

- Recording and viewing solutions for video surveillance cameras.

- Outsourcing of technology infrastructure and implementation of LAN, WAN,
Internet, IP telephony and IP TV transmission.

- Mobile Applications for security systems in mobile data terminals and
implementation of new vehicle location capabilities.

- Technical operation of information systems, which includes telecommunications,
help desk, applications and Data Center, in addition to billing and collection
processes.

- Video surveillance cameras over the Internet.

! Telecommunications Sector Report. No. 12. AiTel ecommuni cati ons:
Regulatory Commission. April 2009. p. 4.
2 Management and Financial Report - ETB 2008. p. 26.
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While land-based lines face a seemingly limited growth potential, they are an asset
with significant value-generating capacity for the company. At the close of 1HO09,
74.3% of telephone lines in Bogota were subscribed to ETB (see Figure 6). This
translates into potential access for the company to many of the homes and
businesses in the largest city in the country to market value added service
packaging. Such packaging allows the firm to offer traditional voice services (land-
based telephony and long distance), internet and television, commonly called the
Triple Play package in the industry. In this regard it is noteworthy that unlike other
major industry players in Colombia such as Telmex and Telefénica, ETB does not
directly provide subscription television services. They have a strategic alliance with
DirecTV for this purpose. This means a sacrifice in terms of flexibility given current
industry trends in terms of competition and convergence requirements of the service
portfolio offered in the industry. However, during 2008 the company showed a 154%
growth in its customer base purchasing services bundled with television.

Figure 6. EqQuipment and Service Lines Figure 7. Internet Subscribers in Bogota
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On the other hand, ETB6 sosition in the internet segment is solid, with a market
share of 51.6% in Bogota at the end of 1H09 with 405,623 subscribers (switched and
dedicated connections), 1.5 times the subscriber base of Telmex, its nearest
competitor (see Figure 7). However, the appetite for gaining market share is clear
and the competitiond financial muscle is apparently solid. Evidence of this was seen
when other players pulled ahead with the implementation of new dedicated Internet
connections in 2008. While UNE (EPM Telecommunications and its subsidiaries)
completed 203,000 connections, ranking as the most aggressive operator in the field,
ETB made 129,000, 36% lower, to settle into fourth place in 2008.

In October 2007 the ETB Board of Directors approved the Strategic Plan for 2008 to
2011, defining the necessary guidelines for the firm to become a converged services
company.4 Some of the critical aspects of this plan are the expansion of service
offerings, updating and upgrading the infrastructure, streamlining the cost and
expense structure, increasing the level of customer satisfaction, strengthening the
corporate image, and operating income protection, among others.

3 Single Information System Telecommunication Sector
4 Management and Financial Report - ETB 2008. p. 19.



ETB i Empresa de Telecomunicaciones de Bogota: Initiating Coverage December 2009

Box 1. Sector Profile: Continental and National Dynamics

According to the International Telecommunication Union, "The trends in the field of information
technology and communications (ITC) in the Americas region are a mirror image of trends in other
regions. The growth of land-based telephony has stalled, and mobile phone subscribers have
increased considerably.ﬁ'5 Evidence of this is the annual growth rate encompassing the total land-
based lines in the region, which amounts to -0.9% between 2003 and 2008, which in turn represents
a loss of 14 million lines during the last five years. Such behavior includes the significant reduction
in telephone density in the U.S. and Canada, the largest markets in the region, given the popularity
of communication on broadband platforms. The ratio of land-based lines per 100 inhabitants in both
countries dropped from 63% to 53%, while in South America it remained stable at 19%.

