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Advertising spend is in its third cyclical decline in 20 years. We are
(hopefully) heading towards the bottom

Advertising expenditure and GDP, 1988-2009F
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Note: *above the line spend — newspapers, magazines, TV, radio, cinema, outdoor, internet Source: WARC, OECD, Eurostat, AMR analysis
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In previous downturns, adspend has taken three and a half to four

years to recover to previous peaks; this time it may take longer

Advertising expenditure* and GDP: three advertising recessions
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Third advertising recession: 2005-2009F
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Note: *above the line spend — print, TV, radio, cinema, outdoor, internet Source: WARC, OECD, Eurostat, AMR analysis
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The last ten years has seen a change in the media mix not seen
since the advent of TV; this year, online will be the largest medium
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Above-the-line spend by channel: 1988, 1998, 2008 and 2009F
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Nearly all traditional areas of marketing spend are under pressure
from a combination of cyclical pressure and structural change

UK adspend % change, 2009F vs 2008 (forecast as of July 2009)
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“I think you’ll see some people moving their money away from marketing streams that are
less accountable, and moving into digital areas — search is a great example of that... in
terms of capping the dollars you spend but making sure that every dollar is absolutely
accountable.” (Emma Jenkins — Head of Interactive Marketing, Procter & Gamble)
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Marketing communications typically have one of three objectives; the
iInternet ad models are most used for generating leads
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Activity

Brand building

Generating leads

Customer retention

Traditional approach

TV, outdoor,
press
advertising, PR,
Sponsorship

Direct mail,
telemarketing,
leaflets, other

direct response

Direct mail,
customer
magazines,
telemarketing

Online approach

Branding possible
online but digital

models are not there.

Video is still nascent

Email marketing,
search, affiliate
networks,
shopping
comparison

Email marketing

Outcome

Traditional media remains
the winner until online
advertising models emerge,
but non-brand building
advertising is vulnerable

Digital has the opportunity to
be a clear winner in terms of
cost effectiveness

Still value in both
offline and online
retention activity



Growth in online advertising is primarily driven by paid search which
IS predominantly a lead generation tool; online display is still small

UK online adspend: 2003 to 2008, £bn

M Display

M Classified

M Paid search
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Source: IAB, AMR analysis
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But, big FMCG advertisers are still spending less money online and
the big agencies are not placing huge spend on Google

WPP share of ATL media spend vs share of

Total UK adspend for P&G and Tesco, 2008
Google revenues
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Source: Nielsen Media Research, WPP annual report, AMR analysis
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In fact, the bulk of online spend is on companies’ own websites and
SEOQO; other models are still at very early stages

Allocation of B2B online marketing spend, 2008*
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Company | Search Email Industry | Vertical site OL OL Sponsoring | Webinar Blogs
wesbite engine marketing | specific Directory | classified content
site
gzrggfh 103% | 19.7% | 162% | 7.7% 3.0% 74% | 182% | 27.3% | 21.7% | 44.4%
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adoption

Note: * Graph will not total 100 as other category of wireless and other informational site are excluded Source: Outsell research, AMR analysis
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Structural change will continue as it appears that there is an
iImbalance in where marketing spend is being allocated

Benchmark of marketers’ need to budget allocation, 2008

Primary B2B marketing objectives B2B marketing budget allocation and trend*

2% 3%

Other

B Customer
retention

® Brand
Awareness

M Lead
generation

Note: * Arrows indicate declining or falling share of budget allocation Source: eMarketer, Marketing Sherpa, Outsell
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And digital platforms will continue to grow share as they enable
marketers to reach their targets in more stages of the buying process

Changing marketing levers

) Customer Acquisition _ Customer Retention
Awaren : :
o o ﬁezrre]ss } o
, . Customer care,
Traditional media TV / print Print MRS Caltalogue/ Al direct malil,
brochure directory catalogue
customer mags
Current digital impact Low Medium Medium Low
, - Email : ;
Evolving digital : RFI, Blogs, Search, SEQ, RFQ, Online retailer
marketing, : ) ! eCRM
models (examples) video White papers directories marketplaces Marketplaces
Digital potential
impact
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Lead generative spend is still concentrated on the traditional forms of
direct marketing; this is likely to continue to change

