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Introduction

Welcome to the latest edition of our bi-annual Business in Britain
survey, which offers an invaluable guide to past business performance
and future expectations of companies, particularly in the SME market.
The latest survey has canvassed opinions of 1,812 companies covering
all industry sectors and regions of the British economy.

The key message from the latest results is that the economic recovery

is fragile, but remains intact. Sales and turnover in the first half of the

year improved, especially for companies able to benefit from strong

export demand. Profitability, however, remained weak despite a rise in

prices charged, suggesting a further squeeze on margins resulting
from higher costs, mainly from materials and energy. Employment and investment spending
weakened a little in the past six months.

Looking ahead, our measure of business confidence (which takes into account expectations
of sales, orders and profits in the next six months) rose slightly, but remained around levels
consistent with a moderate pace of recovery. Companies remained cautious about increasing
staff levels and capital spending in the current uncertain economic environment.

Sales and turnover were the strongest in the manufacturing and transport services sectors

in the past half year and are expected to be the most buoyant in hospitality and leisure,
manufacturing and business services in the next six months. In terms of investment spending
trends for the second half of the year, healthcare and business services came top, suggesting
good medium-term prospects in these sectors.

From a regional perspective, sales and turnover in the past six months were the strongest
in the South East, London and the Midlands, and weakest in Scotland and the North West.
Looking ahead, business confidence was the strongest in London, with Wales recording
the biggest improvement.

I would like to thank all those companies that have taken the time to provide us with
such a comprehensive view of developments in the UK SME space and recent trends
in the economy.

John Maltby
Managing Director,
Lloyds TSB Commercial



Recent trends in the SME market.

The economic recovery remains fragile, but intact.

Sales, orders and export sales balances over the last six months.
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increased to 26%...

Xl The nef balance for sales in the past six months rose to 13% A ...ond there was a further improvement in the latest survey
(up from 10%), with 42% of companies reporting stronger to 31%, indicating buoyant international demand, compared
sales and 29% reporting weaker sales. The net balance has with a more subdued domestic demand backdrop.
risen for the fourth consecutive survey, but it remains below
the long-term historical average of 19%, suggesting that the
economic recovery — while still intact — remains fragile.

E The net balance for total order book levels remained
unchanged at 12%, a level consistent with only a
moderate pace of recovery.
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Export sales continued to outperform.

Expectations for total sales and orders in the next
six months continued to improve, with the net
balances at 24% and 22%, respectively. Still,
these net balances remain below their respective
long-term historical averages and indicate

a moderate pace of growth.

Expectations for export sales in the next six months
increased for the fifth consecutive survey, with the
net balance rising to 38%, the strongest level since
2004. Forty-six percent of companies expected
exports fo rise, while 8% expected them to fall.

2011 H2 = 2011 H1
Expected sales: up 43% 40%
Expected sales: down 19% 22%
Balance 24% 18%
2011 H2 | 2011 H1
Expected orders: up 36% 35%
Expected orders: down 14% 17%
\_Balance 22% 18%
2011H2 | 2011 H1
Expected exports: up 46% 42%
Expected exports: down 8% 8%
Balance 38% 34%
2011 H2 | 2011 H1
Expected imports: up 38% 37%
Expected imports: down 8% 9%
Balance 30% 28%
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Domestic demand remained weak.

Total sales improved in the past six months and are anticipated to rise further in
the next six months, boosted by the strongest anticipated export sales since 2004.
The strength of international demand, however, belies a much more subdued
outlook for companies more reliant on domestic spending. Indeed, our survey
shows that weak UK demand was cited by more than half (56%) of companies

as the greatest threat to their business, a much higher proportion than costs

and availability of finance (23%) and regulation (19%).



Profitability stayed weak.

Prices and profits: past performance and future expectations.
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[l The net balance for prices charged in the past six months
rose to 18% from 3%, the strongest level for three years
and in line with expectations in the last survey.

A Despite higher prices charged, the net balance for profits
in the past six months was weaker than anficipated in the
last survey and fell to =21% from -14%, suggesting that
higher costs have squeezed margins.
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Nl Inthe next six months, prices charged are expected
to remain elevated with the net balance at 20%.

1 Profits in the next six months, however, are expected
to remain below the long-term historical average,
with the net balance at -1%, suggesting that higher
costs will continue to weigh on profitability.
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Hiring and capital spending intentions remained subdued.

Investment, employment and capacity trends.
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Future expectations:
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E The net balance for expected employment in the next
six months fell slightly to 2% from 3%, with 17% of
companies expecting to increase staff levels and 15%
expecting to reduce them. The majority of companies
expected to maintain the same staff levels.

3 The net balance for investment spending in the
next six months remained subdued, falling to -2%
from =1%, with only 19% of companies expecting
an increase.
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El The percentage of companies reporting
difficulties in recruiting skilled labour rose for the
third consecutive survey to 23%, but it remains
below the historical average, suggesting that unit
wage costs should remain relatively subdued.