Figure 1. Telephone Density Figure 2. Land-based Telephony
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Source: Valores Bancolombia with info from ITU

By contrast, the dynamics of mobile services has been significantly positive, recording an annual
growth rate close to 20.1% during the last 5 years, achieving a total of approximately 750 million
subscribers in 2008. However, the behavior of penetration indicators in this segment are dissimilar
compared to land-based lines between the countries of the region, which highlights high levels of
density in both the U.S. and Canada, as well as in Central and South America. According to the ITU
"in late 2008 a dozen countries in Latin America and the Caribbean had a mobile service
penetration rates over 100%°.0

Figure 3. Telephone Density
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Finally, with regard to internet connections, positive performance is also measured through the

® International Telecommunication Union. Statistical Profiles of the Information Society 2009 i Americas Region.

E. 9.

Ibid. p.6.
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increase in total subscribers in the region, which at the end of 2008 was about 115 million versus

the 80 million

recorded in 2003. This increase implies an annual growth rate of 7.3%, which while

lower than the mobile segment, appears much more dynamic than land-based lines.

This segment

clearly has a high potential for growth, particularly in the emerging economies of the

region, with penetration rates lagging behind the U.S. and Canada. While the density of subscribers

per 100 inhabitants in these two countries is 24.5%, in South America it is only 5.5%. This reflects

the significant

cost of the equipment needed for access and rates amid increased competition, as well as by mass-
producing connections through government incentives. Furthermore, these markets face major

growth potential in the internet segment, which should be leveraged by reducing the

challenges which, when met, will enable growth in this market going forward. These challenges

include improving the bandwidth, encouraging internet use by the private sector to conduct

transactions, and by the public sector as a platform to deliver government and advisory services.

Figure 5. Internet Density
(Subscribers / 100 Inhabitants)

30%
25%
20%
21%
15%

10%

5% [ 3%

== South Americ

22%

3%

Figure 6. Internet Subscribers

0, -
2 B US and Canc

Central Americ

0

——11S and Canad: South America and the Caribbe

100%

9 9
2391 249 25% 25%
80%

83%
84%

60% 79%

69%
40%

19 5% o
———

20% 22%

*> 18%

14%
8%

10% 11%
A4Y

0%

2004

6% 9%

0%

200 COOCHR 20U B 200€ 2005 2004 2005 2006 2007  200€

Source: Valores Bancolombia with info from ITU

In summary, the regional dynamic (excluding the U.S. and Canada) shows a limited potential for
growth in land-based telephony, which is possibly explained by the vegetative growth (net result of
births minus deaths) of the base population in these economies. In the case of mobile telephony,

growth rates

are expected to be moderate, taking into consideration that they have been

consistently high in recent years and that the current level of penetration of the region is comparable
to developed economies. Finally, the low recorded level of internet penetration, coupled with the
potential of this market for users in terms of applications, should translate into sustained growth

going forward.

Table 1. Telecommunications Sector Regional Profile

TAcl Penetration Crani
20037 2008 Potential
Land-based Low (or Low Low (or
Telephony Negative) Limited)
Mobile . .
Telephony High High Moderate
Internet Moderate Low High

Valores Bancolombia

Source: Valores Bancolombia

The Company seeks a strategic partner to face competition in the sector

Since 1998, Empresa de Telecomunicaciones de Bogota has had several failed
attempts to incorporate a strategic partner. In that year, Enr i que
administration sought to sell part raih
projects in the city's development plan. However, the proposals received from
potential investors did not meet the district administrationd ®xpectations. In 2001,
under Antanas Mockus6 sadministration, a capital infusion was attempted for the
company, at which time Spain's Telefoénica and Telecom ltalia were positioned as key
players, only to withdraw later, citing changes in their globalization strategies.

Pefal
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On July 7, 2009 the company resumed the search for a partner following the
recommendations made by Santander Investment Valores Colombia’. The
investment bankd secommendation focused on an alliance with a strategic investor
through a capital increase, given the following considerations®:

Investment Needs: The telecommunications sector is investment intensive due to
its rapid technological changes. Additionally, the competitive environment increases
the investment needs.

Limitation of Resources: To attract the expected investment over the coming years,
the company needs greater resources than those generated by its operations.

Economies of Scale: The telecommunications sector is characterized by large
global companies that generate enormous economies of scale in both operations
and the purchase of infrastructure and equipment.

