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EXCHANGE RATES AND CURRENCY

Bancolombia SA. (“BC” or the “Bank”) is a Colombian banking ingtitution that maintains its accounting
records in Colombian pesos. The audited consolidated financia statements of BC and its subsidiaries for
the years ended December 31, 1996, 1997 and 1998 contained in the appendix (such audited consolidated
financial statements, including the notes thereto, are collectively referred to as the “Financid
Statements’) are expressed in Colombian pesos (“pesos’ or “Ps’). In this annua report, references to
“dollars,” “US$" or “$’ are to United States dollars. This annual report contains trandations of certain
peso amounts into dollars at specified rates solely for the convenience of the reader. Unless otherwise
indicated, such peso amounts have been trandated from pesos at the rate of Ps 1,510.99 per $1.00, which
approximates the average Tasa Representativa del Mercado (“Representative Market Rat€’) on
December 31, 1998. On June 21, 1999, the Representative Market Rate was Ps 1692.36 per $1.00. The
Superintendency of Banking calculates and certifies on a daily basis the Representative Market Rate,
which is the weighted average of the buy/sell foreign exchange rates negotiated on the previous day by
certain financia ingtitutions (which include BC) authorized to engage in foreign exchange transactions.
These trandations should not be construed as representations that the peso amounts actually represent
such dollar amounts or could be converted into dollars at the rate indicated.

Colombia has experienced, and continues to experience, high rates of inflation. Colombian generaly
accepted accounting principles (“GAAP”) requires that the financial statements of Colombian financia
ingtitutions (including BC) be adjusted for inflation on a prospective basis from January 1, 1992 by
applying coefficients of changes in the middle-income consumer price index (“MCPI”) for the relevant
period to non-monetary assets and liabilities, shareholders' equity (other than surplus from reappraisal of
assets and cumulative trandation adjustments) and results of operations. For this purpose, the effects of
inflation prior to January 1, 1992 on historical amounts denominated in pesos are disregarded. Also, for
each period beginning on or after January 1, 1992 and before restatement in constant pesos as described
below, only the effects of inflation during the relevant period are taken into account. The peso data
appearing herein includes such intra-period inflation adjustments. In December 1998, Law 488 was
passed which eliminates the use of inflation adjustments in income, expense and inventory accounts for
periods beginning January 1, 1999 and thereafter.

Unless otherwise indicated, al financial information included in this annual report has, for comparability
purposes, been restated in pesos with purchasing power as of December 31, 1998 (“constant pesos’) by
indexing historical amounts using the Colombian consumer price index (“CPI”) as measured by
Departamento Administrativo Nacional de Estadistica (“DANE”). Although the restatement of nominal
pesos into constant peso amounts reduces the distorting effect that an inflationary environment has on
comparisons of financia statements over time, such restatement does not wholly eliminate those
distortions and evaluation of period-to-period trends may be difficult.

The financia information and results of operations presented in this Annual Report for the year ended
December 31, 1998, reflects the effect of the merger of BC and Banco de Colombia SA. (the “Merger”),
as if the Merger had been effected as of January 1, 1998. Since the Bank’s results of operations
subsequent to January 1998 reflect amounts recognized from the combined operations, BC's financia
information for 1998 is not directly comparable to financial information for prior periods.



PART |
ITEM1 DESCRIPTION OF BUSINESS.

(a) GENERAL

The Bank (formerly, Banco Industriadl Colombiano SA. (“BIC”)) was founded in 1945. The Bank was
originally established to provide products and services to blue-chip industrial companies in the Medellin
industrial region and grew to become a leading bank for industrial companies throughout Colombia.

During 1998, BIC merged with Banco de Colombia (“* BdC”), Colombia s third largest bank in terms of
assets as of March 31, 1998. As of January 1998, BIC had purchased 51% of the outstanding common
shares of Banco de Colombia from certain individual shareholders for an aggregate consideration of
US$418.1 million. The shareholders of BdC and BIC approved the Merger on December 3, 1997.
Effective April 3, 1998, Banco de Colombia was merged into BIC and the remaining 49% of the Banco
de Colombia shares were exchanged for common shares and preference shares of BIC. In connection with
the Merger, BIC changed its name to Bancolombia SA.

The Bank provides general banking products and services to upper-income individuas, as well as the
middle-market sector, consisting of smal and medium companies. Such products and services include
personal and corporate loans, deposit-taking, credit and debit cards, eectronic banking, cash
management, warehouse services, fiduciary and custodia services and dollar-denominated products. In
addition, BC's customers have access to a large branch and ATM network in Colombia. BC has the
largest service network of any private financia institution in Colombia, with 376 branch offices in
operation in approximately 120 cities as of March 31, 1999. For the year ended December 31, 1998, BC
had a return on average assets of 0.14% and a return on average shareholders equity of 1.17%. At
December 31, 1998, 3.72% of BC' s total loans were nonperforming. The effects of the Merger have had
and may continue to have a negative effect on the quality of the Bank’s loan portfolio and the Bank’s
return on average assets and shareholders’ equity. See “ltem 9. Management’s Discussion and Analysis of
Financial Condition and Results of Operations.”

Since the Merger, the Bank’s achievements have included a reduction of operational costs, market share
of approximately 14% of the total assets of the Colombian banking system, a 15% market share of current
accounts and a 13% market share in savings accounts (approximately 1,200,000 customers and clients),
and a network of branch offices and automated teller machines.

Additionally, during 1998, the Bank announced a new Caode of Ethics, and established a new employee
training program, new procedures for opening new accounts, additional controls applicable to both cash
transactions and documentary credits and a unit for the Prevention of Money Laundering.

BC is a New York Stock Exchange, Inc. (“NYSE") listed company, where its American Depositary
Shares (* ADSs’) are listed under the symbol “CIB.” See “Item 5. Nature of Trading Market.”

Economy Activity in Colombia

After Gross Domestic Product (“GDP’) rose only a modest 2.0% in 1996, the Colombian economy
seemed to have overcome the demands on it and in 1997 grew 3.1%. However, contrary to the initial
expectations, beginning in March 1998, progress sowed to a halt and 1998 ended with the worst GDP
growth since the 1930s, growing only 0.2% (with GDP contracting 4.8% in the fourth quarter of 1998).



Reasons for the economic downturn in 1998 included turmoil in the world markets in the early months of
1998, a consolidated 3.1% fiscal deficit for 1997 and 3.7% for 1998, low international prices of
Colombian exports, and the abrupt shortage of foreign capital which resulted in severe exchange rate
pressures followed by an increase in interest rates, with the DTF reaching 37.19% (20.49% in red terms)
during the fourth quarter of 1998.

The election of President Pastrana in June 1998 produced certain changes in expectations and produced a
temporary reduction in pressure on the exchange rate which facilitated the implementation of expansionist
measurements by the Central Bank. Unfortunately, the impairment of the exchange rates in the Russian
market and the uncertainties about the Brazilian market in August 1998 drastically reduced the desired
stability. Around that time, the exchange rate aimost reached the ceiling of the exchange band and foreign
reserves were dightly reduced. On September 2, 1998 the Central Bank shifted the exchange rate band
upwards by 9.0% to ease pressure on the exchange rate. As of September 30, 1998, the devauation of the
peso was 28.4% in annua terms, while during the last quarter of 1998, the exchange rate appreciated
0.9%, or 3.65% in annual terms. In addition, Colombia experienced a high unemployment rate, which
reached 15.7% as of December 31, 1998.

On November 16, 1998, the Colombian government declared an “Economic Emergency” pursuant to a
congtitutional provision that enabled the government to rule on economic matters by decree. The
government implemented several preventive measures aimed at containing the deterioration of the
financial system.

Though a collapse was avoided, the economy is still not as stable as desired. Interest rates have steadily
decreased since November 1998, and the exchange rate is kept within a range established by the Centra
Bank. On June 27, 1999, the Central Bank shifted the exchange rate band upwards by 9.0%, effectively
devaluing the peso.

A first step toward reducing the deficit was a tax reform package passed in November 1998. The new
legidation increases and extends the rates and coverage of the Vaue Added Tax (“VAT”), introduces a
minimum income tax on individuals and companies of five percent (5%) of such individual’s net worth or

such company’s stockholders equity, as appropriate, eliminates tax-exempt revenues on public foreign
debt debenture bonds chargeable to the Government, creates a compulsory obligation under the name of

“Bonos de Paz,” and strengthens certain measures against tax evasion.

The imbalance in the public sector and its effects on interest rates and exchange rates created unexpected
difficulties in the ability of borrowers to service their debt and in the economic solvency of smaller
financia institutions belonging to cooperative savings and credit sectors. In order to address this problem,
the Ministry of the Treasury in November 1998 introduced additional fiscal reforms through the
declaration of the State of Economic Emergency, including, as an essential part of such reforms, a tax
equivaent to 0.2% on most financid transactions. The proceeds from this additional reform plan are
designated principaly to a program designed to assist holders of home mortgages. Additiondly, the
Ministry of the Treasury, through Fondo de Garantias de Ingtituciones Financieras (“FOGAFIN”") and
with the support of the Superintendency of Banking, established financia assistance mechanisms to assist
financial institutions whose equity is endangered.

Financial Sector

After the second half of 1996, the financial sector dowed in its growth that had been so strong during the
first years of the Apertura, or Opening of the Economy. The credit excess, promoted by the economy
liberalization, caused impairment of quality indicators of the financial system assets. After some



improvement, artificialy created by the fiscal policy of the end of 1997, portfolio growth decreased
dragtically and it became worse in 1998.

According to preliminary estimates from DANE, GDP for the financial sector increased by only 2.1% in
1998, compared to 3.2% in 1997. Financia ingtitutions (consisting of banks, savings and loans,
investment banks and commercia leasing companies) had a GDP decrease of 11.5% in 1998 (compared
to an increase of 3.5% in 1997).

Total assets of Colombian financia ingtitutions decreased 7.3%, and total gross loans of such ingtitutions
decreased approximately 5.2% during 1998. Among the group of financia institutions, only banks had
positive growth in terms of assets although of little significance.

Similar trends to those of assets were observed in the deposits. aggregate deposits dropped 7.2% and only
fixed term deposits had a positive growth while checking accounts and sight savings deposits had
significant declines.

In an environment of extreme exchange rate volatility and big oscillations in monetary supply, the overall
system underwent a significant impairment of its liquidity indicators which forced the Central Bank to
assume considerable control and the Superintendency of Banking to assume the control of some credits
institutions.

As a result of the fiscal year, as of December 1998, the consolidated loss of the financial system
amounted to Ps 1,129 hillion. From this total, Ps 943 billion, or 85% of the system tota loss, was
assumed by the public sector banking.

Composition of Financial System

After 1990, with the regulatory reforms associated with the Apertura, foreign ownership in the financia
sector was permitted.

From mid 1996, when Banco Bilbao Vizcaya purchased 40% of Banco Ganadero, to the present, over 30
mergers and absorptions of financia institutions have taken place as consolidation in the industry has
increased. According to the Central Bank, the number of registered financial institutions decreased from
126 in December 1997 to 103 in December 1998.

As a conseguence of this phenomenon, the institutional configuration and the structure of participation in
the financial system changed drastically. Commercia banks have increased their relative importance
within the system, and increased their participation in assets held from 45.0% of the total held by the
financial system in 1995 to 61.0% in March 1999; among these, the foreign capita private banking
congtitutes 27.0% of total assets of the financial system, while public banks only constitute 17.0% of total
assets.

This consolidation has led to an increasing importance of larger ingtitutions in the financia system. The
three largest banks, Bancolombia, Ganadero and Bogot4, increased their share of the checking accounts
market from 39.7% in March 1998 to 42.0% in March 1999. Similarly, in the savings accounts deposits,
the four major banks, Davivienda, Bancolombia, Ganadero and Bogotd, increased their market share from
41.6% to 44.5% from March 1998 to March 1999. In the market of fixed time deposits, the four major
banks — Bancolombia, Davivienda, Citibank and Ganadero — have increased their market share from
31.7% to 37.5% during the same period.



The greatest problem presently facing the financia system is the quality of banks loan portfolios. The
past due portfolio as a percentage of total loan portfolio for the banking system as a whole increased to
12.7% in March 1999 from 6.9% in March 1998. In spite of this genera trend, a group of larger banks,
including Bancolombia and afew smaller banks, have been able to keep their past due portfolios in check.
Bancolombia's past due portfolio increased to 8.8% in March 1999 from 5.1% in March 1998. See
“Item 9. Management’ s Discussion and Analysis of Financial Condition and Results of Operations.”

(b) OPERATIONS
Retail
General

Retail banking provides financia products and services to middle and upper income individuals and small
companies with annual sales under Ps 6,200 million. As of December 31, 1998, BC's market share of
such middle and upper income customers was approximately 7.9% with approximately 231,500
customers. In 1998, BC redefined its products and services portfolio by taking the best offerings from
both the former BIC and the former Banco de Colombia and complementing them with new products and
services. Products and services offered to individuals include persona lines of credit, credit cards,
automobile loans, computer loans, loans by telephone, student loans, checking accounts, time deposit
accounts, savings accounts, debit cards, electronic banking, overdraft credit, home delivery check book,
personal insurance and home banking via the internet.

The Bank offers to small companies working capital loans, cash management deposits, medium and long
term loans, as well as loans funded by domestic development banks and trade financing. Through its
subsidiaries, Bancolombia Panama and Bancolombia Cayman, Bancolombia offers loans and takes
depositsin U.S. dollars for its Colombian customers.

As of December 31, 1998, loans to individuals and small companies totaled approximately Ps 1,384,095
million, representing approximately 34.4% of BC's total net loan portfolio.

In June 1998, the Bank consolidated the databases of both the former BIC and the former Banco de
Colombia and performed analyses of the customers to sub-segment the database into medium size
banking, persona banking, and persona banking for customers with high income. This resulted in the
first phase of the Eclipse Plan, consisting of the sub-segmentation of the clients and the creation of
portfolio of basic and supplementary products for each one of them. The Bank created a different
commercial force to attend to medium size or high income customers; and it appointed 119 senior account
executives and 147 junior account executives. Through this segmentation, the Bank’s account staff has
been able to target more precisely certain customer segments and offer products and services that are
more customized to the needs and desires of the customer. As a result of these more personaized efforts,
the Bank believesthat it has created a stronger sense of loyalty to the Bank among its customers.

In the second quarter of 1998, Bancolombia launched a sales plan directed at the old network of Banco de
Colombia. The saes plan launched in 1996 directed at the old network of BIC continued with some
improvements regarding the number of products and inclusion of the net sales index (retention of
products) within its measurement. The 1998 marketing plan focused on the use of eectronic devices for
transactions and the provision of home banking services, as well as the ability to pay bills and accept
payments through customers accounts at the Bank.



Retail Lending

Individuals. BC's primary loan products offered to middle and upper income individuals are persona
lines of credit, automobile loans, credit cards, loans by telephone and education loans for students at the
college levd.

Personal loans range in size from Ps 2 million to Ps 47 million with maturities from one to five years and
bear interest at both fixed and variable rates. Approximately Ps 252,609 million of such loans, or 6.3% of
the Bank’s total loans, were outstanding at December 31, 1998 and 8.7% were at least one day past due
(or 0.5% of the Bank’s total loan portfolio). Automobile loans, which bear interest at both fixed and
variable rates, have a term of up to 5 years with loan-to-value ratio of 80% and are secured by the
respective automobile. As of December 31, 1998, approximately 0.9% of the Bank’s total loan portfolio,
or Ps 34,758 million, consisted of automobile loans, 6.87% of which were one day past due (or 0.06% of
the Bank’ s total |oan portfolio). Pre-approved loans by telephone range in size from Ps 2 million to Ps 47
million with maturities of 3 years. As of December 31, 1998, the Bank had Ps 33,006 million, or 0.8% of
the Bank’s total loan portfolio, outstanding as pre-approved loans by telephone. As of December 31,
1998, 5% of these loans by telephone were at least one day past due (or 0.04% of the Bank’s total 1oan
portfolio).

A centralized credit scoring department approves applications for automobile loans, persona lines of
credit and loans by telephone up to a specific credit limit above which amount a branch manager or
regional manager must approve the loan. Typically, an applicant has either a checking account or a
savings account and a credit card with BC, which facilitates the credit review. The credit scoring system
for these loans is similar to that used in credit card applications.

BC participates in the Colombian credit card market through the issuance of a variety of MasterCard
credit cards. In addition, following the Merger, BC became a Visaissuer in Colombia. As aresult, BC can
issue Visa Standard, Visa Business, Visa Gold, and Visa Platinum cards to its customers through both
personal and corporate cards. As of December 31, 1998, BC had issued 142,097 MasterCards and
103,484 Visa Cards, accounting for 10.0% of the Colombian market in terms of cards issued and 13.0%
in terms of sales, according to the Superintendency of Banking. As a result, BC has become one of the
market leaders in this business. BC is also the exclusive paying agent in Colombia for American Express.
As of December 31, 1998, credit card loans totaled approximately Ps 155,758 million, representing
approximately 3.9% of BC's net total loan portfolio. BC is two points below Colombia s past-due loan
rates in the commercia banking system for its credit cards, with 12.87% of its tota credit card loans at
least one day past due at December 31, 1998 (or 0.5% of BC's net total 1oan portfolio), versus an industry
average in excess of 15.6%.

BC charges an annua fee for the issuance of a credit card. As of December 31, 1998, this fee was
approximately Ps 64,000 (nominal pesos), which was increased to Ps 72,000 (nominal pesos) in 1999, if
only used within Colombia or US$96 if used outside of Colombia for standard cards: Ps 80,000 (nominal
pesos) in 1998, and Ps 92,000 in 1999, if only used within Colombia or US$120 if used outside of
Colombia for corporate cards, and Ps 80,000 (nomina pesos) in 1998, and up to Ps 108,000 (nominal
pesos) for 1999, if only used within Colombia or US$136 if used outside of Colombia for premium cards.

In addition, the Bank, in December 1996, introduced the BIC Cayman VISA card, issued and booked
through BC's subsidiary on the Cayman Idands. BIC Cayman VISA hilling was US$13,339,413 for the
year ended December 31, 1998 and the number of cards issued on that date was 2,786.

BC has centralized its credit card application processing and collection functions to provide greater
consistency in credit decision and collections across the entire distribution network and to enhance branch



management productivity. BC approves a global amount of credit for each client, which is distributed to
al products of the bank (checking accounts, credit cards, loans, overdrafts and savings accounts). To this
end, BC developed a credit scoring system, hired an experienced management team and built a collection
procedure through the hiring and training of telephone collection personnel and through automation, such
as self-dialing and collection-oriented software.

Small Companies. BC's primary loan products offered to small companies are working capital loans,
loans funded by Colombian development banks and trade financing loans.

Working capital loans to small companies are typicaly variable rate loans based on the average interest
rate for the issuance of time deposits, the Colombian average certificate of deposit rate equivaent, with
maturities of up to 12 months. As of December 31, 1998, 18.6% (Ps 748,642 million) of BC's tota loan
portfolio consisted of working capital loans, 15.4% of which was past due at least one day (or 2.9% of
BC'stotal loan portfolio).

Loans funded by Colombian development banks have variable rates based on time deposit rates or
LIBOR and have maturities from six months to five years. For these loans, the Bank receives funding
from a Colombian development bank, such as Bancoldex, Colombia's export development bank, and on-
lends such funds in the same currency and maturity at which they were borrowed from the most recent
borrower. As of December 31, 1998, 2.0% of the Bank’s total loan portfolio consisted of loans funded by
Colombian development banks, 12.7% of which was at |east one day past due (or 0.3% of BC's total |oan
portfolio).

Trade financing loans are typically variable rate loans based on LIBOR with maturities up to 6 months.
As of December 31, 1998, 0.9% of BC's total loan portfolio consisted of trade financing, 10.4% of which
was at least one day past due.

Starting in March 1998, a new market segment was defined which covers all small companies with annual
sales between Ps 150 million and Ps 6,200 million. 30,000 clients were defined in this market, with
19,250 of them assigned to branch managers, with specific relationship optimization tasks defined for
them.

In order to improve BC's participation in this market segment, a strategic approach focused on getting to
know the client was introduced. The strategy has the objective of becoming the client’s financia advisor
in this process. BC's strategy in this small business segment is focused in six areas.

First, the bank has instituted new procedures to measure the specific risk factors associated with small
business which is expected to be completed over the next three years. Second, a training program has
been organized which covers essential aspects of the calling procedure, call memos and sales techniques.
Third, BC has developed new products, enhancing the direct communication, thus integrating payroll
payments, suppliers payments, and accounts receivable from clients in one computerized and telephone
connected system in order to improve cash management. Fourth, as discussed under “Retail—Genera,”
BC has divided its clients into sub-segments in an attempt to target its customers more precisaly by
offering customized products and services tailored to the needs of its customers. Fifth, the Product
Portfolio is now reviewed every 6 months, to ensure that BC's sales strategy is consistent with overall
drategic plans. And, finally, meetings between Corporate Banking account managers and branch
managers are being organized on a periodic basis, to share information in an attempt to acquire new
clients.



Deposits

BC offers a variety of checking accounts, savings accounts, time deposit accounts and tax collection to its
individua and small company customers. At December 31, 1998 BC offered these products through 376
branches. Based on information compiled by the Superintendency of Banking, as of December 31, 1998,
BC was ranked first nationwide in deposits with a tota amount of Ps 3,632,913 million on an
unconsolidated basis, representing 12.4% of the total market. BC offers to its Colombian retail clients
dollar-denominated deposit accounts through Bancolombia Panama.

As of December 31, 1998, BC had approximately 254,801 checking accounts, 62,000 time deposit
accounts, and 937,091 savings accounts.

BC has developed a strict review process to approve receipts of deposits. In line with its “know your
customer” policies and procedures, depositors of time deposits and monies for savings accounts and time
deposits are required to go through an identification and screening process, while depositors of monies for
checking accounts must undergo the same credit scoring review process as that required of potentia
borrowers.

Other

BC aso receives non-interest income from electronic banking services through debit cards and telephone
banking. Retail clients can use debit cards for withdrawals, deposits, transfers among accounts (both
internally and between BC and Corporacion Naciona de Ahorroy Vivienda S.A. (“CONAVI") accounts),
balance information and third-party payments. With the exception of withdrawals and deposits, the same
sarvices are provided via telephone. The debit cards can be used at any ATM of BC or CONAVI, or any
ATM that is part of the Red Multicolor, CIRRUS or Redeban networks. BC receives a commission of
Ps 950 for transfers between accounts in the same location. BC aso receives a commission of Ps 1,950
for ATM payments to customers of other banks and charges no commission to BC's customers for each
ATM transaction at its own tellers or at CONAVI tellers.

To further BC's policy of providing consistency in its operations and to resolve customer complaints and
claims about each of the services it provides, in October 1996, BC, in conjunction with CONAVI and
Suramericana, created the position of “Counsel for Customer Defense,” the first of its kind in Latin
America. The role of the Counsel for Customer Defense is to evaluate and resolve customer clamsin an
impartial manner. The Counsd for Customer Defense operates independently from BC and its decision is
binding to the Bank, in al such matters, subject to certain amounts and formalities, which are set forth in
the regulations creating the position.

Corporate

General

In order to offer its clients customized services and attention and products with specific characteristics,
focus its commercia efforts, personalize the commercia relationship and optimize the efficiency of the
business, BC has divided its corporate customers into the following four segments:

- Corporate: clients with annua sales over Ps 42,000 million.

- Managerid: clients with annua sales over Ps 6,200 million and below Ps 42,000 million.



- Institutiond: clients subject to the supervision of the Superintendency of Banking, Superintendency
of Securities, Superintendency of Health, Family Subsidy, electronic and financial corporations.

- Government: public sector entities.
Corporate Lending

BC provides a range of products and services covering the needs of its corporate banking customers in
areas such as working capital loans, trade financing, loans funded by Colombian development banks,
foreign exchange, cash management services and electronic payments. BC aso offers nonbanking
services to its corporate clients such as zero balance cash management, payroll management and account
access via personal computer.

Working capital lending is the most common type of lending in the corporate market. Working capital
loans are predominantly variable rate, based on time deposits, and reprice every three months. As of
December 31, 1998, 81.8% of the corporate banking customers loan portfolio consisted of working
capital loans, 2.6% of which was at least one day past due (or 1.4% of the Bank’ s total net loan portfolio).

Trade financing loans are typically dollar-denominated, variable rate loans, and at December 31, 1998
they represented 5.4% of the Bank’s total net loan portfolio with no significant amount past due. Due to
legd restrictions, this portfolio has maturities between six months or less and some capital assets are
financed up to 3 years.

Loans funded by Colombian development banks are variable rate, based on time deposit rates or LIBOR,
and have maturities between six months and five years. As of December 31, 1998, 5.8% of the Bank’s
total net loan portfolio consisted of loans funded by Colombian development banks, with no significant
amount past due.

BC generally requires a greater level of collateral coverage from manageria customers than from its large
corporate customers and usualy obtains mortgages, warehouse receipts, equipment liens, or other
collatera to secure loans. In addition, BC frequently requires persona guarantees from the shareholders
of its manageria customers. Of BC's corporate loans on December 31, 1998, approximately 60% were
considered unsecured and approximately 40% were considered secured or guaranteed.

Corporate banking customers are served by BC's account managers in Bogotd, Medellin, Cali, Pereira,
Bucaramanga, Manizaes, Cartagena, and Barranquilla, who serve various industry sectors. BC's account
managers call on corporate clients on a regular basis and monitor the credit quality and profitability of
each client. BC believes that one of its competitive advantages in corporate banking is its focus on long-
term relationships with clients, together with its ability to provide a full array of services to meet their
needs. In addition, BC is focusing on providing fee income-generating products to large corporate
customers, developing its products and services in foreign exchange and international trade financing and
cash management and expanding products and services to the growing market of medium-sized
corporations. BC aso provides dollar-denominated loans through Bancolombia Panama, which are
primarily working capital loans and lease financing to its Colombian corporate clients, and loans to the
Colombian Government.

Much of BC's strategy towards corporate customers in 1998 revolved around the completion of the
merger with Banco de Colombia and ways in which to retain customers and build customer loyalty. Steps
taken included coupling product offerings with training seminars for clients.



Credit Analysis

BC's credit standards and policies aim to achieve a high level of credit quality in the Bank’s loan
portfolio, efficiency in the processing of loans, strict monitoring of outstanding loans and the specific
assignment of responsibilities for credit risk.

To achieve a high level of credit quality and manage the risk arising from its lending activities, BC has
established general loan policies for:

I. evauation of credit;

I1. lending limits to a single customer or economic group in accordance with those required by law;
I11. thelevel of management authority required to approve aloan;

V. maximum terms of loans, and

V. collatera required for certain types of loans and their valuation.

In each region BC has a team of anaysts that conduct a credit analysis for corporate loans. In addition,
the Bank has invested in software to provide automated credit scoring for loan products to retail clients.

BC has established policies for loan approvals. BC's policies require that every loan be analyzed using
the following factors: the character, reputation and credit history of the borrower; the type of businessin
which the borrower engages; the borrower’s ability to repay the loan; the coverage and suitability of the
proposed collatera for the loan; the information received from the credit risk center; the debt service
ability; and the compliance with the loan terms. In addition to an analysis of the borrower, the Bank is
permanently engaged in the analysis of the different economic sectors to which the Bank makes loans and
has established guidelines for financial analysis of the borrower and for participation in investment
projects in Colombia and outside Colombia. BC is currently in the process of updating and revising its
loan policies. This process is expected to be completed in June 1999 after integrating the credit policies of
the former Banco de Colombia into those of BC.

With respect to monitoring outstanding loans, BC has implemented a review policy in which loans in the
commercia loan portfolio are fully reviewed every six months in accordance with the requirements of the
Superintendency of Banking. Commercia loans that exceed Ps 1,000 million are fully reviewed every
three months. BC's policy is to review loans in its consumer and mortgage loan portfolios on a monthly
basis. Additionally, BC's Control and Credit Risk Department performs an ongoing review of the loan
portfolio. In order to facilitate the review of outstanding loans with a term greater than one year, the Bank
requires the borrower to provide, and examines, current cash flow statements.

In order to detect and deter money laundering by the Bank’s customers, BC has adopted an integral plan
(SIPLA), in accordance with current legal regulations. This plan includes the training of employees, the
introduction of policies and procedures designed to enable the Bank to know its customers and
employees, the monitoring of the Bank’s operations and the establishment of mechanisms to report
suspected laundering activity to the appropriate governmental authorities.

Distribution Network

General

BC has a variety of distribution channels through which it sdlls its financial products and services, effects
transactions, and provides the information that its clients may need to communicate with the Bank. The

group of distribution channels consists of 376 branches located in approximately 120 municipalities in
Colombia, a network of 402 ATMs owned by BC, and 440 others to which BC's clients have access
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because they are clients of CONAVI, a financial institution with which the Bank has a strategic aliance.
Other distribution channels include telephone banking, banking via the Internet, PC Banking or banking
viaelectronic devices at our branch offices and at various other commercia establishments through which
our clients can effect their transaction with their debit card.

Branch Network

The BC branch network consists of 368 offices in approximately 120 Colombian cities and 8 additional
branches located in supermarkets. Administration of the network is divided into 5 regions: Antioquia,
with 62 branch offices, Bogota and Sabana, with 107 offices; the South Region, with 82 offices, the
Northern Region with 49 offices, and the Central Region with 76 offices. Each region, likewise, is divided
into several zones depending on the size of the region to facilitate administration and supervision.

All the branches operate with the same technology for the processing of transactions and selling of
products to clients, and al are on line in rea time. This makes it possible for any operation performed at
any given time to be immediately updated in al Bank offices.

The average number of employees per branch office is 11. These employees work under the supervision
of abranch manager, who isin charge of sales, client service and transactions. The sales groups consist of
account officers and commercial advisors, while client services are managed by an assistant manager who
isin charge of tellers and the transactions division is run by operative advisors.

To expedite cash transactions, BC has in its branch offices a total of 100 electronic boxes to permit
customers to speed up service without waiting in line for tellers. BC also has Pin Pads in 60 offices to
attend to customers with ATM cards more rapidly and safely. BC expects that in two years dl the
payment branches will have these special features.

Ten branches are equipped for 24-hour service where customers can perform al the transactions and may
obtain al consultations that they need. In addition, three of the branches have drive-in service, caled
“ Autobanks.”

BC has 8 branches at supermarkets, which render sale and transaction services exclusively for clients of
persona banking who visit such supermarkets. At these branches, customers are able to perform 85% of
their transactions electronically and 15% with the help of a cashier. Each supermarket branch has about
five employees who perform al commercial and operative tasks. BC is continuing to expand this new
concept throughout Colombia with the advisory services of the American consulting firm, NCBS, and
hopes to have 25 branches in different supermarkets throughout Colombia by December 1999.

Asaresult of the merger with Banco de Colombia, BC is in the process of closing branch offices that are
too close to one another, or those that have not performed well financialy. Since the Merger, BC has
closed 12 branches and plans to close another 56 branches in 1999. In addition, BC is planning to open 15
new branch offices during 1999.

Automatic Teller Machines

BC's proprietary network consists of 307 automated teller machines located outside the branch offices,
which operate 24 hours a day, and an additional 95 ATMs located at shopping centers, airports and other
sites with high flow of people. Through the Redeban and Red Multicolor networks, BC's clients can
access their accounts at al of the existing ATMs in Colombia, and through CIRRUS, in approximately
105 countries worldwide. ATM available services include, anong others, withdrawals, deposits, transfers
among accounts, balance information and third-party payment services.
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A strategic dliance with CONAVI gives access to an additiona 440 ATMs which can be used by the
Bank’s clients, without any additional cost for the customers.

BC's ATMs receive cards from all banking institutions affiliated with the domestic networks and with the
international networks affiliated with CIRRUS and Plus. BC receives a commission of Ps 950 for each
transfer of funds effected at the domestic ATMs, and Ps 1,950 for each withdrawa made by a client at an
ATM other than BC or CONAVI’s ATMs. In 1998, BC ATMs performed over 23.4 million operations.

Electronic Banking and Bancolombia Via I nternet

Approximately 30% of BC's transactions with its customers are electronic or over the Internet, and
electronic banking and banking over the Internet play an important role in BC's marketing and
distribution system. BC intends to decrease operating costs and to achieve the decongestion of branch
networks. To this end, it has implemented programs oriented to increase the use of eectronic banking
through the training of its employees and clients in the use of such means. BC has a wide network of
aternative channels, such as Electronic Tellers, Cal Center, Banking via Internet, Corporate Banking,
automatic systems for payment and collection of invoices and for transfer of funds, and electronic devices
at the branches and stores to ease transactions and provide information to our clients.

