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Agency Profit Watch 2005 is an investigation of agency management practices across the creative
services sector. Following on from last year’s ‘Profit Watch’ the sample for the research has been
extended to take an international view of agency processes, surveying advertising, public relations
and marketing consultancies in the United Kingdom and the United States of America.

Providing a comparison of agency approaches in the UK and US, the report builds on the body of
work created with the Agency Profit Watch 2004, to provide a snapshot of the challenges faced by
the creative services sector in its pursuit of improving operational efficiencies and corporate
profitability.

The central theme for the report is an exploration of the influence of stricter compliance and
reporting on the management processes of the agencies themselves. The survey provides analysis
on how general, stricter controls around client-side corporate governance are presenting creative
agencies with a more acute sense of urgency in establishing their own process efficiencies.

There are still many question marks surrounding the efficiency of agency management and billing
practices, with over-servicing of accounts, ‘mark-up’ and time capture engrained in the fibres of
service inefficiency. However, an opportunity presents itself to rectify legacy issues surrounding
process efficiency as client requirements continue to demand more from agency management. Key
findings from the survey are summarised as follows:

Compliance
81% of respondents agree that the role of procurement and finance is increasing within the
client/agency relationship
62% agree that client processes are evolving in response to compliance and regulatory
control, such as Sarbaines Oxley
On average, two thirds of respondents believe that increased client-side compliance is
influencing agency reporting and billing practices

Creative Accounting
On average a third (36%) of agency time is unaccounted for via time capture/timesheet
systems
Beyond time capture, systems display limited functionality regarding analysis, automation
and integration with other management systems
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The creative services sector over-services account by 15% on average across both
international regions

Over-service reduction targets remain high, between 8-10% over all, though limited
success is shown in achieving these figures

56% of respondents, on average, agree that invoices are often queried as a result of
erroneous information

Costly New Revenue
51% of UK agencies place a higher priority on growing revenues than managing costs, only
32% of US agencies express the same sentiment
Despite a fifth of agency time being spent on new business development, 57% of
businesses do not have new business cost centres and with 25% of businesses not
allocating a budget for new business activity al all

In addition to these findings, the report also expands on comparative areas where US and UK
territories differ in operational and cultural approaches to managing profitability and client
relationships. For example, 58% of US agencies offer ‘live’ job reports online for client access,
against only 21% in UK, suggesting that the US has a more evolved view of processes. However, in
the UK 40% of respondents reported directly to a budget holder against only 11% in US.
Comparative statistics across all major findings are provided throughout the report.

From an analysis of the information presented by the survey, Agency Profit Watch 2005 arrives at
the following conclusion on the current approach to management and billing in the creative services
sector:

Compliance is driving control in creative sector

General sentiments towards the confidence organisations have of account activity and
visibility is improving, but there are still evident gaps in the capabilities of existing
project/account management and billing processes. There is a clear indication that
increased awareness of account activity is being driven by the influential role of client-side
compliance to regulatory issues. In short, as clients tighten processes, there is an evident
impact on agency practices.

The screw turns on profitability

The increased influence of finance and purchasing on the agency relationship has both
positive and negative implications. On a positive note, the involvement of parties outside
the marketing department is an additional factor in agencies reviewing and refining
reporting mechanisms. However, if agencies are already being challenged with sustaining
profitability against a backdrop of inefficient processes, further demands for accountability



could have a detrimental affect on profitability.

Engendered inefficiency

With the perennial issue of over-servicing still strong and the ‘grail’ of watertight time
capture, management and analysis remaining beyond the grasp of many businesses in the
creative services sector, the need for an evaluation of approach is high. The influential
factors of compliance and financial control on agency services creates a significant
external catalyst for change, providing momentum for a resolution to the engendered
inefficiencies experienced by the sector.

Demand for change

The demand for change is not purely an external factor, there is a strong sentiment
amongst industry stakeholders that agency processes and practices need to develop in
order to build robust platforms for growth and avoid the wasteful resource investments in
new business ‘tail-chasing’ and unacceptable percentages of employee time left
unaccounted for ‘in the wild’. The need for billing and invoicing also needs to be reviewed
in order to establish more efficient process for this vitally important, yet often overlooked
aspect of the agency/client relationship.

