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Introduction

Welcome to the latest instalment of our twice-
yearly Business in Britain survey. The survey
offersinvaluable, as well as timely, guidance on
the recent performance and near-term
expectations of domestic businesses, especially
in the SME segment. The latest wave of the
survey draws on the experiences and opinions
of 1,501 companies covering all sectors and
regions.

Against an improving economic backdrop, the
survey indicates that sentiment about recent
orders, sales and profits has improved
significantly over the last six months. The
increased expectations have been broad-
based, covering all sectors and regions, and in
some cases have climbed to levels not seen
since the early 1990s. Exports to Europe and the
rest of the world have also rebounded markedly.

These gains may help to explain the buoyancy
of corporate confidence about the outlook for
the next sixmonths. Anticipatedrisesin demand
and profits in the first half of this year have fed
into strengthened plans for hiring and capital
expenditure. The net balance of companies
reporting difficulties in the recruitment of
skilled workers rose for the third consecutive
survey. In principle, this could put upward
pressure on pay growth. However, the index
remains well-below its pre-crisis readings which
should containwage pressures. Meanwhile the
expectedrise in capital outlays is underpinned

byariseinthe share of firmswhoreport that they
are operating at full capacity. Ifthese plansare
delivered, then this investment will provide a
further fillip to sustainable economic growth.

I would like to thank all the firms that have
participatedinthe survey and provided valuable
insights into UK economic developments. |
would like to wish all businesses every success
in 2014 and look forward to supporting your
endeavours.

Stephen Pegge
Group External Relations Director
Lloyds Banking Group



Recent trends in the SME market

Sales and incoming orders point to a robust expansion of economic activity

Sales, orders and export sales balances over the last six months

Export sales: % balance, up minus down
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The net balance for sales in the past six months rose by eighteen points to 33%, which is the The net balance for total exports in the past six months has picked up by twenty-one points to

highest level since mid-2007. This is consistent with the firm economic recovery over the second 33%, which is just short of its all-time high (34%) reached in 1995 and well above its long-run
half of 2013. average.

The net balance for incoming orders over the past six months also rose sharply from 18% in the Sentiment about shipments to Europe over the last six months is also up, with the net balance
previous survey to 34%, with 47% of respondents reporting an increase in new business and 13% rising from 2% in the previous survey to a two-year high of 16%. This recovery in European sales
citingadecline. The indexis now at its highest reading since 1994 and strongly suggests that the lines up with arise in euro area demand as it emerged from recession in Q2 2013.

current robust pace of expansion is set to continue.




Sales and orders expected to increase over the next six months

Expected Sales: Up 60% 50%
Expected Sales: Down 9% 14%
Balance 51% 36%
Expected Orders: Up 55% 45%
Expected Orders: Down 6% 8%
Balance 49% 37%
Expected Total Exports: Up 54% 33%
Expected Total Exports: Down 6% 10%
Balance 48% 23%

Expected Exports to Europe: Up 40% 23%
Expected Exports to Europe: Down 9% 13%
Balance 31% 10%

The net balance for expectedtotal sales over
the next six months increased by fifteen
pointsto 51%, which it last touched onthe
eve of the 2008-09 downturn. The
corresponding index for total ordersrose by
twelve points to49% - anall-time high since
the surveybeganin1992. Bothindices point
to a potential firming in economic activity
over 2014H1.

The burgeoning optimism regarding sales
and orders is also evident in foreign
shipments. The net balance for expected
exports over the next six months rose by
twenty-five points to 48%.

The netbalance forexportsto Europeinthe
next six months rose by 21 points to 31%.
Domestic companies are most confident
about sales to Asia-Pacific (36%), Middle
East/Africa (35%), Europe (31%), US and
Canada (26%) and Latin America (23%).

Business activity set to firm further

The improvements in the sales and new orders net
balances overthe past sixmonths tally with the recov-
ery in UK economic output since the start of 2013.
Moreover, the strengthening of their corresponding
forward-looking counterparts, especially orders, which
have climbed to a record high, suggests that this up-
swingis setto continue into 2014H1. Survey respond-
entsalso envisage increasing their exports, with opti-
mism highest for the Asia-Pacific and Middle East/Af-
rica regions.



