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Introduction

Â Clearmeadow Partners, is a 
digital media advisory firm 
Ç Firmôs mission: to help 

companies of all sizes 
accelerate growth in digital 
revenue

Ç Profitable companies with 
defensible market positions

Ç Advisory services, capital 
raising, and business 
development services

Â Want to chat?  
jrohan@clearmeadow.com
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As consolidation swept through the online-
advertising business last year, many of the top 
advertising and publishing analysts found success 
with companies that were acquisition targets. 

No. 1 in the sector, Jordan Rohan, formerly of RBC 
Capital Markets in New York, a unit of Canada's 
RBC Financial Group, reached the top with a buy 
rating on aQuantive Inc., a digital-advertising firm 
that was snapped up by Microsoft Corp. for $6 billion 
last year. His buy on aQuantive from February to 
May generated a return of 145%. 

Microsoft's interest in aQuantive didn't surprise Mr. 
Rohan because Microsoft had made a failed attempt 
to acquire DoubleClick, an online-ad technology 
company that Google Inc. ended up purchasing for 
$3.1 billion. Thinking aQuantive's digital-advertising 

techn
ologi
es 
were 
a 
stron
g No. 
2 in 
the 
mark
et and 

there were no other viable options, Mr. Rohan 
switched a hold rating to a buy. He went back to hold 
after Microsoft announced its plan to snap up 
aQuantive in May. 
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Agenda

1. A Look at The Big Picture ï Positives and Negatives
2. Evolution of the Agency Business Model
3. Agencies

1. Profit and Margins
2. Impact of Digital:  Added Complexity

4. Media Complexities
1. Digital
2. Social
3. Mobile

5. Conclusions
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There are Positives in the Marketplace
Economy
Â Equity markets have rebounded sharply off March lows
Â Credit markets easing
Â Retail sales are improving
Â Housing appears to have bottomed
Â Pace of job losses slowing

Advertising Market
Â Our recent checks indicate modest sequential improvement in 

advertising revenues in 3rd qtr
Ç Internet advertising appears to be growing again after a few 

quarters of recession
Â Disney, CBS and Viacom executives discussed improving television

ad trends at conference last week
Â NBCôs Zucker: "There are signs that it's a little healthier," and local 

advertising is stabilizing.
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éBut Negatives Remain
Economy
Â Consumers over-leveraged and scrambling to stabilize finances

Ç Consumer savings rate increased to 5% (negative for consumer 
spending)

Ç Mastercard, Visa, Chase report less frequent credit card activity
Â Unemployment rate remains high ï 9.7% and rising
Â U.S. monetary policy:  Weaken US$ to re-inflate asset values

Ç National debt now $11 Trillion (~70% of GDP) = Higher Taxes
Ç China holds 30% of our sovereign debt

Advertising Market
Â U.S. ad media budgets fell $10B in first half of 2009 (Nielsen)
Â WPP cautions improving sentiment not translating into increased ad 

spend (WSJ - August 27th)
Â Upfront television market was weakest in years (in May/June ó09)
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Agency Biz Model Transition

The Good 
Olô Days:

% of Spend

The Good 
Olô Days:

% of Spend

Current 
Situation:

Cost Plus

Current 
Situation:

Cost Plus
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Evolution of Agency Business Models
Â Percent of Media Spend

Ç Agencies lead with ideas (Creative), absorbed production costs 
and made money on the distribution of the ideas (% of Media Buy)

Ç Clients reduced fees on media buying
Â Agency consolidation (1985 ï 2000) to maintain margins thru savings
Â Charged for the production of creative

Â Labor Based
Ç Cost Plus - Model shift to hourly based

Â Avg hourly rate billed at agency is ~$100
Â Overhead billed at 110%, but falling below 100% in some cases

Ç Negatives
Â No reward for efficiency of work
Â No economies of scale
Â No ñskin-in-the-gameò

Â Net: Complexity has increased, but the fees advertisers 
are willing to pay have decreased
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Agencies: Profit and Margin Impact

Omnicom ï Steady Margins: 1H09 revenue down $1B (-16%) Y/Y, op profit down 
$187m (-27%), yet margins fell only 90bp to 12.1%

WPP ï More Margin Variability: 1H09 revenue up 8% Y/Y on like to like basis, yet 
adjusted margins fell 3.1% to 9.4%

Ad Agency Operating Margin Trends
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WPP ï 240bp out-performance

WPP ï 270bp under-performance

Net: Agencies maintain margins but generate less total profit dollars!
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Complexity:  Digital and other Distractions
Â Transference to digital market is a negative

Ç Fewer hours billed for creative 
Ç Online creative is quickly and massively disseminated

Â No consumption-based upside for successful creative
Ç Currently agencies receive same if creative is download, 

interacted with once or a million times

Â Clients increasingly willing to switch agencies
Ç Benefits smaller agencies (new clients are a huge win)

Â Intermediaries with cost-per-action (CPA) absorb risk, 
bypass agencies

Ç Algorithms focused on max ROI replace human inputs
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Digital, Social and Mobile:  Opportunity or 
Distraction? 
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Digital Media: Accelerates Audience Fragmentation
Â Broadcast TV once reached tens of millions in single spot

Â Media fragmentation of cable and internet increases distribution
complexity for agencies

Â Editing technologies ï DVR/Tivo ï time shift viewing and skip 
advertisements

Â TV consumption is at all time high ï 151 hours per mo.
Ç But the attention and receptiveness of the average viewer is falling
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Television Audience Faces Distractions

Source: Nielsen, TVbytheNumbers.com
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Social Distraction
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Social Distraction

Portals Amazon, eBay
& other retailers

Google


