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In late 2017, AdMedia Partners conducted its 24th annual
survey of senior executives at leading marketing
services, media and related technology companies for
their take on industry mergers and acquisitions
prospects in 2018.

M&A activity in 2017 remained strong, with two-thirds of
respondents being approached by a buyer (consistent
with the prior year), and similarly, expectations for 2018
were high with a material increase in respondents
expecting to explore a sale of their company. There
were, however, some conflicting results this year, with
less reported offers received and less respondents
expecting to seek an acquisition target next year.
Likewise, expected valuation multiples were either stable
or slightly down. On the other hand, overall expectations
for increased M&A activity were high, and a large
majority of respondents would advise both buyers and
sellers to act in 2018.

Digital and data-driven sectors of marketing
communications remain in strong demand, and there was
a general consensus that M&A will be driven by strategic
needs and market growth. Our takeaway is that there
may be some stabilization and caution in the M&A
market, but in general there is optimism due to the
rapidly changing needs of clients in this data-intensive
and digitally-driven environment, and the ability to fuel
strategic growth through acquisition.

Stable M&A Growth Activity in 2017

The percentages of respondents who were approached
by a strategic buyer (58%) or financial buyer (35%)
remained relatively constant with 2016, and the
percentage of respondents who made acquisitions was
up materially from 25% to 35%. However, the percentage
who reported actually receiving an offer declined from
34% to 24%.

M&A Expectations for 2018

The number of respondents who expect to explore a sale
of their company in 2018 increased materially to 61%
from 47% last year. In contrast, the percentage of
respondents who expect to seek an acquisition target in
2018 declined from 68% to 49%. However, when asked
about expectations for overall M&A activity in the year
ahead, 79% expect that it will be up for strategic buyers
and 51% believe it will be up for financial buyers.

While there were some seemingly contradictory
responses, in general there appears to be overall
optimism about M&A in 2018. According to most
respondents, the primary driver of this is the strategic
needs of buyers, with half of respondents also expecting
market growth in 2018; only 17% of respondents believe
that the market has peaked. This is remarkable in the
ninth year of a bull market, but would seem to reflect
that the buoyant M&A market is based more on strategic
needs and industry shifts than financial markets.
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Industry Trends

Similar to last year, artificial intelligence and machine
learning were the topics most frequently mentioned as
disruptive to the industry; this year, virtual reality also
gained attention. In addition, big data, user experience
and analytics were viewed as disruptive. A new trend
was the mention of challenges in the digital industry,
including hacking, fraud and the industry power of
Google and Facebook.

Digital and data similarly dominated areas of expansion
for 2018, with the majority of respondents answering
they would seek to expand in analytics (71%),
social/mobile marketing (58%) and design/UX (55%);
marketing/strategic consulting also received high
interest with 53% of respondents. This is noteworthy as
the lines between traditional marketing service providers
and consulting firms are becoming increasingly blurred,
in particular with significant marketing communications
M&A by consulting firms and systems integrators.

Opinions on Valuations

Weighted

Business % Interest Average
Multiple

Analytics 71% 8.0
Social/mobile marketing 58% 7.5
Design/user experience 55% 7.0
Marketing/strategic consulting 53% 6.5
Digital agencies 48% 7.5
Custom content/native advertising 46% 7.0
CRM/database marketing 43% 7.0
Ad tech 39% 8.0
Market research 30% 6.5
Experiential marketing 27% 7.0
Healthcare marketing 22% 6.5

Valuation expectations were generally stable with last
year, with slight multiple declines of 0.5x in the areas of
marketing/strategic consulting, CRM/database
marketing, healthcare marketing and ad tech. However,
ad tech, along with analytics, still commands the highest
expected multiples, followed by social/mobile marketing
and digital agencies.

Please note that the multiples above are averages that
reflect expectations. There are factors in any specific
situation that can move actual deal multiples significantly
up or down, such as company size, growth rate, client
list, revenue concentration, profit margins, reputation,
and differentiating skills or proprietary technology.



Detailed Findings



Q. In the past year, which of the following M&A-related activities has your company been
involved in?

- Respondents reporting approaches Fig. 1 - 2017 vs. 2016 M&A Activities
by a buyer were in line with last year.
Overall, two-thirds (65%) were
approached by a buyer, on par with

H 0,

the 64% in 2016. Approached by a strategic buyer 8%

56%

- Nearly three in five (58%)
respondents were approached by a
strategic buyer, similar to 2016 when  Approached by a financial investor
56% of respondents reported this
activity.