Converging Portfolio: Telecommunications companies are moving towards offering
a converged product portfolio (land-based and mobile telephone, broadband, and
television services).

- Competition: ETB faces strong competition in Colombia from the presence of two of
the top worldwide players in the sector, both of which are able to offer convergent
products.

Financial Results: While ETB has focused its business strategy in an appropriate
manner by expanding the broadband business and has made major efforts in
reducing costs, the company has not achieved expected growth potential in its
operational results.

While the terms and conditions of a strategic investor6 s o wn will Behdefiped
during the process, serving the best interests of the company and its shareholders, to
date only general conditions for capitalization are known, as stated by the issuer. The
changes in shareholder structure that come hand in hand with this process will be
defined by the issuance and offering of new shares, which are to be purchased by
the investor and any minority shareholders who wish to do so.

Subsequently, this would be followed by the conversion of ordinary shares owned by
the District or interested minority shareholders into preferred stock.” Following this
conversion, through the subscription of ordinary shares by the strategic investor and
minority shareholders, the District will own more than fifty (50%) of the company
shares and the strategic investor will own at least fifty percent plus one (50% + 1%)
of the voting rights at the Shareholders Meeting. Built into this process is the
opportunity for existing shareholders to liquidate their investment in the company by
taking the Public Tender Offer (PTO) of shares proposed by the strategic investor.
According to the latest schedule, the PTO could take place on September 9, 2010.

" Investment Bank hired by the issuer to identify strategic options and financial resources to achieve: (i) meeting
their investment needs, and (ii) considering the best interests of Bogota and ETB minority shareholders,
strengthening its viability as a company against competitors in the long term.

8 Presentation to ETB Shareholders, March 27, 2009. ETB Diagnostic. p.4.

o According to the rules of the Strategic Investor Selection Process for ETB S.A. ESP, this is defined as shares
having preferred dividends but without voting rights.
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Diagram 2. Details of the Strategic Partner Linking Process

Approval of statutory reform through which the conversion of Shares is implemented.
Registration of preferred shares in the National Securities Registry (RNVE — Registro Nacional
de Valores y Emisores). Authorization for the Board of Directors to issue Conversion
regulations.

1st
Shareholders’
Assembly

The authorization for the capital increase, the company's common stock issuance, and
approval of the terms of the Regulations of Issue and Shares Placing will be submitted for
2nd consideration by the Assembly. Extraordinary Dividend Rule. [Within 20 business days from

SUEUBEEER the date of the Hearing)
Assembly

The Company's management will propose to the District and minority shareholders to
undertake the conversion of common shares owned at the rate and terms specified in the

Proposal for Conversion Regulation. [Before the Strategic Investor endorses the Common Shares]

Share
Conversion

The Strategic Investor will be offered the purchase of 2,249,858,069 Common Shares, as
Share provided in the Share Issuance and Placement Rules.

Placement
(Strategic [The business day following receipt of the purchase offer]

Common shares will be offered to minority shareholders who are registered in the Company'’s
Share book of shareholders on the date the Board of Director minutes are recorded, the instrument
GEESUENIEN through which the Issuance and Placement of Shares Regulation is approved. [Within 2 days
WULCISAIN after the date on which the Superintendence authorizes the public offering].
hareholder.

Whoever the strategic investor turns out to be will be required to formulate, within 3 months
after the Closing Date, a tender offer to minority shareholders for all Shares at a price per
Public share equal to or greater than that included in its financial offer

[Approxi date - Sep ber9,2010]

Offering

Source: Valores Bancolombia with info from the Strategic Partner Selection Process Rules for
ETB1S.A. ESP

The ¢ 0 mp a grgwdhspotential under the management of a relevant industry player,
coupled with the eventual premium the bidders are willing to pay in the process for
control, has resulted in a 88.8% gain in stock value so far in 2009. This movement
implies a premium of 34 percentage points ahead of the return on the COLCAP
index, which is at 54.6% for the same period (see Figure 8).