BC was the first Colombian bank to offer a transactional system via the Internet beginning in November
1996. Since then, this system has been updated on various occasions and was reintroduced in 1998 as
“Virtual Branch.” Virtua Branch offers services 24 hours a day such as balance inquiries, savings and
credit card information, payment of credit cards, disbursement of pre-approved loans, blocking of credit
cards, counter-order of checks, transfers among BC accounts and to CONAVI accounts, products and
services requests, and other customer services.

Presently, an average of 20,000 users per month use BC via the Internet, conducting an average of
220,000 transactions, representing a reduction cost of US$ 1.50 per transaction.

In addition, in 1998, in order to sell products through the Internet, BC developed a web product catalog
with interactive tools that allows customers to smulate loans, investments, credit cards and to find out the
ideal product combination for their needs.

Call Center

The automated and operation-assisted Call Center is rendered through outsourcing with “Multienlace,” an
affiliated company, founded in 1997 which renders similar services to other companies, such as
CONAVI, Suramericanaand Susalud.

Through the Call Center, clients can, by using a persona password, effect operations, such as balance
inquiries or recent transactions in their account, make requests of extracts via fax, transfer funds among
BC accounts or to CONAVI accounts, and make disbursements of personal loans and payments of credit
cards. If the customer does not have a password, they can communicate with an operator to obtain
information, make inquiries, make complaints or suggestions, or apply for the home delivery of a
checkbook. In 1999, the Bank plans to develop new services for the Call Center, such as the sale of
products.

During 1998, BC conducted 8,207,664 transactions through the Call Center and answered 412,730
telephone calls through operators at the Call Center.



On-Line Banking

In addition to eectronic retail banking via the Internet, BC offers to select corporate clients an on-line
service directly linked to BC which, among other things, allows such clients to access account
information, transfer funds within their BC accounts or to accounts at other financia institutions. The
service, which operates through software that has to be installed on a client’s information technology
system, aso enables such clients to make their payroll payments and pay their suppliers electronically as
well as to issue checks.

BC — CONAVI Strategic Alliance

In order to capitalize on opportunities to improve services to clients, obtain large-scale savings and to
create synergies, BC has entered into a strategic alliance with CONAVI, a financia institution affiliated
with BC specidizing in mortgage banking and the leader in savings and loans in the country. In its first
stage, which was implemented in 1996, the alliance focused on using the competitive advantage of
electronic banking especially in the unification of our networks of eectronic funds between the accounts
of both entities.

The second stage of the aliance, to be developed in 1999, is intended to improve the synergies of the
merger with Banco de Colombia, decrease network costs and share some joint services, in order to
improve our competitive position with respect to other financia institutions.

Technology

During 1998, and in order to provide an automation platform for the 376 branches resulting from the
Merger and to comply with the requirements of the new millenium, the Bank implemented a new
software package in each branch, replaced about 400 servers, 4,800 microcomputers and 100 printers,
enhancing processing capacity over nine times. The Bank aso incorporated technologies from different
suppliers to include better graphics display, digital handling of signatures, bar code recognition, files and
recovery of documents, productivity tools, eectronic mail, centralized monitoring, and software and
information distribution.

In addition, in order to support the 402 ATMs resulting from the Merger, BC enhanced Stratus, the
transactional processing equipment, to a larger capacity model to increase its capacity over 5 times, and
by ingtalling Gasper, the most extensively and world wide known software for the monitoring and
administration of ATMs.

For the remainder of 1999, the Bank intends to further enhance its interna electronic network. The Bank
also intends to develop its eectronic commerce business which will alow customers to pay for retail
purchases from other vendors electronically. Furthermore, the Bank is developing an electronic client
information system intended to facilitate the Bank’s decison making with respect to each customer
account.

Year 2000 Compliance

The Year 2000 issue is the result of computer programs being written without considering the impact of
the upcoming change in the century and using only two digits to identify a year in the date field. Any of
the Bank’s computer programs that have such date-sensitive software may recognize a date using “00” as
the year 1900 rather than the year 2000. This issue, if unresolved, could result in system errors, such as
miscalculations of interest and other amounts payable or receivable, delinquency or other information and
could disrupt operations, including processing transactions, sending invoices and similar business
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activity. Such failures, mistakes or delays, if widespread, could have a materiad adverse affect on the
Bank’s operations. In a “worst case scenario”, the Bank could experience the loss in the integrity of
information, incorrect calculations and interruption of service of some equipment. If not remedied,
potentia risks include business interruption or shutdown, financial loss, regulatory actions, reputational
harm and legdl liability.

In order to successfully address Year 2000 problems, in 1996, the Bank formed a working group of
professionals from different areas of the Bank to perform a thorough review of most of the Bank’'s
systems. Tailored to evaluate the potential impact on al affected areas, the working group’s objectives are
to insure that the plans and projects devel oped to address and manage the Y ear 2000 issues are executed
effectively.

The working group outlined the Year 2000 compliance effort in the following four phases. the
preliminary study, impact analysis, conversion, and tests and installation. The impact analysis phase was
completed in 1997. In this investigation, the Bank determined that it will be required to modify or replace
only certain portions of its software so that its computer systems will properly utilize dates beyond
December 31, 1999.

However, the Bank depends upon the proper functioning of third-party computer and non-information
technology systems. These parties include network automated teller machines (ATMs), point of sde
computer systems (POS), government entities, and vendors such as telecommunication service providers
and other utilities. The Bank has formally communicated with significant suppliers to determine the
extent to which it is vulnerable to those third parties’ failure to remedy their own Y ear 2000 issues. Most
of these third party suppliers have assured the Bank of their compliance and where possible, the Bank has
worked with such suppliers to jointly test the Year 2000 compliance of their systems. Nevertheless, there
can be no assurance that these third party systems, upon which the Bank relies, will be converted in a
timely manner, or that failure to convert, or an incompatible conversion, would not have a materia
adverse effect on the Bank. Additionally, any Year 2000 problems which would make any of the Bank’s
depositors or creditors illiquid could adversely affect the Bank. Many potentia Y ear 2000 problems, such
as compliance by suppliers, depositors and creditors, are beyond the Bank’s control.

If the third parties with whom the Bank interacts have Year 2000 problems that are not remedied, the
following problems could result: (i) in the case of vendors, in disruption of important services upon which
the Bank depends, such as telecommunications and electrical power; (ii) in the case of third-party data
providers, in the receipt of out-of-date information that would impair the Bank’s ability to perform critica
data functions and result in operational problems, such as problems with ATMs, POS and SWIFT wire
transfers; (iii) in the disruption of capital flows potentialy resulting in liquidity stress;, and (iv) in
financial and accounting difficulties for those parties that expose the Bank to increased credit risk and loss
business. In addition, any Year 2000 problems which would make any of the Bank’s depositors or
creditorsilliquid could adversely affect the Bank.

The Bank aso depends on certain non-information technology systems which are linked to computers and
thus need to be Year 2000 compliant such as individual power stations, closed circuit televisions and
systems controlling the access to buildings. The Bank is in the process of testing all such systems and
believes that there should be no problems associated with such systems or with the Bank’s operations in
the Y ear 2000.

As of May 1999, the Bank had reviewed al of its systems to assess their Year 2000 compliance. As of
April 30, 1999, the Bank had incurred total expenses of Ps 7,771 million in connection with the Year
2000 issue. The Bank estimates that it will need to spend an additiona Ps 200 million during the
remainder of 1999 to complete the conversion and become fully Year 2000 compliant. The Bank expects
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to obtain such funds from internally generated working capital. However, the Bank can give no assurance
that its Year 2000 program will be effective or that its estimates about timing and cost of completion will
be accurate.

The cost of the Year 2000 compliance project and the date which the Bank plans to complete its own
Year 2000 modifications are based on management’s best estimates, which were derived from utilizing
numerous assumptions of future events including continued availability of certain resources, third party
modification plans and other factors.

However, there can be no assurance that these estimates will be accurate and actual costs could differ
materially from those plans. Specific factors that might cause such materia differences include, but are
not limited to, the availability and cost or personnel trained in this area, the ability to locate and correct al
relevant computer codes, and similar uncertainties.

The Bank is presently developing detailed contingency plans for critical business system applications to
reduce potentia problems associated with Y ear 2000 disruptions.

In order to confront the risk that the Year 2000 issue will create a greater liquidity criss, BC's
contingency plan includes cash flow simulation models and methods for obtaining liquidity through
agreements with other companies and the sale of some of its investment portfolio as well as an analysis of
the distribution of the cash it obtains. To address the credit risk related to Y ear 2000 issues, the Bank has
developed a plan to evaluate the credit risk of its principa clients which includes policies and procedures
to reduce the Year 2000 impact. The working group has aso designed a corporate communications plan
that will alow the Bank to keep its domestic and international clients informed of the Bank’s
developments.

BC's Year 2000 contingency plan aso considers how to identify the Bank’s critical processes, its risks,
its failure scenarios, and the most appropriate alternative plans. In addition, the plan sets forth criteria for
the “triggering” of the plan, the “recovery” teams for each of the identified processes, and provides
guidance on how to document the procedures and strategies from day one. The plan aso outlines
personnel functions, a training program, and a plan to periodicaly test the contingencies in order to make
sure they are being implemented effectively. In general, the contingency plan covers the most important
operational areas of the Bank, including, among other things, the Bank’s eectricity supply,
telecommunication services, computer centers, back office processes, SWIFT area, eectronic banking,
and external providers.

Finaly, the Superintendency of Banking in Colombia has set forth guidelines with which all banks must
comply in order to become Year 2000 compliant. The Bank believes that by April 1999 it was in
compliance with such guidelines required by the Superintendency.

(c) COMPETITION

Historically, the Colombian financial system was comprised of specidlized ingtitutions operating in
specific market niches which were prescribed and delineated by law. Law 45 of 1990, Law 35 of 1993
and Decree 663 of 1993 significantly deregulated the Colombian financial system, alowing the formation
of groups of interrelated financial entities, thereby increasing competition among the different types of
financial institutions, promoting consolidation of the financial system and increasing foreign competition.
Financial sector reforms have aso permitted foreign banks to establish subsidiaries in Colombia and
encouraged foreign capital investment in Colombian financial institutions by removing foreign ownership
restrictions with respect to Colombian financial institutions. These liberdizations have resulted in the
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entry of international financia ingtitutions into the Colombian financial system, particularly Santander
and Banco Bilbao Vizcaya, which has resulted in increased competition for financing and related services.

In addition, in recent months, the Colombian financia sector has been the subject of a significant amount
of merger and acquisition activity in which larger and stronger banks have emerged. This consolidation
has resulted in the number of financid ingtitutions registered with the Central Bank decreasing from 126
in December 1997 to only 103 in December 1998. Mgjor transactions (other than the BC/Banco de
Colombia merger) which have increased competition in the sector have included BBV’s purchase of 40%
of Banco Ganadero in 1996, the acquisition Banco Colpatriaby Corporacion Colpatria, the acquisition of
Concasa by Bancafé and the consolidation of Coopedesarrollo.

BC believesiits principa competitors in the corporate market include Banco Ganadero, Banco de Bogota,
Banco de Credito, Bancafe, Corfinsuraand Corporacion Financierade Valle. BC bdieves it can compete
in this market based on its quality of service and pricing. BC believes its principa competitors in the
retail market are Citibank, Banco de Bogota, Bancafe, Cgja Socia and Banco Santander because of their
distribution network and customer service. The Bank believes that it is competitive in the retail market
because of the high quality of its client base and technology and information systems.

(d) OPERATIONS SUPPORT

Operations support includes finance, administration, lega services, internal auditing, and credit. The
finance department implements policies designed to optimally use BC's resources, coordinates BC's
planning process, assists in the establishment of strategy for BC's business and coordinates the treasury
departments. The lega services area manages BC's various legal matters and conducts any legal
proceedings related to the Bank. The internal auditing department manages the control systems for BC's
operation and administration. Credit management is geared to careful management of BC's lending
activities and emphasizes asset quality and credit management.

Two additional areas that support BC's operations are human resources and information systems and
operations. Human resources establishes policies and strategies designed to create a positive environment
between BC's employees and BC itsalf. Its main activities include planning BC's human resource needs,
designing afair compensation program and administering the payroll.

The information systems and operations department provides support to customers of the Bank. Such
support includes back-office operations, creating client databases to facilitate cross-selling of products,
accounting services and development of new products. BC's information systems are centralized in
Medellin. BC continues to pursue a goal of centralizing support functions as much as possible.

() EMPLOYEES

On December 31, 1998, BC and its consolidated subsidiaries had 9,477 employees, 7,549 of whom were
employed by the Bank. Of the 9,477 employees, approximately 42% belonged to a corporate labor union
caled Sintrabancol and approximately 16% to an industria labor union called Uneb.

Under Decree 1593 of 1959, banking employees are prohibited from striking and, accordingly, there have
been no strikes by the Bank’ s employees. BC considers relations with its employees to be good.

Law 50 of 1990 provided for a substantial change in the severance pay system, under which the severance
pay for employees hired after January 1, 1991 is calculated yearly by the employer each December 31,
and deposited with a severance pay administrator company, thereby eliminating the retroactive effect of
previous severance pay legidation. The new scheme is obligatory for al employees hired on or after

16



January 1, 1991. Those employees who entered the Bank prior to such date were given the option to
continue with the previous system or to choose the new scheme. As of December 31, 1998, 61.3% of ll
employees were under the new scheme.

By the end of 1999, BC will negotiate the first collective bargaining agreement after the Merger with the
two unions representing the employees. BC expects this process to result in the members of both labor
unions being governed by the same collective bargaining agreement.

(f) THE COLOMBIAN FINANCIAL SYSTEM
General

At December 31, 1998, the Colombian financial system consisted of the following principa participants:
the Central Bank; Banco Centrd Hipotecario (“BCH”), a state-owned savings and mortgage bank; 33
commercia banks (14 nationa banks, 14 foreign banks and 5 officia banks); 16 private and state finance
corporations; 27 commercia finance companies; 23 leasing companies; and 5 privately owned savings
and loan banks. In addition, there are development banks, insurance companies, securities brokerage
companies and bonded warehouse and trust companies.

Historically, the Colombian financial system was comprised of speciaized ingtitutions operating in
specific market niches that were prescribed and delineated by Law. Law 45 of 1990, Law 35 and Estatuto
Organico del Sstema Financiero, Decree 663, however, significantly deregulated the Colombian
financia system, provided commercia banks the opportunity to set up subsidiaries to compete in different
markets and permitted other financia institutions to enter markets in the Colombian financia system from
which they had previoudy been excluded. These measures have increased competition among the
different types of financia ingtitutions, promoted consolidation of the financial system and created
considerable overlap in the permitted scope of activities for the various types of financia institutions,
particularly with respect to foreign exchange operations. Foreign investment is also now permitted in all
types of financial ingtitutions.

In addition to the foregoing measures, additional laws have been promulgated with the purpose of further
deregulating the Colombian financial system. Law 35 and Decree 663 set forth the genera circumstances
under which the Government may intervene in the financia sector and the rules governing and the
instruments that may be used to carry out such intervention. In addition, savings and loan banks are now
authorized to carry out lending activities in areas other than those related to the construction sector (which
such banks have historically been involved in) and to participate as foreign exchange intermediaries.
Savings and loan banks may aso provide interest bearing savings accounts as well as credit and debit
cards.

In response to the crisis faced by the Colombian financia system during the early 1980s, in 1985 the
Government created FOGAFIN, a fund to channel resources to troubled financia ingtitutions. FOGAFIN
is authorized to provide equity (whether or not reducing the face value of the shares) and/or secured credit
to troubled financia ingtitutions and to insure deposits of commercia banks and certain other financial
ingtitutions, subject to specified limitations.

Regulation
The principal entities regulating the Colombian financial system are the Ministry of Finance, the Board of
Directors of the Central Bank, the Superintendency of Banking and the Superintendency of Securities.

The Nationa Congress of Colombia prescribes the genera framework in which the Government may
regulate the financia system. The Superintendency of Banking regulates and supervises al financia
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institutions. Brokerage houses and stock exchanges are supervised by the Superintendency of Securities,
which is charged with supervising and regulating the market for publicly traded securities.

Key | nterest Rates

On Wednesday of each week, all Colombian commercial banks, finance corporations and commercial
finance companies are required to report to the Central Bank data regarding the total volume (in pesos) of
certificates of deposit issued during the prior week and the average interest rates paid for the following
maturities of certificates of deposit: less than 90 days (for commercia banks only); 90 to 180 days; 181 to
360 days, and more than 360 days. Based on such data, the Centrad Bank calculates the Tasa de
Captaciones de Corporaciones Financieras (“TCC”) and the DTF, which are published at the beginning
of the following week for use in calculating interest rates paid by financial ingtitutions during that week.
The TCC is the average weighted interest rate paid by finance corporations during the second preceding
week. The DTF is the average weighted interest rate paid by commercial banks, finance corporations,
savings and loan banks and commercia finance companies during the second preceding week. At
December 31, 1998, both the DTF and the TCC were 28.25%.

Central Bank

The Centra Bank was created in 1923 and is the second oldest Central Bank in Latin America. The
Central Bank exercises the customary functions of a Central Bank, including price stabilization, issuance
of legal currency, regulation of currency circulation, monitoring of credit and exchange rates and
administration of international reserves, and acts as the lender of last resort to financial ingtitutions. In
addition, its Board of Directors is the regulatory authority for monetary, currency exchange and credit
policies, and is charged with the direction and execution of the Central Bank’s duties. The Central Bank
also acts as the fiscal agent of the Government.

Pursuant to the Congtitution of 1991, the Central Bank was granted greater independence from the
Government in the formulation of monetary policy and administrative matters. The Constitution of 1991
established an administrative, technical, budgetary and legally autonomous structure for the Central Bank
and its Board of Directors in monetary, credit and exchange matters, with regard to the Government. The
Centra Bank reports only to the National Congress; its Board of Directors has seven members, one of
whom is the Minister of Finance.

(9) SUPERVISION AND REGULATION

The basic regulatory framework for the operations of the Colombian financia sector is set forth in Decree
663. Implementation and enforcement of the provisions contained in Decree 663 are regulated by periodic
circulars and resolutions issued by the Superintendency of Banking and the Board of Directors of the
Central Bank. In Externa Circular 007 of 1996, Basic Law Circular, the Superintendency of Banking
compiled al of the rules related to the regulation of banking ingtitutions. External Circular 100 of
November 1995, Basic Accounting and Financial Circular, compiled all regulations applicable to
accounting and financia treatment of banking institutions.

The Superintendency of Banking was established in 1923 and is responsible for supervising and
regulating those entities that Decree 663 classifies as financia ingtitutions, including commercial banks
(BC), mortgage banks, finance corporations, commercial finance companies, savings and loan banks,
financial services companies (such as trust companies, warehouse companies, and pension and severance
pay administration companies) and insurance companies. Decree 2359 of 1993 provides the framework
for the Superintendency. Financial ingtitutions must seek the authorization of the Superintendency of
Banking before initiating new operations.
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Violators of specified provisons of Decree 663 and its underlying regulations are subject to
administrative sanctions and, in some cases, crimina penalties. Additionaly, the Superintendency of
Banking has the authority to conduct inspection visits to Colombian financia institutions on a
discretionary basis and to fine such ingtitutions and their directors and officers if they violate Colombian
laws, regulations, or such financial ingtitutions' bylaws. Because its Common Shares and Preference
Shares are publicly traded on the Bolsa de Bogoté (the “ Bogoté Stock Exchange’), the Bolsa de Meddllin
(the “Meddlin Stock Exchange’) and the Bolsa de Occidente (the “Occidente Stock Exchange” and
together with the Bogot= Stock Exchange and the Meddlin Stock Exchange, the “Colombian Stock
Exchanges’), certain aspects of BC's operations are supervised by the Superintendency of Securities.

The Ministry of Finance and the Board of Directors of the Central Bank, which have significant control
over interest rates, design most regulations governing the financia system and are in charge of fisca and

monetary policy.
Capital Adequacy Requirements

Capital adequacy requirements for credit institutions, which requirements are based on those established
by the Basel Committee on Banking Regulations and Supervisory Practices of the Bank for International
Settlements. The regulations provide for four categories of assets, with different risk weights assigned to
each category and require that a credit ingtitution’s Technica Capital (as defined below) must be
maintained a alevel of at least 9% of its tota risk-weighted assets.

Technical Capital for the purposes of the regulations consists of basic capital (“primary capital”) and
additional capital (“secondary capital”) (collectively, “Technical Capital”). For this purpose, primary
capital conssts primarily of: paid-in capital stock; lega and other primary capital reserves, including
non-distributed profits from previous fisca years, the total value of the primary capital revauation
account (if positive); the balance of the financial statements conversion adjustment; the balance from the
primary capita account adjusted for exchange; profits for the current fiscal year in a proportion
equivalent to the percentage of profits from the prior fiscal year that were allocated to the legal reserve or
capitdized, or used to cover accrued losses, the tota value of capitaized dividends, and any
representative shares held as guarantee pending compliance with the recovery program established by the
Superintendency of Banking. Items deducted from primary capital are: any prior- or current-period |osses,
the total value of the primary capita revauation account (if negative); accumulated inflation adjustment
on non-monetary assets (provided that the respective assets have not been transferred), capital
investments in entities subject to the supervision of the Superintendency of Banking (including purchases
of mandatory convertible bonds) and investments in financial subsidiaries, other capital investments in
financia institutions and certain other items.

Secondary capital consists of other reserves and retained earnings which are added to primary capital in
order to establish the total Technical Capital. Secondary capital includes: 50% of the revaluation of assets
(excluding revaluations of assets acquired by foreclosure or relating to payment in kind), mandatory
convertible bonds (provided that the terms and conditions of their issuance were approved by the
Superintendency of Banking), 50% of the accumulated inflation adjustment originating from
non-monetary assets (provided that such assets have not been disposed of), a portion of the provisions for
loan losses, and the surplus capital account from donations, less the investment devaluation account. The
level of secondary capital which is included in the calculation of Technical Capital may not exceed (but
can be less than) the total amount of primary capital. As of December 31, 1998, BC's Technical Capital
was a a level of 11.56% of its total risk-weighted assets calculated under the above-mentioned
regulations.
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Minimum Capital

The minimum capital requirements for banks on an unconsolidated basis is set forth in Decree 663 and is
adjusted once a year to reflect inflation increases shown in the consumer price index prepared by DANE.
Presently, the figure is Ps 39,678 million for 1999. Failure to meet such requirements could result in the
imposition of afine by the Superintendency of Banking equivalent to 3.5% of the difference between the
minimum capita required and the non-complying commercial banks effective capital. The Bank met all
such requirements. As of December 31, 1998, BC's tota capitd consisted of Ps 105,474 million in
paid-in capital stock and Ps 570,866 million in legal and other reserve funds.

Reserve and Foreign Currency Position Requirements

Pursuant to the Cédigo de Comercio (the “Commerce Code’), al commercial banks must create and
adequately fund a lega reserve. Each year a commercia bank must allocate 10% of its net income to its
legal reserve until its legal reserve is equal to 50% of its outstanding capital stock. Any subsequent
increases in outstanding capital stock require corresponding increases in the legal reserve. As of
December 31, 1998, BC'slega reserve was Ps 409,429 million.

Prior to January 1, 1996, commercia banks were required by the Board of Directors of the Central Bank
to maintain a minimum foreign currency position through the purchase of dollars equa to a certain
percentage of their foreign currency-denominated liabilities.

Effective January 1, 1996, Resolution 28 of 1995 removed the minimum foreign currency position
requirement and alowed a commercia bank to borrow funds denominated in foreign currency and to
make peso-denominated loans therewith. Resolution 26 of 1996 of the Board of Directors of the Central
Bank (amended by Resolution 5 of 1999) provides that the sum of the bank’s foreign currency-
denominated assets and liabilities (including any off-balance sheet items) cannot, if assets are greater than
liabilities, exceed 20% of the bank’s Technical Capital, except that currency exchange intermediaries are
permitted to hold negative foreign currency positions not exceeding the equivalent of 5% of its technical
capital, (with pendties being payable after the first day). See Note 4 to the Financial Statements.

Commercial banks are required by the Board of Directors of the Centra Bank to satisfy reserve
requirements with respect to deposits in the form of non-interest bearing cash deposits with the Central
Bank. These reserve requirements vary depending on the type of deposit received. The reserve
requirements for Colombian banks for deposits received prior to July 15, 1996 are as follows:

Reserve Reguirement (%)

Private demand depositsS...........oooecvvieieeiie e, 21
Governmental demand depoSItS.......c.vvvveeviieeeeiiciieeennns 21
Other deposits and liabilities.............coceeviiiiiiieniinenne 21
SAVIiNGS AEPOSIES ... 10
TiMe dePOSItS™ ..o, 5-10
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The requirements for deposits received on or after July 15, 1996 are as follows:

Reserve Reguirement (%)

Private demand depositsS..........coooecviieieeeee e, 21
Governmental demand depoSItS.......c.vvvveeriveeeeiiciieeeenns 21
Other deposits and liabilities.............ccceeviieiiiieninenne 21
SaAVIiNGS AEPOSIES ... 10
TiMe dePOSItS™ ..o, 57

The requirements for deposits received on or after November 19, 1998 are as follows:

Reserve Reguirement (%)

Private demand deposits..........cccevveeeiiieeiiiee e 16
Governmental demand depositS.........cceevveeeiieeeiieeenne 16
Other deposits and liabilities............ccocveeeeiiieeeiiiiiiee, 16
SaVINGS AEPOSITS. . .evvieeeeiiciiieeee e 16
TIME dEPOSIES™ ... 0.5

(1) Theapplicablereserve requirement for time deposits depends upon the term of the deposit.
Foreign Currency Loans

Resolution 10 of September 18, 1998 issued by the Board of Directors of the Central Bank requires every
Colombian resident and institution receiving foreign currency loans, regardless of the term or condition of
the loan, to maintain, at the Central Bank for a six-month term, a non-interest bearing deposit equa to
10% of the indebtedness prior to the disbursement of the loan. Currently, the Bank does not have to
register with the Central Bank to make such loans; however, the Bank must submit a report of al foreign
currency loans made by the Bank, subject to certain exceptions for loans to finance imports, for capita
goods, to finance foreign investments and for credit cards.

Allowance for Loan Losses

Guidelines for the establishment of allowance for loan losses by Colombian credit institutions, including
commercial banks, are established by the Superintendency of Banking. See “Selected Statistical
Information — Allowance for Loan Losses.”

Lending Activities

The Government, pursuant to Decrees 2360 and 2653, each of 1993, set maximum amounts that each
financid institution may lend to a single borrower (including for this purpose al related fees, expenses
and charges). These maximum amounts may not exceed 10% of a commercia bank’s Technica Capital.
The limit is raised to 25% when any amounts lent above 5% of Technical Capital are secured by
guarantees which comply with the financial ingtitutions' guidelines, in accordance with the requirements
set forth in Decrees 2360 and 2653. BC may not make a loan to any shareholder who holds more than
10% of its capital stock, according to Decree 1886 of 1994, for a period of one year after the shareholder
reaches the 10% mark. In no event may aloan to a shareholder holding directly or indirectly 20% or more
of BC's capita stock exceed 20% of BC's Technical Capital. In addition, no loan to afinancid institution
may exceed 30% of BC's Technical Capital. As of December 31, 1998, BC's lending limit per borrower
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on an unconsolidated basis was Ps 72,142 million for unsecured loans and Ps 180,354 million for secured
loans. The Bank isin compliance with these limitations. If a financial ingtitution exceeds these limits, the
Superintendency of Banking may impose a fine of up to twice the amount by which any such loan
exceeded the limit.

The Central Bank also has the authority to establish maximum limits on the interest rates that commercia
banks and other financia ingtitutions may charge on loans. Such limits may be established under
exceptional circumstances and may not be effective in any one year for more than 120 days.

The Bank is also subject to limits on risk concentration. Pursuant to Decree 2360, exposure to any
individual or entity is limited to 30% of BC's Technical Capita, on a consolidated basis. Risk exposure
includes loans, leasing transactions and equity and debt investments.

Related Party Transactions

Decree 663 regulates and limits transactions with related parties and affiliates. Loans to a holder of 5% or
more of a financial ingtitution’s shares, directors, certain principal executive officers, or relatives of any
such person must be approved unanimously by the company’s board of directors. Except for loans
extended to employees as part of their hedth, housing, education and transportation benefits, loans to
related parties may not contain better terms than those provided for in loans to non-related parties.
Additionally, the granting of credit to persons or entities affiliated with the Bank is subject to the
regulations of the Central Bank. Such regulations set limits on the amount of credit that can be extended
to affiliates based on, among other things, a percentage of BC's net worth. Financial ingtitutions are
prohibited from extending loans to financia services subsidiaries. They may, however, extend loans to
non-financial services subsidiaries. Loans to non-financia subsidiaries and to BC's officers and
employees are subject only to the genera lending limits on loans to single borrowers described above.

Ownership Restrictions

BC is organized as a limited liability stock corporation. It is governed by laws which regulate the
activities of private companies such as the Commerce Code. The Commerce Code requires companies
such as the Bank to have at least five shareholders at al times and provides that no single shareholder
may own 95% or more of BC's subscribed capital stock. According to Decree 663, any transaction
resulting in an individual or corporation (other than a foreign investment fund) holding 10% or more of a
financid ingtitution’s capital stock must receive prior authorization from the Superintendency of Banking.
Pursuant to Decree 98 of 1994, any transaction resulting in a foreign investment fund holding 5% or more
of a financia ingtitution’s capital stock must receive prior authorization from the Superintendency of
Banking. In determining whether to grant its approval, the Superintendency of Banking will evauate the
professional experience, financial capacity and sophistication and, in the case of individuals, the character
and education of the person that stands to acquire such percentage of the financia institution’s capital
stock, as well as the effect that the proposed transaction would have on the general welfare of Colombia.

Colombian law establishes no specific criteria or guidelines for the Superintendency of Banking to follow
in carrying out its evauation. If a transaction of this kind is effected without obtaining the prior approva
of the Superintendency of Banking, it will be considered as having no effect. A financial institution must
refrain from entering into its stock registry any transaction that violates this requirement. Foreign
investors receive the same treatment as Colombian nationals and are subject to the limitations described
above.

Pursuant to Resolution 400 of 1995 of the Superintendency of Securities, any transaction involving the
sale of publicly traded stock in an amount of Ps 500,000 or more must be processed through one of the



Colombian Stock Exchanges. This limit is adjusted from time to time by resolution of the
Superintendency of Securities to reflect inflation. In addition, pursuant to Resolution 400, as amended by
Resolution 643 of 1998, any person or group of persons interested in acquiring in the secondary market
10% or more, or any 10% actual or beneficia shareholder wishing to increase his or her participation by
more than 5% of the outstanding capital stock of a company listed on one of the Colombian Stock
Exchanges must do so by means of a public offer directed to all of the shareholders of the company.

The Commerce Code prohibits BC and its directly owned subsidiaries from acquiring the capital stock of
BC. However, subsidiaries indirectly owned by BC and other affiliates of BC are permitted to acquire and
hold such capital stock.

Employees

As set forth above, under Decree 1593 of 1959, the Colombian Banking Industry is classified as a public
service and, therefore, its employees, including those belonging to a union, are prohibited from griking.
Any labor disputes with union employees which cannot be resolved through voluntary negotiation
between the parties must be resolved by a compulsory arbitration court caled for by the Ministry of
Labor and Socia Security.

Deposit Insurance

Resolution 1 issued by the Board of Directors of FOGAFIN in 1998 provides for mandatory deposit
insurance to protect the customers of commercia banks and certain financial ingtitutions. Under
Resolution 1, banks must pay an annual premium equivaent to 0.3% of total funds received from deposits
and checking accounts, the issuance and sale to investors of certificates of deposit and bonds. In the event
a bank is liquidated, the insurance will cover 75% of all funds deposited by an individual or corporation
with the liquidated bank, up to a maximum of Ps 10 million. Thus, the maximum amount that a customer
of aliquidated financid institution is entitled to recover under deposit insurance is Ps 7.5 million.

I ntervention by the Superintendency of Banking

Subject to the prior consent of the Advisory Board of the Ministry of Finance and with the approval of the
Minister of Finance, the Superintendency of Banking has the power to seize the operations and assets of a
bank in order to manage it or proceed to its liquidation if: (i) such bank (a) suspends the payment of its
debts, (b) does not alow the Superintendency of Banking to inspect its records, (C) repeatedly fails to
comply with the ingtructions of the Superintendency of Banking, (d) repeatedly violates the law or its
bylaws, or (e) repeatedly manages its operations in an unauthorized or unsafe manner, or (ii) its
shareholders equity is reduced below 50% of its outstanding capital stock. Rather than seizing the
operations and assets of a bank, the Superintendency of Banking may adopt other measures, including
imposing additional requirements on a commercia bank and ordering it to increase its capital stock or
divest certain or al of its assets.