Hiring and investment plans strengthen further

Investment, employment and capacity trends

Future expectations: % balance, up minus down
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Firms continue to anticipate increasing their hiring over the next six months with the index of
expected stafflevels rising for the fourth consecutive survey. The five-point rise took the net balance
to asix-year high of 17%. This suggests that the recent rise in employment is set to continue as
economic activity picks up.

Expected capital expenditure is also on an ongoing upswing with the net balance rising by ten
points to 16% which is the highest level since 1994. The net balance has beenin positive territory
for three consecutive months for the first time since 2006-07.
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The share of companies reporting frictions in the recruitment of skilled workers continues its
post-crisis recovery with a six-pointincrease to 32%. The recent rises point to a gradual tightening
in the market for skilled labour which could put upward pressure on pay growth, although the
index is still well below its 1997-2007 readings, which averaged 47%.

The percentage of firms claiming to be operating at full capacity increased for the fourth survey
inarow to44%, whichis the highest score since the survey beganin 1992. Eliminating any potential
capacity constraints as growth strengthens may underpin the expectedrise in capital expenditure.




Both prices and profits are expected to increase

Prices and profits: past performance and future expectations

Past performance: % balance, up minus down
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After remaining stable at 7% for three successive surveys, the net balance for prices charged in
thelast sixmonths rose to 12% which was just slightly lower than the outturn expected at the time
of the last survey.

The net balance for profits over the past six months continued its recovery since 2009 with an
eighteen-point rise to 10%, the first positive balance since 2007.

Future expectations: % balance, up minus down
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Firms anticipate a greater scope for raising prices over the next six months with the net balance
rising by ten points to 23%, its highest score since 2008.

These higher prices may help to underpin corporate expectations of stronger profits over the
next sixmonths with the net balance rising for the fourth consecutive survey to 35%. The index is
close to the all-time peak of 38% seenin 1993.




Overall business confidence close to all-time peak

Business confidence
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Our business confidence measure, whichis based on the average of the net balances for expected
sales, orders and profits over the next six months, has jumped by fifteen points to 45%. This was
the fourth consecutive increase in the net balance and itis now just short of its all-time high of 46%
recorded in the early 1990s. The rise was driven by double-digit improvements in all of the
underlying elements, led by profits and sales.

The economic outlook is strengthening

Our survey indicates that company optimism about the economic outlook and their own business
prospects has become increasingly buoyant. These substantive rises in anticipated sales, or-
ders and profits have fed into expectations of rising staff headcounts. These improvements,
which suggest that the recovery is becoming increasingly entrenched and resilient, may also
have helped to support an expected rise in corporate capital expenditures.



The sectoral picture

All sectors saw boost to sales and expected order books

Sales over the last six months

% balance, up minus down
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Allthe sectors saw notablerises inthe net balance for sales over the last sixmonths. These increases
range from ten points in construction to thirty-one points in transport and communications.
Hospitality and leisure report the highest net balance of 43%, followed by transport and
communications at 39% and manufacturing with 36%.

Orders over the next six months

% balance, up minus down
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The net balances for order book levels over the next six months also showed across-the-board
increases. The retail and wholesale, manufacturing, and transport and communication sectors
report the largest climbs in optimism with rises of twenty-one, nineteen and nineteen points to
51%, 64% and 53% respectively.




Employment and investment intentions firm

Employment in the next six months Capital expenditure in the next six months
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Allsectors expect anincrease inheadcount over the next six months with the exception of business The overall rise in expected capital expenditures over the next six months has been replicated
and other services where the net balance has fallen by one point to 16%. The hospitality and across allthe sectors, especially hospitality and leisure which saw a twenty-one pointrise to 21%,
leisure,and manufacturing sectors report the largestindexrises of eleven and ten points to 13% and retail and wholesale, and construction, where the net balances increased by twelve points
and 23%, respectively, with the latter at all-time high. eachto 12% and 13% respectively.
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Profits and business confidence also up across sectors