In addition to the report conclusions, Maconomy provides readers a ‘Top Five Tips’' to create a
framework to assist agencies in evaluating existing management and billing processes and
developing a more efficient approach to planning, reporting and analysis.

This report is based on findings from a survey of 225 senior directors at creative service agencies
based in the UK (100 interviews) and the US (125 interviews). Agencies included advertising, PR
and marketing consultancies with half of the companies taking part in the survey comprising of 250+
employees. The aim of the survey was to investigate how well agencies are managed to suggest
ways that they could become more efficient and profitable. The study was conducted by Loudhouse
Research, an independent consultancy based in the UK and was conducted during August and
September 2005.



In today’s business environment, a number of factors conspire against creative agencies, making
the tasks of executing, monitoring and measuring marketing processes more difficult.

As clients have become motivated by cost-cutting and are forced to adapt their businesses in the
light of increased compliance, so this pressure is passed onto the agencies with whom they work.
Whilst exceptional creative ability may light fires in early business courtship, a sustainable
relationship requires that an agency delivers value to its clients in a far wider context. The notion of
value appears to have evolved beyond a demonstration of quality, flair and innovation to encompass
cost effectiveness and efficiency. This is borne out by the fact that the vast majority of agencies
(81% in UK, 70% in US) are witnessing the growing influence of procurement and finance in the
client/ agency relationship, as shown in Figure 1.

The presence of procurement and finance people sitting in on the process has undoubtedly made
life harder for agencies and consultants as they are forced to become more accountable and tighten
their internal management processes.

Procurement and creative people have historically been regarded as chalk and cheese, but the
involvement of procurement and finance departments in client companies looks set to stay and it is
up to agencies to lift their professional game and create a spirit of partnership as opposed to them
Versus us.

Despite the fact that purchasing and finance do not own the day-to-day relationship with agencies, it
is clear from Figure 2 that their presence is being felt, with 82% of UK respondents and 75% of US
companies seeing the increased influence of purchasing and finance making an impact on agency
management processes. Logically, internal marketing departments are also experiencing the
pressure of changes in processes and reporting brought about by this trend.



Not only are clients involving procurement departments in deciding where to place their business,
but compliance regulations, such as Sarbanes-Oxley are having a profound impact on the
governance and behaviour of companies. Amongst US businesses, 62% agree that clients’ internal
processes are evolving in response to increasing corporate compliance standards, as Figure 5
shows. This is of lesser, but still significant, concern amongst UK companies (60%). Only a small
minority on both sides of the Atlantic see no influence at all on client processes from increased
regulatory control.

Sarbanes-Oxley serves as an excellent, and widely reported example, of how billing and reporting
are becoming a more accountable aspect of the client/agency relationship. It requires companies to
establish and maintain an adequate set of internal controls for accurate financial reporting that can
be audited by a third party. Not surprisingly, the pressures felt by clients have a ripple effect across
the industry, with a significant proportion of agencies also bearing the brunt of corporate compliance
requirements.

In marketing communications, whilst media sellers and advertising agencies have yet to come to
terms with the longer-term implications of Sarbanes-Oxley on their activities on behalf of client
marketers, one area where agencies claim they are feeling the effects of client-side compliance
requirements is in reporting and billing, as shown in Figure 4. At its most extreme, Sarbanes-Oxley
compliance can uncover fraud, whether that be fraudulent circulation numbers by print media,
fraudulent production billings by advertising agencies, or allegedly fraudulent agency timekeeping
supporting fees billed to a client.

Failure to follow a consistent and auditable process can result in significant financial, regulatory and
criminal penalties to the firms and individuals involved. As time goes by, the long lasting legacy of
compliance pressures is likely to be a focus on “due diligence”, accountability and best practise.