(h) SUBSIDIARIES

Off-Shore Subsidiaries

BC's international banking operations were established to support and enhance the domestic business of
the Bank and are conducted through its head office in Meddllin, and through its 100% owned direct and
indirect bank subsidiaries in Panama, the Cayman Idands and Montserrat, Bancolombia Panama,

Bancolombia Cayman and Bancolombia Monserrat, respectively. In addition, as a result of the Merger,
the Bank now has a representative office in Lima, Peru and a banking license in Venezuela.
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Bancolombia Panama was established in 1973 and provides a complete line of banking services both
within and outside of Panama, including loans to Colombian private sector companies, trade financing,
lease financing, financing for industria projects, and a complete portfolio of products for private banking
clients. Leasing operations relate mainly to equipment and machinery purchases for technological
modernization and for expansion of the production capacity of its customersin Colombia.

At December 31, 1998, Bancolombia Panama and its wholly owned subsidiaries, Bancolombia Cayman,
and Bancolombia Montserrat, had total assets of $550 million on a consolidated basis. Bancolombia
Panama s consolidated |oans outstanding to borrowers in Colombia, Peru and Venezuela at December 31,
1998 were $199 million, $23 million and $11 million, respectively. Funding sources included demand
deposits of $139 million and time deposits of $331 million. At December 31, 1998, Bancolombia Panama
had an investment portfolio of $169million and shareholders equity of $22 million. Bancolombia
Panama had net income for the fiscal year ended December 31, 1998 of $2.3 million.

Fiducolombia S.A.

Fiducolombia S.A., which is 82.75% owned by BC, was formed from the merger of the trust companies
of BIC and Banco de Colombia, Sufibic and Fiducolombia, respectively, which occurred in December of
1998. Fiducolombia provides a full range of fiduciary services for financial trusts, guarantee trusts, rea
estate trusts, management trusts and administration trusts. As of December 31, 1998, Fiducolombia
managed approximately Ps 3,000,000 million in assets from approximately 20,000 clients.

Fiducolombia's headquarters are in Bogota and it has offices in Medellin, Cai and Barranquilla with
managersin Manizales, Pereira, Cartagena, |bagué and Bucaramanga.

Almacenar SA.

Almacenar S.A., which is 94.3% owned by BC, was formed from the merger of the bonded warehousing
subsidiaries of BIC and Banco de Colombia, Almabic and Almacenar, respectively, which also occurred
in May 1998. Almacenar conducts bonded warehousing, freight forwarding, customs agency operations
and other logistics servicesin Colombia. As of December 1998, Almacenar was the leader in this industry
in Colombia by revenue, with a market share of 18.3% of the total revenue of the genera warehouse
system in Colombia.

Colcorp SA.

Colcorp SA. was formed in 1994 as a subsidiary of Banco de Colombia and, as a result of the Merger,
has become a subsidiary of the Bank. Colcorp provides investment banking services to a variety of the
Bank’s customers. As of December 1998, Colcorp was the largest subsidiary of the Bank.

Colcorp engages primarily in (1) asset management and (2) financial advisory services. As an asset
manager, Colcorp invests assets both for the Bank and for third party customers of the Bank. As of
December 31, 1998, Colcorp had over Ps 230,000 million under management. Colcorp invests in
companies in al sectors of the Colombian economy, including agriculture, steel, telecommunications,
construction and public works. In addition, Colcorp provides specialized financial advisory services to
private companies as well as governmental entities in areas such as mergers and acquisitions, project and
structured finance, valuation of business units, restructurings, among other things, both within Colombia
and abroad.

For the year ended December 31, 1998, Colcorp had a net loss after taxes of Ps 4,400 million. The loss
was primarily attributable to a provision taken for investments in the net amount of Ps 5,805 million.
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Leasing Colombia S.A

Leasing Colombia was also a subsidiary of Banco de Colombia and has been operating since the 1970s.
Leasing Colombia provides lease financing and other leasing products for the industrial and corporate
sectors as well as products, such as automobile leases, for the consumer market. Its headquarters are in
Bogot4, with officesin Meddllin, Cali, Barranquilla and Pereira.

As of December 31, 1998, Leasing Colombia had approximately Ps 150,250 million in red estate and
equipment under lease. Leasing Colombia arranges lease financing primarily in the public works and
transportation sectors, but aso in the construction, trade, manufacturing, cargo transport and electric
sectors. Leasing Colombia is the third largest leasing company in Colombia (based on amount of lease
receivables) with a market share of approximately 7% as of December 31, 1998.

Comisionista de Colombia S.A.

Comisionista de Colombiais a brokerage house that operates in both the equity and debt markets and has
memberships in both the Bolsa de Bogota and the Bolsa de Occidente. In addition, Comisionista de
Colombia manages its own mutua funds. At December 31, 1998, it had assets of approximately Ps 5,761
million. For the year ended December 31, 1998, gross revenues totaled approximately Ps 5,163 million
and net income of approximately Ps 743 million. For 1998, Comisionista de Colombia ranked seventh
among brokerage houses in Colombiain terms of net income and fifth in terms of revenue.

Other I nvestmentsand | nterests

In addition to investments in the foregoing subsidiaries, the Bank has made severd equity investments,
which in accordance with Colombian law are limited to financial companies. At December 31, 1998, the
book value on the books of the issuer of the security of these investments and dividends receivable
amounted to Ps 46,082 million.

The following table sets forth information regarding BC' s investments in such financial companies as of
and for the year ended December 31, 1998:

% Shares
owned Dividends
(direct or Received
Company Business indirect) by BC
(in millions of
constant pesos)
Savingsand Loans
CONAVI® Banking 23.91 1,295
Proteccion (Sociedad Administradora de Fondos dePensiones  Severance and 7.42 _
y Cesantias S.A.) Pension Fund
Management
Deceval (Depdsito Central deValoresS.A.) Securities Depositary 6.97 -
Corfinsura (Corporacion Financiera Suramericana S.A.) Finance Corporation 5.43 86
Banco Central Hipotecario S.A. Mortgage Banking 271 -
Bladex (Banco L atinoamericano de Exportaciones) Export Finance 0.35 115

(1) BC ownsapproximately 23.91% of CONAVI. As of and for the year ended December 31, 1998, CONAVI had total assets
of Ps 3,244,323 million (nominal pesos), total shareholders' equity of Ps 286,725 million (nominal pesos) and net income of
Ps 24,019 million (hominal pesos).
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In April 1997, the Bank made an equity investment in Multienlace SA. (“ Multienlace’), under a
provison of Colombian law that allows financia institutions to invest in an enterprise which provides
services related to the investor’ s operations. Multienlace provides technical and administrative services to
the Bank and other entities, including CONAVI, Fiducolombia, Suramericana de Seguros de Vida,
Suramericana de Capitalizacion and Proteccidn. BC owns 48% of the capita stock of Multienlace.

(i) CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report on Form20-F contains statements that may be considered forward-looking
statements within the meaning of Section 27A of the U.S. Securities Act of 1933 and Section 21E of the
U.S. Securities Exchange Act of 1934, including, insofar as they may be considered forward-looking,
statements(i) in “— (b) Operations — Distribution Network — Branch Network” about the features to be
implemented at the branches and the number of branch closings; (ii) in “— (b) Operations — BC-
CONAVI Strategic Alliance” about BC's plans and beliefs about the prospects for the Alliance; (iii) in
“— (b) Operations —Year 2000 Compliance” and “Item 9. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Capital Expenditures’ about BC's plans and beliefs
regarding the impact of the Year 2000 Issue on the Bank and the capital expenditures needed for such
plans, (iv) in “— (b) Operations — Competition” about BC's ability to compete in the Colombian
financial system; (v) in “Item 8. Selected Financial Data — Dividends’ about BC's intentions regarding
the payment of dividends in future periods; (vi) in “Item 9. Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Merger with Banco de Colombia’ about the expected
costs of integrating Banco de Colombia and the Bank and the impact of the Merger on the Bank’s
condition and results of operations; (vii) in “Item 9. Management’s Discussion and Analysis of Financia
Condition and Results of Operations — Liquidity and Funding” about BC's belief that longer-term
funding will become available and enable it to minimize liquidity risks, and (viii) variations of the
foregoing statements, as well as any other statements that may be considered forward-looking, wherever
they appear in this Annual Report. In addition, from time to time the Bank may make public filings or
issue press releases, and officers of the Bank or others acting on its behaf may make public ora
statements, with respect to the Bank that may be considered forward-looking. Such filings, releases and
ora statements could include statements about BC's results of operations in future periods or its pursuit
of new business opportunities.

All forward-looking statements, whether made in this Annual Report or in future filings or press releases
or oraly, address matters that involve risks and uncertainties;, consequently, there are or will be important
factors that could cause actua results to differ materially from those indicated in such statements. The
Bank believes that these important factors include the following:

. Colombia has experienced periods of economic instability in recent years. In 1990, the
Colombian Government embarked on a series of economic reforms which have had generdly a
positive impact on the Colombian economy. However, there can be no assurance that this effect
will continue or that the Government will continue to promote these policies. Demand for
loans, particularly in the retail sector, interest rates and the availability of credit — and thus
BC's prospects — depend in part on the rate of economic growth and other conditions in
Colombia which in turn depend on many factors outside the control of the Government. The
economy in Colombia has been growing very dowly since 1996 and to date has shown little
sign of recovery. In 1998, the Colombian economy experienced a liquidity crisis leading to
high interest rates, high inflation and the declaration of an Economic Emergency which placed
even more pressure on an economic recovery. See “ltem 9. Management’s Discussion and
Andysis of Financia Condition and Results of Operations — Genera.”

26



Historicaly, as with most Colombian banks, BC's principa sources of funds have been short-
term savings and demand deposits. Since the Bank relies heavily on short-term deposits for its
funding, rising interest rates (such as occurred in 1995 and 1996) generadly have a negative
effect on BC's net interest margin. Moreover, there can be no assurance that, in the event of a
sudden or unexpected shortage of funds in the Colombian Banking system and money markets,
the Bank could maintain its levels of funding without incurring sharply higher funding costs.
See “Item 9. Management’s Discussion and Analysis of Financial Condition and Results of
Operations — Interest Rate Sensitivity.”

While the Bank has a significant volume of outstanding loans to small companies, it believes
that future growth of its business will be primarily in loans to medium and larger companies.
As a result of growth in and the changing composition of the loan portfolio, the Bank may
experience higher levels of past due and nonperforming loans than it has in the past and could
be required to establish higher levels of allowances for loan losses. In particular, loans to small
and medium companies present a different risk profile than large corporate loans and may be
more difficult to evaluate in terms of credit risk. There can be no assurance that BC's current
level of high asset quality will be maintained in the future. See “— (b) Operations — Retail.”

The Colombian financid ingtitutions system is highly competitive. Recent financia sector
reforms have increased competition among both Colombian and foreign financia ingtitutions
and BC believes this trend will continue. In addition, there has been a trend towards
consolidation in the banking industry, which has created larger and stronger banks with which
BC must now compete. Increased competition can adversely affect pricing and growth
prospects, and therefore BC's results of operations. See “— (c¢) Competition” and “—
(9) Supervision and Regulation.”

The Colombian financial system is regulated by the Superintendency of Banking and the
Central Bank. Changes in regulations, which are beyond the control of the Bank, could have a
material effect on the business and operations of the Bank. See “— (f) The Colombian
Financia System,” “— (g) Supervison and Regulation” and “Item 9. Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Genera.”

The integration of Banco de Colombia systems and operations into those of the Bank has
continued through 1998 and into 1999. In this regard, BC continues to uncover unanticipated
problems and facts that lead to uncertainty as to the ultimate success of the integration process.
As aresult, BC believes that it will not know the full impact of the Banco de Colombia merger
on its results of operations and financial condition until at least another extended period of
integration has taken place. See “Item 9. Management’s Discussion and Analysis of Financia
Condition and Results of Operations — Merger with Banco de Colombia.”

Capita expenditure plans relating to expansion and technology may not be fully implemented,
or if implemented, may not be completed as or when anticipated. These plans may be affected
by changes in demand in the markets where the Bank operates and the general economic
conditions in Colombia. See “Item 9. Management’s Discusson and Anaysis of Financia
Condition and Results of Operations — Capital Expenditures.”

The payment of dividends is subject to certain regulatory requirements and will depend on
BC's results of operations, financial condition, liquidity needs and investment plans, as well as
any other factors deemed relevant by the Board of Directors and shareholders. See “ltem 8
Selected Financial Data— Dividends.”
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The factors referred to above should be considered by investors when reviewing any forward-looking
statements contained in this Annual Report, in any of BC's future public filings or press releases or in any
future oral statements made by the Bank or any of its officers or other persons acting on its behalf. The
important factors that could affect forward-looking statements are subject to change and the Bank does
not intend to update the foregoing list of certain of these factors. By means of this cautionary note, the
Bank intends to avail itself of the safe harbor from liability with respect to forward-looking statements
that is provided by Section 27A and Section 21E referred to above.

ITEM 2  DESCRIPTION OF PROPERTY.

BC's principal executive offices, located at Calle 50, No. 51-66, Medellin, Colombia are owned by BC.
At December 31, 1998, BC had 376 office locations throughout Colombia, of which 221 were owned and
155 were leased. BC aso owns or leases properties at various locations in Colombia for the storage of
documents and for back-office and adminigtrative operations.

Bancolombia Panama owns its principa executive offices which are located in Panama City, Panama.

At December 31, 1998 the net book vaue of al premises and equipment owned by the Bank was
approximately Ps 566,593 million. The tota rent paid by the Bank in 1998 was approximately Ps 8,182
million.

ITEM 3 LEGAL PROCEEDINGS

The bank is involved in normal collection proceedings, restructuring proceedings with respect to certain
borrowers and other legal procedures in the ordinary course of business. For the purpose of its audited
financid statements, the Bank had various contingent liabilities, including contingent liabilities relating to
ordinary litigation outstanding at December 31, 1998 amounting to Ps 69,939 million. A substantial
portion of these liabilities are covered by FOGAFIN (Ps 55,581 million at December 31, 1998), but a
smaller portion is not (Ps 14,063 million at December 31, 1998). In the opinion of management, after
consultation with its external Colombian legal counsel, the outcome of these contingent liabilities relating
to ordinary litigation will not have a materia adverse effect on BC's financial condition or results of
operations and the possibility of loss by BC as a result of such litigation in excess of the recorded
allowance of Ps 1,921 at December 31, 1998 is remote.

In March 1999, Bancol y Cia. and several other entities controlled by Isaac and Jaime Gilinski, the former
controlling shareholders of Banco de Colombia, filed a lawsuit against the Bank and certain of its
directors and officers in the United States District Court in New York claiming damages in excess of
US$76 million for aleged market manipulation, misrepresentations and fraudulent concealment by the
defendants in connection with the Bank’s Merger with Banco de Colombia in 1998. Plaintiffs allege that
the defendants manipulated the market price of the Bank’sADRs during the Merger negotiations so as to
misrepresent the value of the ADRs the plaintiffs were effectively to receive as consideration for a portion
of plaintiffs Banco de Colombia common shares. In addition, plaintiffs alege that the defendants
represented that they would raise additional equity to fund a portion of the Merger and that the defendants
failed to disclose an alleged plan to operate Banco de Colombia and the merged entity in violation of
Colombian law and sound banking practices. The defendants moved to compel arbitration as provided
under the Merger agreement and to dismiss the action. On June 28, 1999, the Court advised the parties
that it would grant the defendants motion. The Bank believes that it has a meritorious defense to al of
the claims.
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ITEM 4 CONTROL OF REGISTRANT.

The following table sets forth certain information regarding the beneficial ownership of BC's capital
stock as of December 31, 1998 by al directors and executive officers of BC as a group and by each
person known to BC to own beneficially more than 10% of BC's outstanding capital stock.

% Owner ship of

Preference Common and Voting
Name Common Shares Shares Preference Shares Power®
Suramericana delnversionesS.A. 74,640,411 1,604 29.96% 39.06%
(“ Suramericana’ {2
Directorsand executive officersasagroup 783,807 1,401 0.32% 0.41%

(22 persons)

(1) Common Shareshave onevote per share; Preference Sharesare non-voting.

(2) Represents ownership by Suramericanaand itssubsidiaries.

(3) Includes 21,141,263 Common Shares subject to repurchase agreements entered into by subsidiaries of Suramericana with
respect to which such subsidiaries maintain voting rights.

Suramericana de Inversiones S.A. was formed on January 1, 1998 through the spin-off of Suramericana
de Seguros S.A. The common stock of Suramericana de Inversiones SA. (* Suramericana’) is traded on
the Bogota and Medellin Stock Exchanges. Various affiliates of Suramericana owned or controlled in the
aggregate 69.7% of Suramericana s outstanding common stock as of December 31, 1998. As of that date,
these affiliates included Cementos dd Caribe S.A., which held 21.3% of such stock; Compafia
Colombiana de Tabaco SAA., which held 8.1% of such stock; Compafiia Colombiana de Clinker SA.,
which held 7.1% of such stock; Compafiiade Cemento Argos S.A., which held 6.4% of such stock;
Compafiia Naciona de Chocolates S.A., which held 5.8% of such stock; Compafiia de Inversiones la
Merced S.A., which held 4.4% of such stock; Reaseguradora de Colombia S.A., which held 3.5% of such
stock; Compafiiade Cementos e Cairo SA., which held 2.9% of such stock; Industria Colombiana de
Chocolates S.A., which held 2.8% of such stock; Sub Templeton Developing Markets Trust which held
2.7% of such stock; Féabrica de Café la Bagtilla S.A., which held 2.6% of such stock; and Industria
Colombiana de Café SA., which held 2.1% of such stock.

ITEM5  NATURE OF TRADING MARKET.

BC’'s ADSs, each of which represents the right to receive four Preference Shares deposited in Colombia
with the Custodian under the Deposit Agreement (as defined below), have been listed on the NY SE since
July 1995. The Preference Shares have been listed on the Colombian Stock Exchanges since July 1995.
Through ADSs, the NYSE is the principal U.S. trading market for the Preference Shares. On
September 30, 1998, BC filed a registration statement with the United States Securities and Exchange
Commission to register the Preference Shares, in the form of ADRS, for resae by the holders into the U.S.
public market from time to time.

On May 31, 1999, there were 191,076,724 Common Shares outstanding, of which no shares were held by
record holders in the United States, and 58,060,558 Preference Shares outstanding, none of which were
directly held by record holders in the United States and 50,708,028 (87.3%) of which were represented by
12,677,007 ADSs (which were held by fourteen record holders in the United States). Because certain of
the Preference Shares and ADSs are held by nominees, the number of record holders may not be
representative of the number of beneficial owners.
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In connection with the Merger, a total of 85,667,027 shares of BC were issued during 1998. First,
31,220,205 ordinary shares were issued to primary shareholders of the Bank in connection with a
recapitalization. Then, in connection with the exchange of shares of the Bank for shares of Banco de
Colombia, 15,886,264 ordinary shares and 38,560,558 Preference Shares were issued.

The Medellin Stock Exchange is the principal non-U.S. trading market for the Preference Shares. At
December 31, 1998, the market capitalization for the Bancolombia Preference Shares on the Meddlin
Stock Exchange was Ps 388,659 million. The Meddllin Stock Exchange, founded in 1961, is the second
largest stock exchange in Colombia, with 27.1% of aggregate equity trading based on value on the
Colombian Stock Exchanges during the twelve months ended December 31, 1998. There are no official
market makers or independent specidists in the Medellin Stock Exchange to assure market liquidity and,
therefore, orders to buy or sell in excess of corresponding orders to sall or buy will not be executed. The
Medellin Stock Exchange is relatively volatile compared to major world markets. The aggregate equity
market capitaization of the Medellin Stock Exchange as of December 31, 1998 was approximately
Ps 15,942,792 million, with 88 companies listed as of that date. A substantia portion of the trading on the
Colombian Stock Exchanges consists of trading of debt securities.

The table below sets forth, for the periods indicated, the reported high and low share prices for the
Preference Shares on the Medellin Stock Exchange, expressed in nomina pesos, and share trading
volume. The table also sets forth the reported high and low sale prices, and the average daily trading
volume, of the ADSs on the NY SE for the periods indicated.

Medellin Stock Exchange New York Stock Exchange
Ps Per Preference Trading $per ADS Trading Volume
Share Volume
(Number of
High Low Shares) High Low (Number of ADSs)

(in nominal pesos)

1997

First quarter ........... 4600 4,600 20,615 20.4 16.4 950,800
Second quarter....... 4,600 4,600 34,615 18.5 155 2,068,000
Third quarter.......... 5,150 4,660 28,310 191 16.1 1,787,900
Fourth quarter ........ 5,150 5,150 8,460 18.2 133 1,583,600
1998

First quarter @........ — — 0 14.2 11.0 2,492,400
Second quarter....... 4600 4095 39,812 15.4 10.9 1,608,700
Third quarter.......... 4050 4,050 2,357 11.2 4.8 718,200
Fourth quarter @ ..... — — 0 5.3 4.3 1,736,300

(1) Notrades of Preference Shares were executed on the Medellin Stock Exchange during the first and fourth quarters of 1998.
Sources: Medellin Stock Exchange-Official Quotations Bulletin (Boletines Estadisticos Bolsa de Medellin); Bloomberg Financial Services
Commodities News.

American Depositary Receipts (“ ADRS’) evidencing ADSs are issuable by The Bank of New York, as
depositary (the “Depositary”), pursuant to the Deposit Agreement entered into by BC, the Depositary, the
owners of ADRs from time to time and the owners from time to time of a beneficia interest in book-entry
ADRS, pursuant to which the ADSs are to be issued. Copies of the Deposit Agreement are available for
inspection at the Corporate Trust Office of the Depositary, currently located at 101 Barclay Street, New
York, New York 10286, and at the office of the agent of the Depositary (the “Custodian”), currently
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located at Carrera 43A, No. 11A-44, Medellin, Colombia. The Depositary’s principal executive office is
located at One Wall Street, New Y ork, New Y ork 10286.

ITEM6. EXCHANGE CONTROLSAND OTHER LIMITATIONS AFFECTING
SECURITY HOLDERS.

(8) EXCHANGE CONTROLS

The Central Bank consistently has made foreign currency available to Colombian private sector entities to
meet their foreign currency obligations. Nevertheless, in the event of renewed shortages of foreign
currency, there can be no assurance that foreign currency would continue to be available to private sector
companies or that foreign currency needed by BC to service foreign currency obligations could be
purchased in the open market without substantial additional cost.

The International Investment Statute of Colombia contained in Law 9 of 1991, Decree 1295 of 1996 and
Resolution 51 of 1991 issued by the Consgjo Nacional de Politica Econdmicay Socia (“CONPES’), as
amended (the “Foreign Investment Law”), regulates the manner in which foreign investors can participate
in the Colombian securities markets and undertake other types of investment, prescribes registration with
the Central Bank of certain foreign exchange transactions and specifies procedures pursuant to which
certain types of foreign investments are to be authorized and administered.

Each individua investor who deposits Preference Shares into the ADS deposit facility for the purpose of
acquiring ADSs (other than in connection with or reacquisition of the ADSs pursuant to the ADS
offerings) will be required, as a condition to acceptance by Fiducolombia, as custodian of such deposit, to
provide or cause to be provided certain information to Fiducolombia, to enable it to comply with the
registration requirements under the Foreign Investment Law relating to foreign exchange. A holder of
ADSs who withdraws Preference Shares from the ADS deposit facility under certain circumstances may
be required to comply directly with certain registration and other requirements under the Foreign
Investment Law. Under the Foreign Investment Law, the failure of a non-resident investor to report or
register foreign exchange transactions relating to investments in Colombia with the Central Bank on a
timely basis may prevent the investor from obtaining remittance rights, constitute an exchange control
infraction and result in afine.

(b) OWNERSHIP RESTRICTIONS

Under Colombian law and the bylaws of BC, foreign investors receive the same treatment as Colombian
citizens with respect to the ownership and the voting of ADSs and Preference Shares.

Pursuant to Decree 663, any transaction resulting in an individua or corporation holding 10% or more of
any class of capital stock of any Colombian financial ingtitution, including transactions resulting in a
holding of ADSs representing 10% or more of the Preference Shares represented by ADSs, must receive
prior authorization from the Superintendency of Banking. In determining whether to grant its approval,
the Superintendency of Banking will evaluate the proposed transaction based on a number of factors.
However, Colombian law establishes no specific criteria or guidelines for the Superintendency of
Banking to follow in carrying out its evauation. If such a transaction is effected without obtaining the
prior approva of the Superintendency of Banking, it will be considered as having no effect. A financia
institution must refrain from entering into its stock registry any transaction that violates this requirement.
Foreign investors are subject to and receive the same treatment as Colombian citizens with respect to the
foregoing restrictions.
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Pursuant to Decree 98 of 1994, any transaction resulting in a foreign investment fund holding 5% or more
of a financia ingtitution’s capital stock must receive prior authorization from the Superintendency of
Banking.

In addition to the foregoing restriction, pursuant to Resolution 400 of 1995 (“Resolution 400”) of the
Superintendency of Securities, any transaction involving the sale of publicly traded stock of any
Colombian company, including any sae of the Preference Shares (but not a sale of ADSs), in an amount
of Ps 500,000 (nominal) or more must be effected through one of the Colombian Stock Exchanges. The
prior authorization of the Superintendency of Securities aso is required pursuant to Resolution 400 in
order to offer to purchase in the public market 5% or more of the issued and outstanding capital stock of a
Colombian company (including the Preference Shares and Common Shares of BC), unless the purchaser
will be acquiring such stock in response to a stock offering directed to al the shareholders of such

company.
(c) EXCHANGE RATES

The following table sets forth the peso/dollar Official Rate (as defined below) at the end of each period
indicated and, for each such period, the average monthly high, average monthly low, average monthly
average rates and end of period Representative Market Rate for U.S. dollars. The Federal Reserve Bank
of New York does not report a noon buying rate for Colombian pesos. The Superintendency of Banking
calculates the Representative Market Rate based on the weighted averages of the buy/sell foreign
exchange rates quoted daily by certain financial institutions, which includes BC, for the purchase and sale
of foreign currency. The Central Bank calculates the Tasa del Banco de la Republica (the “ Officia Rate”)
used for certain limited purposes. Since January 31, 1995, the Official Rate has not been used as an
exchange rate.

Peso/US$
Official Representative Market

% Change % Change

from prior from prior

Period End  period end Low High Average(l) Period End period end
1994............ 1,0184 11.0 815.6 843.0 826.3 831.3 3.6%
1995............ — — 856.4 998.2 916.0 986.8 18.7%
199%............ — — 998.4 1,071.9 1,008.8 1,004.0 1.7%
1997........... — — 1,005.3 1,307.5 1,141.1 1,287.1 28.2%
1998............ — — 1,293.6 1,599.2 1,420.1 1,511.0 17.4%

(1) Theaverage monthly average rates during the relevant period.

Source: Revista del Banco de la Republica December 1998 and theSuperintendency of Banking.
ITEM7. TAXATION.
(8 TAXATION OF DISTRIBUTIONS

Pursuant to Resolution 56 of 1992, issued by CONPES, the Deposit Agreement congtitutes a Fondo
Ingtitucional de Capital Extranjero (a “foreign institutional capital investment fund”). Under Law 6 of
1992, dividends paid to foreign ingtitutional capital investment funds are not subject to Colombian
income, withholding, remittance or other taxes, provided that such dividends are paid in respect of
previoudly taxed earnings of the Company. Therefore, provided that distributions are made by BC to the
holders of ADSs through the Depositary, al distributions by BC made on account of Preference Shares to
holders of ADRs evidencing ADSs who are not residents in Colombia, as defined below, will be exempt
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from Colombian income, withholding and remittance taxes, except in the case of distributions paid out of
non-taxed earnings of BC (which would bear a 35% Colombian tax that BC would be required to
withhold and pay over to the Colombian tax authorities).

Dividends paid to a holder of Preference Shares (as distinguished from the ADSs representing such
Preference Shares) who is not a resident of Colombia, as defined below, and who holds the Preference
Shares in his own name, rather than through another institutional or individual fund, will be subject to
Colombian income taxes at a flat rate of 7 % for 1998 and thereafter, which tax must be withheld by the
payor. However, if such dividends do not correspond to BC profits that have been taxed at the corporate
level, the applicable rate is 39.5%. BC would in al such cases withhold and pay to the Colombian tax
authorities, within the legaly prescribed period, the appropriate percentage of the amount of such
dividends, and would have no liability or obligation to any holder of Preference Shares with respect to
any amount properly so withheld and paid over.

In the event that a holder of ADSs who is not resident in Colombia chooses to surrender its ADSs and
withdraw the underlying Preference Shares, dividends to such non-resident holder would be subject to
withholding tax at the rates set forth in the preceding paragraph, unless such non-resident holder takes the
necessary actions under Colombian law to hold such Preference Shares through either an “institutional
fund” or an “individual fund” under Article 40 of the Foreign Investment Law, in which case dividends
payable with respect to the Preference Shares would receive the same preferential treatment accorded the
ADSs.

For purposes of Colombian taxation, a natura person is a resident of Colombia if he or she is physically
present within Colombia for more than six months during the calendar year or taxable period ending
within such calendar year. For purposes of Colombian taxation, a legal person other than a natural person
isaresident of Colombiaif it is organized under the laws of Colombia.

(b) SALES AND OTHER DISPOSITIONS

Gain or loss redized by a non-resident of Colombia from the sale or other disposition of ADSs, including
by way of redemption or liquidation, will not be subject to Colombian taxation, regardless of the place at
which such sale or disposition occurs. Gain or loss realized by a non-resident of Colombia from the sale

or other disposition of Preference Shares including by way of redemption or liquidation (as distinguished
from sales or other dispositions of ADSs representing such Preference Shares) will not be subject to

Colombian taxation provided the sale or other disposition is effected on or through the facilities of a
recognized stock exchange. Deposits and withdrawals of Preference Shares in exchange for ADSs will

not be subject to Colombian taxation.

In all cases in which the gain or loss redlized upon a sae or other disposition of Preference Shares is
subject to Colombian taxation, such taxation will correspond to a 14% income tax applied over the gain
and a 1% remittance tax applied over the total sale amount. Such gain or loss will be measured by the
difference, if any, between the amount realized upon the sale or disposition and the cost of acquisition
plus inflationary adjustments (“tax basis’) of the Preference Shares or ADSs, as the case may be, sold or
disposed of by the holder. The tax basis of Preference Shares withdrawn by a holder in exchange for
ADSs immediately after such withdrawal shall equal the holder’s tax basis in the ADSs exchanged for
such Preference Shares immediately before such withdrawal. The tax basis of ADSs received by a holder
in exchange for a deposit of Preference Shares immediately after such deposit shall equal the holder’s tax
basisin the Preference Shares deposited in exchange for such ADSs immediately before such deposit. The
tax basis of additional Preference Shares or ADSs distributed to a holder of Preference Shares or ADSs on
account thereof, whether by stock dividend, revaluation of the assets of the Company or otherwise, shall
equal the value of such additional Preference Shares or ADSs at the time of such dividend or revauation.



(c) OTHER TAX CONSIDERATIONS

As of the date of this report, there is no income tax treaty and no inheritance or gift tax treaty in effect
between Colombia and the United States. Transfers of ADSs to non-residents of Colombia by gift or
inheritance are not subject to Colombian gift or inheritance taxes. Transfers of Preference Shares (as
distinguished from the ADSs representing such Preference Shares) will be subject to Colombian gift or
inheritance tax at a flat rate of 35% of the unrealized appreciation, if any, in the value of the Preference
Shares transferred. There are no Colombian stamp, issue, registration, transfer or similar taxes or duties
payable by holders of Preference Shares or ADSs.

ITEM 8  SELECTED FINANCIAL DATA.

(a) SELECTED FINANCIAL DATA

The following constant December 31, 1998 peso data, insofar as it relates to each of the years 1994
through 1996, has been derived from financia statements audited by Price Waterhouse, independent
accountants, and the following constant December 31, 1998 peso data, insofar as it relates to the years
1997 and 1998, has been derived from financia statements audited by KPMG Peat Marwick, independent
accountants. The following information should be read in conjunction with, and is qudified in its entirety
by reference to, the Financial Statements, including the Notes thereto.

The Financial Statements included herein have been prepared in conformity with Colombian GAAP,
which differs in certain significant aspects from U.S. GAAP. Note 33 to the Financial Statements
provides a discussion of the principal differences between Colombian and U.S. GAAP as they relate to
the Bank and a reconciliation of net income and shareholders equity for the Bank as of and for the years
ended December 31, 1996, 1997 and 1998 to amounts cal culated in accordance with U.S. GAAP.

Dallar equivalent information set forth below has been included solely for the convenience of the reader,
and is trandated from pesos a the Representative Market Rate in effect on December 31, 1998 of
Ps 1,510.99 to $1.00. Such trandation should not be construed as a representation that the Colombian
peso amounts represent, or have been or could be converted into, United States dollars at that rate or any
other rate.

