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Tatum Survey of Business Conditions Summary

At July 1 our respondents reported a broad decline in economic indicators. After a near-exuberant
report in May and a mixed one for June, respondents in July report declines in key economic
indicators such as order backlogs, capital expenditure commitments and capital availability. Eighteen
percent fewer respondents reported improved conditions over the last 30 days than was the case for
June. Fifteen percent fewer anticipate improved conditions over the next 60 days than in June.

Services and Retail were the segments reporting the most positive conditions. Businesses serving
international and local markets and those located in the Southwest and Pacific were stronger than
others.

The Tatum Index of Business Conditions fell 16% from its level in June, when it fell 17% from the
previous month.

Summing up, the recovery is intact but there is now a pronounced trend toward less optimism about
the economy. Fiscal concerns are preventing government at all levels from providing a traditional
course of Keynesian stimulation to jump start the economy. The impact of the oil spill in the Gulf adds
a psychological negative that seems real, if hard to measure. Going into the heart of summer the
Tatum Index of Business Conditions points to a decidedly mixed outlook.
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Tatum Index of Business Conditions

The Tatum Index of Business Conditions is a simple average of the ratio of our respondents who
are reporting improvement versus those who are reporting a worsening in business conditions for
the past 30 days and the next 60 days.

As of July 1st, the Tatum Index of Business Conditions fell to 5.61 from 6.70 in June. The drop in
the index was comprised of an 18% drop in conditions reported over the last 30 days and a 15%
drop in outlook for the next 60 days. After three straight months of gains from March to May, drops
in each of the last two months has put the Index below April’'s level. To be sure, the down trend
should be seen in perspective. The Index is still substantially higher than for any month of 2009.

This month’s Index while disappointing is still generally consistent with the picture of
generally improving business conditions over the last year and a half. Many more
respondents still see conditions improving than see conditions worsening. We saw a surge
in the Index in January of this year, based primarily on future expectations. Another surge
iIn May was based on actual conditions over the prior 30 days. Now both backward- and
forward-looking indicators have turned negative. This trend if sustained could indicate that
the recovery is slowing down at a relatively low level of economic growth and high level of
unemployment. We will be watching closely over the next several months to see whether

the Index resumes its upward path.
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Tatum Index of Business Conditions

12

8.1

07/08
08/08
09/08
10/08
11/08

12/08
01/09
02/09
03/09
04/09
05/09
06/09
07/09
08/09
09/09
10/09
11/09
12/09
01/10
02/10
03/10
04/10

—o—|ndex 3 Mo. Avg.

05/10
06/10
07/10

2010 Tatum. All Rights Reserved



Business Conditions - Trends

In the past 30 days, business conditions:
Improved for 35% of our respondents, down from 42% last month
Worsened for 11%, no change from last month
Stayed about the same for 54%, up from 47% last month

This data represents a continuing drop from the sharp upward trend seen
earlier in the year. Business conditions have been improving for the past
year albeit only at a gradual rate. Most of that time less than one-third of
respondents have indicated improvement over the last month. The 35%
reporting improved conditions, while the lowest of the last 4 months, is

still higher than was seen earlier in the year.
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Business Conditions the Past 30 Days
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Business Conditions 0 Trends Last 30 Days

The rati o-todVbr cslemedaov ¢ a fellfrom&76ih Jans t
to 3.07 in July. Even with this drop off the backward-looking component of the

Index is still at its fourth highest monthly reading since August of '07. The path of
the economy remains generally upward, though the upward trend is clearly
flattening. Signs indicate that eroding consumer confidence and government
inaction are taking a toll on the outlook for a near-term, robust recovery.

After rising steadily for almost every month of 2009, our respondents saw business
conditions as leveling out at the start of 2010. A renewed upward trend at the start of
2010 has not proven sustainable over the last several months.

There are two components in the analysis. One component is the absolute number
and the trend of that number. The other is the first derivative of the trend, meaning the
rate of acceleration or deceleration. Our data show that the combination of these two

components peaked in October 2007 (two months before the Recession officially
began) and reached bottom in December 2008, at least four months before there was
corroborative evidence of the beginnings of a recovery.

The recovery is alive but needs a new jolt of momentum.
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Business Conditions - Trends
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Business Conditions 0 Trends Next 60 Days

In the next 60 days, business conditions are expected:
To improve for 44% of our respondents, down from 50% last month
To get worse for 5%, unchanged from last month
To remain about the same for 51% an increase from 44% last month

The portion of respondents who see business conditions as improving in the
near future has generally increased in 2010: from 38% in December of 2009 to a
range of 48% to 53% in the first 6 months of 2010. The dip in this indicator in July
puts it at its lowest level for the year. But there is some comfort in the fact that
the portion of respondents who see conditions worsening in the next two
months has stayed low.