Made one or more acquisition(s)

- More than one-third (35%) were
approached by a financial investor,
in line with the 36% in 2016. Recei

eceived an offer

- The number of respondents who
completed acquisitions changed
significantly. Over one third (35%) Involved in a merger
made one or more acquisitions,
compared to the 25% reported last

year. Acquired or received funding from

a financial investor

- There was a notable decrease in
companies that received an offer.
One quarter (24%) reported
receiving an offer in 2017 compared
to 34% in 2076.

Acquired by a strategic buyer

2017 m2016

- In 2017, 12% of respondents were
involved in a merger, in line with the
14% reported last year.

- The rate of respondents who were
acquired by or received funding
from a financial investor (2%), was
in line with the prior year (8%).

- The number of acquisitions by a
strategic buyer (3%) was a sharp
drop from the 14% reported in 2016.
This would appear to jibe with the
decline in offers received, although
the number of respondents reporting
they made acquisitions increased, so
it is hard to draw a conclusion.

Note: numbers exclude mentions of “None”
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Q. For those who have M8A expectations for 2018, which of the following M8&A-related
activities do you expect your company to pursue?

- Three in five (61%) anticipate that
they will explore a sale of their
company in 2018, a substantial
increase from 47% in 2017.

- Interest in growth through
acquisitions is strong, with half (49%)
expecting to seek an acquisition
target in 2018. However, this is a
significant decrease over the 68%
reported for 2017.

- In addition, there was a significant
decrease in plans to seek
investment/growth funding—
dropping almost in half from 42% for
2017 to 24% for 2018.

Note: numbers exclude mentions of “None”
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Fig. 2 - 2018 vs. 2017 M&A Expectations
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Areas of Expansion Interest

Q. Is your company considering expanding or acquiring any of the following businesses?

- Consistent with prior years, analytics Fig. 3 - 2018 Areas of Expansion Interest
(71%), social/mobile marketing
(58%) and design/user experience
(55%) were among the most sought
after areas of interest for expansion Analytics
or acquisition. In fact, interest in

these areas was even stronger than
the prior year. Social/mobile marketing

71%

- Interest also remains significant and
growing for marketing/strategic
consulting (+7%), CRM/database
(+5%) and ad tech (+6%).

Design/user experience
Marketing/strategic consulting
- Interest in digital agencies (48%),

custom content/native advertising Digital agencies

(46%) and market research (30%)

remained consistent compared to the
prior year. Custom content/native advertising

CRM/database marketing
Ad tech

Market research
Experiential marketing

Healthcare marketing

Note: numbers exclude mentions of “Don’t know”
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Q. Do you think M&A in your industry—driven by either strategic or financial buyers—will be up,
flat or down in 2018?

Note: numbers exclude mentions of “Don’t know”

Four in five (79%) expect that M&A
by strategic buyers will be up in
2018. This figure is an increase from
our 2017 survey, when 72% of
respondents held this belief.

Half (51%) of respondents anticipate
an upward shift in M&A by financial
buyers. This is in line with the
response reported in 2017 (51%).

The expectation that M&A activity
will be down in 2018 is relatively low
(7% for strategics, 17% for financials).

“l expect M&A to
continue, but to be much
more focused on
technology.”

“There will be an increase in
strategic activity - both as
agencies pursue bolstered

technology offerings and as

consultancies pursue
creative assets.”

Fig. 4 - M&A Expectations for Strategic or Financial Buyers

79%
Up
51%

Flat

Down

Strategic Buyers B Financial Buyers

“With organic growth harder to come by in advertising,
larger holding companies will seek
to grow by acquisition in 2018-2019.”

“Mid-tier consultancies will continue to acquire agencies
to expand their offerings. Traditional agencies will
continue to look for help in digital and social.”

“A lot of newer players are taking a look into the
category, buoyed by the rising participation of
management consultancies and seeing how Goldman
Sachs placed a bet on MDC in 1Q2017.”

“Experiential is my core focus for acquisitions in 2018. From all indications, marketing spend
will continue to shift to this sector, increasing its value and desirability.”
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Q. What trends and technologies are most disruptive to your industry?