Unless otherwise indicated, all financial information included in this annual report has, for comparability
purposes, been restated in constant pesos as of December 31, 1998 by indexing historical amounts using
the CPl. Although the restatement of nominal pesos into constant peso amounts reduces the distorting
effect that an inflationary environment has on comparisons of financia statements over time, such
restatement does not wholly eliminate those distortions and evaluation of period-to-period trends may be
difficult.

All financial information for the year ended December 31, 1998 included in this report reflects the effects
of the Merger.



CONSOLIDATED INCOME
STATEMENTS:

Colombian GAAP:
INterest iNCOME........eeeevivieee e
INterest eXpeNnSse.......ooevveieee i

Net interest income.........ccccocevveeeevnneeenn.
Provisions for loans and accrued

Other operating inComMe.........c.ccocvvevervenne.
Operating EXPENSES......ccvverveereeeieeeenreneees
MeErger eXpeNSES.......ccccvvvvveeeiiee i
Non-operating income (expense).................
Net monetary inflation adjustment....

Income (loss) beforetaxes.........ccoceeneee.
INCOMETLaXES. ..o

Net income (l0ss)

Weighted average of Preference and
Common Shares outstanding(4).................

Net income per share(3)(4)(5) -.veeevvveeriveenne
Net income per ADS(6)......cocvvveriuveeneeennn

Cash dividends declared per share(7) ...........
Cash dividends declared per ADS(6) ...........
U.S. GAAP:

NELINCOME ...,
Net income per share(8) .........ccccvvrvereerinns
Netincomeper ADS........cccoeviieiiieenieee

Asof and for theyear ended December 31,

1994 1995 1996 1997

1998

1998

(in millions of constant pesos and thousand of dollars, except per share and ADSamounts(1))

Ps 362,264 Ps 457,760 Ps517512  Ps502475  Ps 1,306,180 $864,453
190,120 267,654 286,405 280,353 870,345 576,010
172,144 190,106 231,107 222,122 435,835 288,443
(6,474) (12,490) (16,846) (16,081) (126,823) (83,933)
165,670 177,616 214,261 206,041 300,012 204,510
121,982 185,716 150,413 142,336 338,439 223,985
163,741 177,368 202,762 208,849 578,541 382,889

_ _ _ _ (76,402) (50,564)

42,038 1,475 (8,164) (235) 35942 23,787
(34,819) (37,363) (60,574) (47,170) (29,195) (19,322)
131,130 150,076 93,174 92,123 (745) (493)
(20,763) (43,499) (29,039) (30,264) (9,795) (6,483)
—Ps110367 (3) _Psl106577 __Ps6413° __Ps6l850 __Ps(10540) __$ (6.976)

143,131,830 152464776 163470255 163470255 234,941,295

Ps771 Ps699 Ps 393 Ps378 Ps (45) $ (30)

3,084 2,79 1,572 1,514 (179) (120)
371 421 347 350 0 0

1,484 1,685 1,386 1,400 0 0
Ps82,202 Ps 65,683 Ps67,303  Ps (42,467) $ (28,105)

522 399 421 (253) (168)

2,087 1,59 1,684 (1,012) (672)



Asof and for theyear ended December 31,

1994

1995 1996 1997

1998

1998

(in millions of constant pesos and thousands of dollars, except per share and ADS amounts(1))

CONSOLIDATED BALANCE SHEET
Colombian GAAP:

Assets:
Cash and due from barks....................... Ps 425,570 Ps 400,038 Ps256,837  Ps207,875  Ps480,220 $317,818
OVErnight fUNDS ......ceoveeeeee e, 25,690 21,520 68,951 166,972 234,673 155311
Investment SeCUrities, Net ...............oov...... 335,347 569,524 678,486 1,239,416 1,380,755 913,808
LOANS, NEE ... 1,417,128 1,686,645 1,566,366 1,952,191 4,025,770 2,664,326
Accrued interest receivable on loans, net .. 17,422 22,495 26,388 32,816 141,020 93,330
Customers acceptances 36,503 23878 12,305 16,986 20,706 13,704
Accounts receivable, net 19,778 56,709 41,048 55,979 171,256 113,340
Premises and equipment, net .................. 70,851 85,837 93,445 132,459 382,654 253,247
Foreclosed assets, Net ...........ccceveevenen.n. 233 189 124 4,745 130,638 86,459
32,436 34,659 24,018 21,072 106,126 70,236
— — — — 209,223 138,467
_ 38,387 54,867 86,399 183,939 121,734
Other @SSetS.........c..cvveeeeeeeeeeeeeeeereeneneen, 2,743 3,862 2,592 13,737 111,582 733847
Reappraisal of aSSets..........ocovververeenean. 109,808 71,677 89,204 89,128 290,508 192,263
TOtal @SSELS. ..o Ps2493509 Ps3015420 _ Ps2915131 _Ps4,019,775 Ps7,869,070 _$5,207,890
Liabilitiesand shareholders equity:
DEPOSIES......vvoeeeeeeeeee e Ps1545186  Ps1620343  Ps1676284 Ps1965897 Ps4,628811  $3,063,429
BOMOWINGS. .o ere e, 426,943 566,501 523,762 1,150,376 1,662,873 1,100,519
Other [1aDIlIIES. ...vveeeveeeerreeereeeesee. 111,334 303,426 173,261 358,096 788,592 521,904
Shareholders equity..........covvvveeeeeeeene. 410,046 525,150 541,824 544,506 788,794 522,038
Total liabilitiesand shareholders equity _ Ps2493509 _Ps3015420 _ Ps2915131 _ Ps4,019775 _Ps7.869,070 _$5.207,890
U.S.GAAP:
Shareholders’ equity.............coovevvereveees Ps 483513 Ps 479413  Ps 491,703 Ps684,413 $452,957
Shareholders’ equity per share(9)............. 3171 2,933 3,008 2,913 1,928
Shareholders’ equity per ADS(5) ............. 12,684 11,732 12,032 11,652 7,712



Year ended December 31,

1994 1995 1996 1997 1998

SELECTED RATIOS:(10)
Colombian GAAP:
Profitability ratios:
Net interest Margin(1L) ........ccceevvereenieneeieee e 11.19% 11.45% 11.66% 9.94% 8.29%
Return on average total assetS(12) ........oovvverieeaiieeenieeaniieennns 3.23(13) 3.59(14) 245 2.08 (0.149)
Return on average shareholders’ equity(15)........ccoevververrnenne 2112 21.55 14.34 12.96 (1.17)
Efficiency ratio:
Operating expenses as a percentage of net operating

INCOME(L6) ..ottt 55.57 47.19 53.15 57.30 74.72
Capital ratios:
Period-end shareholders' equity as a percentage of

period-end total @SSELS........ceiiririeieie et 16.44 17.42 1859 13.55 10.02
Period-end regulatory captal as a percentage of

period-end risk-weighted assatS(17) ......oovvveiiveeniienieenen, 9.48 13.75 12.64 9.35 11.56
Credit quality data:
Nonperforming loansasa percentage of total loans(18) ......... 1.33 1.24 1.24 1.50 3.72
“C",“D” and“E" loansas a percentage of total loans(19)...... 1.56 1.63 184 1.73 4.81
Allowance for loan and accrued interest losses as a

percentage of nonperforming 10ans............cccoveeveeneeneenne. 51.17 84.8 123.34 101.3 118.07
Allowance for loan and accrued interest losses as a

percentage of “C”, “D” and “E” 10@NS.......ccceverervrennnnnns 43.69 64.62 85.21 85.34 91.42
Allowance for loan and accrued interest losses as a

percentage of total 10aNS..........ccceveeieiiiiieee e 0.68 1.05 157 15 4.40
Operating data:
Number of branches(20) 98 101 106 113 376
Number of eMPIOYEES.........ociiieiiiiiiieee e 3,458 3,710 3,716 3,582 9477

(1) Amounts stated in dollars have been trandated at the rate of Ps1,510.99 to $1.00 which approximates the Representative Market Rate at
December 31, 1998.

(2) Includes a provision for accrued interest losses amounting to Ps759 million, Ps2,382 million, Ps 3,201 million, Ps 3,878 million and
Ps 21,876 million for the years ended December 31, 1994, 1995, 1996, 1997 and 1998, respectively.

(3) Reflectsanontaxable, nonrecurring gain on sale of securities of Ps42,601 million for the year ended December 31, 1994.

(4) Includes Common Shares and for 1995, 1996 and 1997, 19,500,000 Preference Shares and for 1998, 58,060,558 Preference Shares.

(5) Reflects all stock dividends distributed through December 31, 1998. Calculated on the basis of average outstanding shares during the
period.

(6) For 1994, caculated on the basis of historical number of Common Shares converted to ADSs at aratio of four to one.

(7) Thisdatais presented on an annualized basis.

(8) Reflects stock dividends distributed up to December 31, 1998. Under U.S. GAAP, these shares are considered outstanding since the
beginning of the earliest period presented. Net income per share under U.S. GAAP is presented on the basis of net income available to
common stockholders divided by the weighted average number of Common Shares outstanding (144 million in each of 1995, 1996 and
1997 and 191 million for 1998). See Note 33 to the Financial Statements.

(9) Shareholders equity per shareis calculated based on Common Shares plus Preference Shares. Shares outstanding amounted to 152 million
for the year ended December 31, 1995, and 163 million for the years ended December 31, 1996 and 1997, and 235 million for the year
ended December 31, 1998.

(10) Ratios were calculated on the basis of daily averages, except the ratios for 1994 which were calculated on the basis of monthly averages.

(11) Defined as net interest income divided by average interest-earning assets.

(12) Netincomedivided by average total asset s.

(13) Does not reflect a nontaxable, nonrecurring gain on sale of securities of Ps42,601 million included within non-operating income (expense).
Return on average total assets and return on average shareholders' equity with this nonrecurring gain included would have been 5.27% and
34.40%, respectively, for the year ended December 31, 1994.

(14) Does not include the marking-to-market of BC's holdings of sharesin Corfinsura. Return on average total assets and return on average
shareholders’ equity with this nonrecurring gain would have been 4.10% and 23.36%, respectively, on a monthly average and 4.51% and
27.09%, respectively, on adaily average.

(15) Net income divided by monthly average shareholders’ equity.
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(16) Net operating income includes net interest income, fees and income from services, net and other operating income.

(17) For an explanation of risk-weighted assets and Technica Capital, see “Item 9. Management’s Discussion and Analysis of Financia
Condition and Results of Operations— Capital.”

(18) Nonperforming loans are consumer loans that are past due 90 days or more and commercia and mortgage loans that are past due 180 days
and 360 days, respectively (120 days for commercia and mortgage loans at December 1994), or more.

(19) “C,” “D” and “E" loans include all nonperforming loans and commercial and consumer loans classified “C,” which are considered
performing loans in accordance with the regulations of the Superintendency of Banking. “B,” “C,” “D” and “E” loans as a percentage of
total loans as of December 31, 1994, 1995, 1996, 1997 and 1998 were 3.63%, 3.4%, 4.9%, 3.23% and 6.43%, respectively. All “B” loans
are performing in accordance with the regulations of the Superintendency of Banking.

(20) Number of branches does not include branches of the Bank’s subsidiaries.

(b) DIVIDENDS

The declaration, amount and payment of dividends are based on BC's unconsolidated earnings, which
include earnings from unconsolidated subsidiaries which are accounted for at cost, and are approved at
the annual general meeting of shareholders on the recommendation of the Board of Directors and the
President of BC. Under the Commerce Code, BC mugt, after payment of income taxes and appropriation
of legal and other reserves and after off-setting losses from prior fiscal years, distribute at least 50% of its
annua net income to all shareholders, payable in cash, or as determined by the shareholders, within a
period of one year following the date of the meeting in which the shareholders declare the dividend. If the
total amount segregated in al reserves of BC exceeds its outstanding capital, this percentage is increased
to 70%. The minimum common stock dividend requirement of 50% or 70%, as the case may be, may be
waived by afavorable vote of the holders of 78% of Common Shares present at the shareholders meeting
pursuant to Law 222 of 1995.

Under Colombian law, the annual net profits of BC is applied as follows: (i) first, an amount equivaent to
10% of the net profits of BC is segregated to build a legal reserve until such reserve is equa to at least
50% of the paid-in capital of BC, (ii) second, payment of the Minimum Dividend (as defined below) is
made on the Preference Shares, and (iii) third, the balance of net profits are allocated as determined by the
holders of a mgjority of the Common Shares entitled to vote on the recommendation of the Board of
Directors and may, subject to further reserves required by the Bylaws, be distributed as dividends.

BC paid dividends on the Common Shares for each year from 1947 through 1997. As a genera policy
approximately 60% of the legally available net income of BC had in the past been paid annuadly to
shareholders. However, because BC did not have positive net income in 1998, it was unable to declare
and pay a dividend for the year ended December 31, 1998. See “Item 9. Management’s Discussion and
Anaysis of Financial Condition and Results of Operations — General.”

The following table sets forth the annual cash dividends paid on each Common Share and, where
applicable, each Preference Share during the periods indicated.

Dividends declared with respect to net Cash Dividends Cash Dividends
Incomeearned in: per share (1)(2) per share (1)(3)
(in nominal pesos) (in dollars)
1994.....oooeevveereeeeesssesssss s 186.00 0.21
1995....ooooeeeveeesseeeees s 252.00 0.24
199B....cooorevveerreeeeeessessesse s 252.00 0.24
1997...ooeeeeeveess e e 300.00 0.23

TOOB... s — —

(1) Includes Common Shares and for 1996, 1997 and 1998 results, Preference Shares.

(2) Cashdividendsare paid in monthly installments.

(3) Amountshave been translated from pesos at the Representative Market Rate in effect at the end of the month in which the
dividendsweredeclared (February or March).



For a discussion of the exchange rates used in the Bank’s financia statements and a history of the
Exchange Rate, see “Item 6. Exchange Controls and Other Limitations Affecting Security Holders —
(c) Exchange Rates.”

ITEMO. MANAGEMENT’S DISCUSSION AND ANALY SIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS.

(8 MANAGEMENT’S DISCUSSION AND ANALYS'S OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

General

The following discussion should be read in conjunction with the Bank’s audited consolidated financial
statements included elsewhere in this annua report. The financia statements have been prepared in
accordance with Colombian GAAP, including restatement of the financia information in constant pesos
as of December 31, 1998, as approved by the Superintendency of Banking on May 19, 1997.

As of January 1998, BC had purchased 51% of the outstanding capital stock of Banco de Colombia in
connection with the Merger. As aresult of this mgority ownership, BC' s results of operations for the year
ended December 31, 1998 include amounts attributable to Banco de Colombia’'s results of operations for
such period and BC's financial position as of December 31, 1998 includes the assets and liabilities of
Banco de Colombia as of that date. The Merger was completed in April 1998 through the exchange of
shares of BC for the remaining 49% of the outstanding capital stock of Banco de Colombia. Since the
Bank’s results of operations for the year ended December 31, 1998 reflect amounts recognized from the
combined operations for such period, they cannot be divided between or attributed directly to either of the
former entities nor can they be directly compared to prior periods. Financial information presented herein
for the years ended December 31, 1996 and December 31, 1997 do not give effect to the Banco de
Colombia merger and, as such, reflect only the results of operations and financial condition of the former
BIC and therefore cannot be directly compared with future periods. In accordance with Colombian
GAAP, the Bank began to consolidate its financial statements to include the results of operations of
Banco de Colombia on January 1, 1998. See Note 33 to the Financial Statements.

In substantialy al of the Bank’s income and expense categories, the increases in the amounts reported for
the year ended December 31, 1998 compared to the amounts reported in the corresponding period in 1997
resulted primarily from the Merger. The increases in substantially al of the categories of the Bank’'s
bal ance sheet between amounts reported at December 31, 1998 and those reported at December 31, 1997
also resulted primarily from the Merger. Other significant factors affecting the Bank’s results of
operations and financia position are described in the applicable sections below.

Colombian GAAP requires that intraryear monetary purchasing power gains and losses resulting from
inflation incurred since January 1, 1992 be recorded as “monetary correction” adjustments. The intra-year
inflation adjustments are based on variations in the MCPI, and are made by reference to balances of
norn-monetary assets and liabilities, to shareholders equity balances (excluding surplus from reappraisal
of assets and cumulative trandation adjustments), and to amounts of revenues and expenses during the
respective year or accounting period. Accordingly, the “non-monetary inflation adjustment” shown in the
income statement of the Bank is the result of netting or offsetting the following items:

(1) acredit (or income entry) for inflation affecting norn-monetary assets;

(2) acharge (or expense entry) for inflation affecting non-monetary liabilities and shareholders
equity; and
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(3) chargesand credits (for expense and income entries) representing inflation adjustments made to
expenses and revenues, respectively. Since monetary inflation adjustments are offset in the net
monetary inflation adjustment account in the statement of income, the net effect on net income
from the expense and income inflation adjustments is zero. The inflation adjustments to revenue
and expenses are included in the individual revenue and expense captions in the income
statement.

Because expense and revenue inflation adjustments net to zero, the only impact on the statement of
income of the effects of inflation is attributable to the restatement of non-monetary assets and liabilities
and shareholders’ equity accounts.

During the third quarter of 1996 and the first quarter of 1997, the Colombian economy was in a recession
resulting in a contraction of the most significant segments of the economy. This recession had an adverse
impact on the Bank’s results of operations during the latter half of 1996 and the first half of 1997. As the
Colombian economy improved in the second half of 1997, the Bank’ s operations also improved.

In 1998, however, the Colombian economy returned to very dow growth. GDP increased only 0.2% for
the year, far below the historica growth levels of the Colombian economy, which averaged annua
growth of 4.5% between 1992 and 1996. This reduced GDP growth, a growing fiscal and current account
deficit and exchange rate pressures resulting from the globa economic instability sparked by the Asian
and Brazilian crises in 1998 caused a severe liquidity crisis. As a result, interest rates rose to very high
levels.

High interest rates in 1998 adversaly affected the Colombian financial sector as a whole and the Bank’s
results of operations in particular. First, the Bank experienced a sudden decrease in normally low-cost
funding from deposits and was forced to seek financing through expensive short-term instruments in the
interbank market. And second, the poor economic environment and increased interest rates led many
borrowers to be unable to service their debts leading to significant deterioration of the Bank’s loan
portfolio. The combination of these factors, among other things, led to the Bank’s net lossin 1998.

Merger with Banco de Colombia

On April 3, 1998, the Merger of the Bank and Banco de Colombia was completed. As a result, the Bank
incurred a charge for the year ended December 31, 1998 for merger-related expenses aggregating
Ps 76,402 million, which included amounts attributable to a foreign exchange loss incurred with respect
to BC's US$265 million syndicated loan obtained to finance the cash portion of the Banco de Colombia
merger, interest paid on such syndicated |oan, amortization of goodwill recorded in connection with the
Merger and severance payments for reduction of personnel, among other things. See “— Merger
Expenses’ below.

Because the Banco de Colombia merger was accounted for using purchase accounting, the Bank
recognized total goodwill in connection with the Merger of Ps 226,480 million. This amount is required
to be amortized over a period of ten years. Goodwill amortization recorded in 1998 was Ps 16,986 million
and for each of the years 1999 through 2007 is expected to be approximately Ps 22,648 million per year.

Banco de Colombia's net income declined by approximately 34% in 1996 compared to 1995 and by
approximately 30% in 1997 compared to 1996.

The Merger with Banco de Colombia has also adversely affected the Bank’s loan portfolio and certain of
itsratios. Prior to the Merger, relative to the Bank, Banco de Colombia had a lower quality loan portfolio,
alower leve of capital, alower level of provisions for non-performing loans, a lower efficiency ratio and



a lower return on average shareholders equity and return on average assets. For example, at
December 31, 1997, 5.2% of Banco de Colombia s total oans were non-performing as compared to 1.5%
of BC's total loans a the same date. Given the relatively larger size of Banco de Colombia when
compared to the Bank prior to the Merger, the lower ratios of Banco de Colombia had for the year ended
December 31, 1998, and are expected to continue to have, an adverse impact on the Bank’s condition in
these areas and may have an adverse impact on the Bank’ s future earnings.

Results of Operationsfor the Three Years Ended December 31, 1998

For the year ended December 31, 1998, the Bank had a net loss of Ps 10,540 million compared to net
income of Ps 61,859 million in 1997. The primary reasons for the net loss were an increase in funding
costs due to the liquidity crisis, an increase of the level of loan loss reserves which increased to
Ps 126,823 million from Ps 16,081 million following the Merger, the reduction in quaity of the Bank’s
loan portfolio associated with low economic growth, and the charge for expenses incurred in connection
with the Banco de Colombia Merger taken in 1998.

The Bank’s net income decreased 3.6% to Ps 61,859 million in 1997, from Ps 64,135 million in 1996,
primarily as a result of a decrease of 16.4% in other operating income, and a decrease in net interest
income of 3.9% due to a decrease in interest rates. These decreases were partially offset by a 4.3%
increase in fees and income from services, net and a 22% decrease in net monetary inflation adjustment.

The following table sets forth, for the years 1996 through 1998, the principa components of the Bank’s
net income:

Year ended December 31,
1996 1997 1998
(in millions of constant pesos)

Net income:
NEt INtErESt INCOME ...c.viiiieieeee e Ps 231,107 Ps 222,122 Ps 435,835
Provision for loan and accrued interest 0SSeS ...............coo.oveveeenne. (16,846) (16,081) (126,823)
Other OPErating iNCOME. ...........oveeeveeeeeeereeeeeesseeeseeeeeseeeeessseeesenees 150,413 142,336 338,439
OPEXAting EXPENSES ........eooeeeeeeeeeeeee e eeeee e sesee e eeseeeeeees (202,762) (208,849) (578,541)
IVIEIGET EXPENSES ..o eeseeee e see e seeeeseeeseeeeseeseeseeeeeeseeee — — (76,402)
NON-0perating iNCOME (EXPENSE).............rveeerreeereeeereeeersseenerenns (8,164) (235) 35,942
Net monetary inflation adjuStment................ccoc..oeveeeereeeereeenneeenne (60,574) (47,170) (29,195)
INCOME DEFOTELAXES ... 93,174 92,123 (745)
INCOME E@X....vveooeeeeeeeeeeeeee s eesss s eesesenssseessesesessees (29,039) (30,264) (9,795)
NELINCOME ...t en Ps 64,135 Ps 61,859 Ps(10,540)

Net I nterest I ncome

Net interest income increased 96.2% in 1998 to Ps 435,835 million from Ps 222,122 million in 1997,
primarily as a consequence of the Merger which increased BC' s interest-bearing assets to Ps 5,260 billion
in 1998, from Ps 2,307 hillion in 1997. This increase was partialy offset by a decline in the net interest
margin (net interest income divided by total average interest earning assets) which declined to 8.29% in
1998 from 9.94% in 1997. Net interest margin decreased as the Bank, in order to maintain sufficient
funding for its operations after the September 1998 devaluation of the peso, was required to borrow funds
in the interbank market at high interest rates.
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Net interest income decreased 3.9% in 1997 to Ps 222,122 million from Ps 231,107 million in 1996. As
discussed below, the decrease in 1997 in net interest income was due primarily to a decrease in interest
income of 2.9%, while interest expense decreased 2.1%, primarily due to the low loan demand during the
firs semester of 1997 and to a decrease in the DTF to 21.16% a December 31, 1997 from 23.85% at
December 31, 1996. Net interest was 9.63% in 1997 and 11.7% in 1996.

The components of the Bank’'s consolidated net interest income before provisons for loan and
accrued interest |osses are reflected in the following:

Year ended December 31,
1996 1997 1998
(in millions of constant pesos)

Interest income:

LOBINS. ..ttt bbbttt Ps 424,532 Ps 367,753 Ps 1,079,268
INVESEMENT SECUNTIES ...ttt st 83,122 126,247 200,214
OVErNIGNE FUNDS ....vvveveveieieieieeieieee e resenas 9,858 8,475 26,698
Total iINtEreSt INCOME......ccovierieeeceeecie ettt 517,512 502,475 1,306,180
I nterest expense:
TIMEUEPOSIES ...eceveeeereieeet e 154,584 147,190 397,883
SAVINGSAEPOSIES ....veeeviieiecteeete et 43,396 51,803 200,212
Borrowingsfrom domestic development banks ..........ccccccoveeenene. 38,752 25,058 58,960
Interbank DOFFOWINGS ........cuvieirieeeeeeee s 21,252 31,985 74,044
OVEINIGNE FUNDS ..ottt 28421 24,317 139,246
Total INEreSt EXPENSE.......cciviereiiriireieieirieeei e 286,405 280,353 870,345
NEL INTErESt INCOME ...t _Ps 231,107 Ps 222,122 s 435,835
Average nominal interest rateson loans...........ccoceeveeveeiieseeeieene, 28.6% 24.0% 28.8%
Average nominal interest rateson time deposits .........cceveerinenee 211 17.4 234
Average nominal interest rates on savings deposits ... 221 18.8 185

Interest | ncome

The Bank’s total interest income increased 160% in 1998 to Ps 1,306,180 million from Ps 502,475
million primarily as aresult of the Merger which increased BC' s interest-bearing assets by 128% and the
increase in the average nominal interest rate on loans to 28.5% in 1998 from 24% in 1997 due to
generaly higher interest ratesin 1998.

The Bank’s totd interest income decreased 2.9% in 1997 to Ps 502,475 million from Ps 517,512 million
in 1996 due primarily to a decrease in interest rates on loans (Ps 94,554 million), partially offset by an
increase in interest income on investment securities of 51.8% in 1997 from 1996, as the Bank increased
its amount of investment securities in order to manage the increased liquidity caused by the decrease in
demand for credit.

Interest Expense

The Bank’s interest expense increased 210% to Ps 870,345 million in 1998 from Ps 280,353 million in
1997. This increase is attributable primarily due to the Merger, which resulted in an increase in interest-
bearing liabilities by 162% to Ps 5,184,152 million in 1998 from Ps 1,980,274 million in 1997, and an
increase in the average rate of liabilities generating interest to 16.8% in 1998 from 14.2% in 1997 as a
result of the increase in the fixed time deposits rate set by the Central Bank in 1998.

The Bank’s interest expense decreased 2.1% in 1997 to Ps 280,353 million from Ps 286,405 million in

1996 primarily because of a decrease in the volume of borrowing from domestic development banks. The
expense for time deposits decreased 4.8% in 1997 to Ps 147,190 million from Ps 154,584 million in 1996

4



primarily because of changes in interest rates. Interest expense on savings deposits increased 19.4% in
1997 to Ps 51,803 million from Ps 43,396 million in 1996 because of attractive interest rates compared to
the market. Interest expense on interbank borrowings increased 50.5% primarily due to two new
syndicated |oans entered into by the bank.

Provisonsfor Loan and Accrued | nterest Losses

The Bank’s provisions for loan losses (including provisions for accrued interest losses) increased to
Ps 126,823 million for 1998 from Ps 16,081 in 1997 primarily due to the reduction of the quaity of the
Bank’s loan portfolio as a result of the Merger and poor economic growth, high interest rates and high
unemployment rates in 1998. Approximately 60.4% of past due loans as of December 31, 1998 were non-
performing.

The Bank created provisions for loan losses (including provisions for accrued interest losses) of Ps 16,081
million for 1997, a decrease of 4.5% from the Ps 16,846 million for 1996. The Bank’s total loan portfolio
increased 24.5% in 1997. Approximately 72.4% of past due loans as of December 31, 1997 were non-
performing. The decrease in 1997 of provisions for loan losses was due to the genera improvement in the
risk classification of the loan portfolio.

The alowance for loan losses under U.S. GAAP differs from that which exists under Colombian GAAP.
Under Colombian GAAP, an alowance for loan losses is created for each individua loan based on the
risk classification system established by the Superintendency of Banking. Under U.S. GAAP, a genera
reserve, not tied to any specific loans, is established to absorb losses inherent in the existing loan portfolio
in future periods. At December 31, 1996, 1997 and 1998, the allowances for loan losses existing under
Colombian GAAP were Ps 16,846 million, Ps 16,081 million and Ps 126,823 million, respectively, and
the allowances that would have been required under U.S. GAAP were Ps 9,455 million, Ps 10,404 million
and Ps 38,752 million, respectively.

While the Bank is diversifying its loan portfolio to small-sized and medium-sized companies, it intends to
apply the same credit quaity standards to these new loans as it does to al of its loans. There can be no
assurances, however, that as the loan portfolio grows, it will not contain a higher proportion of higher-risk
loans and a resulting increase in the provisions for loan losses. In addition, there can be no assurances that
changes in the Colombian economic environment or continued constraint on the money supply by the
Central Bank will not result in increased average nomina interest rates and, therefore, further increases in
past due loans and provisions for loan losses.



Other Operating | ncome

The following table summarizes the components of the Bank’s other operating income for the period
under review:

Year ended December 31,

1996 1997 1998
(in millions of constant pesos)

Other operatingincome:

Feesand service Charges, NEL.........coccvveeiirieieseneeese e Ps 80,428 Ps 83,854 Ps 189,495
Foreign exchange gain (10SS), NEL ........cccoveerreireenneeceseeeeeeee 8,524 13,062 28,328
DiVIAeNd iNCOME™ ...t eee et eeeeeen 7,833 8,607 10,076
Forward Contracts........ccccevveveierreceeeseessiennns 24,608 a74) 6,294
Mark-to-market of investment securities (1,642) 10,949 —
FINaNCING [E8SES .....c.oeieiieiereeeetere e 5,186 6,948 43,132
Income from non-financial subSIdiaries...........cccovevvvivviecieecieeens — — 26,572
Gainson SaAleS Of INVESIMENTS ......cecveiveieeeieieiee et 19,754 13,499 23,649
(1 g T=. P 5,722 5,591 10,893
Total other Operating iNCoOME..........c.cueueureeecrerriieeie e _Ps 150413 _Ps 142,336 _Ps 338,439

(1) Income from dividends represents only the recognition of income from unconsolidated subsidiaries under Colombian GAAP. Dividend
income for 1996 does not include dividends from the shares of Corfinsura, in accordance with the regulations of the Superintendency of
Banking. See Note 3 to the Financia Statements.

Fees and service charges, the largest component of other operating income, consist of service charges,
credit card merchant fees, credit and debit card annual fees, checking fees, warehouse services,
commissions and fees from fiduciary activities and letters of credit. The most significant component is
service charges, which are primarily income from money transfer fees, remittances, bank acceptances and
automated services.

Other operating income increased 137.8% to Ps 338,439 million in 1998 from Ps 142,336 million in 1997
primarily due to the increase in fees and service charges, net of Banco de Colombia operations obtained
by the Bank in the Merger, partially offset by the poor economic growth in 1998. In addition, as a result
of the Merger, the Bank had for 1998 Ps 26,572 million in income from non-financia subsidiaries of
Banco de Colombia and its income from financing leases increased to Ps 43,132 million for 1998 from
Ps 6,948 million in 1997 due to the large lease financing business of Banco de Colombia. The Bank did
not recognize any income from the marking-to-market of investment securities due to
Communication 070 of the Superintendency of Banking, which requires that such investments be
classified as permanent investments and changes in fair value be recorded as a separate component of
shareholders equity.

Other operating income decreased 5.4% in 1997 to Ps 142,336 million from Ps 150,413 million in 1996,
primarily due to a decrease in income from forward contracts, which resulted in aloss of (Ps 174) million
in 1997 compared to income of Ps 24,608 in 1996.

Operating Expenses

The Bank’s operating expenses increased 177% to Ps 578,541 million in 1998 from Ps 208,849 miillion in
1997. Sdaries and employee benefits resulting from the incorporation of approximately 5,900 employees
from Banco de Colombia during the course of 1998, increased administrative and other expenses
associated with the increased size of banking operations in 1998 following the Merger and an increase in
depreciation due to the greater amount of assets and equipment obtained as a result of the Merger.



The Bank’s operating expenses increased 3.0% in 1997 to Ps 208,849 million from Ps 202,762 million in
1996.

The following table summarizes the principal components of BC's operating expenses in the period under
review:

Year ended December 31,

1996 1997 1998
(in millions of constant pesos)

Operating expenses:

Salaries and employee benefits ... Ps 101,833 Ps 102,157 Ps 251,497
Administrative and other EXpenseS ........occovvevveivececeseee e 88,804 94,331 281,118
(D= o 10 o F- 1o o RS 11,652 12,140 45,843
Expensefor transition to new severance benefitslaw ...........cccc...... 473 221 83

Total Operating EXPENSES........ccvvveveeerireeeeesesieesise s PBs 202,762 Ps 208,849 Ps 578,541

Sdaries and employee benefits expenses increased 0.3% in 1997 to Ps 102,157 million from Ps 101,833
million in 1996 primarily as a result of the Bank’s continuing efficiency program which mitigated the
effect of an increase in the Bank’s employment level of approximately 8% in 1997. Administrative and
other expenses increased 6.2% in 1997 to Ps 94,331 million from Ps 88,804 million in 1996, due to the
Bank’s modernization program.