In short less than half of respondents envision near-term economic
Improvement, balanced to some degree by the fact that almost no one sees the
economy getting worse.
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Business Conditions - Trends

Next 60 Days
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Business Conditions 0 Trends Next 60 Days

In the next 60 days:
The ratio of “Will Improve” to “Will Worsen” has fallen from 9.63 to 8.14.

This is a very sensitive measurement that can shift dramatically in either
direction. Therefore the three month moving average index of business conditions
makes it easier to see the overall trend.

As mentioned earlier, the drop off in respondents’ assessment of
strength over the past 30 days is matched by a similarly sized
dip in outlook for the next 60 days. This indicates a consistent

flattening in outlook for the economy at a time when it was
hoped that the recovery would be kicking into high gear.
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Business Conditions - Trends
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Business Conditions 0 Current Results

Order Backlogs
In the past 30 days:

The percentage of respondents who reported an improvement in backlogs fell from
44% to 35%. The percentage reporting lower backlogs rose from 11 to 13%.

In the next 60 days:
The percentage of respondents who indicated expectations of higher backlogs fell
from 51% to 47%. The “Will Worsen” percentage rose from 4% to 6%.

Order backlogs fell by a larger percentage than respondents’assessment of
overall business conditions. Expectations for higher orders in the next 60 days
also dipped but by a smaller percentage.
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Business Conditions 0 Current Results 0 Order Backlogs
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Business Conditions 0 Current Results

Capital Expenditure Commitments

In the past 30 days:
The percentage of respondents committing more on capital equipment fell
from 29% to 22%. The percentage that committed less on capital equipment
rose from 19% to 22%.

In the next 60 days:
The percentage of respondents who said they plan to commit more for
capital assets in the next 60 days fell to 30% from 34% a month ago. The
percentage who expect to commit less rose from 12% to 17%.

The capital expenditure commitments reading from our respondents is
moderately negative. While confidence has risen compared to 2009, businesses
are not spending to improve their capacity and execute operating efficiencies.
Sectors like Technology and other businesses that are dependent on
discretionary business investment still do not see the rising economic tide
needed to lift demand for their products.
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Business Conditions 0 Trends 0 Capital Expenditure Commitments
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Business Conditions 0 Current Results

Employment
In the past 30 days:

The percentage of respondents hiring more workers fell from 24% to 20%. The
percentage that indicated they did less hiring rose from 11% to 13%.

In the next 60 days:

The percentage indicating they plan to increase hiring fell from 27% to 23%. The
percentage who expect to reduce hiring doubled from 6% to 12%.

Despite positive indicators about business conditions over the last year,
unemployment has remained stubbornly high. Employment is a lagging indicator and
IS sure to rise if business conditions improve significantly. For now there is not yet
any sign of the kind of robust hiring needed to lift demand throughout the economy.
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Business Conditions 0 Trends - Employment
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Business Conditions 0 Current Results

Capital Availability and Pricing
The past 30 days:

The percentage of respondents indicating an improvement in financing
conditions fell from 25% to 22%. The percentage who indicated conditions
worsened fell slightly from 7% to 6%.

In the next 60 days:

The percentage of respondents who expect improvement in financing
conditions in the next 60 days fell from 34% to 24% The percentage saying
conditions will get worse rose from 8% to 9%.

The mild deterioration in capital availability mirrors the fall off in capital expenditure
commitments, reversing gains in this indicator earlier in the year. Despite historic low rates
charged to banks by the Federal Reserve, credit remains restricted for all but the most
creditworthy businesses. Availability of debt and equity funding continues to suffer from
uncertainty about the economy and risk aversion among those with money to lend and invest.

2010 Tatum. All Rights Reserved



Business Conditions 0 Trends o Capital Availability and Pricing
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Survey Participation Demographics

Industry
Health Care

Manufacturing/Processing

Service
Technology
Retail
Government
Financial
Construction
Wholesale
Other

21%
20%

19%
12%
5%
5%
5%
4%
3%
6%

Primary Geographic Markets

National 45%
Regional 24%
International 22%
Local 9%

Geographic Regions Represented

(Total of 221 Responses)

Pacific 30%
Southeast 27%
Southwest 20%
Midwest 14%

Northeast 9%
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Survey Participation Demographic Summary

The following are on relative scales from our respondents:

Regions: Industries:*

Strongest 0 Southwest Strongest d Service & Retail

Weakest 0 Northeast Weakest 0 Manufacturing/Processing &
Healthcare

Markets Served: Company Size:

Strongest 0 Local & International ~ Strongest d Small

Weakest d National Weakest 0 Pre-Revenue

* With statistically significant participation
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Compiled and Analyzed by
Mark Rosenman 0 Director of Knowledge Management

Any use or reproduction of the contents of this report without the written consent of
Tatum is strictly prohibited. The authors are not engaged in rendering legal, investment or
other professional services by publication of this report. Information contained in this
report should not be used as a substitute for professional advice, legal, investment or
otherwise, on any particular issue.
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