- Artificial Intelligence and machine
learning, subjects which emerged in last

year's survey, were by far the topics most “The need for content creation/production,
frequently mentioned by respondents as coupled with advances in social media

current disruptions to the industry. Virtual h Is i di i infl .
reality was also frequently mentioned by channels, 1s a very disruptive Influence in

respondents. our industry.”

- Similar to last year, technology-driven
trends continue to be cited by many
respondents as disruptive, including big
data, user experience and analytics.

“The increasing need for quick course

- Anew trend is that many respondents changes is causing clients to turn toward
mentioned the challenges of digital, companies that can improve marketing ROI
including hacking, fraud and the industry P . & . . g )
power of Google and Facebook as by leveraging Martech data in combination

disruptive industry issues. with insights and predictive analytics.”

“The increased application/reliance on analytics in all
aspects of the marketing ecosystem.”

“Small firms that claim big
capabilities at unrealistically
cheap prices. Ad agencies
that spend big on speculative
work to get business.”

“Integrated digital ecosystems with single view of the
customer and the ability to score that customer based on
behavior and potential for growth.”

“Cloud platforms are even more disruptive than
consultancies buying agencies.”

“Digital exhaustion and issues around brand safety, fraud, dark web/dark social.”

“First party CRM data, coupled with
census level television and digital
viewership information.”

“The programmatic % of digital, with no
independent check on Facebook and Google.”

_ “Social influencers and experiential marketing.”
“Salary expectations and worker

shortage is disruptive.”
“Best people still matter.”
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Q. Currently, what percentage of your business is digital? What percentage of your business do
you anticipate will be digital in two years?

- Today, two in five (43%) Fig. 5 - Digital Portion of Business
respondents’ businesses are less
than 40% digital while more than a
third (37%) of respondents’

businesses are over 60% digital. 21%
0-20%

- When asked about expectations for 13%
their businesses two years from now,

only one quarter (26%) anticipate

their digital business will be less than

40% digital, down from the prior 20-40%

year’s finding (33%).

22%

13%

- The largest percentage of
respondents (37%) say that the 21%
majority of their business (60%+) is 40-60%
digital. This percentage of
respondents rises to 45% in regards
to their business in two years.

29%

37%

- These trends have been relatively
consistent over the past two years,
indicating that respondents remain
bullish on digital, but perhaps
adoption is somewhat slower than
expected.

Greater than 60%
45%

Today B In Two Years

Note: numbers exclude mentions of “Don’t know”
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Q. Currently, what percentage of your business is mobile? What percentage of your business do
you anticipate will be mobile in two years?

- In stark contrast to digital, 50% of Fig. 6 - Mobile Portion of Business
respondents state that less than 20%
of their business is currently mobile.

- Currently, only 11% of respondents 50%
state that the majority of their 0-20%
business (60%+) is mobile, but that
number increases to 24% in regards
to expectations for the next two
years. 25%

20-40%

30%

- Similar to digital, these responses
have been relatively consistent the
past two years, except with a
discernable movement from the
0-20% to 60%+ categories.

30%

13%
40-60%
15%

- This slower migration of businesses
to mobile than to digital is
noteworthy—despite the ubiquity of
smartphones and tablets, the mobile 1%
marketing model is still more nascent Greater than 60%
than “traditional” digital. 24%

®m [In Two Years

—
(e}
[oX
V]

<

Note: numbers exclude mentions of “Don’t know”
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Q. Given the M&A environment that you foresee for 2018, would you advise prospective buyers to
act now or wait? Would you advise prospective sellers to act now or wait?

prior year, when 71% expressed that opinion.

A significant majority (77%) of respondents would advise buyers to act now. This result is an increase over the

In addition, a substantial majority (82%) of respondents would advise sellers to act now. This response is a

significant increase over the prior year and the highest response rate in over 17 years.

In fact, there has been a generally steady upwards trend in respondents advising sellers to act now since the

financial crisis in late 2008, with last year being the largest exception.