Figure 8. ETB i Market Performance
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Source: Valores Bancolombia with info from the BVC

Growing speculation by investors is based on success seen in the past with similar
transactions in the Colombian stock market. This is evidenced by a drop in the share
price of -24.2% between September 15 and November 11, a period when the
process of selecting the strategic investor was temporarily suspended, following the
class action filed before the 38" Administrative Circuit Court in Bogota. This value
loss dropped as low as -32.0% on October 14, 2009, the date when the stock hit its
lowest point for 2H09.

Valores Bancolombia 10
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Following the 51 day suspension of the due diligence process, the issuer changed
the schedule stated in the Strategic Investor Selection Process rules (which may be
subject to additional changes in the future)m. According to this schedule (see figure
2), on the day of the special session, offers from the bidders must be presented and
the auction and award process must be conducted. Any difference that the contractor
pays over market price will be an Acquisition Premium, which may be motivated by
some of the following reasons™:

1. Risk diversification by the purchaser: Seeks to reduce volatility in results while
gaining market share in other business segments.

2. Creating operational synergies: Aims to strengthen operational results by
generating economies of scale, gaining power to set prices, operational
compatibility and/or a increase in market share.

3. Creating financial synergies: Improved cash flow position, an increase in financial
leverage, and the ability to obtain tax benefits.

4. Creating value by taking control: Usually over companies whose boards of
directors have consistently yielded weak results.

The measure of these motivations depends on many assumptions as well as the

profile of each bidder. According to the media,”> S p ai Tel@éfénica and Mexi c 0 6 s

Telmex were among the potential bidders attending the data room. Their motives for
participating in the process may be based on the complementarity of their portfolios
and the potential to consolidate their market shares. Millicom of Luxembourg and
Brasil Telecom would seek an ownership interest in ETB as a vehicle to enter the
telecommunications market in Bogota. Finally, it may be that the differences in these
motives could result in a wide range of financial proposals. According to Addendum
3, published on November 18, 2009, this is the current schedule to date:

Diagram 3. Schedule of Activities
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I
—————————————— 1 -
July 8, 200 L >Due.D|I|gence Pha
e ! Begin:
Deadline for delivery of F’requallflcatl‘______I November 25, 200
Document: N
Due Diligence Pha
March 17, 2! f—————
arch 17, 200 ’Ends
Delivery of Bid Document Envelo| P E— : 10 days prior to th
| _Special Sessic___
April 5, 201( F————— P> Special Session Di
|m————————————
{KENBK2t RS —-———-  April 20, 201
S
[}
April 21, 201 b= P{A3yAy3d 2F {KIN
|m—————————————
Closing Dat (—————-I May 25, 201!
S
[}
September 9, 201 :- ————— P Public Tender Offer (PT

Source: Valores Bancolombia with info from Strategic Investor Selection Process Rules
for ETB S.A. ESP

10 According to the rules of the Strategic Investor Selection Process for ETB S.A. ESP, in Section 2.2, subsection
(D), paragraph (5), if the Company deems it necessary to amend the rules, it will issue an addendum to be made

available to Prequalified Bidders, which includes the schedule of activities.

" DAMODARAN, As wantvhe.s timent Valuation: tools and techniques

Chapter 25, Acquisitions and Takeovers. p.690.
2 fTime for the truth in the process of finding a strategic partner for ETB0 Portafolio Newspaper. Digital version
from November 24, 2009.
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Net results are boosted by a 3Q09 windfall; however, operational numbers
seem to have slipped.

The diagnosis made on the sector& current environment in the region and Colombia

largely explains the recent evolution of ETBs key performance. The companyoés
operating income at the end of 3Q09 totaled COP180,190 million, protecting the

profit margin from the same period in 2008 by 17.1%. However, the annual growth

rate of this item is down -12.9% in the last 4 years, reflecting poor income dynamics

despite efforts to exert strict control over the cost structure of the company.