The screw is therefore clearly turning with a requirement for billing and invoicing to be completely
watertight. This is evidenced by the fact that almost 60% of companies shown in Figure 6 submit
invoices that are often queried or rejected. To some degree, this level of erroneous accounting
expresses the inherent problems of the relationship between finance and creativity, or agency
processes and profitability. What may be a simple invoice error also represents a gap in
communication between the operational and financial side of an agency, a ‘slur’ on agency
processes from client-side financial departments, and, ultimately, a delay in payment that impacts
agency cash flow.

Both the growing influence of procurement and finance in the client/ agency relationship and the
increased regulatory requirements mean that agencies are under scrutiny and have no choice but to
somehow couple dynamic creativity with the hitherto unlikely bed fellow of efficient and measurable
marketing processes. This raises the issue of “best practice” internal control systems, and not only
requires periodic review of internal controls, but can also necessitate improvement in internal control
structures and financial reporting systems. Whilst this may present a headache to some companies,
others should be using this sea change as the catalyst to significantly improve their businesses
processes and long-term competitive position.



Whilst most agencies claim to have profitability at the top of their agendas, when profit targets are
not met they are quick to blame market conditions or difficult clients rather than to look internally at
the way in which they operate.

In many agency or service-based organisations, project information underpins a wealth of
operational activities, from analysing project profitability to billing clients more promptly and
managing resources effectively. However, until recently businesses relied heavily on paper-based
records for time-recording or on periodic "point-in-time" audits of internal controls. Such practices
result in inefficient processes that take up too much administration time and cannot be easily billed
to clients — far from ideal in today's business climate. “Time is money” may be an over-used
expression, but when a business provides time-based services, the tracking of time becomes critical
to overall profitability and success

Now business managers are obligated to provide greater visibility and effective internal controls and
are fast realising that a real-time business view is a corporate necessity. Achieving this view may be
easier said than done as businesses seldom possess the right processes and infrastructure to make
the most of time resources.

Indeed, businesses are able to capture only an average of 64% of time via existing timesheet
systems. This leaves 36% of agency time “in the wild”. The US is ahead of the UK in this respect
with 52% of businesses able to capture 91%-100% of time, compared to 37% of UK businesses.
However, if all companies that capture over 75% of agency time are grouped for each region, the
total is almost identical, with 57% in the UK and 59% in the US

For any business that is looking to automate and streamline its business processes, time tracking is
probably a good place to start. After all, employees the largest corporate expense and within the
agency environment, so being able to track costs on individual projects is vital to managing
profitability. Tracking and controlling time is widely reported to lead to immediate and tangible gains
in productivity and cost reductions, not to mention increasing operational control, facilitating
compliance, reducing cost and improving efficiency. These gains are clearly optimised when all time
is accounted for and the fact that there is so much time still “in the wild” surely poses the question of
how accurate timesheets actually are and whether these systems are delivering maximum benefit.



Not only is there a high proportion of “unaccounted for” time but agencies are also working with
limited time capture functionality in many cases, as Figure 7 shows. Only 60% of the businesses
taking part in the survey are able to run time analysis reports. Less than half (47%) are able to
capture non-billable hours which may help explain some of the “unaccounted for” time and just 32%
state that their system enables them to block out timesheet entries until a budget has been signed
off.

These limitations may be due to a number of factors. Some agencies may currently be working with
either manual or entry-level timesheet solutions that simply do not offer much sophistication. Others
may still be coming to grips with new internal processes and have yet to exploit the full potential of
their particular timesheet system or, most worrying, they may have yet to realise that time tracking is
a core business process which, if implemented properly, has the capability to transform both
efficiency and profitability.

Interestingly, despite evident holes in time capture and limited use of sophisticated timesheet
solutions, confidence in revenue accuracy appears strong. Two-thirds of businesses consider their
prediction to be “accurate” or “very accurate,” as shown in Figure 5.

Without accurate information it is extremely difficult to maximise staff utilisation, understand project
profitability, to ensure consistent expense billing and accurately forecast future revenues, all of
which are critical factors in running a services business.