Fig. 7 - Advice to Prospective Buyers & Sellers - Act Now
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sanil 209
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23%
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2018 Market Survey | www.admediapartners.com



Q. Why would you give such advice to prospective buyers and sellers?

- The prevailing explanation (60%) Fig. 8 - Advice to Buyers and Sellers
given by those offering advice to
prospective buyers and sellers is

buyers’ strategic needs. Buyers’ strategic needs 60%

- Half (49%) of respondents are J
motivated to guide prospective

buyers and sellers because they Expect market growth in 2018 49%
expect market growth in 2018.

- Political uncertainty motivated the
advice of one in three (33%) Uncertain political environment 33%
respondents.

- Only 17% would give guidance based
on their feeling that the market has Market has peaked 17%
peaked. This is remarkable in the
ninth year of a bull market, but would -
seem to reflect that the buoyant
M&A market is based more on
strategic needs and industry shifts
than financial markets.

“Drivers are based more on buyer’'s strategic
“Firms will pay for a good independent. needs than economic climate.”
Sellers should seek to differentiate from
others by their IP and tech platforms.”

“Aside from strategic need or getting a deal on
a company having a flat (or down) year, |
would advise buyers to wait for full 2017 results
and Q1 outlook. For sellers, it's either sell now
“The number of quality targets is limited.” or hunker down and emerge stronger in a few
years.”

“Uncertainty of the ‘reality’ of digital and social media

“Meaningful growth in this
measurement.”

environment will need to be driven
through acquisition - small to
medium agencies teaming up.
Those who don't move will be left
behind in the consolidated

industry.” “Why wait - the future is too uncertain.”
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Growth Expectations for 2018

Q. What growth rate do you anticipate in 2018 for your own businesses?

- The median expected growth rate for Fig. 9 - 2018 Business Growth Expectations
respondents’ own businesses (15%)
was consistent with 2017 results.

- Half (49%) of respondents believe 0 -10%
their business will grow 10-20% next
year. Over the last twelve years, the
median has fallen within this range
every year except the year following 10 - 20%
the financial crisis.

49%

- One quarter (24%) of respondents
are very bullish and believe their 20 - 30%
business will grow at least 20% in
2018.

Over 30%

Fig. 10 - Overall Median Business Growth Expectations

)
20% 18% 18%

13% 13% 13% 15%

* o 15%

13%

2007 2008 2009 2010 201 2012 2013 2014 2015 2016 2017 2018

Note: numbers exclude mentions of “Don’t Know”
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Q. What growth rate do you anticipate in 2018 for social, custom content/native advertising,
programmatic, mobile, video, search and online display ad spending and buying?

- In comparison to last year, many of the categories (social, custom content, programmatic, and search) showed
significant increases in the range of 10-20% expected growth, i.e., moving towards a healthy and long-term
sustainable rate.

- Social and search showed significant movement (13-14 percentage points) away from the lower range of 0-10% to
the 10-20% range, a sign of positive momentum for these categories. In contrast, for programmatic, the shift towards
10-20% came from the higher growth 20-30% category, indicating a potential moderation as programmatic matures.

- A sizeable minority of respondents expect higher growth rates of over 20% for social (29%), custom content (23%),
mobile marketing (33%), and video (37%).

- While 70% of respondents expect the mature online display category to grow 0-10% next year, they are more bullish
on the video category, with a significant shift into the 20-30% range (+ 14 percentage points).

Fig. 11 - Expected -

Growth Rates 0-10% 15%
SOCIAL ] -
10 - 20% 56%
20 - 30% 22% e 85% of Respondents
Over 30% 7%
Fig. 12 - Expected _
Growth Rates 0 - 10% S0,
CUSTOM 1
CONTENT/ 10 - 20% 48%
NATIVE 7 -
ADVERTISING 20 - 30% 20% 71% of Respondents
Over 30% 3%
—
Fig. 13 - Expected -
Growth Rates 0 -10% 44%
PROGRAMMATIC | -
10 - 20% 40%
20 - 30% 9% = 56% of Respondents
Over 30% 7%
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Q. What growth rate do you anticipate in 2018 for social, custom content/native advertising,
programmatic, mobile, video, search and online display ad spending and buying?