Local landline revenues in 3Q09 were COP530.779 million, a -10.9% decrease over
the same period in 2008.Internet and data recorded growth of 34.5% to COP327.492
million, a circumstance that generously offset the drop in local land-based telephony
with a positive net balance of COP19,246 million between both groups. In line with
this, the internet and data revenues achieved an 8.4 percentage point increase to
bring its share of total operating revenue up to 31.2%. Nevertheless, when
considering other operating incomes (long distance access charges and directories,
among others), the cumulative total sales at the close of the quarter were COP1.05
trillion, -1.6% lower than recorded sales at the end of 3Q08.

Figure 9. Evolution of Operating Income Figure 10. Quarterly Operating Results
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Source: Valores Bancolombia with info from ETB

The impact of Depreciation, Amortization and Provisions (DAPS) is remarkable within

the structure of costs and business expenses, representing an average of 39.1%

over the last four years. This weight is due to requirements of continuous investment

in industry technology and the fast rate of obsolescence of these assets, which is

why these it ems wi || continue t o represent m
expenses for the foreseeable future. This should create continued pressure on the

income statement, as it has in recent years. As shown in Figure 10, the quarterly

operating margin shows a weakness, settling at 19.0% compared to its peak in 3Q07

of 32.3%.

Industry trends show that the financial strength of the big players has led to
significant synergies and savings. While there are still companies that specialize in
specific segments, the business models of industry leaders appear to emphasize
service integration or convergence, a trend which ETB seeks to follow. In this sense
the company is expected to maintain a significant growth rate in their investments in
the coming years. During the past 4 periods the company has devoted a greater
portion of their income to investment in operating assets. While 2006 investments
totaled COP110,620 million, in 2008 they were COP413.266 million, an increase
which strengthened the indicator, going from 7.7% to 27.9% (see Figure 11).
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Figure 11. CAPEX Evolution

Figure 12. Cost and Expenses Breakdown
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Source: Valores Bancolombia with info from ETB
In September 2009, the company6 personnel costs represented 19.5% of its total
costs and expenses, for a total balance of COP169,799 million. The company has
put forth significant effort in this area, since at the end of the same period in 2005 this
ratio stood at 23.3%. During 2006, ETB administered a voluntary retirement plan
which meant a payroll reduction of 189 employees, which as of 2008 represented
COP8,000 million in reduced costs (at 2006 constant prices).
However, the development in operational efficiency indicators is mixed, despite
having a reduced staff structure. On one side, a reduction in average time of
installation and repair of telephone lines and ADSL units has been achieved (see
Figure 13). By contrast, the ratio of subscribers per employee maintains a negative
trend showing an annual average decrease of -7.0% since 2005, resulting from the
continuous decline in subscribers and natural rate of growth in payroll. Likewise, as
can be seen over the |l ast 3 years, ETBOs
below the industry average in Bogota, showing some deficiencies which must
continue to be improved.
. - Figure 14. User Satisfaction Level (Bogota) i
Figure 13. Average Repair Time 9 . (Bogota)
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Source: Valores Bancolombia with info from SUI and ETB

Finally, the net result for 3Q09 showed accumulated earnings of COP268,223 million
recording 82.2% growth over the previous year. This extraordinary growth is due
mainly to the reversal of a provision for COP242,000 million, originally booked for
legal contingencies arising from disputes between Telefénica and ETB. After the
Constitutional Courté s r detldred the annulment of an arbitration award handed
down on November 7, 2007, the company recorded the reversal. This improved
result occurred even though the tax provision for the period, equivalent to
COP101,464 million, was 141.6% higher than 3Q08.
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According to the issuer, these profits may be the subject of special dividends, which
wi |1 be considered at the Sharehol derds Gene

Assuming the same payout ratio defined in 2008 profit sharing (72.4%) and a net
profit of COP346,954 for 2009, we expect the total dividend per share in 2010 to be
COP80.90, which equates to a 6.5% vyield at prices from December 1, 2009. ETB's
current profitability shows operational stability after the operating margin remained
unchanged at 17.1% so far this year (see Table 3). Despite this, the accumulated
EBITDA margin showed a decline of 410 bps to close at 49.5%, given the indicator's
weak performance during the first two quarters.