Merger Expenses

On April 3, 1998, the Merger of the Bank and Banco de Colombia was completed. As a result, the Bank
incurred a charge for the year ended December 31, 1998 for merger-related expenses aggregating
Ps 76,402 million, which consisted of:

Ps 34,247 million foreign exchange loss incurred with respect to BC's US$265 million
syndicated loan obtained to finance the cash portion of the Merger as a result of the 9%
peso devaluation which occurred in September 1998;

Ps 21,651 million in interest paid on the US$265 million syndicated loan;

Ps 16,986 million to cover amortization of nine months (April 1998 — December 1998 at
Ps 1,887 million per month) of goodwill recorded in connection with the Merger;

Ps 2,385 million in severance payments for reduction of personnel; and

Ps 1,133 million for various other merger-related items.

Because the Merger was accounted for using purchase accounting, the Bank recognized goodwill in
connection with the Merger of Ps 226,480 million. This amount is required to be amortized over a period
of ten years. The Ps16,986 million included in the merger-related charge for 1998 represented
amortization of goodwill for the nine months beginning from the completion of the Merger in April 1998
through the end of 1998. Goodwill amortization for each of the years 1999 through 2007 is expected to be
approximately Ps 22,648 million per year.



Non-Operating Income (Expense)

The following table summarizes the components of BC's non-operating income (expense) for the period
under review:

Year ended December 31,
1996 1997 1998
(in millions of constant pesos)

Non-oper ating income (expense):

(@1 1< T ¢/ 110<T 2,852 2,930 59,679

Charitable CONtribULION .........cccvvireireecreseeeree e (8,513) — —

OtNEr EXPENSE......ceeeereesisisesese sttt (2,503) (3,165) (23,737)
Total non-operating iNCome (EXPENSE).........coeeuveevrenn. _Ps (8.164) __Ps(235) _Ps35,942

Non-operating income (expense) increased significantly in 1998 to Ps 35,942 from Ps (235) in 1997
primarily due to recoveries of charged-off loans and in connection with the Merger. The increase in other
expenses in 1998 was primarily a result of the Merger.

Non-operating income (expense) increased significantly in 1997 to Ps (235) million from Ps (8,164)
million in 1996 primarily because of the lack of the one-time charitable contribution made to educational
ingtitutions in 1996.

Net Monetary I nflation Adjustment

Net monetary inflation adjustment was Ps (29,195) million for 1998 compared to Ps (47,170) million in
1997. This change was aresult of the recording of Banco de Colombia' s assets according to their market
value (as opposed to their book value). Because this booking method includes effects of inflation with
respect to such assets, the adjustments necessary for inflation are less dramatic.

For 1997, net monetary inflation adjustment was Ps (47,170) million compared to Ps (60,574) million in
1996. This change was primarily due to a decrease in the MCPI.

Income Tax Expense

The Bank’s income tax expense decreased 67.6% to Ps 9,795 million for 1998 from Ps 30,264 million for
1997. Thisis primarily due to the decrease in the Bank’ s taxable income, and, to a lesser extent, to the tax
planning BC conducted during 1998. The Bank owns US$285 million in debt instruments of the Republic
of Colombia, whose interests, commissions and other securities are exempt from taxes and therefore
reduce the amount of income upon which tax is assessed.

The Bank’s income tax expense in 1997 was Ps 30,264 million, or 4.2% more than Ps 29,039 million for
1996, due primarily to a charitable contribution to educational ingtitutions in 1996.

BC's tax liahility is subject to review by Colombian tax authorities for a period of two years subsequent
to the submission of the Bank’s tax return to the revenue authorities. As a result, taxable income and,
therefore, income tax liability, for the years 1997 and 1998, are still subject to revision based on differing
interpretations of tax law. In the opinion of the Bank, no significant tax-related adjustments to the
Financia Statements are expected for such years.



Net I ncome Information Under U.S. GAAP

The Financia Statements included elsewhere in this annua report have been prepared in accordance with
Colombian GAAP, which differs in certain significant respects from U.S. GAAP. The principal
differences between U.S. and Colombian GAAP which affect net income include the methods of
accounting for income taxes, inflation, employee benefit plans and allowances for loan losses. For a
summary of the most significant adjustments required to calculate net income under U.S. GAAP, see
Note 33 to the Financia Statements.

Asset and Liability Management

The Bank’s policy on asset and liability management is to maximize its net interest income and return on
assets and equity, while providing for adequate liquidity, capital and effective risk management. BC has
an asset and liability committee (the “ Asset and Liability Committee”) which decides funding strategies,
sets interest rate levels and terms for both assets and liabilities (in pesos and dollars) and makes decisions
regarding maturities and pricing of assets and liabilities. The Asset and Liability Committee is comprised
of six Vice Presidents of BC and BC's Treasurer and is chaired by BC's Vice President of Finance; it
meets on aweekly basis.

The following tables represent the breskdown of the Bank’s assets and liabilities by currency at

December 31, 1997 and December 31, 1998, respectively. Most of the Bank’s foreign currency assets and
liabilities are denominated in dollars.
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As of December 31, 1997

Foreign
Peso- currency-
denominated denominated Total Per centage
(in millions of constant pesos, except percentages)
Assets
Cash and due from banks Ps 169,455 Ps 38,420 Ps 207,875 5.17%
Other assets(1)
Lessthan 1 year........cocoovoevvveencreeiencnenienee 1,645,470 854,774 2,500,244 62.20%
From 1to4years 172,029 112,417 284,446 7.08%
Morethan 4 years 35,122 48,100 83,223 2.07%
Bank premises and equipment and other ...... 393,211 577,628 970,839 24.15%
Allowances for 10an 10SSes ..........ccccceveeenenene (24,087) (2,765) (26,852) (0.67)%
Total 8SSEtS...ovvvvveirieecreiee Ps 2,391,200 Ps 1628574 Ps 4,019,775 100.00%
Percentage of total assets .........cccccvveeecrenae 59.49% 40.51% 100.00%
Liabilitiesand shareholders' equity
Non-interest-bearing deposits .........c.ccevevrervenee Ps 633,973 Ps 44,137 Ps 678,109 16.87%
Other lighilities(2)
Lessthan 1 year......cccovveoenveeeienerieeenene 974,925 1,446,924 2,421,849 60.25%
From 1t0 4 Years ....cccocevvevervecveciesieniennn 267,702 107,609 375,311 9.33%
Morethan 4 years.................. — — — —
Tota liahilities ... 1,876,600 1,598,670 3,475,269 86.45%
Percentage of total liabilities..... 54.00% 46.00% 100.00%
Shareholders’ equity .......cccceevveveeiieicnennn, 508,125 36,381 544,506 13.55%
Total liabilitiesand
Shareholders’ equity .............. Ps 2,384,725 Ps 1,635,051 Ps 4,019,775 100.00%
Percentage of total liabilitiesand
shareholders’ equity .......cccoeeveerenericesienn, 59.32% 40.68% 100.00%

(1) Includesloan and investment securities.
(2) Includestime deposits, savings deposits and overnight funds, interbank borrowings and borrowings from domestic development banks.



Asof December 31, 1998

Foreign
Peso- currency-
denominated Denominated Total Per centage
(in millions of constant pesos, except percentages)
Assets
Cashand duefrombanks ... Ps 399,825 Ps 80,395 Ps 480,220 6.10%
Other assets(1):
Lessthan Lyear.......ccoooeoevvvcennieencnenienee 1,906,689 1,109,092 3,015,781 38.33%
From 1to 4 years 1,085,081 651,515 1,736,596 22.07%
Morethan 4 years 715,790 91,820 807,610 10.26%
Bank premises and equi pment and other ...... 1,573,347 408,977 1,982,324 25.19%
Allowancesfor 10an 10SSeS ..........ccccceveuveneneas (145,065) (8,396) (153,461) (1.95)%
Total 8SSetS....coovvvevreirerieienene Ps 5,535,667 Ps2,333.403 Ps 7,869,070 -100.00%
Percentage of total assets .........ccoceeveierenene. 70.35% 29.65% 100.00%
Liabilitiesand shareholders’ equity
Non-interest-bearing deposits ..........cccceeeee. Ps 1,579,801 Ps 99,922 Ps 1,679,723 21.35%
Other liahilities(2):
Lessthan L1 year........ccoooeoevvvcennieiencneninee 2,847,310 2,089,976 4,937,286 62.74%
From1to4years ....cccoovveveveneennn. 390,725 70,434 461,159 5.86%
Morethan 4 years........c.ccccooeerenencne 2,108 2,108 0.03%
Total liabilities ......coveeevreenee. 4,819,944 2,260,332 7,080,276 89.98%
Percentage of total liabilities............ccceene.e. 68.08% 31.92% 100.00%
Shareholders’ equity ........cccoeeevreerinnicieene 803,542 (14,748) 788,794 10.02%
Total liabilitiesand
shareholders’ equity........... Ps 5,623,486 Ps 2,245,584 Ps 7,869,070 100.00%
Percentage of total liabilitiesand
shareholders’ equity .......cccoeeveereirnenne, 71.46% 28.54% 100.00%

(1) Includes loans and investment securities.
(2) Includestime deposits, savings deposits and overnight funds, interbank borrowings, and borrowings from domestic development banks.

BC's percentage of peso-denominated assets and liabilities at December 31, 1998 increased to 70.35%
and 71.46%, respectively, from 59.49% and 59.32%, respectively, at December 31, 1997 primarily as a
result of the Merger with Banco de Colombia, which was a much more domesticaly focused bank, with
the mgjority of its loans and liabilities denominated in local currency.

At any given time, the Bank has outstanding a significant number of commitments related to letters of
credit and credit card limits. Since many of the credit commitments may expire without being drawn
upon, the total commitment amount does not necessarily represent future cash requirements. Credit card
limits are issued for four-year periods and are renewable. Unused credit card limits amounted to
Ps 661,736 million as of December 31, 1998. In substantialy al cases, the maximum credit card nominal
interest rate is 45.6%.

Interest Rate Sengitivity

A key component of BC's asset and liability policy is the management of interest rate sensitivity. Interest
rate sendgitivity is the relationship between market interest rates and net interest income due to the
repricing characteristics of assets and liabilities. For any given period, the pricing structure is matched
when an equa amount of assets and liabilities reprice. A mismatch in the maturity or repricing of the
Bank’s assets or liahilities results in a gap.

The Bank’s interest-earning assets and interest-bearing liabilities are shown in the following table as of
December 31, 1998. Variations in interest rate senditivity may exist within the repricing period presented
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due to differing repricing dates within the period. Variations may aso arise among the different
currencies in which interest rate positions are held. The Bank’s liabilities are primarily fixed rate but with
short maturities while assets are primarily variable rate and reprice in genera every three months,
athough BC does have some fixed rate retail loans.

The Bank has a negative gap for a significant portion of its balance sheet, particularly related to maturities
of less than three months and, therefore, an increase in interest rates should normaly have a negative
impact on net interest income. Thus, in arising interest rate environment, the Bank’s liabilities have been
repricing faster than its assets with a resulting negative effect on net interest margin. A declining interest
rate environment, however, can normally be expected to have a positive effect on net interest margin as
the Bank should be able to take advantage of decreased funding costs more quickly than its assets reprice.
The Bank manages the risk of maintaining a negative gap through the pricing of its interest-earning assets
and hedging its exposure to interest rate risk by entering into transactions such as interest rate contracts
designed to reduce the Bank’ srisk profile.



I nter est-Ear ning Assets
Overnight funds
Peso-denominated..........ccccecveeneenne

Investment securities
Peso-denominated.............cccvveeee.
Dollar-denominated........................

Loans
Peso-denominated.............cccvveeee.
Dollar-denominated........................

Totd interest-earning assets
Peso-denominated............cccccveeneene

Interest-Bearing Liabilities
Checking accounts (1)
Peso-denominated..........cccccecveennene

Dollar-denominated..

Time deposits
Peso-denominated............ccocvveee.

Savings Deposits
Peso-denominated...........cccovveee.
Dollar-denominated..

Overnight funds
Peso-denominated.............ccccueeneee.
Dollar-denominated........................

Borrowings from domestic

development banks
Peso-denominated............cccoceeeeee

Dallar-denominated....

Interbank borrowings
Peso-denominated...........cccovveee.
Dollar-denominated..

Totd interest-bearing liabilities
Peso-denominated............cccecueeneee.

Asset/libility gap

Earlier of Remaining Maturity or Repricing Period
asof December 31, 1998

From6
Overnight to From 3to monthsto 1-4 Morethan
3months 6 months lyear Years 4Years Total
(in millions of constant pesos, except per centages)

Ps 37,230 Ps - Ps - Ps - Ps — Ps 37,230
197,443 - - - - 197,443
234,673 - - - - 234,673
105,794 96,998 130,147 202,077 171,454 706,470

30,295 27,875 30,194 400,439 77,913 566,716
136,089 124,873 160,341 602,516 249,367 1,273,186
803,163 151,497 374,185 883,005 544,336 2,756,186
624,812 262,905 114,758 251,076 13,907 1,267,458

1,427,975 414,402 488,943 1,134,081 558,243 4,023,644
946,187 248,495 504,332 1,085,082 715,790 3,499,886
852,550 290,780 144,952 651,515 91,820 2,031,617

Ps 1,798,737 —Ps 530275 —Ps649.284 Ps 1,736,507 —Ps 807,610 —Ps 5,531,503

Ps - Ps - Ps - Ps - Ps - Ps -

207,970 - - - - 207,970

207,970 - - - - 207,970

797,552 289,857 75,946 390,725 2,108 1,556,188

361,979 27,219 40,078 70,434 - 499,710
1,159,531 317,076 116,024 461,159 2,108 2,055,898
1,189,489 - - - - 1,189,489

1,331 - - - - 1,331
1,190,820 - - - - 1,190,820

231,207 - - - - Ps231,207

231,207 - - - - 231,207

203,919 - - - - 203,919

115,401 - - - - 115,401

319,320 - - - - 319,320
1,343,553 - - - - 1,343,553
1,343,553 — — - — 1,343,553
2,422,167 289,857 75,946 390,725 2,108 3,180,803
2,030,234 27,219 40,078 70,434 - 2,167,965

—Ps4.452,401 Ps317,076 Ps 116,024 —Ps461,159 —Ps 2,108 —Ps5,348,768
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Earlier of Remaining Maturity or Repricing Period
asof December 31, 1998

From6
Overnight to From 3to monthsto 1-4 Morethan
3months 6 months lyear Years 4Years Total
(in millions of constant pesos, except per centages)
Peso-denominated............cceeveeenne. Ps(1,475,980) Ps (41,362) Ps 428386 Ps 694,356 Ps 713,683 Ps 319,083
Dollar-denominated.............cccceueee. (1,177,685) 263,561 104,874 581,081 91,820 (136,349)
TOtal o Ps (2,653,665) Ps 222,199 Ps 533260 Ps 1,275,437 Ps 805,503 Ps 182,734
Cumulative gap
Peso-denominated............ccecvennne. Ps(1,475,980)  Ps(1,517,342) Ps (1,088,956) Ps (394,600) Ps 319,083
Dollar-denominated............ccccoenee. (1,177,685) (914,124) (809,249) (228,169) (136,349)
TOtal.oveeiceeeee Ps (2,653,665 Ps(2.431.466) Ps(1.,898.205) Ps (622,769) Ps 182,734
Gap asa% of total interest-
earning assets
Peso-denominated............cceevennne. (156)% 17)% 85% 64% 100%
Dollar-denominated.............cccoeueeee. (138)% 91% 72% 89% 100%
TOtal o (294)% 74% 157% 153% 200%
Cumulative gap as a % of
cumulative total interest -earning
assets
Peso-denominated............cceevennne. (156)% (127)% (64)% (14)% 9%
Dollar-denominated.............cccceueee. (138)% (80)% (63)% (12)% (N%
TOtal.oveeeee (294)% (207)% (127)% (26)% 2%

(1) Mostof BC'schecking accounts do not bear interest and represent 15.12% of total funding (or Ps989,568 million).

Interest Rate Market Risk

The Bank’s earnings are dependent on its net interest income which is the difference between interest
income earned on all earning assets, primarily loans and securities, and interest paid on al interest bearing
ligbilities, primarily deposits. Market risk is the risk of loss from adverse changes in market prices and
rates. The Bank’s market risk arises primarily from inherent interest rate risk in its lending, investing and
deposit-gathering activities. The Bank seeks to reduce its exposure to market risk through actively
monitoring and managing its interest rate risk. As described above in “Interest Rate Sengtivity”,
management relies upon static “gap” anaysis to determine the degree of mismatch in the maturity and
repricing distribution of interest-earning assets and interest-bearing liabilities which quantifies, to a large
extent, the degree of market risk inherent in the Bank’s balance sheet. Gap analysis is further augmented
by an interest rate risk analysis, which is required by the Superintendency of Banking, to evaluate the
amount of the Bank’s Technical Capita at risk from a change in prevailing interest rates. The interest rate
variation used in this analysisis that provided by the Superintendency.

The following tables illustrate the results of the analysis used by the Company to determine the interest
rate risk of its Technical Capital at December 31, 1998.
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Value at Risk for Peso-Denominated Assetsand Liabilities

Maturitiesat December 31, 1998
<1Month 1-2 Months 2-3 Months 3-6 Months 6-12 Months >12 Months Value at Risk
Amount Avg.Mat. Amount AvgMat. Amount AvgMat. Amount Avg.Mat. Amount AvgMat. Amount Avg.Mat.

Assets
Overnight FUNGS.........coovveiiinee e, Ps37,135 0.98 Ps 0 000 Ps 77 256 Ps 0 0.00 Ps 0 0.00 Ps 0 0.00
Investment SeCUrities.........c.ovveveereenneenen. 179,048 0.96 97,327 1.99 93,597 295 133,715 4.62 150,746 9.02 33,718 37.01
LOBNS....cooviiiiieieeee e 805,267 0.88 422,181 1.85 469,093 289 248,141 481 186,850 9.02 222,690 2112
ACCEPLANCES ... 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00 89 864.59
Other @sSetS........coovvevveeireieieeiee e 1,017 0.99 744 1.94 488 293 134 3.95 103 6.94 51 12.99
Contingencies debtors.........ocvvverieneenen. 2,560 0.62 2174 1.59 2,032 1.59 5,291 4.49 8,026 8.78 11,420 23.80
TOtAl e 1.025.027 090 522426 188 565287 290 387281 474 _345725 901 _267.968 2322
Liabilities
DEPOSIES....cooveieiceeiei e 1,608,581 0.99 478174 197 392,757 296 281,076 458 119,422 9.27 802,405 18.62
238,810 1.00 0 0.00 0 0.00 0 0.00 0 0.00 0 0.00
35,164 0.81 31,514 1.90 32,527 2.92 9,405 491 784 10.12 4,297 50.42
10 0.99 60 1.94 750 2.67 48 3.89 1,036 11.07 4,578 169.43
TOtAl e 1,882,565 099 _500748 197 _426034 296 _290529 459 121242 930 _811.280 19,64
Maximum probable interest rate
INCTEASE(L) .. 17.74 17.74 17.74 22.26 18.08 19.8
Changein capital ........ccoeecvvreiiiiicneen, 1,626 37 (650) (1,069) (3,496) 18,580 (5,215)
Maximum probable interest rate
decrease(l) ...cccvvrveieinieiie e (18.15) (18.15) (18.15) (22.80) (18.312) (20)
Changein capital .........cccooovvviiiiicneenn. (1,663) (38) 665 1,095 3,540 (19,097) (20,798)
Maximum decreasein capital ..................... 20,798
Percentage of Technical Capital at risk ........ 2.88%

(1) Inhundredths of a percentage point.



Value at Risk for Foreign Currency-Denominated Assets and Liabilities

Maturities at December 31, 1998

Value at
<3 Months 3-12 Months > 12 Months Risk
Avg. Avg. Avg.
Amount Mat. Amount Mat. Amount Mat.

Assets
Overnight Funds..........ccc.eeeenee. Ps 73,739,710 1.00 Ps 0 0.00 Ps 0 0.00
Investment securities ................. 7,487,469 2.58 24,234,692 6.49 176,929,697 29.29
LOBNS.....cieireereeeeias 484,982,938 114 88,237,458 545 21,528,409 2351
Other aSSEtS ....ocvvvvevererereeieirenes 0 0.00 0 0.00 63,284 12.03
Contingenciesdebtors ............... 308,676 1.46 560,004 6.96 211,203 14.85
Total .o 566,518,793 115 113032154 568 198732503 28.64
Liabilities
DEPOSIES ... 126 2.00 982 6.64 5,788 18.50
OthErs ..o 0 0.00 0 0.00 106,846 12.03
Interbank Borrowings................ 275,717,226 205 196,013,035 596 534,465,492 37.05
Other ligbilities .........ccoeevvrunnee 0 0.00 0 0.00 73,833 12.03
Total .o 205.717,.352 205 196,014,017 596 534,651,959 3704
Maximum probabl e interest

rateincrease (1) 0.00 0.00 0.00
Changein capital (663) 4,134 109,579 (663)
Maximum probabl e interest

rate decrease (1)......ccevevvrvennnn. 0.00 0.00 0.00
Changeincapital..........ccccouue. 663 (4,134) (109,579) (113,713)
Maximum decreasein capital.... 113,713
Percentage of Technical

Capital at risKe....cceevrrereereene. 0.02%

(1) In hundredths of apercentage point.
Exchange Rate Sengtivity

It is the policy of the Bank to fund foreign currency loans with foreign currency borrowings in the same
currency as the loan extended and with a comparable maturity. As of January 1, 1996, Colombian
commercia banks and private finance corporations no longer are required to maintain a reserve equa to
40.0% of their total foreign currency borrowings as of June 30, 1991. See “Item 1. Description of
Business—(g) Supervision and Regulation.” The unconsolidated foreign currency position is marked to
market on a monthly basis in accordance with the regulations of the Superintendency of Banking.
Accordingly, BC's foreign currency position at December 31, 1998 reflected the market value of such
position. BC was in compliance with the legal requirement at that date.

The Bank monitors and estimates possible losses that may arise from variations in the exchange rates of
currencies in which it maintains a position or has acquired commitments. The Bank analyzes its exposure
to such exchange rate risk by reviewing its net position in each currency and the estimated maximum
probable variation in the corresponding exchange rate (which is calculated based on historical currency
volatilities). As of December 31, 1998, the Bank estimates that approximately 1.68% of its Technical
Capital was subject to exchange rate risk. This percentage represents the potential loss that may occur as a
result of variations in exchange rates. The exchange rate risk of the Bank has typically been between



1.00% and 2.50% of its Technical Capital. The table below describes the components of the exchange rate
risk calculation at December 31, 1998:

Asof December 31, 1998
Maximum Probable  Changein Value of

Currency Value of Position (1) Variation Position
(in millions of constant pesos, except percentages)
U.S. Dollars.....ccovveeeneerereenennen. Ps 383,320 (2.0)% Ps (7,666)
Japanese Y en.......ccccvneerecnnen. 2,080 2.0 42
German Marks.......c.ccovveeevnne. (7,018) 1.0 (70)
British Pounds.........cccceevuennee (52 - -
(©]1 0= S 2,294 1.0 23
LI ] £ Ps 380,624 Ps(7.671)

(1) Includesthe value of forward contracts.
Liquidity and Funding

The Bank requires liquid funds in order to honor withdrawals of deposits, to make repayments upon
meaturity of other liabilities, to extend loans or other forms of credit to its customers and to meet its own
working capital needs. The minimum amount of liquidity required is determined by the reserve
requirements established by the Centra Bank. The Bank’s policy is to ensure that sufficient liquidity is
available to meet funding requirements, including the replacement of existing funds as they mature or are
withdrawn and the satisfaction of demand for additional borrowings. These requirements are met by
maintaining a proper balance between maturity distribution and diversity of sources of funds.

In the short term, the Bank has a negative gap position in terms of maturities. The gap is eliminated and
reverses as maturities are extended. This is a systemic characteristic inherent to the Colombian financia
system which historically resulted from the unavailability of medium- to long-term funding instruments in
Colombia. The Bank does not believe that the negative gap results in a currency risk to the Bank based on
the Bank’s policy to fund loans in the same currency as the loan extended.

Traditionally, Colombian banks, unlike U.S. banks, have not had access to longer-term funding as a result
of the high inflation rates in Colombia. Accordingly, investors in Colombia require liquidity and have a
preference for short-term investments. BC's deposit base is primarily short term; however, the stable
nature of its deposit base has enabled the Bank to offer longer-term loans, such as automobile loans. As a
consequence of the development of Colombia's capital markets, the Bank believes that longer-term
funding will become available so as to enable credit institutions to minimize liquidity risks, although no
assurances can be made in this regard.

BC has various sources of liquidity such as short-term and marketable investments, domestic interbank
credit lines, international commercia banks credit lines, interbank borrowings and securities repurchase
transactions. The greatest shifts in BC's sources of funding for the four-year period ended December 31,
1998 have been an increase in time deposits due primarily to an increase in interest rates during this
period and to a decrease in 1993 of the reserve requirements for time deposits.

Historically, the Bank has experienced some seasonality in checking accounts due to the increase of such
accounts at the end of the year when customers need increased liquidity and the decrease of such accounts
in the first quarter of the year when customers move their funds from checking accounts to savings and
mortgage ingtitutions. In addition, the Bank generally has access to funds from the Central Bank, which



have been used from time to time on a short-term basis. In addition to the existing sources of funding, the
Bank expects to raise capital in various domestic and internationa markets as and when it deems
appropriate and subject to market conditions.

Cash flows for the Bank include net cash provided by operating activities, net cash used in investing
activities and net cash provided by financing activities. For the years ended December 31, 1998 and 1997,
net cash provided by operating activities equaled Ps(385,054) million and Ps 95116 million,
respectively. Net cash provided by operating activities decreased by 404.8% in 1998 compared to 1997
primarily due to a decrease in other assets. For the years ended December 31, 1998 and 1997, net cash
used in investing activities equaled Ps (3,207,927) million and Ps (1,407,356) million, respectively. Net
cash used in investing activities increased by 227.3% in 1998 compared to 1997 because of an increase in
property, plant and equipment and investments due to the Merger. For the years ended December 31,
1998 and 1997, net cash provided by financing activities equaled Ps 3,486,671 million and Ps 1,375,204
million, respectively. Net cash provided by financing activities increased in 1998 compared to 1997
primarily because of the increase in deposits as aresult of the Merger.



The Bank’s principal sources of funds are customer deposits (consisting of time deposits, checking
accounts and savings deposits), interbank borrowings, development fund borrowings, overnight funds and
bank acceptances outstanding. Below is a breskdown of the funding of the Bank as of December 31,
1996, 1997 and 1998:

Asof December 31,

1996 % 1997 % 1998 %

(in millions of constant pesos, except percentages)
Checking deposits

Peso-denominated ...........ccooveenninecnenns Ps 410,449 18.3% Ps 410,446 12.3% Ps989,544  15.1%
Dollar-denominated ...........ccoeevrvrvereenrennas 54,837 2.5% 109,755 3.3% 207,994 3.2%
LI P 465,286 20.8% 520,201 15.6% 1197538 18.3%
Timedeposits
Peso-denominated.............ccoeveveiiiercnnnnns 506,085 22.6% 610,396 18.4% 1,556,188  23.8%
Dollar-denominated ...........oceeevrereeeeinrennns 318,726 14.2% 376,557 11.3% 499,710 7.6%
LI = 824,811 36.8% 986,953 29.7% 2055898 31.4%
Savingsdeposits
Peso-denominated.............ccoeveveiiiercnnnnns 253,521 11.3% 356,381 10.7% 1,189,489  18.2%
Dollar-denominated ...........ccoeererereeenrenns 42 0.0% 721 0.0% 1331 0.02%
TOtal ..o 253,563 11.3% 357,102 10.7% 1,190,820 18.2%
Other deposits
Peso-denominated............cccoeveeeerierenennns 104,988 4.7% 95,174 2.9% 131,963 2.0%
Dollar-denominated ...........ccoevrerereeennenns 27,632 1.2% 6,467 0.2% 52,592 0.8%
TOta ..o 132,620 5.9% 101,641 3.1% 184,555 2.8%
Interbank Borrowings
Peso-denominated............cccoveeeerieieennennns 0 0.0% 0 0.0% 0 0.0%
Dollar-denominated ...........cocoeeerreevcnennns 346,824 15.5% 1,016,001 30.6% 1343553 20.5%
LI - P 346,824 15.5% 1,016,001 30.6% 1343553 20.5%
Overnight funds
Peso-denominated...........cccocoveenirineinenns 26,093 1.2% 192,987 5.8% 231,207 3.5%
— 0 0.0% — 0 0.0% — 0 0%
26,093 1.2% 192,987 5.8% 231,207 3.5%
Domestic devel opment bank borrowings
Peso-denominated .........ccccovvveeneriniecinenns 82,344 3.7% 82,860 2.5% 203,919 3.1%
Dollar-denominated ...........cocoeerrrecnenns 94594 4.2% 51,515 1.5% 115401 1.8%
TOtal ..o 176,938 7.9% 134,375 4.0% 319,320 4.9%
Bank acceptances outstanding
Peso-denominated ..........ccccooveinirinieinenns 4,723 0.2% 2,967 0.1% 7,145 0.1%
Dollar-denominated ...........cooeeeierineniencns 7,703 0.4% 14,217 0.4% 14,440 0.2%
LI = P 12,426 0.6% 17,184 0.5% 21,585 0.3%
Total funding
Peso-denominated ...........ccooveinnineccnenns 1,388,203 62.0% 1,751,211 52.7% 4,309,455  65.8%
Dollar-denominated ..........cccooeeererireniencns 850,358 38.0% 1,575,233 47.3% 2,235,021 34.2%
LI P Bs 2238561 100.0%  Bs3.326.444 100.0%  Ps6544476  100.0%

The Bank obtains funding from officia ingtitutions such as Banco de Comercio Exterior de Colombia
SA. (“Bancoldex”) for development projects and export financing. These institutions have historicaly
been the primary sources of long-term funding in Colombia. The originating entity will usually prescribe
the use to which the funds will be put but will not impose any other lending criteria. The Bank conducts
its own credit analysis in deciding whether to act as intermediary for these on-lending activities and is
obligated to repay the loan regardless of the performance of the borrower.

The Bank aso uses domestic credit lines from other banks as a source of overnight funding for short-term

investments and covering temporary reserve shortages. This source of funds congtituted 1.2%, 5.8% and
3.6% of total funding at December 31, 1996, 1997, and 1998, respectively.
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Interbank borrowings from foreign banks and from domestic banks in U.S. dollars are based on LIBOR.
Interbank peso borrowings are based on the domestic market rate in effect at that time. Peso-denominated
development fund borrowings are based on DTF, the Colombian average certificates of deposit rate
equivaent. Bancoldex dollar-denominated development borrowings are based on LIBOR and
peso-denominated borrowings from development banks are based on DTF. Almost al such borrowings
are on a floating rate basis. BC also has a correspondent banking network with other banks in Latin
America and elsawhere. At December 31, 1998, the Bank had international trade lines with 58
international banks providing credit facilities for up to US$996 million.

In November 1997, in connection with the Merger, BC borrowed US$265 million through a syndicated
loan among BC, the Banks party thereto and Morgan Guaranty Trust Company of New York. The loan
was repayable in three installments payable annualy starting November 26, 2000. The loan bears interest
a arate of LIBOR plus 1.00% for the first year, LIBOR plus 1.10% for the second year, LIBOR plus
1.25% for the fourth year and LIBOR plus 1.25% for the fifth year. As of May 6, 1999, BC had prepaid
this syndicated loan in full.

In connection with the Merger, BC assumed the obligations of Banco de Colombia as the issuer of a
series of notes (the “Notes’) pursuant to a trust deed entered into between Banco de Colombia and

Citicorp Trustee Company Limited, as trustee. The Notes had an aggregate principal amount of

USS$50 million and bear interest at arate of 7.5% per annum. The Notes matured on October 21, 1998.

In the event that the Bank has a liquidity shortfall, it might be required to increase liquidity by selling
assets a a discount. The Bank manages this risk by analyzing the maturity of assets, liabilities and off-
baance sheet positions. In addition, management believes that the relatively high volume and quality of
the net liquid assets owned by the Bank helps it to maintain its liquidity position and its ability to meets
its commitments when due. However, no assurance can be given that in the event of a liquidity shortfall,
the Bank would not be required to sell assets at a discount.