Fig. 14 - Expected -

Growth Rates 0 -10% 23%
MOBILE — A
MARKETING ’ °
20 - 30% 23% = 76% of Respondents
Over 30% 10%
Fig. 15 - Expected -
Growth Rates 0-10% 31%
VIDEO 1 .
10 - 20% 32%
20 - 30% 25% = 69% of Respondents
Over 30% 12%
Fig. 16 - Expected -
Growth Rates 0-10% 54%
SEARCH o a0 ] e
ADVERTISING ’ ’
20 - 30% 8% = 17% of Respondents
Over 30% 4%
Fig. 17 - Expected .
Growth Rates 0 -10% 70%
ONLINE DISPLAY ] -
10 - 20% 25%
20 - 30% %
0 4% = 21% of Respondents
Over 30% 2%
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Methodology



In Q4 2017, AdMedia Partners conducted its 24th annual survey on the outlook for M&A for marketing services,
media and related technology firms in the coming year. Over 5,500 domestic and international executives in
advertising, marketing services, digital marketing, marketing technology, media technology, media or digital

media were invited to take part in a short online survey.

Respondents were asked to choose a range which described their company’s annual revenue. Below is a summary
of the respondents’ company’'s annual net revenues.

Annual Revenue % of Total
$50 Million or less 78%
$51- $500 Million 13%
Over $500 Million 4%
Don’t know/refused 5%
Total 100%

- Throughout this report, results are reported in the aggregate.
Data from all respondents was analyzed regardless of whether they completed the survey in its entirety.

Participants were asked several open-ended questions to aid in understanding the "whys"” behind the numbers.
Where possible, responses to these questions have been coded and tabulated.

Where historical data is available and the comparison worthy, comparisons between years have been made.

All percentages were rounded up or down to the nearest whole number. As such, percentages may not add
to 100%.
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About AdMedia Partners



AdMedia Partners is a leading M&A advisor that provides middle-market mergers and acquisition advisory services to
marketing, media and related technology businesses. Founded in 1990 and located in New York, the firm has
completed over 250 transactions worth over $12 billion.

AdMedia was founded by former advertising, media and financial executives who recognized the market need for an
M&A advisory firm focused specifically on the rapidly changing marketing and media industries. AdMedia has
provided transactional services and strategic and financial advice to the world’s leading advertising and media
companies. The firm's industry knowledge and strong transactional skills provide the best outcomes for both sellers
and buyers—the strategic value that AdMedia Partners brings to every assignment.

AdMedia’s group of managing directors is among the most experienced financial advisors in the marketing services,
media and related technology industries. Their diverse backgrounds as former operating and financial executives and
entrepreneurs provide unigue insights into both the strategic and operating issues that surface during mergers,
acquisitions and divestitures. Clients benefit from the managing directors’ keen and unigue perspectives into the
current themes and trends within the sectors that AdMedia covers. Most importantly, the managing directors speak
the same language and have shared backgrounds with the clients they serve.

The combination of AdMedia’s industry expertise and financial advisory experience provides clients with a unique
offering of industry-focused deal strategy and strong transactional experience. Unlike other financial advisory firms
that provide more junior staff as the day-to-day contact, AdMedia assigns two managing directors to every
assignment with a lead MD as the main point of contact. A team of experienced professionals supports the managing
directors, allowing them to dedicate 100% of their time to working on behalf of clients.

Marketing & Business Services

Advertising

BPO

Brand ldentity/Design
Consulting

Corporate Communications
CRM/Loyalty
Direct/Database Marketing

Entertainment Marketing
Experiential Marketing
Government Affairs

Healthcare Marketing

Market Research

Media Buying & Planning
Promotional/Shopper Marketing

Digital Marketing & Technology

Advertising Technology
Interactive TV

Mobile Marketing, Content &
Applications

Online Advertising & Measurement
Online Market Research

Performance Marketing & Lead
Generation

Programmatic Buying

Search Marketing

Social Media Marketing

UX/User Experience Design
Web & Application Development
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Media & Digital Media

Affiliate & Ad Networks
B2B Publishing
Consumer Magazines
Content Agencies
Information Publishing
Online Communities
Online Media

User-Generated Content



http://www.admediapartners.com/about-us/

Select AdMedia Partners, Inc. Transactions
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Select AdMedia Partners, Inc. Transactions,
Continued
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Contact

AdMedia Partners, Inc.

Three Park Avenue, 31st Floor
New York, NY 10016
212-759-1870
info@admediapartners.com
www.admediapartners.com



http://www.admediapartners.com/
https://www.admediapartners.com/contact-us/
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