Profits in the next six months Business Confidence
% balance, up minus down % balance, up minus down
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The netbalance for expected profits over the next sixmonths increased everywhere, especially in Overallbusiness confidence increased across all the sectors for the third consecutive survey, again
hospitality and leisure, retail and wholesale, and manufacturing, where it rose by twenty-two, signalling a firming upswing. All segments reported double-digit rises, with the exception of
twenty-two and nineteen points to 39%, 31% and 46% respectively. The net balance remains business and other services which saw an eight-point increase. Retail and wholesale reported
highestin manufacturing. the largest improvement, with sentiment jumping by twenty points to 44%, followed by

manufacturing, up nineteen points to 57%, and transport and communication with an eighteen-
point rise to 46%.
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The regional picture

Total orders set to continue rising across all regions

Sales over the last six months

% balance, up minus down
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The netbalance for sales over the past sixmonthsincreased across all regions. The indexrose the
most in the South East and London, by twenty-seven and twenty-six points to 46% and 37%
respectively, while the South West and Wales reported the smallest rise of eleven points to 27%.

Orders over the next six months

% balance, up minus down
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Allregions also posted anincrease inthe net balance for expected orders over the next six months
which suggests that sales are set to remain strong. The North and the West Midlands recorded
the largest rises of twenty-three and twenty points respectively to 51% and 57%. The smallest
advanceswere recorded in the South West, East Midlands and East of England, and London.
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Business confidence jumps across the regions

Profits in the next six months Business confidence
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Firms across all regions also expect to see arise in profits over the next six months. The South The broad-basedregional gainsin expected sales, orders and profits underpin similar outcomes
East, South West and Wales, and Londonreported the largest increases of twenty-four, twenty foroverall business confidence. The largest rises were in the North and West Midlands withrises
and eighteen points to 39%, 36% and 37% respectively. The lowest increase was in the East of twenty-one and eighteen points respectively. The East Midlands and East of England saw the
Midlands and East of England with a ten-point rise to 35%. smallest improvement of ten points. The net balances all varied between 42% and 50%.
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Analysis by size of firm

Orders expected to rise across all firm sizes

Sales over the last six months

% net balance, up minus down
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Abroad improvement in the net balance for sales over the last six months was led by firms with
anannualturnover of £1m-£15m. These companies reported a twenty-one pointincrease inthe
index to 38%. Firms with sales of less than £1m scored an eleven-point increase to 21% while
those achieving over £15m reported a seven-point increase to 38%.

Orders in the next six months

% net balance, up minus down
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Firms in all categories anticipate orders rising over the next six months, especially those in the
£1m-£15m and above £15m bands whose net balances rose by 15% and 14% respectively.
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Business confidence increased the most for medium and larger companies

Profits in the next six months Business confidence

% net balance, up minus down
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Firms in the middle and upper end of the size distribution reported the largest net balance After being broadly equal across firms of all sizes in the last survey, confidence about the next six
increases for profits over the next six months of twenty-one and sixteen points to 39% and 41% months rose by the most among companies with £1m-£15m and over £15m worth of sales whose
respectively. Firms with sales below £1m reported a six-point rise to 23%. netbalancesincreased by eighteen and nineteen points respectively leaving them both on 49%.

Smaller companies saw arise in net sentiment of five points to 34%.
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Disclaimer

This document is confidential, for your information only and must not be distributed, in whole or in part, to any person not involved with the proposed transaction without the prior consent of Lloyds Bank plc (“Lloyds Bank”). Whilst Lloyds Bank has exercised
reasonable care in preparing this document 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 information contained herein. In particular, whilst we have sought to identify appropriate products and to provide guidance as to how those products might operate under various accounting standards we are not, and should not be
considered to be, giving an accounting opinion or advice and you should conduct your own independent enquiries and seek your own professional advice in this respect. Any transaction which you may enter into with us will be on the basis that you have
made your own independent evaluations based on your own knowledge and experience and any professional advice which you may have sought in relation to all aspects of the transaction including legal, regulatory, tax or accounting.

All terms contained herein, including pricing, are indicative only and subject to change without notice. This material has been prepared for information purposes only and Lloyds Bank, its directors, officers and employees are not responsible for any
consequences arising from any reliance upon such information. If you receive information from us which is inconsistent with other information which you have received from us, you should refer this to your Lloyds Bank Sales representative for clarification.

Lloyds Bank is a trading name of Lloyds Bank plc. Registered Office: 25 Gresham Street, London EC2V 7HN. Registered in England and Wales no. 2065. Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority
and the Prudential Regulation Authority under registration numbers 119278 and 169628 respectively.
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