Comparison of competing media for B2B lead generation, 2008*
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Note: * based on discussions with B2B marketers Source: AMR interviews and analysis
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Whatever the winning models, it is clear that there are major shifts in
approaches to marketing services

Overview of changes in marketing services

Old Approaches

New Approaches

“Mass” marketing

“Precise” marketing

One-way push

* Relevant interaction

Contextually relevant messages

» Behaviour-based targeting

Single channel optimisation

Cross-channel optimisation

Selling products

» Enabling consumers to buy
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Offline vs. digital

« Everything includes digital

308888

Source: AMR analysis
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And our panel agrees that measurability and evaluation are the
watchwords

To what extent do you agree with these statements (5 = agree absolutely, 1= disagree
completely)?

- N

Clients' marketing budgets will shift towards more

o 4.8
measurable activities

Measurement and evaluation of advertising/marketing
\ effectiveness will become increasingly important

Advertising/marketing budgets will be cut across the
board

/

Clients will rationalise their agency rosters

Clients will outsource more marketing activities

Internet/digital marketing will continue to grow at double
digit rates

Source: AMR / Livingstone interviews
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So media, and by extension, marketing services, is going through
unprecedented change; this will drive M&A activity...

Digital technology ushers
in a period of perpetual
change, unprecedented in
its pace and extent

Increased pressure on
marketing budgets and
involvement of
procurement

Media consumption
continues to fragment

Imbalance in spend

Privacy issues are
increasingly to the fore

Super Agencies continue
global expansion

Key trends in marketing services

Requirement for more
precise targeting of

audiences
\ )
a N
Continually emerging
digital business models
/

Measurement and
evaluation to become
more and
more important

=
Emergence of more

specialist agencies /
integrated agencies

k
(" Achieving “stand-out”
more important, but
harder,
Y than ever )

(" Need to balance global /
co-ordinated offering with
best -of-breed creativity
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M&A in marketing services
activity driven by:

» Start-ups and
new ventures
seeking funding

* Newer players seeking
rapid expansion

* International expansion

* “Super” agencies
swallowing
emerging agencies

Y and service )
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...but not quite yet

UK deals in marketing services Acquisitions by the Super Agencies
M Havas
W Digital
/interactive = WPP
marketing
Aeqis
M Publicis
B Marketing 5
services W Interpublic
B Omnicom
2007 2008 H1 2009 2007 2008 2009 to Sept

Source: Merger Markets, company reports
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Our panel has mostly found deals difficult due to price expectations,
market conditions and the scarcity of finance

Have you found deals recently easy to complete

(%)? What are the main reasons (%)?
(o) B

" Yes

B No

Vendor price  Market uncertainty  Ability to raise

N=9 expectatlo L Source: AMR / Liv];'rlwgggr%emterviews
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The volume of M&A activity in marketing services is in the
independent groups, driven by gaining scale

UK marketing services deal activity, 2007 to

H1 2009, by acquirer type “What is driving your acquisition strategy?”
100% - 5 5
Others
80% - M Diversifying
» into new
§ ® Private equity service area
S 60% -
S W Acquiring
2 e . new skills
S 0% A uper agencies
©
©
>
° W Gaining
207 1 B Independent - scale
groups / agencies
OO/O 1 T

Digital marketing Marketing services
deals

N=9 Source: Merger Markets, AMR Livingstone interviews
AMR ©2009 18



There are a number of reasons why there may be strong M&A activity
in the independent sector from mid 2010

« Advertising and marketing spend should have bottomed, with some visibility on the upturn
« Vendors’ price expectations should come down

« Banks should be lending more freely.. we hope

« It will be clearer which business models are robust, and which are not

« The UK continues to have a dynamic independent agency market where much of the
innovative activity is happening

AMR ©2009 19



And there will be a number of hotspots

Marketing services value chain

Media Measur
Business and Creative plan_nlng _ ement
marketing strategy e , i) Hlgele e ,
productio and evaluati
Planning, Campaign Specialis?" Route to the Evaluating the
marketing and realisation execution/ audience impact
brand strategy, intermediaries
budget allocation
Agencies, eqg: Media planning Broadcast media
Above-the-line and buying Newspapers and
Below-the-line DM data owners magazines

Brand strategy
agencies

Data bureaus
Outdoor

PR
- Aighs marketing  AMEEIGHGHED
Social networks
= hotspots Customer _

publishers
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