Table 3. Statement of Performance 2009
(Billions of Pesos)

Concept Atosgep AtSep 09 Var % | 3Q08 (*) 3Q09(*) Var %
Operating Income 1,071 1,053 -1.6% 358 355 -0.9%
Costs and Expenses 887 873 -1.6% 303 287 -5.1%
Operating Profit 183 180 -1.8% 55 68 22.5%
Operational Margin 17.1% 17.1% 15.4% 19.0%
Non Operational Net Result 0 188 n.a. 34 -43 -228.4%
Net Income 147 268 82.2% 86 24 -72.1%
Net Margin 13.8% 25.5% 24.0% 6.8%
EBITDA 574 521 -9.2% 187 184 -1.6%
EBITDA Margin 53.6% 49.5% 52.3% 52.0%

(*) In-house Calculations
Source: Valores Bancolombia with info from ETB

Despite this slip in terms of the EBITDA compared to operating income, the cash
generating capacity remains outstanding. Over the past four years this indicator has
been at an average level of 51.8%, the highest in the industry (see Table 4). By the
close of 2009, this indicator is estimated to reach 46.5%, given the seasonal history
of the cost and expense structure during the last quarter.

Table 4. EBITDA Margin i Comparable Group

Operator Country  Dec-06 Dec-07 Dec-08 Sep-09
Windstream Corp U.S.A. 51.5% 51.5% 51.8% 50.9%
Telmex Mexico 42.6% 46.3% 45.6% 43.4%
Entel Chile 38.5% 40.2% 39.7% 41.1%
Telefonica Spain 35.9% 40.4% 39.6% 40.3%
Ameérica Movil Mexico 36.8% 40.4% 39.7% 39.6%
Qatar Telecom Qatar 52.6% 52.6% 44.5% 39.5%
Axtel Mexico 34.6% 33.3% 36.3% 37.2%
Hellenic Telecom Greece 37.6% 36.6% 37.2% 37.1%
France Telecom France 34.9% 36.3% 35.5% 35.0%
Q-West Telecom U.S.A. 31.1% 30.6% 33.0% 35.0%
Vodafone Group UK 48.6% 39.3% 36.0% 34.6%
Portugal Telecom Portugal 39.3% 38.8% 34.9% 34.5%
AT&T U.S.A 32.0% 35.3% 34.6% 33.5%
Verizon US.A 31.7% 32.0% 32.3% 32.2%
Telekom Austria Austria 40.1% 37.3% 25.2% 31.2%

Telecom Argentina  Argentina  31.0% 33.6% 31.4% 30.8%
Deutsche Telecom Germany  26.5% 26.3% 29.0% 29.2%

Rostelecom Russia 33.8% 17.2% 21.4% 17.9%
Brasil Telecom Brazil 34.1% 34.5% 34.7% 15.9%
Average 37.5% 37.0% 35.9% 34.7%
ETB Colombia  50.5% 52.6% 51.9%  49.5%(*)
Premium/Discount 13.0% 15.6% 16.0% 31.3%

(*) In-house Calculations

Source: Valores Bancolombia with info from Bloomberg
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This strong cash generation is due to the company's average revenue per customer,
which is at the top of the local market's sampling (see Figure 15), surpassed only by
EPM Telecommunications. Maintaining an ARPU like this reflects the ability of the
business to adapt successfully to the industry's changing competitive environment, in
which constant promotion has resulted in margin pressure.

Figure 15. 2008 ARPU™
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The business's cash generation indicators at the operational level are strong, and
superior to comparable companies. However, it is important to note that the
company's EBITDA does not take the retirement pension expense into account,
including the monthly pension payments, which at the end of 2008 totaled
COP134,104 million, and are recognized as a non-operational disbursement.