Capital Expenditures

The Bank has made significant capital expenditures in advanced computer systems and other technology
in the last three years to further increase the efficiency and volume of its operations, the range of services
offered to its customers and its productivity, while maintaining a streamlined work force. The Bank
intends to continue to invest in the development of such systems and technologies during 1999. In 1998,
Bancolombia began to implement a company-wide plan to prepare its computer systems to be Year 2000
compliant. As of April 30, 1999, the Bank had incurred expenses of Ps 7,771 million in connection with
the Year 2000 compliance program. In addition, the Bank is developing and testing a contingency plan in
case of failures by Year 2000 problems and has budgeted approximately Ps200 million for such
contingencies. See“Item 1. Description of Business—Y ear 2000 Compliance.”

Also in 1998, of atotal budget of US$27 million for capital expenditures, the Bank spent US$22 million
updating its technology, of which approximately US$1.2 million was related to technology needed to
unify the networks of BIC and Banco de Colombia after the Merger. For 1999, the Bank has budgeted
US$17.5 million for further capital expenditures for further investments in technology. The Bank may
also make additional capital expenditures as a result of the Merger which amounts have not yet been
budgeted by the Bank.



Capital

Shareholders’ Equity. At December 31, 1998, the Bank’s shareholders’ equity was Ps 788,794 million, an
increase from Ps 544,506 million at December 31, 1997. BC's shareholders equity is comprised of
subscribed and paid-in capital, retained earnings and surplus (which is comprised of the reappraisa of
assets and cumulative trandation adjustments; see Note 3 to the Financial Statements). Of the Bank’s
shareholders equity at December 31, 1998, 13.3%, or Ps 104,482 million, consisted of the resppraisa of
assets.

As aresult of the conversion of historical amounts to constant pesos, the inflation-related revauation of
equity has been distributed to each of the individual equity accounts.

Capital Adequacy. During 1994, the Government issued Decrees 673, 806 and 1722, which established
new capital requirements for financid institutions which are based on the framework established by the
Basd Committee on Banking Regulations and Supervisory Practices of the Bank for International
Settlements. Such decrees provide for four categories of assets, with different risk-weights assigned to
each category and require each financia ingtitution to maintain its Technical Capital equa to at least 9%
of itstotal risk-weighted assets (the “ capital ratio”). In accordance with Decree 673 of 1994, Decree 1811
of October 1995, External Circular No. 41 of 1994 and External Circular No. 009 of 1996, as of
January 1, 1996, financia ingtitutions are required to maintain their Technical Capital equal to at least 9%
of their total risk-weighted assets. The Preference Shares are treated as primary capital.

The following table sets forth certain information regarding BC' s capital adequacy at December 31, 1998:

As of December 31, 1998

(in millions of constant pesos, except ratios)

Capital:
Subscribed Capital .........ccvieieirieisesee e Ps 105,474
Legal reserve and Other reSErVES..........oceereirereeseeeee e 581,406
Cumulativetransation adjustments ...........cccceoereeerernieneeneserese e 7,972
Unappropriated retained arnings..........cooeoeereeereneeneneseseeeseesennens 54,957
Less:
INELTOSS ..ttt (10,540)
LoNg-term iNVESIMENES ........oeiviereieerie e (57,035)
Non-monetary inflation adjustment ............cccceveeveneiesececienienens (132,632)
Primary Capital .........cccovvceeveverieerereeeseseesesese s sssessese s —Ps 549,602
ReappraiSal Of @SSELS .......coeiierirereeee e Ps 96,116
Non-monetary inflation adjustment ...........ccccoevvienciiccciesccee 75,698
Computed secondary Capital .........ccovvererrrreeerniseeesissee e —Ps 171814
Primary Capital ........ccovvueiieieieesees e Ps 549,602
Secondary capital (up to an amount equal to primary capita)............ 171,814
Technical Capital ......ccccceveveeecieeeeee e _Ps 721416
Capital ratios
Primary capital to risk-weighted assets.........ccoeorerrierennenecreiene 8.8%
Secondary capital to risk-weighted assets...........cccveereneiereierenennens 2.8%
Technical Capital to risk-weighted assetS........coeuevererererevererererererenenas —  116%

At December 31, 1998, the Bank’s Technica Capita ratio was 11.6%, which exceeded the requirements
of the Government and the Superintendency of Banking. In the past, the Bank’s capital has fluctuated
from period to period. There can be no assurances that the Bank will not continue to experience such
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fluctuations in the future. However, the Bank will maintain and meet al capital requirements under
Colombian law.

(b) SELECTED STATISTICAL INFORMATION

The following information should be read in conjunction with “¥% Management’s Discussion and Analysis
of Financial Condition and Results of Operations’ and the Financial Statements included elsewhere in
this annua report. Unless otherwise indicated, the information presented for 1998 reflects the effects of
the Merger and the results of operations or financial condition of Banco de Colombia and the information
presented for prior periods does not.

Average Balance Sheet and I nterest Rate Data

Average balances have been calculated in the following manner: for each month, the actual month-end
balance was obtained. The average balance for each period is the average of such month-end balances.
For purposes of the presentation in the following tables, nonperforming loans have been treated as
non-interest-earning assets. In addition, loan fees are immaterial in amount and are included in “loans’ in
the tables below.

Real Average I nterest Rates

The real average interest rates set forth in the tables below have been calculated by adjusting the nominal
average interest rates on peso-denominated assets and liabilities using the following formula:

R(p)= [1+N@)I -1
[1+1]
Where:
R(p) = real average interest rate on peso-denominated assets and liabilities for the period.
N(p) = nominal average interest rate on peso-denominated assets and liabilities for the period.
I = inflation rate in Colombia for the period (based on the Colombian wholesale inflation rate).

Under these adjustment formulas, assuming positive nomina average interest rates, the rea average
interest rate on a portfolio of peso-denominated assets or liabilities would be equal to the nomina average
interest rate on that portfolio if the inflation rate were zero. The rea average interest rate would be less
than the nomina average interest rate if the inflation rate were positive, and the real average interest rate
would be greater than the nominal average interest rate if the inflation rate were negative (i.e., becomes a
deflation rate). In addition, the real average interest rate would be negative if the inflation rate were
greater than the average nominal interest rate.

In the table below, the nominal rate for dollar-denominated items is also considered to be the red rate,
given that this activity originated outside of Colombia and would not be impacted by the inflation and
devaluation levels that would impact domestic activity.

The following tables show average annua balances calculated using actual month-end balances for al of
the Bank’s assets and liabilities, interest income and expense amounts, nomina and red rates for the
bank’s interest-earning assets and interest-bearing liabilities, for the years ended December 31, 1996,
1997 and 1998:



ASSETS(2)
I nter est-ear ning assets(2):
Overnight Funds

Peso-denominated .............cuc.....

Investment securities

Peso-denominated .............c.c......

Loans (3)

Peso-denominated .............cuc......

Total interest-earning assets(4)

Peso-denominated .............cc.......

Non inter est-ear ning assets:
Cash due from banks and
Central Bank

Nonperforming loans

Peso-denominated .......................

Customers' acceptances

Peso-denominated ............c..c.......
Dollar-denominated.....................

Year Ended December 31,
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1996 1997 1998
Average Average Average Average Average Average
Nominal Real Nominal Real Nominal Real
Average Interest Interest Interest Average Interest Interest Interest Average Interest Interest Interest
Balance Earned Rate Rate Balance Earned Rate Rate Balance Earned Rate Rate
(in millions of constant pesos, except percentages)

Ps 5,645 Ps2138 37.90% 13.4% Ps 7,923 2169  27.38% 8.24%  Ps27,115 18,499 68.23% 44.74%
81,185 7,719 9.51 9.51 123,735 6,305 5.10 5.10 165,522 8,199  4.95 4.95
86,830 9857 114 131,658 8,474 6.4 192,637 26,698  13.9

336,752 77559  23.0 1.15 508,665 122,444  24.07 5.40 859,632 129,785  15.1 (1.0)
73,405 5,563 7.6 7.58 134,269 10,993 8.19 8.2 460,984 70429 153 15.3

410,157 83,122 203 642,934 133,437  20.75 1,320,616 200,214  15.2

899,526 372537 414 16.27 1,186,292 305,717 26.38 7.39 2,611,424 984,444  37.7 185

584,775 51,996 8.9 8.89 345,940 54,847  15.85 159 1,134,855 94,824 84 8.4

1,484,301 424533 286 1,532,232 360,564  24.00 3,746,279 1,079,268  28.8

1,241,923 452235 364 12.15 1,702,880 430,330 25.69 6.80 3,498,171 1,132,728 324 139
739,365 65,278 8.8 8.83 603,944 72,145  11.95 11.9 1,761,361 173452 9.8 9.8

1,981,288 517,512  26.1 2,306,824 502,475  22.09 5,250,532 1,306,180  24.8

233,514 183,871 486,209
31,200 26,053 31,118

264,714 209,924 517,327
16,990 (21,320) (103,793)

3,704 (3,849 (6,177)
20,694 (25,168) (109,970)
29,347 22,728 109,285

(13,417) 2,996 15,022
15,930 25,724 124,307
62,268 3,811 24,149

. 8,204 (2,632)
62,268 12,015 21,517



Y ear Ended December 31,

1996 1997 1998
Average Average Average Average Average Average
Nominal Real Nominal Real Nominal Real
Average Interest Interest Interest Average Interest Interest Interest Average Interest Interest Interest
Balance Earned Rate Rate Balance Earned Rate Rate Balance Earned Rate Rate
Accountsreceivable, net
Peso-denominated ............coceuenee 510 64,113 209,848
Dollar-denominated..................... 64 532 11,330
Total .o 574 64,645 221,178
Foreclosed assets, net
Peso-denominated ............cccc...... 82,355 669 98,010
Dollar-denominated..................... 47,157 61 126
Total .o 129,512 730 98,136
Premises and equipment, net
Peso-denominated ............cccceee.. 134,713 85,783 410,185
Dollar-denominated..................... 31,001 66,340 89,695
165,804 152,123 499,880
(16,532) 192,220 588,019
(2,461) 34,036 223,552
(18,993) 226,256 811,571
Total non interest-earning assets
Peso-denominated ...........c.coeuenene 543,165 531,875 1,821,912
Dollar-denominated...........coceueuee 97,338 134,374 362,034
Total .o 640,503 666,249 2,183,946
Total ASSELS....coovvveeeriririeiene Ps 2,621,791 Ps 517,512 0.0% Ps 2973073 Ps502.475 0.0% Ps7,443.478 Ps1,306,180 0.0%

(1) Out-of-period items and adjustments have been included in the appropriate line items as of the time they were received.
(2) Throughout thisanalysis, the nominal rate for the dollar-denominated activity is also considered to be the real rate, given that this activity originated outside of Colombia and would not be impacted by the
inflation and devaluation levels that would impact domestic activity. Individua component interest rate subtotals are based on weighted averages using the average balances of the components.

(3) Includes performing loansonly.

(4) Interestincome and expense resulting from the inflation adjustments are distributed to the individual asset/liability components for the purpose of determining the nominal and real rates.
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Year Ended December 31,

1996 1997 1998
Average  Average Average Average Average Average
Nominal Real Nominal Real Nominal Real
Average Interest Interest Interest Average Interest Interest Interest Average Interest Interest Interest
Balance Earned Rate Rate Balance Earned Rate Rate Balance Earned Rate Rate
LIABILITIESAND SHARE-
HOLDERS EQUITY(1)(2)(3)
Interest-bearingliabilities:
Checking deposits
Peso-denominated ... Ps - Ps - Ps - - Ps - Ps - 4.87%
Dollar-denominated 52,030 2,797 5.38%  5.38% 77,917 3,730 4.79% 4.79% 122,105 5,943 4.87%
TOA oo 52,030 2,797 5.38 77,917 3,730 4,79 122,105 5,943 4.87
Time deposits
Peso-denominated............cccoovenene 456,497 135,036 29.58 6.54 532,141 124,899 23.47 4.92 1,261,403 364,060 28.86 10.87
Dollar-denominated........oovuvviii. 278,217 19,549 7.03 7.03 312,254 22,292 7.14 7.14 415,059 27,880 6.72 6.72
TOtal oo 734,714 154,585 21.04 844,395 147,191 17.43 1,676,462 391,940 23.38
Savings deposits
Peso-denominated.......owvvveveeevinn 183,130 40,588 22.16 0.44 255,044 48,037 18.83 0.98 1,083,695 200,168 18.47 1.93
Dollar-denominated...............c...... 145 10 6.45 6.45 525 37 7.11 7.11 963 44 4.56 4.56
Total ..o 183,275 40,598 22.15 255,569 48,074 18.81 1,084,658 200,212 18.46
Overnight funds
Peso-denominated.......oovveveeevven.n. 86,302 1,174 136 (16.67) 102,785 24,190 23.54 4.98 429,477 139,201 32.41 13.92
Dollar-denominated...................... - - - - - - - -
Total oeveeeeeeee 86,302 1,174 1.36 102,785 24,190 23.54 429,477 139,201 3241
Borrowings from domestic
Development banks
Peso-denominated.......oovveveeevvennnn. 87,901 27,247 31.00 7.70 72,760 18,115 24.90 6.13 170,524 54,182 3177 13.37
Dollar-denominated...................... - - 83,092 6,942 8.36 8.36 130,359 4,778 3.67 3.67
TOAl oo, 87,901 27,247 31.00 155,852 25,057 16.08 300,883 58,960 19.60
Interbank borrowings
Peso-denominated................coue... 94,285 29370  31.15 7.83 - - - - -
Dollar-denominated..............c.... 110,725 9,381 8.47 8.47 446,819 31,985 7.16 7.16 1,437,391 74,044 5.15 5.15
TOA oo, 205,010 38,751 18.90 446,819 31,985 7.16 1,437,391 74,044 5.15
Fiduciary deposits
Peso-denominated............cccoovenenne - - - 96,937 126 0.13 (14.91) 133,176 45 0.03 (13.93)
Dollar-denominated.. 272,815 21,253 7.79 7.79 - - - - -
Total ..ocoveviiinne 272,815 21,253 7.79 96,937 126 0.13 133,176 45 0.03
Total interest -bearing liabilities
Peso-denominated 908,115 233,415 25.70 3.35 1,059,667 215,367 20.32 2.25 3,078,275 757,656 24.61 7.21
Dollar-denominated 713,932 52,990 7.42 7.42 920,607 64,986 7.06 7.06 2,105,877 112,689 5.35 5.35
Total.ceeeeeeeee 1,622,047 286,405 17.66 1,980,274 280,353 14.16 5,184,152 870,345 16.79

Non-interest-bearingliabilities:
Checking accounts




Other deposits
Peso-denominated...............ccuuveee..

Bank Acceptances Outstanding
Peso-denominated............cccccueenee.
Dollar-denominated.......................

Fiduciary deposits
Peso-denominated.............cccevennne

Shareholders’ equity
Peso-denominated............cccccueenee.
Dollar-denominated........................

Total non-interest bearing liabilities
Peso-denominated.............cccoeeneee

Total liabilitiesand
Shareholders Equity................

Year Ended December 31,

(1) Out of period items and adjustments have been included in the appropriate lineitems as of thetime they werereceived.
(2) Throughout thisanalysis, the nominal rate for the dollar-denominated activity is also considered to be thereal rate, given that this activity originated outside of Colombia and would not be impacted by the inflation and
devaluation levels that would impact domestic activity. Individual component interest rate subtotal s are based on weighted averages using the average balances of the components.
(3) Interest income and expense resulting from the inflation adjustment has been allocated entirely to peso-denominated assets and liabilities and earnings thereon. These amounts are not distributed to the individual
asset/liability components; however, they are considered in the totals for the purpose of determining the nominal and real rate.

Ps7443478 __Ps8/0.340

1996 1997 1998
Average  Average Average Average Average Average
Nominal Real Nominal Real Nominal Real
Average Interest Interest Interest Average Interest Interest Interest Average Interest Interest Interest
Balance Earned Rate Rate Balance Earned Rate Rate Balance Earned Rate Rate
295,669 317,685 724,480
295,669 317,685 724,480
- 22,458 37,073
- 10,703 22,693
B 33,161 59,766
20,978 22,458 7,863
28,795 10,703 13,919
49,773 33,161 21,782
6,240 2,941 -
10,012 9,233 -
16,252 12,174 -
176,620 133,418 481,218
14,139 18,911 73,270
190,759 152,329 554,488
405,673 432,305 907,203
41,619 45,145 (8,393)
447,292 477,450 898,810
905,180 908,807 2,157,837
94,565 83,992 101,489
999,745 992,799 2,259,326
Ps 2,621,792 Ps286,405 Ps 2,973,073 Ps 280,353



Changesin Net I nterest | ncome and Expenses—Volume and Rate Analysis

The following table alocates changes in the Bank’s net interest income between changes in average
volume, changes in nomina rates and the net variance caused by changes in both average volume and
nominal rate for the fiscal year ended December 31, 1998 compared to the fiscal year ended
December 31, 1997 and the fiscal year ended December 31, 1997 compared to the fiscal year ended
December 31, 1996. Volume and rate variances have been calculated based on movements in average
balances over the period and changes in nominal interest rates on average interest-earning assets and
average interest-bearing liabilities. The net change attributable to changes in both volume and rate has
been allocated to volume.

1996-1997 1997-1998
I ncrease (Decr ease) Increase (Decr ease)
DueTo Changesin DueToChangesln
Net Net
Volume Rate Change VVolume Rate Change

(in millions of constant pesos)
I nter est-ear ning assets:
Overnight funds

Peso-denominated...........ccoeevrvrveiernneen Ps 986 Ps (594) Ps 392 Ps 13094 Ps 3236 Ps 16,330

Dollar-denominated..........ccceoveeveennee. 3.221 (3.582) (361) 2,070 (A77) 1,893
Total..coocceeeeeee e 4,207 (4,176) 31 15,164 3,059 18,223

Investment securities

Peso-denominated...........ccceevrerveererenenn 61,830 3,503 65,333 52,988 (45,647) 7,341

Dollar-denominated...........ccccccveueeuenenee. 6.819 447 7.266 49,915 9,521 59,436
Total..cvieceeecee e 68,649 3,950 72,599 102,903 (36,126) 66,777

Loans

Peso-denominated............ccccceeveuenennnee. 124,957 (140,722) (15,765) 537,241 141,487 678,728

Dollar-denominated...........ccccceveeruennnee. (28.707) 40,717 12,010 65,919 (25,942) 39,977
Total ..o 96,250 (100,005) (3,755) 603,160 115,545 718,705

Total interest-earning assets

Peso-denominated............ccccceeveuenennnee. 187,773 (137,813) 49,960 603,323 99,076 702,399

Dollar-denominated...........ccccceveeivennee. (18.667) 37,582 18,915 117,904 (16,598) 101,306
Total...ceieeeceece e Ps 169,106 Ps(100.231) Ps68875 Ps 721227 Ps 82478 Ps 803705

Inter est-bearing liabilities:
Checking accounts

Peso-denominated............coeeuveeveennnee. Ps - Ps - Ps - Ps - Ps - Ps -
Dollar-denominated.............ccccvveveevnne. 1,863 (307) 1,556 2,151 62 2213
L0 7- O 1,863 (307) 1,556 2,151 62 2,213
Timedeposits
Peso-0enOMiNated. .......c.vvereereeereereereen, 38,613 (27,891) 10,721 210,476 28,685 239,161
Dollar-denominated ...........oovvevereereenn. 6,152 314 6.466 6.905 1317 5588
e = O 44,765 (27,577) 17,187 217,381 27,368 244,749
Savingsdeposits
Peso-denominated............cccevevereennnn. 21,567 (6,096) 15,471 153,059 (929) 152,130
Dollar-denominated...........coveveevereeenn. 34 1 35 20 (13) 7
TOtL v 21,601 (6,095) 15,506 153,079 (942) 152,137
Overnight funds
Peso-0enOMiNated. .......c.vvereereeereereereen, 7,542 (6,560) 983 105,887 9,124 115,011
Dollar-denominated..........ccccoeeereeneee. - - - - - - -
Qo7 IR 7,542 (6,560) 983 105,887 9,124 115,011



1996-1997 1997-1998
Increase (Decr ease) Increase (Decrease)
DueTo Changesln DueToChangesin
Net Net
Volume Rate Change Volume Rate Change
(in millions of constant pesos)
Borrowings from domestic
development banks
Peso-denominated..........ccccueveueeeiniennns (2,334) (5,896) (8,230) 31,063 5,004 36,067
Dollar-denominated ...........cccceeveeereencnees (1.149) (131) (1,280) 1,733 (3.897) (2,164)
TOtal.oovceeeeeee e (3,483) (6,027) (9,510) 32,796 1,107 33,903
Interbank borrowings
Peso-denominated...........ccoeerrveerereneen - - - - - -
Dollar-denominated...........ccoeeueeeverennes 17,79 (1,723) 16,075 51,027 (8.968) 42,05
TOtal.ooceccee e 17,798 (1,723) 16,075 51,027 (8,968) 42,059
Fiduciary deposits
Peso-denominated..........ccccceveueieiniennns 35 (1,062) (1,027) 12 (93) (81)
Dollar-denominated............cccereerueenes - - - - - -
TOtal.o o 35 (1,062) (1,027) 12 (93) (81)
Total interest-bearing liabilities
Peso-denominated..........ccccueveueeeiniennns 65,423 (47,505) (17,918) 500,497 41,791 542,288
Dollar-denominated..........ccccceuevererennas 24,698 (1,846) 22,852 61,836 (14,133) 47,703
TOtal.o o Bs90121  PBs(49.351) Bs407/0 Ps562333 Ps 27,658 Bs 580,901



Earning Assets—Net I nterest Margin and Spread

The following table analyzes the levels of average interest-earning assets and net interest income of the

Bank and illustrates the comparative net interest margin and interest spread obtained for the fiscal years
ended December 31, 1996, 1997 and 1998.

Year ended December 31,
1996 1997 1998
(in millions of constant pesos, except percentages)

Total average interest-earning assets

Ps1,241,923 Ps 1,702,880 Ps 3,498,171
739.365 603,944 1,761,361
1,981,288 2,306,824 5,259,532
Averageyield on average interest-earning assets
Peso-denominated............ccveveveveeeeeeeeeeeeeeeeeeeee e 36.4% 25.9% 32.4%
Dollar-denominated 8.8 11.9 9.8%
10 €= IR 26.1 22.3 24.8%
Net interest earned(1)
Peso-denominated............cceeeeeeeeeeceeceeee e Ps 218,820 Ps 225,955 Ps 375,277
DOlar-denOMINAEd ... eeeeeeeen 12,288 7,159 60.763
1] €= TR 231,108 233,114 436,040
Net interest margin(2)
Peso-denominated............ccceeveeeeiieeceeceece e 17.62% 13.27% 10.72%
DOl ar-denN0MINGLET ......cveeeeeeeeeeeeee e eeeeeeseeeeeeesenns 1.66 119 3.45
LI ] - | OO 11.66 1011 8.29
Interest spread(3)
PESO-CENOMINGLED. ..e.eveo e eeeeseeeeseeeesseeene 10.71% 5.59% 7.77%
Dollar-denominated 141 4.89 4.50
I ] = T 8.46 8.10 8.05

(1) Defined asinterest income lessinterest paid and includes interest earned on investments.
(2) Defined as net interest income divided by total average interest -earning assets.
(3) Defined asthe difference between the average yield on interest -earning assets and the average rate paid on interest -bearing liabilities.
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Assets
Return on Equity and Assets

The following table presents for the periods indicated certain selected financia ratios of the Bank:

Year ended December 31,

1996 1997 1998
Net income as a percentage of :
Averagetotal @SSatS ........coccorirerieneienee e 2.45% 2.08% (0.14)%
Average shareholders' equUIty .........cccocvveerereeecenennnn 14.34 13.83 (1.17)
Dividends per share asapercentage of 92.59
netincome per Share(l) ......ccvvvevevveevenieesieeseseeneeas 88.20
Average shareholders’ equity as a percentage of 16.06 12.08
average total 8SSELS.......ccoevvieieiiei e 17.06
Return on interest-earning assetS(2) .....ccoeeeeereeerereneens 26.12 22.09 2481

(1) Dividends are paid based on unconsolidated earnings. Net income per share is calculated using the average number of common shares
outstanding during the year.
(2) Defined as net income divided by average interest -earning assets.

I nvestment Securities

The Bank acquires and holds investment securities for liquidity or other strategic purposes or when it is
required by law to do so. Under Colombian law, prior to 1995, banks were restricted from holding equity
securities within their investment securities portfolio. Effective April 28 of that year, however, equity
securities of liquid, publicly-traded Colombian financia institutions may be held by banks as investment
securities. See Note 3 to the Financia Statements. Debt securities which accrue interest at variable rates
are recorded at cost, adjusted by premiums or discounts, and equity investments are recorded at cost,
adjusted for inflation after January 1, 1992. See Note 3 to the Financid Statements. As of April 28, 1995,
debt securities held by Colombian financial institutions are required to be marked-to-market monthly. See
Note 3 to the Financial Statements. At December 31, 1998, the value of BC's marked-to-market portfolio
of investment securities held for trading on a consolidated basis was Ps 1,273,186 million.

Investments are fully reviewed in June and December of each year and partialy reviewed in March and
September for impairment by considering the related solvency risk, market exposure, currency exchange
and country risk. Solvency risk levels, as defined by the Superintendency of Banking, are classified as A-
Normal, B-Subnormal, C-Doubtful recovery and D-Unrecoverable. Depending on the results of the
evauation and on the likelihood of loss of the investment, allowances are recorded for 20% to 100% of
the cost of the investment, and for 100% of accrued income. The following investments are excluded
from this evaluation: (d) mandatory investments and investments held in reserve against deposits and
securities issued or guaranteed by the Colombian Government or issued by the Centra Bank; and
(b) foreign investments which represent less than 10% of the capita of the issuer or the total investments
of the Bank, or which represent fixed-yield securities congtituting less than 3% of the amount of the issue
or 3% of the Bank’ s total investments. See Note 3 to the Financial Statements.

As of September 30, 1998 investment securities are to be classified as trading, non-trading, held to
maturity, permanent and Hedges. Trading and non-trading investments may have fixed interest or variable
yield. Prior to this change, al investments were classified as trading or non-trading and fixed interest or
variable yield.



Held-to-maturity investments are fixed-yield investments which expire one year or longer after the
purchase date. They must be held until maturity and, if they have a maturity of greater than three years,
they must remain in the Bank’s portfolio for at least one year to be classified as held-to-maturity. At
December 31, 1998, the Bank did not have any investments classified as held-to-maturity.

Permanent investment securities are investments of variable yield which remain in the Bank’s portfolio at
least three years. These investments have been recorded since October 1, 1998 at cost and their market
value adjustments are recorded as follows: if the market value is greater than cost, the difference will be
recorded as a regppraisa of investment; if the market value is lower than cogt, the difference will be
recorded as areappraisa of investment until the account is reduced to zero and if a difference still exigts it
will be recorded as an unregppraisal of assets in shareholders’ equity.

As of December 31, 1998, dl of the investment securities were classified as “A,” except for four
investments that was classified as “B” and one investment that was classified as “E.” See Note 6 to the
Financial Statements. As of December 31, 1998, the Bank had no investments classified as“C” or “D.”

The following table sets forth the Bank’s investments as of the dates indicated in Government and
corporate securities and certain other financia investments.

Asof December 31,

1996% 1997 1998%
(in millions of constant pesos)

Dollar-denominated®
Securitiesissued or secured by the Colombian

GOVEIMIMENL ..o eeeseese e eeeeeeeseeseeseeseseseeseeseeeseeesesseeseeesseseeseenn Ps 44,275 Ps 50,318 Ps 365,280
Timedepositsin financial entities - - -
Loansbought at adiscount ................cco......... 3,262 - -
EUroNOteS and EUMODONGS. .....vee e eeeeeeeeee e see e seeeeeeseeesseeseeeseeeseene 60,838 65,823 138,491
Securitiesissued by fOreign gOVErNMENES ..........c.eevereevrerrreeresseensern 11,194 64,909 62,945
Others 1719 __ 187 -

LS00 - OO 121,288 181,237 566.716
Peso-denominated®
Securitiesissued or secured by the Colombian

GOVEITIMENL ....ovoeeeeeeeeeeeeeeereeeeeeeeeeeeeeeeeeeeseeeeeese st essesseesesseesesenenennes 27,188 158,989 146,962
Securitiesissued or secured by the Central Bank.............c.oeveeverrereeenn. - 25 4,521
Securitiesissued or secured by government entities ............coeeeceeereeens 75,113 5,984 271,154
Securitiesissued or secured by other financial entities...........c...co......... 383,341 352,704 269,392
Accounts receivable discounted 1,162 956 2,625
(011172 £SOV - = 22,004 11,815

(S0 o> A 486,804 540,662 706,469
L1 IR Bs 608,002 Bs 721899 Bs 1273185

(1) Theseamountsare net of allowances for decline in value which were Ps368 million for 1996 and Ps1,189 million for 1998.

(2) This table does not include equity securities. Under Colombian law, prior to April 1995, the Bank only held equity securities in certain
financia institutions and only as long-term investments. Effective April 28, 1995, the Bank may hold equity securities of liquid, publicly-
traded Colombian financid ingtitutions within its investment securities portfolio. See Note 3 to the Financial Statements. The Bank’s tota
long-term investments, net in equity securities were Ps70,393 million, Ps517,517 million and Ps107,569 million for the years 1996, 1997
and 1998, respectively.
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The following table shows the Bank’s investments that exceed 10% of its shareholders equity at
December 31, 1998:

As of December 31, 1998

Maturity Maturity
Carryin Maturity less between between
Value® than 1year land 5years 5and 10years

(in millions of constant pesos)

Securitiesissued or secured by

the Colombian Government ..........cccceeeeeveevenienne Ps 159,079 - 159,079 -

(1) Asof April 28,1995, almost all investment securities are marked-to-market and are no longer recorded at book value.
I nvestment Securities Portfolio Maturity

The following table analyzes the maturities and weighted average nominal yields of the Bank's
investment securities as of December 31, 1998:

Asof December 31, 1998

Maturity Within Maturity After One Maturity After Five
OneYear But Within FiveYears ~ But Within Ten Years Total

Balance(l) Yidd% Balance(l) VYield% Baance(l) Yield% Baance(l) Yidd %

(in millions of constant pesos, except yields)

Dollar-denominated:
Securitiesissued or secured by the

Colombian government.................... Ps16,640 8.93% Ps295853 7.86% Ps 52,787 9.64% Ps 365,280 8.17%

Time depositsin financia entities...... -
Loans bought at adiscount................ - -

Euronotes and Eurobonds.....

Securities issued by foreign

governments. - - 62,945 8.58% - - 62,945 8.58%

Others............ - - - - - - -
SUBLOLAl....veeeecieee e 88,364 8.72% 408,665 8.13% 69,687 9.58% 566,716 8.40%

Peso-denominated:
Securitiesissued or secured by the

71,724 8.67% 49,867 9.16% 16,900 9.38% 138,491 8.94%

Colombian Government ................... 19,578 30.52% 76,036 27.89% 51,348 25.89% 146,962 27.54%

Securitiesissued or secured by the

Central BanK........occovvvrieieicienn, 4,521 1.50% - - - - 4,521 1.50%

Securities issued or secured by

government entities 181,063 27.48% 53,556 34.75% 36,535 37.25% 271,154 30.23%

Securities issued or secured by

financial entities............ccccceeeeveennee. 122,628 37.67% 119,327 35.52% 27,437 37.66% 269,392 36.72%
Accounts receivable discounted......... 2,625 32.98% - - - - 2,625 32.98%
Other ..o 2524 39.92% 6,964 42.02% 2,328 41.81% 11,815 41.40%

Subtotal ........ocevveeieiiiieeeeee, 332,939 31.20 255,883 33.17% 117,648 32.48% 706,469 32.12%

TOtal oo 421,303 664,548 187,335 1273185

()  Theseamountsarenet of allowances for declinein value which aggregated Ps 1.189 million in 1998.
Loan Portfolio

The Superintendency of Banking requires that banks in Colombia separate their loan portfolio into three
categories, commercial, consumer and mortgage, for purposes of determining alowances for loan losses
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and the non-performing loan portfolio. The commercia loan portfolio is defined as dl peso- and dollar-
denominated loans, even if to an individual, with a principal amount equal to or exceeding 300 minimum
monthly salaries, or approximately Ps 71 million nomina pesos (approximately US$ 43,000), and small-
and medium-sized commercial customer loans. The commercial loan portfolio also includes loans funded
by discounting with the Centra Bank and Bancoldex for lending to projects that those institutions
approve. At December 31, 1998, BC's commercial loan portfolio amounted to Ps 3,273,791 million,
which was an increase of 115.7% from December 31, 1997. This increase was primarily due to the
increase in loans resulting from the Merger.

A consumer loan is defined by the Superintendency of Banking as a loan with a principal amount of less
than 300 minimum monthly salaries, or approximately Ps 71 million nominal pesos, that may be made to
individuals. These loans include al credit card loans and any other loans granted to an individual for
purposes of financing the acquisition of consumer goods or the payment of services.