2 The proportion of companies working at full
capacity increased to 37%, the strongest level
since 2007 Despite that, investment trends
remained weak.
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Higher costs weigh
on profitability.

Despite higher prices charged, profitability

is expected to remain weak, suggesting that
higher costs will continue to erode margins.
Difficulties in recruitment of skilled labour
rose slightly, but remained low by historical
standards, indicating that growth in unit
wage costs is likely fo remain relatively muted.
Investment and employment trends remain
subdued, highlighting companies’ uncertainty
about domestic demand prospects, with
exporters tending to be more positive about
prospects for capital spending and staffing
than companies reliant on domestic demand.



Most companies now expect interest rates to rise in the next six months.

Interest rate expectations in the next six months.

4 I
[I Previous M Latest ]

% companies
70

60 -
50 -
40 -
30 -

20 A

rise same fall

Nearly two-thirds (63%) of companies expect interest rates

to rise in the next six months, compared with only 40% in the
last survey. This increase was mirrored by a fall to 36% from
58% in the proportion of companies anticipating interest rates
to remain unchanged. Only 1% of companies anticipated
interest rates to fall, the same as the last survey.

Recent trends in the SME market



Overall business confidence rose in the current survey, consistent with a moderate pace of growth
in the second half of the year.

Business confidence.

-

Our business confidence index tracks companies’ expectations for
total sales, total orders and profits over the next six months.

Index

Average
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El Our measure of overall business confidence, which tracks
total sales, orders and profits expectations in the next
six months, increased to 15 from 12. This is a level
consistent with a moderate, rather than strong, pace

of economic recovery.
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Summary — economic recovery is on track
but subdued.

The key take out from the latest Business in Britain survey is that companies
expect the economic recovery to continue in the second half of the year, but
are cautious about its strength. Indeed, companies cited weak UK demand

as the greatest threat fo their business, while a majority now expect interest
rates to rise in the next six months.

Export sales have continued to perform strongly although companies reliant
on domestic demand, remained cautious about raising employment and
capital spending levels. Profitability remained subdued, despite higher
prices charged, implying a significant impact of higher costs on margins.
Unit wage costs, however, are likely to stay weak given that difficulties in
recruiting skilled labour remained at historically low levels.



The industrial picture.

Hospitality & leisure the most positive sector...

Sales over the last six months.
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Manufacturing remained the strongest performing sector in terms of sales in the
past six months, followed by transport services and hospitality & leisure. The sector
with the weakest sales was again construction, followed by healthcare and retail
& wholesale.

The industrial picture
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Despite relatively subdued domestic demand conditions, hospitality & leisure was the
strongest sector in terms of our measure of overall business confidence, which tracks total
sales, orders and profits expectations in the next six months. Other sectors with a strong
outlook were business services and manufacturing. In contrast, the least confident sectors
were healthcare, construction and retail & wholesale.




...but healthcare is the most optimistic in ferms of investment trends.

Employment in the next six months.
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Business services had the strongest employment outlook for the next six months,
followed by other services and healthcare. Manufacturing had the strongest
employment expectations in the last survey, but was less buoyant in the latest
survey. The sectors least confident about employment prospects were construction,
retail & wholesale and hospitality & leisure.

~

/
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Capital spending in the next six months.
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In terms of capital spending intentions in the next six months, healthcare and business
services were the most positive sectors, likely reflecting favourable medium-term prospects.
The transport services sector was also quite strong compared with a rather weak outlook
in the last survey. The sectors least inclined to increase investment were construction and
hospitality & leisure. Investment in manufacturing were the strongest in the last survey,
but fell back to around the all-sector average in the latest survey.
- J




The regional picture.

Business confidence strongest again in London, while Wales recorded the biggest improvement.

Sales over the last six months.
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The net balance for sales in the past six months was the strongest in the West
Midlands and South Midlands. In contrast, sales were the weakest in Scotland,

the North West and Yorkshire. The North West, Yorkshire and East Midlands were
the only regions where the net sales balance fell compared with the previous survey.

~

The regional picture

Business confidence.
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London remained the strongest region in ferms of our measure of overall business confidence,
which tracks total sales, orders and profits expectations in the next six months. Wales saw a
remarkable turnaround with the second highest business confidence level, compared with the
weakest in the last survey, boosted by strong sales and orders. The regions with the weakest
confidence were the North East & Cumbria and North West.




Employment and export sales in the next six months are expected to be the strongest in London.

Employment in the next six months. Export sales in the next six months.
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The net balance for employment in the next six months was again the strongest in The net balance for export sales was the strongest for London and Wales, both of which

London, followed by the West Midlands. The South West also registered a notable saw notable improvements compared with the previous survey, followed by Scotland and

improvement on the previous survey. However, employment trends in the North the South East. Export sales balances were the weakest, but remained positive, in Yorkshire,

West and Scotland remained negative. South Midlands and the North West.
- AN
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Analysis by size of firm.