Given the relative importance of this area, not only because of the size of the
expenditure (10.8% of revenue in 4Q08 and 15.2% in 3Q09) but because of the
direct involvement that it has on the firm's non operational cash flow, it is valuable to
have an alternative means of cash generation. Figure 16 shows that when the
EBITDA is adjusted by incorporating the retirement pension expense, the margin
experiences a significant contraction. According to rough estimates, that margin
would decrease from 49.5% to 34.3% for 3Q09.

Figure 16. Adjusted EBITDA Margin
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Financial Position: low debt and good cash position confirm a solid balance
sheet

Within the company's balance sheet the operating income highlights the stability of
the b u s i n eansérdal portfolio, which has held an average turnover rate of
101.2 days for the past 18 quarters. At the end of 3Q09 the turnover rate stood at 92
days, showing a significant improvement over the average. At the end of that period,
COP43 tri I I i on of t he f nom-quréent assedss primarily wfean e
operational nature and their valuations (71%), the fiduciary rights of the pension fund
(17%), permanent investments (3%) and other assets (9%).

Despite the low weight of permanent investments in the firm's assets, they did
account for ETB's stock ownership in other companies in the telecommunications
sector. These include a 24.9% share in Colombia Mdvil S.A. ESP (PCS mobile
phone operator), which at the end of 2008 held a 9.7% share in Colombia's mobile
market. This investment originated with the company's founding in 2003 in
association with the Empresas Publicas de Medellin (EPM). However, in October
2006, after Co|l o mb i a coktinued fin@nsial deterioration, ETB and EPM sold
50% of their position to Millicom International Cellular with the aim of incorporating a
strategic partner who could redirect the operation.

Flgure 17. Balance Sheet Trends
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In addition, in September 2008 the issuer's Board approved a proposed merger
between ETELL S.A. ESP and ETB, seeking to offer a portfolio of convergent
services in ETELL's area of influence. Given the relative size of the ETELL,
equivalent to only 0.7% of the E T B assets, this transaction in March 2009 did not
result in a significant impact on ETB's profits.

Table 5. Permanent Investments
(Figures in Millions of Colombian Pesos)

Investment Stake (%) ZOOEOOk Valu§008
Colombia Movil S.A. ESP 24.99% 104,203 78,731
Colvatel S.A. ESP 88.16% 42,666 49,910
ETELL S.A. ESP 94.98% 21,070 21,315
Contact Center Américas S.A. 39.99% 3,999 3,999
Other Investments 1,968 2,146
Total cop cop

173,906 156,101

Source: Valores Bancolombia with info from ETB.

ETB also has an 88.16% stake in Colvatel S.A. ESP, a company dedicated to
providing solutions and services for data networks, computer security, and
videoconferencing systems, the design, supply, installation, and maintenance of
structured cabling and specialized consultancy services in this area, integration,

Valores Bancolombia 16
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project management and outsourcing, as well as installation and maintenance of
telecommunications infrastructure.

Finally, ETB has a 39.9% stake in a Contact Center Americas S.A. in association
with Publicar - Carvajal. This company specializes in outsourcing of call center
services, database management, general assistance and information, and document
management, among other services.

The telecommunications sector is characterized as being capital intensive and
requires ongoing technology upgrades to support their growth, forcing these
companies to take on debt at higher standards than other sectors. InE T B 6 se, teisa s
process has been financed primarily from with its own resources, given the
company's significant cash generation ability. Thus, the debt balance at the end of
3Q09 totaled COP306,541 million, experiencing a 23.5% reduction over the same
period in 2008. Thus, the firm's leverage, measured by debt to equity ratio went from
15.6% to 11.5%, which is significantly low compared to industry average levels.