Each of the commercial and consumer loan portfolios is segregated into secured and unsecured loans. A
secured loan is one the repayment of which is secured by real property or certain other types of property,
whereas an unsecured loan is supported by an undertaking from the borrower or a third-party guarantor,
but does not involve the creation of a security interest in property. Mortgage loans are loans secured by
real property where such property serves as collateral to secure al or a part of its purchase price.

These categories are used in order to determine the required alowances for loan losses and the required
review and classification of the nonperforming loan portfolio.

The following table represents the Bank’ s loan portfolio categorized in accordance with the regulations of
the Superintendency of Banking in effect for the relevant periods:

Asof December 31,

1994 1995 1996 1997 1998
(in millions of constant pesos)
ComMMErCial......cccoovveeeenreriererereeeenens Ps 900,307 Ps 1,220,980 Ps 1,153,535 Ps 1,517,623 Ps 3,275,211
CONSUMET .....oeeveeieeieeee e see e seeens 520,807 474,901 423,430 444,977 874,058
MOrtQage......ccoererereeieree e 5317 6,835 12,129 16,443 29,962
Total Loans.......cceceeeeeeeveereesiesiesennnns 1,426,431 1,702,716 1,589,094 1,979,043 4,179,231
Allowance for Loan Losses ................. 9,303 16,071 22,728 26,852 153,461
Total Loans, NEt ......cccvveervereennenennnnnns Ps1417,128 Ps 1,686,645 Ps 1,566,366 Ps1.952,191 Ps 4,025,770

The Bank segregates its loan portfolio into corporate loans, retail loans and mortgage loans. Corporate
loans include loans to medium and large corporations. Retail loans include loans to individuals, such as
persona lines of credit, automobile loans and credit card loans. Mortgage loans consist primarily of
mortgage loans to BC employees and a small number of mortgage |oans made to customers of the former
Banco de Colombia.
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The following table shows the Bank’s loan portfolio classified by corporate, retail and mortgage:

Asof December 31,

1994 1995 1996 1997 1998
(in millions of constant pesos)

Corporate
Trade finanCing........ccocovvveererseiesree e Ps 202,451 Ps 120,765 Ps 74,000 Ps 87,164 Ps 215,572
L oansfunded by domestic
Development banks.........ccccoveeiennnencnenienn. 112,375 183,167 149,319 139,459 233,786
Working capital [oans............ccccvevvevirevenreeane. 482,735 751,025 765,285 1,012,314 2,263,107
Credit cards - - - - 1,754
OVerdraftS.....cccoveveenreriecrecereee 1,056 1,923 1,836 1,155 45,020
Credit lines(1) 18,448 29,491 34,890 32,264 -
OthEr ..o 1,770 406 - - 5,935
Total COrPOrate......ccuvvrvreeeriresreeririeeinrennns 818,835 1,086,777 1,025,330 1,272,356 2,765,174
Retail (2)
Credit Cards ......oocoveeeevereererse e 163,331(3) 118,002 108,791 107,554 155,758
Personal [0ans........coeeenereeeenneseenseeeeneans 149,831 137,918 123,119 145,190 252,609
Automobile 10anS ........ccoeeevrerecerreeeeee 67,529 49,552 40,072 40,211 34,758
(@Y= (o - (T 29,149 40,042 55,222 32,974 77,754
Loansfunded by domestic
development banks.........cccccevveieieniiiiinienns 37,386 54,573 40,134 32,044 80,428
Trade finanCing......cccceveveeserenene e 33,820 29,176 11,388 14,835 34,146
Working capital 10ans........c.ccocevrerreeererenienns 121,233 179,841 172,909 317,436 748,642
Total retail ....cooevveeeveeseeeereeene, 602,279 609,104 551,635 690,244 1,384,095
Mortgage........ 5,317 6.835 12,129 16,443 29,962
Total loans 1,426,431 1,702,716 1,589,094 1,979,043 4,179,231
Allowance for loan losses (9,303) (16,071) (22,728) (26.852) (153.461)
Total 10aNS, NEL.....ccoveeeeerereeeerr e Ps 1417128 Ps1.686,645 Ps1566366 Ps1952191 Ps4.025.7/0

(1) In 1994, the Bank stopped its policy of providing corporate credit lines because, under Colombian regulations, the full amount of such
credit lines must be included in the calculation of the Bank’s capital adequacy ratio.

(2 Includesloans to upper-income individuals and small companies.

(3) IncludesPs29,007 million at December 31, 1994, which consisted of loans to savings and mortgage banks to cover amounts due on credit
cards paid by the Bank to merchants.

The Bank’s tota loan portfolio increased 111% in 1998 to Ps 4,179,231 million from Ps 1,979,043
million in 1997 primarily due to the Merger. From 1996 to 1997, the Bank’s total loan portfolio
increased 25% in 1997 to Ps 1,979,043 million from Ps 1,589,094 million in 1996 primarily due to a
decrease in interest rates in the local market and an increase of economic activity in Colombia in the
second semester of 1997.

Total corporate loans increased 117.3% in 1998 to Ps 2,765,174 million from Ps 1,272,356 million in
1997 due primarily to the Merger. Total corporate loans increased 24.1% in 1997 to Ps 1,272,356 million
from Ps 1,025,330 million in 1996 due primarily to an increase of 32.3% in working capital loans and an
increase of 17.8% in trade financing and, at December 31, 1996, 1997 and 1998, totd corporate loans
represented 65%, 64% and 66%, respectively, of the total loan portfolio.

Tota retail loans increased 101% in 1998 to Ps 1,384,095 million from Ps 690,244 million in 1997

primarily due to the Merger. Retail loans increased 25.1% in 1997 to Ps 690,244 million from Ps 551,635
million in 1996 primarily due to an increase of 83.6% in working capital loans to small- and medium-
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sized businesses and an increase in personal loans of 17.9%. At December 31, 1996, 1997 and 1998, retail
loans represented 35%, 35% and 33%, respectively, of the Bank’ s total |oan portfolio.

Trade financing loans, as well as loans funded by domestic development banks, are registered in U.S.
dollars, and, therefore, a decrease in such loans will have a greater impact when they are converted into
constant pesos, given the relatively high inflation rate and the recent devaluation of the Colombian peso.

At December 31, 1998, the aggregate outstanding principal amount of the Bank’s 25 largest borrowing
relationships represented approximately 19.7% of the total loan portfolio and no single borrowing
relationship represented more than 3.12% of the total loan portfolio. Approximately 42.1% of such loans
are denominated in foreign currencies. All of these loans are corporate loans and, as of December 31,
1998, all of these borrowing relationships were classified as“A” credits.

At December 31, 1998, Suramericana owned approximately 29.96% of the Bank and had Ps 93,283
million in loans from the Bank. Parties related to Suramericana, a December 31, 1998, owned
approximately 10.65% of the Bank, and had Ps 37,853 million in loans from the Bank.

Loans by Economic Activity

The following table analyzes the Bank’s loan portfolio for the periods indicated by the principa activity
of the borrower using the Primary Standard Industria Classification Codes. (Where the Bank has not
assigned a code to a borrower, classification of the loan has been made based on the purpose of the loan
as described by the borrower):

Asof December 31,

1994 % 1995 % 1996 % 1997 % 1998
(in millions of constant pesos, except per centages)

Agricultural .........ocenene Ps 82338 58% Ps 168942 9.9% Ps 39240 25% Ps44630 2.3% Ps140,439
Mining productsand ail .. 11,401 0.8% 8295 0.5% 21602 1.4% 17542  0.9% 17,001
Food, beverage and

tobacco ..., 118,906 8.4% 202,660 11.9% 171,985 10.8% 184,448 9.3% 269,726
Chemical production....... 77995 5.5% 94,122 55% 70,267  4.4% 53890 2.7% 124,079

Other industrial and

%

3.4%
0.4%

6.4%
3.0%

manufacturing products 406,792 28.5% 423,669 24.9% 364,662 22.9% 349,735 17.7% 631,367 15.1%

Government ...........ceeee 70,263  4.9% 52693 3.1% 36,266 2.3% 24233  1.2% 518,946 12.4%
Construction ...........c..... 16,207 1.1% 38691 2.3% 49558  3.1% 56,687 2.9% 135,847 3.3%
Tradeandtourism........... 131,650 9.2% 155,796 9.2% 207,406 13.0% 218,214 11.0% 381,858 9.1%
Transportation and

communicetions.......... 32,207 2.3% 39429 2.3% 20,328 1.3% 41,100 2.1% 133,282 3.2%
Public services............... 9,098 0.6% 21818 1.3% 47055  3.0% 50,190 2.5% 183,341  4.4%
Consumer sarvices.......... 437,520 30.7% 365,270 21.5% 382,603 24.1% 444,427 22.5% 402,173  9.6%
Commercia services....... 32,054 2.2% 131331 _7.6% 178,122 11.2% 493947 25.0% 1241172 29.7%

Total loans.................. Ps1426431 100% Ps1702.716 100.0% Ps1589.004 100.0% Ps1979.043 100.0% Ps4179.231 100.0%
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Maturity and I nterest Rate Sensitivity of Loans

The following table shows the maturities of the Bank’s loan portfolio:

Asof December 31, 1998

Duefrom
Duein one oneto Due after
Year or less fiveyears Fiveyears Total
(in millions of constant pesos)
Peso-denominated loans:
Corporate
Trade fiNaNCING ...c.covvveeeireer e Ps 19,950 Ps 0 Ps 0 Ps 19,950
L oans funded by domestic development banks.................... 74,269 24,665 31,030 129,964
Working capital 108NS...........cc.ovveeeeeeeeeeeeeeiereeeereessesesen e, 684,415 518,574 264,464 1,467,453
Credit CArGS......cveveeeecee et eesees s 1,028 80 266 1,374
OVENraftS ..o 40,060 0 0 40,060
OtNEN ettt _ 5935 0 0 5,935
TOtal COMPOTBLE. ........cveveveeeseeeee ettt ssesseenens 825,657 543,319 295,760 1,664,736
Retail®
CrEit CAIAS........cvcvevceeeeeeeeseesesesee s ses s en s eesees s 116,071 22,233 1,819 140,123
Personal 10aNS..........cceeveveevereereeeeeeereseneenes 33,757 216,195 2,456 252,408
Automobile loans 6,056 28,702 0 34,758
(@Y= (o 1= OO 77,754 0 0 77,754
Loansfunded by domestic development barks ................... 23,450 22,556 11,453 57,459
Trade fiNANCING ....c..ovvcveeeeeeeeeieeeeeeeeesee e eene s nenes 3,615 0 0 3,615
Working capital |oans 389,960 233,035 17.897 640,892
TOAl TR ...cvvvveieccectect ettt 650,663 522,721 33,625 1,207,009
MOFTQAGE. ... ettt 122 29,840 29,962
Total peso-denominated 10ans..........coccoevereiererenenecreene Ps 1,476,320 Ps1.066,162 Ps359225 PBs2901.707
Dollar-denominated loans:
Corporate
Trade finanCing ......cccceveeeeiieeereeeree e s Ps 158,202 Ps 34,097 Ps 3,323 Ps 195,622
Loans funded by domestic development banks.................... 85,683 18,139 0 103,822
Working Capital [0aNS...........c.ouvvveieeieeveeeieeesesesssssesae s 611,596 179,789 4,269 795,654
Credit CaraS......cucvevececveeeeere ettt 380 0 0 380
(@ Y= (o 1 =TT 4,960 0 0 4,960
_ 0 0 0 0
TOtal COMPOTELE..........ceeeeeeeeeeeeeeeeeeeeeeeeee e eeseessensensensensenanes 860,821 232,025 7,592 1,100,438
Retail®
15,635 0 0 15,635
201 0 0 201
0 0 0 0
0 0 0 0
Loans funded by domestic development banks.................... 22,969 0 0 22,969
Trade fiNANCING .....vveveeveeveeeeteese et 30,171 360 0 30,531
Working capital loans 63170 44,580 0 107,750
TOtal FEtail ..o 132,146 44,940 0 177,086
Y o o 7= To =TSSR 0 0 0 0
Total dollar-denominated [0aNS...........cc.oevveveeeveveeerereerenens 992,967 276,965 7,592 1.277,524
TOtal [OANS ...ttt Ps 2,469,287 Ps1,343127 PBPs366817 Bs4,179231

(1) Includesloansto upper-income individuals and small companies.
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As of December 31, 1998, approximately 59.1% of the Bank’s loans had a maturity of one year or less.
The Bank’s policy is not to automatically roll over an existing loan without a thorough credit analysis of
the borrower.

The following table shows the interest rate sengitivity of the Bank’ s loan portfolio at December 31, 1998:

Asof December 31, 1998
(in millions of constant pesos)

Loanswith termsof 1 year or more:

Variable Rate
Peso-denOMINGLED ...........ccovieiuiiieieie et Ps 988,504
DOl ar-denNOMINGLED.............eveeeeeeeeeeeeeeeeeeeeeeseese e 397,722
LI OO 1,386,226
Fixed Rate
PESO-UENOMINGLED ..o s e seseee e 436,882
DOl @r-GENOMINGLED. ... ..cooveoeveeeeeseeeeeeeeeeseeeereeeeeeseeeseseseseneeeen 95,743
TOAL vttt ettt e e 532,625
Loanswith termslessthan 1 year:
PESO-0ENOMINGLEM ... ee e eeseee 1,476,321
DOHEr-HENOMINGED ..o eeeeeeeee s ees s seseseee e 784,059
LI - TSP
Ps 2,260,380
TOtaAl |OANS.....ceecieeeece ettt sresre e

Ps 4,179,231
Credit Review Policies

The Bank’s credit standards and policies aim to achieve a high level of credit quality in the Bank’s loan
portfolio, efficiency in the processing of loans and the specific assignment of responsibilities for credit
rsk.

Loan applications, depending on their size, are presented for approval to (i) branch managers, (ii) the
appropriate zone or regiona managers, (iii) the appropriate vice presidents, (iv) the President, (v) the
Credit Committee and (vi) the Board of Directors of BC. In general, loan application decisions are made
by bank managers in committee. Loan applications up to a maximum of Ps 40 million (approximately
$23,500) have to be aso submitted for approval to the Bank’s centralized credit scoring department.
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The following table sets forth the size limits for loan application approval by authorization level as
established by the Board of Directors of BC:

Maximum loan approval limits(1)
Unsecur ed loans(2) Secured loans
(in U.S. dollar amounts)

Authorization level:

BranCh MaNaGENS ........ceveeeeeeeeeeeeeseeeeseeeeseseeseeeeeees $ 9380 $ 18530
ZONEMBNAGENS ..o eeeeeseeeeeeseeseseeeseseesesees 19,400 38,800
Regional Managers Corporate Banking...................... 270,000 450,000
Middle-corporate and Personal
Banking Regiona Managers ..........ccoo.oveereeerreereeenn. 180,000 300,000
Middle-corporate and Personal
Banking Vice PresSidents........c.ccocverriencicnennenceens 900,000 1,500,000
Corporate Banking, Finance
and International Vice PresSdents..........coccceevvineenne 900,000 1,500,000
PIESIENt .....vveoveeeeeee e 2,100,000 3,500,000
Credit COMMILEE........covieeireereeeee e Any loan not requiring Any loan not requiring
approval of the Board of Approval of the Board of
Directors Directors

(1) Approval limitsaremeasured in dollars or their equivalent in nominal pesos.
(2) Includesloanswith a personal guarantee.

Loans to employees and affiliates of the Bank must be approved by the Board of Directors, which has the
authority to grant loans in any principal amount subject to the Bank’s legal lending limit. Approval at
each level also requires the agreement of each lower level of the approval hierarchy. For example, aloan
approva by regiona management as referred to in (i) above would aso require approval from the branch
managers mentioned in (i) above.

To maintain credit quality and manage the risk arising from its lending activities, the Bank has established
genera loan poalicies for (i) evauation of credits, (ii) lending limits to a single customer or economic
group that are co-extensive with those required by law, (iii) the level of management authority required to
gpprove a loan, (iv) maximum terms of loans, and (v) collateral required for certain types of loans and
their valuation.

BC’s policies require that every credit be analyzed using the following factors: the character, reputation
and credit history of the borrower, the type of business the borrower engages in, the borrower’s ability to
repay the loan, the coverage and suitability of the proposed collatera for the loan, information received
from the credit risk center, debt service ability and compliance with the loan terms. The Bank applies this
same detailed credit analysis to potential depositors.

In addition to an analysis of the borrower, the Bank engages in the analysis of the different economic
sectors to which the Bank makes loans and has established guidelines for financia analysis of the
borrower and for participation in investment projects in Colombia and outside Colombia. The Bank
applies the lending limits established under Colombian law, which require that (i) an uncollateralized loan
to a single customer or economic group may not exceed 10% of the Bank’s Technica Capital (the Bank’s
largest such loan at December 31, 1998 is for Ps44,835 million and is current and performing in
accordance with its terms), (ii) a collateralized loan to a single customer or economic group may not
exceed 25% of the Bank’s Technical Capital (the Bank’s largest such loan at December 31, 1998 is for
Ps 67,947 million and is current and performing in accordance with its terms), (iii) aloan to a shareholder
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of the Bank, with a share exceeding 20% of the Bank’s Capital, may not exceed 20% of the Bank’s
Technical Capita (the Bank’s largest such loan at December 31, 1998 is for Ps 46,500 million and is
current and performing in accordance with its terms), and (iv) a loan to a financial institution may not
exceed 30% of the Bank’s Technical Capital (the Banks' largest such loan at December 31, 1998 is for
Ps 166,125 million and is current and performing in accordance with its terms).

In general, the term of aloan will depend on the type of guarantee, the credit history of the borrower and
the purpose of the loan, averaging in length from one to five years.

The Bank has established policies for the valuation of collateral received as well as for the determination
of the maximum loan that can be granted against the vaue of the collateral. The Bank undertakes
annually a valuation of collateral held as security for a loan. In addition, when a loan becomes 60 days
past due, the loan is given to the Callections Department where various steps are taken to recover on the
[oan.

With respect to monitoring outstanding loans, the Bank has implemented a review policy in which all
loans in the commercia loan portfolio are fully reviewed every six months in accordance with the
requirements of the Superintendency of Banking. Commercia loans which exceed Ps 1,000 million are
fully reviewed every three months. The Bank generally reviews loans in its consumer and mortgage loan
portfolios on a monthly basis. Additionaly, the Bank’s Control and Credit Risk Division performs an
ongoing review of the loan portfolio. When monitoring outstanding loans, the Bank examines current
financid statements including, for those materia loans which are for aterm greater than one year, current
cash flow statements. The Bank is currently centralizing its credit review process through its information
systems, including the necessary adjustments of credit scoring for automobile loans, credit cards and
persona lines of credit. In addition, the Bank has a list of loans it reviews every month and carries out a
credit audit process that reviews the 200 largest debtors and randomly reviews a selection of its other
debtors.

Classification of the Loan Portfolio

Effective September 1, 1989, the Superintendency of Banking published a series of rules to be followed
by Colombian financia institutions to determine the risk of nonpayment of loans made by such
ingtitutions. The rules aso required financial institutions to establish a related allowance for loan losses.
The 1989 rules were superseded by a more stringent regime adopted on September 15, 1994, effective
September 30, 1994 and subsequently amended and effective on October 7, 1994.

The current loan risk classification rules require Colombian financia institutions to grade 100% of their
consumer and mortgage loan portfolios and 75% of their commercia loan portfolio by risk according to
the classification described below. The Bank, however, grades 100% of its commercia loan portfolio
according to the loan risk classification rules. The risk classification for al loans is based on their past
due status and an analysis of the borrower’s ability to repay the loan. The risk classification for consumer
loans and mortgages is further based on the individua terms as well as any bankruptcy proceedings in
which a borrower is a party or any insolvency judgments entered againgt a borrower. If a loan to a
borrower is downgraded by the Bank to a classification of “D” or “E,” al loans to that client are smilarly
downgraded. In addition, the Superintendency of Banking may require additional allowances under
certain circumstances.

Under the regulations of the Superintendency of Banking, past due loans are loans that are at least 31 days
past the actua due date.



The loan portfolio must be classified, with afrequency determined by the type of loan, in accordance with
the following categories.

Evaluation Criteria

Risk Classification Consumer Loans Commercial Loans Mortgage L oans
A-Normal Current loans and loans  Current loans and loans past dueupto 30  Current loans and loans
1-30 days past due days which do not present non-collection  1-30 days past due
risk.
B-Subnormal 31-60 days past due Loans more than 30 and up to 60 days 31-120 dayspast due

past due and current loans which present
potential weaknesses which could affect
temporarily or permanently the ability to
repay the loan which, if uncorrected,
would affect the normal collection of the
loan.

C-Deficient 61-90 days past due Loans more than 60 and up to 120 days 121-180 dayspast due
past due and current loans which present
deficiencies in the borrower’'s or
guarantor’s ability to repay the loan or in
the value of the collateral and which
jeopardize the normal collection of the

loan.
D-Doubtful 91-180 days past due Loansto borrowers morethan 120 and up ~ 181-360 days past due
Recovery to 360 day's past due which present serious

deficiencies in the borrower's or
guarantor’s ability to repay the loan and
which make norma recovery highly

doubitful.
E-Unrecoverable More than 180 days past Loans past due more than 360 days and More than 360 days
due any loan considereduncollectible. past due

For purposes of classifying commercia loans, the Bank first considers whether the loan is past due and
then classifies the loan according to the number of days past due. In addition, the Bank analyzes the loan,
whether or not past due, to determine if there are “potential weaknesses,” “deficiencies’ or “serious
deficiencies’ based on the existence and magnitude of the following factors: (i) inadequacy of borrower’s
payment plan; (ii) insufficient or outdated loan documentation; (iii) adverse market conditions negatively
affecting borrower’s industria sector; (iv) adverse trends in borrower’s financial condition negatively
affecting borrower’s cash flow; (v) failure to comply with BC's internad lending policies;, and
(vi) inadequate supervision of the loan as determined by BC's interna credit and audit departments.
Consequently, if these factors are present, a current loan could be classified “B,” “C” or “D” and a past
due loan, otherwise classified, could be downgraded.
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The following table presents the Bank’s loan portfolio using the classfication system of the
Superintendency of Banking in effect at the end of each period:

Asof December 31,

1994 % 1995 % 1996 % 1997 % 1998 %
(in millions of constant pesos, except per centages)
“ANormal ... Ps 1,374,312 96.3% Ps1,645225 96.6% Ps1,510,880 95.1% Ps1,915,180 96.8% Ps3,909,821 93.6%
“B” Subnormal .................. 29,843 2.1% 29,705 1./% 48,913 3.1% 29,588 1.5% 63,469 1.6%
“C" Deficient.......ccccuveennenn. 3258 0.2% 3002 0.2% 3,747 0.2% 5,465 0.2% 42,362 1.0%
0.6% 10,184 10,160 9,281 0.5% 74,588 1.8%

“D” Doubtful recovery........ 8,123 0.6% 0.6%
"E" Unrecoverable............. 1089 0.8% 14600 0.9% 153 1.0% 19,529 1.0% 83,991 2.0%
Total.eoveeeeecieeece e Psl.426,431 100.0% Ps1.702,716 100.0%  Ps1.589.094 100.0% Ps1.979.043 100.0% Ps4.179231 100.0%

Loansclassifiedas"C,”

D" and “E” asa

percentage of total loans 1.6% 1.6% 1.8% 1.7% 4.8%

The Bank’s policy with respect to the accrua of interest for non-payment of principal or interest (and in
accordance with Superintendency of Banking regulations) is that if an installment of principal or interest
is for (i) a commercia loan that is more than 120 days past due (180 days past due before the fourth
quarter of 1994), (ii) a consumer loan that is more than 90 days past due, or (iii) a mortgage loan that is
more than 120 days past due (360 days past due before the fourth quarter of 1994), the Bank classifies the
loan as nonperforming. If one installment payment is 31 or more days past the actual due date, then the
entire loan is considered past due for purposes of the regulations of the Superintendency of Banking. The
Bank continues to accumulate interest on a loan until it is considered nonperforming even though the
interest has not been received. Once aloan is nonperforming, an alowance is established for 100% of the
interest recorded as income but not received and the Bank stops recording interest on that loan in its
income statement but does record it in memorandum accounts. See Note 3 to the Financia Statements.
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The following table indicates the breakdown of the Bank’s past due loans at least one day past due by
type of loan in accordance with the criteria of the Superintendency of Banking in effect at the end of each

period:

Performing past dueloans: (2)
Consumer loans past due 1 to
90 dAYS....eveeeeeieenieenie e

Commercia loans past due 1 to
180/120 dayS(1) ...eoveveererereareaneennns

Mortgage loans past due 1 to 90 days
Tota performing past dueloans......
Nonperforming past dueloans:

Consumer |oans past due 91 to
180 daysS......ceeveeeiiieiiie e

Consumer |oans past due more than

Commercial loans past due more
Than 180/120 days(1) ......cccverveenee.

Mortgage loans past due more than
9L dayS...eoveereieiee e

Total nonperforming past due

Tota past dueloans.................
Total nonperforming past due

Allowance for loan losses...
Foreclosed assets...........ccvveeennenn.
Allowance for estimated losses on
foreclosed assetS........ccvveeevineennn.
Other accounts receivable more than
180 dayspastdue........cccevvvenueenen.
Allowance for accounts receivable
and accrued interest losses..............
Total nonperforming assets, net
Loans at least one day past due asa
percentage of total loans.................
Allowance for loan losses as a
percentage of loans at least one day
Past dUE.......coiiiiiiieiiie e
Allowance for loan losses as a
percentage of loansclassified as“C,”
“D"and“E oooeeeeeeee e

Percentage of performing loans to
total 10aNS......cc.eeveeriiieicee

Asof December 31,

1994 % 1995 % 19% % 1997 % 1998 %
(in millions of constant pesos, except per centages)
Ps5074  80.2% Ps11,882 70.6% Ps 8,920 57.8% Ps9,215 49.9% Ps 54,379 53.4%
1258 19.8% 4942  29.4% 6,511  42.2% 9,267 50.1% 47,337 46.4%
0 0.0% 0 _0.0% 0 0.0% 0 0.0% 159 0.2%
6,332 100.0% 16,824 100.0% 15,431 100.0% 18,482 100.0% 101,875 100.0%
7,266 38.2% 3631 17.1% 2,698 13.7% 3268 11.3% 24,287 15.6%
4309 22.7% 8459 40.0% 11,280 57.1% 14221  49.3% 27,464 17.6%
7,442  39.1% 9,085 42.9% 5,785 29.2% 11,373 39.4% 103,396  66.5%
0 0.0% 0 _0.0% 0 0.0% 0 0.0% 440 0.3%
19,017 100.0% 21,175 100.0% 19,763  100.0% 28,862 100.0% 155,587 100.0%
Ps 25,349 Ps37.999 Ps35.194 Ps47.344 Ps257.462
Ps 19,017 Ps 21,175 Ps19,763 Ps 28,862 Ps 155,587
(9,303) (16,071) (22,728) (26,852) (153,461)
401 394 139 4,753 152,595
(96) (131) (15) ) (21,957)
268 720 1,628 2,068 11,938
2,095 (3,152) (3.996) (4,670 (47.753)
Ps8192 Ps2935 Ps (5.200) Ps (4,153) Ps 96,949
1.8% 2.3% 2.2% 2.4% 6.2%
36.7% 42.3% 64.6% 56.7% 59.6%
41.8% 57.8% 77.6% 78.3% 76.4%
98.7% 98.8% 98.8% 98.5% 96.3%

(1) Inthelast quarter of 1994, the Superintendency of Banking changed the classifications for nonperforming commercial and mortgage loans from
180 days and 360 days past due, respectively, to 120 days past due for both categories.
(2) Performing past due loans are loans upon which the Bank continues to recognize income athough interest has not been received for the periods
indicated. Once interest is unpaid on accrual loans for a longer period than is specified above, the loan is classified as nonperforming. Under
Colombian Banking regulations, aloan is past duewhen it is at least one day past due.



The following table analyzes the quality of the Bank’s loan portfolio using the classification system of the
Superintendency of Banking in effect at the end of each period:

Asof December 31,

L oans secured by real guarantees as a percentage of
tOtal 08NS ..o

Loansclassified as“A” asapercentage of total loans....

Loansclassified as“B” asapercentage of total loans....

Loansclassifiedas“C,” “D” and “E” asapercentage of
tOtal 108NS......ceeeeereeeeeee s

Total allowance for loan losses as a percentage of
nonperforming [0ans.........cocoovveerereie e

Total allowance for loan |osses as a percentage of |oans

1996

1997
(in millions of constant pesos, except percentages)

classifiedas“C,” “D” @and “E” ......cccccvvvevrrererernenes
Nonperforming loans as a percentage of total loans
Loansclassifiedas“C,” “D” and“E”
Total nonperforming 10aNS(1) ........ccoveerrrreererenreenereneenenes

42.8% 36.1%

95.1% 96.8%

3.1% 1.5%

1.8% 1.7%
115% 93%

77.6% 78.3%

....... 1.2% 1.5%
Ps 29,301 Ps 34,275
19,763 28,862

1998

34.2%
93.6%
1.6%

4.8%
98.6%
76.4%

3.7%

Ps 200,941
155,587

(1) In the fourth quarter of 1994, the Superintendency of Banking changed the classifications for nonperforming commercial and mortgage
loans from 180 and 360 days past due, respectively, to 120 days past due for both categories.

The following table shows BC's loan portfolio at least one day past due by type of loan:

Asof December 31,

1994 % 1995 % 199 % 1997 %
(in millions of constant pesos, except percentages

Corporate

Tradetinanci (3]0 P Ps 65 0.2% Ps 182 0.5% Ps 35 0.1% Ps 18 0.0%
Loans funded by domestic

Development banks................. 0 0.0 0 0.0 296 0.8 1,188 25
Working capitdl loans............... 4,663 18.4 8,767 231 4,786 13.6 10,369 21.9
Credit Cards...........cccovueveeerennns 19 01 1,014 26 0 0.0 30 01
OVEIAraftS oo 1,168 46 690 18 1,269 36 1,441 30
(07111 U —0 _00 0 _00 0 00 0 00
Total COrporate............o.vve..... 5,915 23.3% 10,653 28.0% 6,386 18.1% 13,046 275
Retail(1)

Creat CAGS. .o, 9,620 38 13,852 36.5 10,224 29.1 9,172 194
Personal 10aNS.. ..o 3,556 14 4,655 12.3 3,690 10.5 6,437 13.6
Automobileloans......ccovvvvvinin, 1,652 6.5 1,650 4.3 1,322 3.8 1,833 39
OVErdraftS.......coovvvveevereerennnns 2,352 9.3 3101 82 5089 145 4,437 94
Loans funded by domestic

Development banks................. 233 0.9 253 0.7 1,607 46 818 17
Tradefinancing............cccoc...... 418 17 663 17 392 10 330 0.7
Working capital loans............... 1,603 63 3172 83 6484 184 11271 23.8

Total retail 76.7 27,346 72.0 28,808 81.9 34,298 725
Mortgage ................. 00 —0 _00 0 0.0 0 00
Total past due loans 100.0%  Ps37.999  100.0% Ps36194 100.0% PsAZ344
@ Includes loans to upper-income individuals and small companies.
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1998

Ps 2,324

4,492
57,797

94
5,744
260
70,711

20,053
21,925

2,388
13,679

10,190
3,558

114,894
186,687

64

%

0.9%

17
225
00
23
01
27.5%

78
85
0.9
53

40
14

44.6
72.5%
00

100.0% Ps257462  100.0%



The foregoing tables reflect the quality of the Bank’s loan portfolio over the five years ended
December 31, 1998. The increase in past due loans in 1998 compared to 1997 was a result of increases in
both the amount of corporate past due loans and past due retail loans due primarily to the Merger and to
the deteriorating asset quality of the Colombian Financial System. Corporate past due loans increased in
1998 to Ps 70,711 million from Ps 13,046 million in 1997. Retail past due loans increased in 1998 to
Ps 186,687 million from Ps 34,297 million in 1997.

The increase in past due loans in 1997 to Ps 47,343 million from Ps 35,194 million in 1996 was aresult of
increases in both the amount of corporate past due loans, which was primarily caused by an increase in
past due loans for working capital and for retail loans.