The gap between small and larger companies has narrowed.

Sales over the last six months.
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Total <€1m £119m  £2-49m  £5-99m  £10-149m  £15m+

There was a notable fall in the net balance for sales in the past six months for
companies in the £2-4.9m and above £15m turnover categories, the latter weighed
by weaker export sales. The net sales balance was strongest for companies with
£5-9.9m turnover, while those with turnover below £1m and £2-4.9m recorded

the weakest sales.

= %

Analysis by size of firm

Business confidence.
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There was a narrowing in the gap in business confidence between small and larger
companies in the latest survey. Business confidence fell, in particular, for companies with
turnover of £10-14.9m and above £15m, reflecting weaker total sales, orders and profitability
expectations in the next six months. In contrast, companies with turnover below £1m
recorded an 11-point rise in business confidence.




Investment intentions were weak across all company sizes.

Employment in the next six months.
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The net balance for expected employment in the next six months fell back sharply
for companies in the £10-14.9m category, following the surprisingly strong outturn
in the previous survey. In other turnover categories, expected employment balances
were little changed and reflected significant caution about intentions to increase
staff levels.
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Capital spending in the next six months.
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Investment intentions were negative in all furnover categories, except for above £15m where
the net balance was zero, though this was still a significant drop from the level in the
previous survey. Companies with furnover of £10-14.9m recorded the biggest fall, with the
net balance down 28 points to -11.




Lloyds TSB provide financial services to businesses 2005-20M
ranging from sole traders to multinational corporations. e - WINNER
ICAEW ;

BANK OF THE YEAR

At Lloyds TSB we understand that every business is different. And we believe every business deserves a
bank that provides an individual service. Our aim is simple - to help you meet your business objectives.
Our network of offices around the country, and the world, mean we are conveniently placed to support
you wherever you do business. As well as the full range of services you would expect, all our business
and corporate customers have access to a named relationship manager who can provide financial
guidance and help support your business objectives.

If you'd like to contact us to discuss the Business in Britain report or ways Lloyds TSB could support your
business please do get in touch.

0800 587 2379

Economic Research can be accessed online at:
www.lloydsbankcorporatemarkets.com

Please contact your relationship team or branch if you'd like this in Braille, large print or an audio.

www.lloydstsb.com/business

The information in this report is for guidance only and you should obtain specialist advice on any issue raised.
The text of Business in Britain may be reproduced without permission, provided that acknowledgement is made to Lloyds TSB Commercial Business in Britain survey and a copy is sent to External Affairs, Lloyds TSB Commercial, Canons House, Canons Way, Bristol BS99 7LB.

FDs’ Excellence Awards in association with ICAEW and supported by the CBI and Real Business. Bank of the Year was won in 2011 by Lloyds Banking Group plc, this includes the operating subsidiaries: Lloyds TSB Bank plc, Lloyds TSB Scotland plc and Bank of Scotland plc.
From 2005-2010 this award was won by Lloyds TSB Bank plc and Lloyds TSB Scotland plc.

We accept calls made through RNID Typetalk. Calls may be monitored or recorded in case we need to check we have carried out your instructions correctly and to help improve our quality of service.

Please note that any data sent via email is not secure and could be read by others. Please be aware that there are certain circumstances where we are unable fo accept email instructions - for further information, please contact your Relationship Manager.

Lloyds TSB Commercial and Lloyds TSB Corporate Markets are both trading names of Lloyds TSB Bank plc and Lloyds TSB Scotland plc.

Lloyds TSB Commercial serves customers with an annual turnover of up to £15m.

Lloyds TSB Bank plc Registered office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Telephone: 020 7626 1500.

Lloyds TSB Scotland plc Registered office: Henry Duncan House, 120 George Street, Edinburgh EH2 4LH. Registered in Scotland no. SC95237. Telephone: 0131 225 4555.

Both companies are authorised and regulated by the Financial Services Authority under registration numbers 119278 and 191240 respectively.

Lloyds TSB Bank plc and Lloyds TSB Scotland plc are covered by the Financial Services Compensation Scheme and the Financial Ombudsman Service. (Please note that due to the schemes’ eligibility criteria not all Lloyds TSB business customers will be covered by these schemes.)

Whilst Lloyds TSB Bank plc (“Lloyds TSB”) have exercised reasonable care in preparing this material and any views or information expressed or presented are based on sources it believes to be accurate and reliable, no representation or warranty, express or implied, is made as
to the accuracy, reliability or completeness of the facts and data contained herein.

This material has been prepared for information purposes only and Lloyds TSB, their directors, officers and employees are not responsible for any consequences arising from any reliance upon such information.
Past performance is not necessarily indicative of future results.

Lloyds TSB | for the journey..