Table 6. Leveraging 1T Comparable Group

(D/E Ratio)

Operator Country Dec-06 Dec-07 Dec-08 Sep-09
Protugal Telecom Portugal 188.0%  298.6%  558.1%  380.2%
Hellenic Telecom Greece 93.9% 181.0%  278.3%  292.3%
Telefénica Spain 295.3%  236.0% 271.9% 277.8%
Telekom Austria Austria 119.3%  159.0%  181.3% 271.4%
Telmex Mexico 74.5% 217.0% 271.9% 217.1%
France Telecom France 122.9%  124.6% 128.3% 136.1%
Qatar Telecom Qatar 24.1% 137.9% 103.1% 135.2%
Deutsche Telecom Germany 93.6% 94.9% 108.1%  128.6%
Axtel Mexico 97.5% 79.9% 106.6%  117.9%
Verizon U.S.A. 47.3% 37.6% 65.8% 74.3%
AT&T U.S.A. 51.8% 55.6% 77.8% 72.7%
Entel Chile 80.0% 50.1% 55.7% 58.2%
América Movil Mexico 101.3% 82.6% 99.0% 56.8%
Telecom Argentina Argentina  186.2%  102.9% 49.8% 48.2%
Vodafone Group UK 31.3% 37.0% 39.1% 45.0%
Brasil Telecom Brazil 97.0% 78.5% 78.4% 38.8%
Rostelecom Russia 9.1% 5.9% 5.4% 5.5%
Average 100.8%  116.4%  145.8%  138.6%
ETB Colombia  12.6% 10.4% 15.6% 11.5%

Source: Valores Bancolombia with info from Bloomberg.

At present, ETB's corporate debt has a AAA credit rating awarded by Fitch Ratings of
Colombia, a securities rating agency, stating that the rating reflects the company's
strong competitive position in the fixed telephony and broadband markets in Bogota,
the strong financial profile of the company, which has been strengthened by their
strategic focus, and its consistent cash generation capacity combined with its low
level of leverage. We also believe that the current debt payment schedule (see
Figure 19) does not include concentrations that pose a threat to liquidity for the
Company's short to medium term.
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Figure 18. Term Composition through
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Figure 19. Debt Payment Schedule
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As of September 30, 100% of financial debt was in Colombian Pesos, and the only
exposure to foreign currency are balances owed to suppliers in the amount of USD
38,658. According to rough calculations, at the close of 2008, 79.1% of the
¢ o mp a finaricial debt obligations were at variable rates, and the remaining 20.9%
were at fixed rates.

Another important item within ETB's obligations is its pension liabilities, which, at the
end of 2008 totaled COPO0.98 trillion, equivalent to 39.6% of total liabilities. This
amount is associated with 4,003 employee pensions for which the company is
directly liable, and which are not part of the system established by Law 100 (1994).
This amount represents 87.7% of the latest actuarial calculation, which must be
completely paid out by the end of 2023, using straight line depreciation at an annual
rate of 0.8214%.

This requirement puts significant pressure on the company's income statement, to
the extent that during the past 4 years this area has represented on average 10.0%
of total annual costs and expenses (operational and non operational). To cover this,
ETB periodically pre-funds a fiduciary vehicle which, as of 3Q09 amounted to
COP723,411 million, or 64.7% of the actuarial calculation. It is expected that once
the full funding of the obligation has been met, the company will transfer the
obligation, discharging the related portions of their assets and liabilities from the
balance sheet. In time, the elimination of pension liabilities should translate into
greater comfort for the ¢ 0 mp a waghdflew and less pressure on the post-operative
profit statement, benefiting the generation of net profits.

In October 2006 the ETB Board of Directors approved the eventual replacement of
these liabilities by issuing and placing bonds abroad in the form of Corporate Global
TES bonds. The main objective of this proposal is to obtain USD300 million in
resources through a security with fixed rate interest, issued in Colombian Pesos,
payable in dollars and with the foreign exchange risk assumed by the investor. These
resources could accelerate pension liability funding to ultimately transfer it. The
subsequent deterioration in global financial markets, particularly throughout 2007 and
2008, led to this initiative being postponed. Currently, the process of incorporating a
strategic partner suggests that this alternative cannot be executed until the company
is certain about the end result of strategic partner initiative.
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