The Bank bdlieves that future increases in average nominal interest rates may result in additional past due
loans. There can be no assurances that the increases in past due performing loans will not continue in the
future. If performing past due loans are not made current, they will become categorized as non-
performing past due loans and additional allowances for loan losses will have to be established.
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The following table presents information with respect to the Bank’s loan portfolio at least one day past
due based on the nature of the collateral for the loan:

Asof December 31,

1994 % 1995 % 199 % 1997 % 1998 %
(inmillions of constant pesos, except per centages)

Secured
CUITENE .t Ps430,029 30.1 Ps547,782 321 Ps670264 422 Ps699,336  35.3 Ps1,321,503 31.6
Past due from 1 day to 180 days........ 732 0.1 — 00 — — — — — —
Past due up to 90 days (consumer) 1,173 01 1,113 01 1,449 01 1,225 01 8,654 0.2
Past due up to 90 days (mortgage) — — — — — — — — 17 0.0
Past due from 91to 180 days (consumer).. 754 01 873 01 663 00 593 00 4,201 01
Pest due from 91 to 180 days (mortgage) .. — — — — — — — — 86 0.0
Past due up to 120 days (commercid)........ — 0.0 3,720 0.2 2,600 0.2 4,274 0.2 26,730 0.6
Past due from 181 days to 360 days
(CONSUMEN) ...t 468 0 489 0 886 01 1,435 01 3,662 01
Past due from 181 days to 360 days
(MOMYBGE) ...t — — — — — — — — 139 0.003
Past due from 121 to 360 days (commercial) — 0.0 2,804 0.2 1,194 01 4,106 0.2 26,951 0.7
Past due more than 360 days.........cc.oc...... 4654 03 6,317 04 1,882 0.1 3873 _02 36,870 0.9

TOtal .o Ps 437810 30.7% Ps 563098 33.1% _Ps6/8938 42.8% _Ps 714842 36.1% Ps1428813 34.2%
Unsecured2)
CUITENE .t Ps 971,053 68.1 Ps 1,116,935 65.6 Ps 883,636 55.6 Ps 1,232,363 62.3 Ps2,600267 62.2
Past due from 1 day to 180 days 3,320 0.2 — 0.0 — 0.0 — 0.0 —
Past due up to 90 days (consumeY) ............ 8,644 06 10,770 0.6 7471 05 7,990 04 45,724 11
Past due from 91 to 180 days (consumer)... 1,970 01 2,758 0.2 2,035 01 2,676 0.1 20,086 05
Pest due up to 120 days (commercial)........ — 0.0 1,222 01 3911 02 4,994 03 20,749 05
Past due from 181 daysto

360 days(CONSUMEY) .......cevveevereninens 1,259 01 7,248 04 10,069 0.6 12,184 0.6 19,985 05
Past due from 121 to 360 days (commercial) — 0.0 224 0.0 2,309 01 2,525 01 20,793 05
Past due more than 360 days.................... 2,375 0.2 461 0.0 725 0.1 1,469 0.1 22814 05

TOtal .o _Ps988,621 % Ps1139.618 % Ps 910156 _572% Ps1.264201 63.9% Ps2.750418 65,
Total current 10anS........cccevveveereereeieenens Ps1,401,082 98.2% Ps1,664,717 97.7% Ps1553,900 97.8% Ps1931,699 97.6% Ps3921,770 93.8%
Past due from 1 day to 180 days............... 16,593 12 — — — — — — — —
Past due up to 90 days (consume) ............ — — 11,883 0.7 8,920 0.6 9,215 05 54,378 13
Past due up to 90 days (mortgage) — — — — — — — — 17 0.0
Past due up to 120 days (commercial)........ — — 3,631 0.3 2,698 0.2 3,269 0.2 47,479 11
Past due from 90 to 180 days (consume)... — — 4,942 0.3 6,511 04 9,268 04 24,287 0.6
Past due from 91 to 180 days (mortgage) — — — — — — — — 86 0.0
Past due from 121 to 360 days (commercid) 1,727 01 7,737 04 10,955 0.7 13,619 0.7 47,744 11
Total past due from 181 daysto 360 days

(CONSUMEN) ...t — — 3,028 0.2 3,503 0.2 6,631 0.3 23,647 0.6
Past due from 181 days to 360 days

(mortgage) ....................................... — _— — _— — _— — _— 139 _ 00
Total past due morethan 360 days............ 7029 0.5% 6778 0.4% 2607 0.1% 5342 _0.3% 59,684 1.4%

Total past dueloans...........ccccevee 25349 1.8% 37,999 2.3% 35194 2.2% 47344 2.4% 257,462 6.2%

Total grossloans................. 1,426,431 100.0 1,702,716 1000 1,589,094 100.0 1,979,043  100.0 4,179,231 100.0
Allowance for loan losses..... . (9.303) _0.7% (6,071) 0.9% (22,728) 1.4% (26,852) _1.4% (153461) (37

Total 10aNS, NEL .....coveviierieiieecie Ps 1417128 99.3% Ps1686645 920.1%Ps1566366 98.6% Ps195219]1 98.6% Ps4.0257/0 96.3%

@ Inthelast quarter of 1994, the Superintendency of Banking changed the classifications for nonperforming commercial and mortgage loans from 180 days and

360 days past due, respectively, to 120 days past due for both categories.

@ Includes loans with personal guarantees.

Allowance for Loan Losses

The Bank is in compliance with Colombian regulations regarding allowances for loan losses, setting aside
specific alowances on past due performing and nonperforming loans based upon the length of time such
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loans have been past due and the risk coefficients of each type of loan. The regulations of the
Superintendency of Banking require that, at least every six months, specific provisions be considered with
respect to each commercia loan and that, at least every month, specific provisions be considered with
respect to each consumer and mortgage loan.

The Bank establishes its loan alowances by classifying its loan portfolio according to the loan
classfication system determined by the Superintendency of Banking and by applying to each such
classfication the applicable alowance percentage formula, aso as specified by the Superintendency of
Banking. The Bank believes that its application of the loan classification system and allowance formulae
results in the establishment of allowances that are reasonable and adequate for the credit risk associated
with BC's loan portfolio. BC's directors review BC's results of operations and financial condition
monthly as to whether the loan classification system and alowance formulae have been applied in
accordance with the Superintendency of Banking regulations. The Bank’s palicy is to review commercia
loans every six months, unless any such loan exceeds Ps 1,000 million, in which case such commercial
loan is reviewed every three months. The Bank’s policy is to review consumer and mortgage loans
monthly. In addition, the Bank’s Control and Credit Risk Division policy isto perform an ongoing review
of the loan portfolio from time to time so that if there were an occurrence that required a change in the
classfication of aloan in between regular review periods, the Bank would be able to adjust its allowances
for loan losses as necessary.

Guiddlines for the establishment of the alowance for loan losses by Colombian credit institutions,
including commercia banks, are set by the Superintendency of Banking.

The following table shows the alowance for loan losses required to be taken, expressed as a percentage of
the value of the loan to the extent not covered by collateral (including principal, interest and commissions
and fees), for the different types of loans and the risk coefficients as expressed in the Resolutions 1980
and 2195 of 1994; 2410 of 1995; and Circulares Externas 100 of 1995 and 005 of 1997 by the
Superintendency of Banking:

Commercid loans classified as:

0%< Risk Coefficient <= 2.86%  2.86< Risk Coefficient <=4.34% Risk Coefficient > 4.34%
AT L 0% 0% 0%
“B”........ 1% 2% 3%
“‘Cn 20% 30% 40%

‘D" ... 50% 5% 100%
‘B 100% 100% 100%



Consumer loans classified as:

0%< Risk Coefficient <=7.04%  7.04< Risk Coefficient <=9.95% Risk Coefficient > 9.95%
AT L 0% 0% 0%
“B”........ 1% 2% 3%
“‘Ch 20% 30% 40%
‘D" ... 50% 5% 100%
‘B 100% 100% 100%

Mortgage |loans classified as:

AT L 0%

“B”........ 1%

“‘C 20%
D" ... 50%
E ... 100%

The risk coefficient for each type loan is caculated by dividing the sum of: 1% of loans classified as “B”
plus 20% of loans classified as “C” plus 50% of loans classified as “D” plus 100% of loans classified as
“E” by the total amount of the type of loan for which the calculation is being made. As of December 31,
1998 BC had arisk coefficient for commercia loans of 4.54% and consumer loans of 6.22%.

The Bank alocates the allowance for loan losses, whether to mortgage, commercia or consumer loans, on
the basis of whether the loans are secured and, among those loans that are secured, whether such security
is rea or persona. The largest percentage of allowances is allocated to consumer or commercia loans
that are supported by personal security. The allowance for loan losses is caculated including the value of
the underlying security. If the Bank believes that the security is not realizable within one year, only 50%
of the security is considered in establishing the allowance for loan losses. If the Bank believes the security
is not redlizable at all within two years, none of the security is considered in establishing the allowance
for loan losses. There are specia requirements for the required alowance for loan losses in respect of
loans of borrowers involved in proceedings with their creditors. The Bank may make additional
allowances not required by the regulations of the Superintendency of Banking when, in its judgment, an
additional allowance is warranted. At December 31, 1998, the Bank had not made any such additional
alowances with respect to its outstanding loans. Through the office of the Bank’s Credit Vice President,
the Bank undertakes a monthly review of its past due and nonperforming loan portfolio.



The following table sets forth the activity in the allowance for loan losses:

Year ended December 31,
1994 1995 1996 1997 1998
(in millions of constant pesos)

Balance at beginning of period(1) (BIC)..... Ps 6,994 Ps 9,303 Ps 16,071 Ps 22,728  Ps 26,852
Balance at beginning of period (Bancode
(60 1o]07] o 1 ) SRR - - - — 70,082
Currency translation adjustment ................. 37 302 0 0 0
Provisionsfor 10an 10SseS(2) .........ccceeevenens 5,717 10,109 13,645 12,203 122,639
Effect of revaluing to constant pesos.......... (1,508) (1,939) (2,983) (3,208) (15,539)
Charge-OffS ..o (1,204) (1,704) (4,005) (4,871) (38,057)
Reclassification to allowance for

INVESIMENES ... 733 0 0 0 0
Recovering from former fiscal years.......... 0 0 0 0 (12,516)
Balanceat end of period(3)......ccccevueverrerunnas Ps 9,303 Ps 16,071 PBs22.728 Ps 26,852 PBs 153.461

(1) New reguirements adopted in the fourth quarter of 1994 for the classification of the loan portfolio resulted in an additional allowance of
Ps2,151 million, Ps 1,531 million of which was reflected at December 31, 1994 and Ps 620 million of which was reflected at March 31,
1995.

(2) The provision for past due accrued interest receivable, which is not included in this item, amounted to Ps758 million, Ps2,382 million,
Ps 3,202 million, Ps3,878 million and Ps million for the years ended December 31, 1994, 1995, 1996, 1997 and 1998, respectively.

(3) The alowance for past due accrued interest receivable, which is not included in this item, amounted to Ps429 million, Ps1,885 million,
Ps 2,239 million, Ps2,239million and Ps62,399 million for the years ended December 31, 1995, 1996, 1997 and 1998, respectively.

Non-performing loans amounted to Ps 19,763 million, Ps 28,863 million and Ps 155,587 million at
December 31, 1996, 1997 and 1998, respectively. The increase from 1997 to 1998 was due mainly to the
large amount of non-performing loans obtained by the Bank in Merger and to the genera deteriorating
asset quality resulting from the crisis in the Colombian financia system.



The following table shows the alocation of the Bank’s alowance for loan losses by type of loan:

Corporate

Tradefinancing...................
Loans funded by domestic
Development banks............

Working capitd loans..........
Credit cards..........ccccvvveennnes
Overdrafts......c.ccceeevveeeinns

Total corporate...................
Retail ¥

Credit cards.........cccccvvveennnnes
Personal loans.....................
Automobile loans................
Overdrafts........ccccocveeeennns

Loans funded by domestic
development banks.............

Mortgage......ccccoeveeeeeninnnn.

Asof December 31,

Ps 8

0
1,849
7
2
606

2,472

3,885
248
0
568
75

181
1,424
450

6,831

0

%

0.1%

0.0
199
01
0.0
6.5

26.6

41.8
27
0.0
6.1
0.8

19
15.3
48
73.4

0.0%

1995

Ps 7

47
2,347
12

3
1600
4,016

5,360
2,665
565
787
63

279
1461
875
12,055

0

%

0.0%

0.3
14.6

0.1
00
100
25.0

334
16.6
35
49
04

17

9.1
54
75.0

0.0%

199
(in millions of constant pesos, except percentages)

Ps 0

21
234

7,448

0
_313
8,016

5,508
1,577
709
1,328
690

139
4,744
17
14,712

0

%

0.0%

01
10

32.8

00
14
35.3

24.2
70
31
58
30

06
20.9
01
64.7

0.0%

1997

Ps 6

1,021
5577

50
785
1541
8,980

5,030
0

0
1917
112

101
10,712

17872

0

%

0.0%

38
20.8
0.2
29
5.7

334

18.7
0.0
0.0
7.2
04

04
39.9
0.0
66.6

0.09

1998

Ps 756

860
42,988
37
344
5374
50,359

7,879
7,623

552
4,867
1,360

1,639
79,075

%

0.5%

0.6
28.0
0.0
0.2
3.5

32.8

51
5.0
0.3
32
0.9

11
51.5
00
67.1

0.1

Totd alowance for loan losses Ps9.303 _100.0% Ps16071 _100.0% Ps22728 _100.0% Ps 26,852

(1) Includes alowances for loans to upper-income individuals and snall companies.

100.0% Ps 153461 _100.0%

At December 31, 1998, the alowance for loan losses increased 472% compared to December 31, 1997
primarily due to the Merger and deterioration in working capital loans in the retail loan portfolio and the
corporate loan portfolio. At December 31, 1997, the adlowance for loan losses increased 18.14%
compared to December 31, 1996 primarily because of deterioration in the retail 1oan portfolio, specificaly

working capital loans.
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The following table shows the alocation of the Bank’s allowance for loan losses by type of loan using the
classification of the Superintendency of Banking:

Asof December 31,

1994 1995 1996 1997 1908
(in millions of constant pesos)
COMMENCIA ....ccvevieeieeeceeeeeecrece e Ps 2,726 Ps 4,470 Ps 8,872 Ps 12,095 Ps 103,822
CONSUMET.....cctiiiirierieseneeie et seeaeas 6,577 11,601 13,856 14,757 49,532
MOMQAJE ....cci i — - - - 107
Tota alowancefor loan losses..................... Ps 9,303 Ps 16,071 Ps 22,728 Ps 26,852 Ps 153,461

The following table shows the allocation of the Bank’ s charge-offs by type of loan at December 31, 1994,
1995, 1996 , 1997 and 1998:

Year ended December 31,
1994 1995 1996 1997 1998
(in millions of constant pesos)

Trade finanCing.......cccveveeenenereseenes Ps 14 Ps 53 Ps 7 Ps - Ps

L oansfunded by domestic

development banks ........cccccevveeiiiinienne - 9 - - -
Working capital loans...........ccccccevveuaee. 210 93 782 1,775 26,944
CreditCcards ......oveevrrieinereeererenene 785 1,268 2,154 1,490 4,261
Personal [0ans.........cocoeeenvieeeecncnincenens 56 92 603 954 3,837
Automobile loans - 29 158 121 760
Overdrafts.............. 139 160 301 531 2,236
Other ... - - - - 19
Total charge-offs .......cccevvrvenenieinnns Ps 1,204 Ps 1,704 Ps 4,005 BPs4.871 Ps 38,057

The Bank has a policy of actively pursuing collection of charged-off balances. In practice, the manager of
the branch where the loan was made and the attorney handling the collection pursue the collection process
to judgment. In addition, non-payment by the debtor is reported to the Banking Association of Colombia
credit risk center where the creditor’s name and the outstanding debt is registered. This credit risk center
is consulted by every Colombian financial institution, and any debtor listed in such registry will not be
extended credit until the defaulted loan has been satisfied.

Charge-offs are only made after the manager of the branch and the attorney handling the case have
exhausted all means to secure payment of the judgment against any known assets of the borrower and the
charge-off has been approved by the Board of Directors and the Superintendency of Banking. Recoveries
have not been significant in any of the periods presented.

Cross-border Outstanding

The Bank had no cross-border loans outstanding that exceeded 0.75% of total assets as of December 31,
1996, 1997 or 1998.



Average Liabilities

The Bank’s deposits consist of checking deposits, time deposits and savings deposits. At December 31,
1998, checking deposits, time deposits and savings deposits represented 19.1%, 44.1% and 28.5%,
respectively, of the Bank’stotal deposits.

Average Maturity of Deposits

As of December 31, 1998, the average balance of maturities of customers deposits were as follows:

Year ended December 31, 1998

More
Up to 9lto 181to than
90 days % 180 days % 360 days % 360 days % Total %
(in millions of constant pesos, except per centages)
Non-interest bearing
deposits:
Checking accounts®
Peso-denominated...... Ps724,480  19.0¢ — — — — — — Ps 724,480 19.0%
Dollar-denominated... — — — — — — — — — 0.0
Total ..o, Ps724480 19.0 _ _ _ _ _ _ Ps 724,480 19.0
Other deposits
Peso-denominated........ 37,073 10 — — — — — — 37,073 10
Dollar-denominated...... 22,693 0.6 — — — — — — 22,693 0.6
Total ..o, Ps59,766 16 _ _ _ — _ _ Ps 59,766 16
Interest bearing
deposits:
Checking accounts........ — — — — — — — — — —
Peso-denominated........ — — — — — — — — — —
Dollar-denominated...... 122,105 3.2 — — — — — — 122,105 3.2
Total oo, Ps 122,105 32 — — — — — — Ps 122,105 32
Time deposits
Peso-denominated........ 711,419 18.7 194,546 51 71,181 19 284,257 75 1,261,403 33.2
Dollar-denominated...... 234,089 6.2 64,015 17 23,422 0.6 93,533 25 415,059 11.0
Total oo, Ps945508 24.9 Ps258561 68 Ps%,603 25 Ps377,790 10.0 Ps1,676,462 44.2
Savings deposits
Peso-denominated........ 1,083,695 28.5 — — — — — — 1,083,695 285
Dollar-denominated...... 963 — — — — — — — 963 —
Total...oooveveereen, Ps1,084,658 285 — — — — — — Ps1,084,658 28.5
Fiduciary deposits
Peso-denominated........ 133,176 35 — — — — — — 133,176 35
Dollar-denominated...... — — — — — — — — —
Total oo, Ps 133,176 35 — — — — — — 133,176 35
Total deposits
Peso-denominated........ 2,689,843 70.8 194,546 51 71,181 19 284,257 75 3,239,827 85.2
Dollar-denominated...... 379,850 10.0 64,015 17 23422 0.6 93,533 25 560,820 14.8
Total deposits™........ Ps3.069.603 80.8% Ps258561 6.8% Ps94603 25% Ps377.790 10.0% Ps3800647 100.0%

(1) Thereisaseasonality in checking accounts which resultsin an increase in checking accountsin the last quarter of the year.
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The following table shows the composition of the Bank’s deposits for 1996, 1997 and 1998:

Asof December 31,
1996 1997 1998
(in millions of constant pesos)

Non-interest bearing deposits:

Checking aCCOUNES .......cccvvveiirieieisiee e Ps 410,449 Ps 410,462 Ps 989,568
Other dEPOSITS .....cveuerireeriiriieiee et 132,620 101,641 184,555
543,069 512,103 1,174,123

Interest bearing deposits:
Checking aCCOUNLES ........ceeveuiiiiieiesice ettt 54,837 109,739 207,970
TIMEAEPOSIES ..o 824,811 986,953 2,055,898
SAVINGSAEPOSIES ....veireeeieirieieree et 253,563 357,102 1,190,820
1,133,211 1,453,794 3,454,688

Ps 1676280  Ps1965897 Ps4,628811

The following table shows the time deposits in excess of Ps 151 million (the equivalent of $100,000 at the
Representative Market Rate at December 31, 1998) held by the Bank at December 31, 1998, by amount
and by maturity:

As of December 31, 1998

Pesos Dollars Total
(in millions of constant pesos)
UP O 3 MONENS.....uiiiiiiiieeee e Ps 229,420 Ps 304,845 Ps 534,265
From 3t0 6 MONtNS .......ooiieieieeee e 111,648 24,231 135,879
21,152 35,559 56,711
381,188 65,304 446,492
812,780 69,771 882,551

Ps 1,556,188 Ps 499,710  Ps 2,055,898
I nterbank Borrowings

The following table sets forth the Bank’ s short-term interbank borrowings for the periods indicated:

Asof December 31,

1996 1997 . 1998
Amount Rate® Amount Rate®™ Amount Rate®
(in millions of constant pesos, except percentages)
End of period.........cccoeeeinicininnnn Ps 346,824 6.34%  Ps 1,016,001(2) 6.59% Ps1,343,553 6.71%
Averageduringperiod ................... 272,815 7.79 503,475 6.35 1,437,391 6.66
Maximum month-end balance........ 346,824 1,016,001 1,637,420
Month of maximum balance.......... December December September
Interest paid during theyear........... 21,252 31,985 95,695

(1) Attheend of the year, the Bank typically increases its dollar-denominated interbank borrowings, which represent the great majority of
interbank borrowings and which have lower interest rates.
(2) If the Bank’s syndicated loan borrowings are excluded, the total amount would be Ps414,632 and the average rate would be 6.1%.



Recently issued U.S. GAAP Pronouncements

Statement of Financia Accounting Standards No. 133, “Accounting for Derivative Instruments and
Hedging Activities,” establishes accounting and reporting standards for derivative instruments, including
certain derivative instruments embedded in other contracts (collectively referred to as derivatives), and for
hedging activities. It requires that an entity recognize al derivatives as either assets or liabilities in the
statement of financial position and measure those instruments at fair value. If certain conditions are met,
aderivative may be specificaly designated as (a) a hedge of the exposure to changes in the fair value of a
recognized asset or liability or an unrecognized firm commitment, (b) a hedge of the exposure to variable
cash flows of aforecasted transaction, or (¢) a hedge of the foreign currency exposure of a net investment
in a foreign operation, an unrecognized firm commitment, an available-for-sale security, or a foreign-

currency-denominated forecasted transaction. The accounting for changes in the fair value of a derivative
(that is, gains and losses) depends on the intended use of the derivative and the resulting designation.

This Statement is effective for al fiscal quarters of fiscal years beginning after June 15, 1999.

ITEM 9A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The information required by this item is contained in Item 9(a) herein under the headings “Interest Rate
Sensitivity,” “Interest Rate Market Risk,” “ Exchange Rate Sengitivity” and “Liquidity and Funding.”

ITEM 10. DIRECTORSAND OFFICERS OF REGISTRANT.

BC is managed by its Board of Directors and President. BC's Board of Directors consists of five directors
and their respective dternate directors. Alternate directors participate in and are entitled to vote at
meetings of the Board of Directors only when their respective principal directors announce that they will
not attend directors meetings for longer than a month. If a director misses meetings for more than three
consecutive months, that director will be removed and replaced with such director’s dternate for the
remainder of the term. The directors (together with their respective aternate directors) are elected every
two years a a general meeting of BC's shareholders. In addition, on the first occasion a person is elected
to the Board of Directors, such person must supply the Superintendency of Banking with specified
information (including the person’s prior professiona and credit history) and must be approved by the
Superintendency of Banking in order to assume office. Directors may be re-elected indefinitely. The
Chairman of the Board of Directors is Nicanor Restrepo Santamaria.

Under the Commerce Code and the Bylaws of BC, directors are re-dlected in accordance with the
“proportional representation” voting system (electoral quotient system). In general, under the proportional
representation voting system, holders of Common Shares are able to elect a director each time the number
of votes cast meets a specified quota of votes, even though the quota represents a minority of the total
votes cast.

Decree 663 and the Bylaws of BC require that the Board of Directors hold at least one meeting each
month. A quorum for a Board of Directors meeting consists of a mgjority of directors or their aternates
and action may be taken by a minimum of three directors. In the event of atie, a proposa is considered
rejected. If the tie occurs during a nomination, a second vote is taken. If the second vote produces another
tie, the nomination is suspended. Pursuant to the Bylaws of BC, BC's President and his dternate are
elected by the Board of Directors and serve at the Board's discretion. The President has the power to
appoint and remove the Vice Presidents and the regional managers. The Directors and the President must
be confirmed by the Superintendency of Banking before assuming their office.
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At a generd shareholders meeting, BC's shareholders elect BC's statutory auditor for a two-year term.
The statutory auditor is entitled to select a principal representative auditor and one aternate auditor.
Under Colombian law, the duties of the statutory auditor include, among others things, the examination of
the operations, books, records and any other documents of BC as well as the presentation of a report of
such examination at the annual general shareholders meeting. Before assuming office, the statutory
auditor must be approved by the Superintendency of Banking. At BC's 1996 annual genera shareholders
meeting, BC dismissed Price Waterhouse and retained KPMG Peat Marwick as its statutory auditor,
beginning with respect to BC's financial statements for the fiscal year ended December 31, 1997. This
change was not made as a result of any disagreement with Price Waterhouse on any matter of accounting
principles or practices, financia statements disclosure or auditing scope or procedures. KPMG Peat

Marwick has appointed Raul de la Torre Duque and Israel Osorio Atehortua to serve as principa
representative auditor and alternate auditor, respectively.
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The following are the current directors and aternate directors of BC and the year during which they were

first elected to the Board of Directors:

Year During
Which First
Directors Municipalities Elected Principal Occupation
Nicanor Restrepo Santamaria Medellin 1984 President of Suramericana de Seguros S.A.
Chairman of the Board ............ccccveveviiierininnnas
Fabio RiCOCAIE.......cccovieeieieeeeseeeseee Medellin 1982 President of Compariia Nacional de
Chocolates S.A.
JorgeVegaUribe.......coovevoinveniennee e Medellin 1980 Vice President of Compariia de Cementos
ArgosS.A.
José Alberto Vélez Cadavid ..........ccccoevueueiennnnnne Medellin 1996 Vice President-Investments of
Suramericana
Ricardo SierraMoreno..........cccceeeeeveecenieneecnees Medellin 1996 General Manager of Productora Distrihogar
Year During
Which First
AlternateDirectors Municipalities Elected Principal Occupation
Santiago Vasguez Haupt .......ccoeeevrerreeicrerennnes Bogota 1986 President of Reaseguradorade
Colombia S.A.
Héctor Arango Gaviria........ccccoeeveereenenineecnennnns Medellin 1988 Vice President—Finance of Nacional de
Chocolates S.A.
Luis Javier FrancOoMunera............ccocveeereeneecnes Medellin 1997 Independent
Carlos Enrique PiedrahitaArocha...................... Medellin 1994 President of Corfinsura
Juan Sebastian Betancur Escobar..............c........ Bogota 1994 Vice President—Bogota Region of
Suramericana de Seguros, S.A.
The following are BC' s executive officers:
Year During
Which First
Name Joined the Bank Responsibilities
President
Jorge Londofio Saldarriaga.........c.cceeeereecreeennns 1996 President of BancolombiaS.A.
VicePresidents
Leonardo Hincapié Naranjo ..........ccccceevveeeerennen 1983 Credit
Santiago PErez Moreno ........ccccoeeveerereeenerenennes 1989 Personal and Middle-Corporate Market Banking
Jaime Alberto Velasquez Botero .........cccccoeeeee. 1989 Finance
Margarita Rehbein Davila 1994 Corporate Banking
Leonardo Uribe COrrea.........ccouveveeeneenereneencnens 1984 Legal/General Secretary
Gabriel JaimeAgudelo Tobon ........ccceeevverenne. 1973 Technology
Gonzalo TOro Bridge.........cveeiieeciirinciirinenns 1988 International
AndrésDelgadoMallarino..........cccceveeeireniennnes 1982 Bogoté Region
Federico OchoaBarrera..........ccoveeevneineccnennnn. 1984 Executive
Hernan Dario Ramirez Giraldo ..........ccccevnneee. 1985 General Auditor
Carlos GuillermoPosada Gonzdlez.................... 1988 Administration
Luis FernandoMontoya CuSSO .........cccvvveeeerennen 1973 Operations
Jairo Burgos de laEspriella 1990 Human Resources

ITEM 1. COMPENSATION OF DIRECTORS AND OFFICERS.

BC pays each director compensation in the amount of Ps 420,000 per meeting. The directors receive no
other compensation or benefit. The aggregate amount of remuneration paid by BC and consolidated
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subsidiaries to al directors, aternate directors and officers during the fiscal year ended December 31,
1998 was Ps 24 million.

ITEM 12 OPTIONS TO PURCHASE SECURITIES FROM REGISTRANT OR
SUBSIDIARIES.

There are none outstanding.
ITEM 13, INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS.

Certain directors, aternate directors and officers of BC have been involved in credit transactions with BC
as permitted by Colombian law. The Commerce Code and certain Colombian laws, including Decree 663,
alow a company to enter into transactions with its officers, directors and other affiliates if such
transaction is in accordance with prevailing market conditions and is approved by such company’s board
of directors. Additionally, the granting of credit to persons or entities affiliated with BC is subject to the
regulations of the Colombian Government. Such regulations set limits on the amount of credit that can be
extended to affiliates based on, among other things, a percentage of BC's net worth. Decree 663 requires
that loans to directors, principal shareholders, officers and other related entities must be granted on an
equal basis with respect to rates, tenor and guarantees as |oans granted to the general public.

Asof December 31, 1998, an aggregate of Ps 33,871 million in loans from the Bank were outstanding to
employees of BC. Such loans represented 0.84% of BC's net total loans at December 31, 1998. At
December 31, 1998, Suramericana owned approximately 29.96% of the Bank and had Ps 93,283 million

in loans from the Bank. Parties related to Suramericana, at December 31, 1998, owned approximately
10.65% of the Bank, and had Ps 37,853 million in loans from the Bank.

PART II
ITEM 14. DESCRIPTION OF SECURITIES TO BE REGISTERED.

Not applicable. BC is not, pursuant to this Annual Report on Form 20-F, registering any securities under
the Securities Exchange Act of 1934.

PART 111
ITEM 15, DEFAULTS UPON SENIOR SECURITIES.
None.

ITEM 16. CHANGESIN SECURITIES AND CHANGESIN SECURITY FOR
REGISTERED SECURITIES.

None.



PART IV
ITEM 17. FINANCIAL STATEMENTS.
Not applicable.
ITEM 18 FINANCIAL STATEMENTS.
Reference is made to pages F1 through F81.
ITEM 19. FINANCIAL STATEMENTSAND EXHIBITS.
(@ INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
See Index to Consolidated Financia Statements on page F-1.
(b) FINANCIAL STATEMENT SCHEDULES
All supplementary schedules relating to the registrant are omitted because they are not required or
because the required information, where material, is contained in the consolidated financial statements or

notes thereto.

(c) INDEX TO EXHIBITS

1 Corporate Charter (Estatutos) of the registrant, as amended through March 23, 1999, together
with an English trandation.

21 Consent of KPMG Peat Marwick.

2.2 Consent of Price Waterhouse.
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Price Waterhouse Conmutador: 266 2933

Edificio Colinas del Poblado Fax: 266 2993 .
Carrera 43A No.14 - 27 Piso 9 L Apartado 81164 Envigado
) : Medellin, Colombia

Price Waterhouse ~ Fimamiemrode  PRICEVATERHOUSE(COPERS
"REPORT OF INDEPENDENT ACCOUNTANTS

February 18, 1997, except as to Note 33 which is as of June 24, 1997, and
except as to the remeasurement in December 31, 1998, constant pesos as to
which the date is June 28, 1999 and the United States generally accepted
accounting principles eamnings per share as described in Note 33 s) asto
which the date is June 19, 1998.

To the Board of Directors and Shareholders of Bayncoiombia S.A.

We have audited accompanying consolidated balance sheet of Bancolombia S.A., legal successor to
Banco Industrial Colombiano S.A. and its subsidiaries as of December 31, 1996, and " the related
consolidated statement of income, of changes in shareholders’ equity and of cash flows for the year
ended December 31,1996, all expressed in constant December 31,1998 Colombian pesos. These
financial statements are the responsibility of the Bank’s management. Our responsibility is to express an
opinion on these financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in Colombia, which
are substantially consistent with those of the United States of America. These standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining on a test basis, evidence supporting the
amount and disclosures.in the financial statements. An audit includes examining on a test basis,
evidence supporting the amount and disclosures in the financial statements. An audit also includes
assessing the accounting principles used -and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audxt provide a reasonable

basis for our opinion.

In our opinion, the consolidated financial statements audited by us present fairly, in all material respects,
the financial position of Bancolombia S.A. and its subsidiaries at December 31, 1996 and the result of
their operations and their cash flows for the year ended December 31, 1996 in conformity with
accounting principles generally accepted in Colombia for financial institutions consistently applied,
except for the changes promulgated by the Colombian:Banking Superintendency during 1995 relating to
the valuation and accounting of investments securities described in Note 3 to the consolidated financial

statements.

Accounting practices prescribed by the Colombian Superintendency of Banking as described in Note 2
and 3 to the financial statements, vary in certain significant respect from accounting-principles generally
accepted in United States of America. The application of the latter would have affected the
determination of consolidated net income expressed in constant December 31, 1998 Colombian pesos
for the year ended December 31, 1996 and the determination of consolidated shareholders’ equity also
expressed in’constant December 31, 1998 pesos at December 31, 1996 to the extent summarized in

- Note 33 to the consolidated financial statements.
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