Forecasting has often been referred to as an art rather than a science, however when forecasts are
based on patchy or worse, inaccurate historic information surely faith in such revenue predictions
needs to be questioned.

As far as wider visibility of accounts is concerned, both UK and US agencies believe this to be good.
This sentiment is stronger in the UK where 79% of businesses believe they have complete visibility
of key account teams, client budgets and major tasks to be completed through internal processes,
compared to 70% in the US. It appears therefore that creative agencies are prepared to live with a
36% hole in their time capture capability and a fundamental shift in corporate thinking is needed to
shake up this apparent tolerance of an evident conflict between accurate and ‘good enough’. This is
perhaps best realised when set in context of client expectations: How many client organisations
would take comfort in the fact that their monthly costs, levels of service and results are based on
potentially flawed business planning?

Run time analysis reports

Automatically prompt when
timesheets need updating 54.0%

Capture non-billable hours 47.1%

Send reminders to individuals to
complete timesheets

36.0%

Block out timesheet entries until
budget approved 31.2%
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Figure 7: Timesheet Capabilities



Against a backdrop of stable, but still challenging market conditions and spiralling customer
expectations, it is well known that creative agencies either exceed agreed service levels or do not
charge for all services provided. Indeed, the global average for over-servicing clients stands at
15%. This figure may well be under-estimating the extent of the problem as without adequate
systems and time capture processes to measure actual costs spent on each project, it is difficult to
pinpoint the exact degree of over-servicing. Regardless of whether poor customer management or
lack of internal controls is at the heart of the problem, over-servicing is simply setting a precedent for
clients, de-motivating employees and most importantly, gnawing away insidiously at agency
profitability.

The issue of over-servicing may never go away, but creative agencies in the UK are seeking to
reduce over-servicing to a level of 8% and those in the US are aiming for 9%. Such a target is only
really achievable if businesses are prepared to go back to basics and to be more efficient, without
compromising on the innovation and flair for which they are famed.

Typically, items bought into an agency such as website design, brochures, photography, and
printing are charged to clients at cost plus a “mark-up” or administration charge. The mark-up is
usually to cover the time and effort taken by the agency to manage these types of services. Globally,
the average agency mark-up charged to clients is found to be 15.6%. This figure uncannily mirrors
the level of over-servicing within and therefore must raise the questions of the indirect relationship
between the two. In a climate where increased transparency in processes and communications
looks inevitable, it is unclear how long clients will be willing to pay a punitive premium for the
privilege of an agency “managing” bought-in services and indeed, how long agency bottom lines can
shoulder client over-servicing.

That is not to say that one factor is directly associated with the other, but they both represent an
ambiguous aspect of agency life. Un-metered overservicing and compulsory mark-up represent
how things are, rather than how things should be, yet both are an accepted legacy of the creative
service sector. With the influences of purchasing, finance and compliance at play, as already
discussed in the report, these billing and servicing ambiguities may come coming to an end.
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Figure 11 shows that 51% of UK agencies place a higher priority on growing revenues than
managing costs (compared to 32% of US agencies). Whilst revenue generation is critical for an
agency to survive, let alone succeed, the UK appears to be focusing on this more than on cost
management. Such practices can be to the detriment of an agency’s bottom line. Chasing
revenues is critical to growth and agency success, but in general business terms it should maintain
parity with cost management, as demonstrated more effectively by US respondents.

Given the lack of accurate time capture information as well as a tendency towards over-servicing,
many agencies simply do not have accurate information on their true costs and the areas of revenue
leakage. The old adage that “you can’t manage what you can’t measure” rings worryingly true.

Revenue generation is clearly a critical success factor for all agency environments. The extent to
which this activity is measured and controlled as part of wider cost management is patchy to say the
least. For over half (53%) of agencies, new business development costs are not attributed to a
specific cost centres. Furthermore, 20% of agencies have no limits on new business budgets and
25% of agencies have no formal new business budget.

This is a concern when an average of 21.5% of agency time is spent on new business development,
a shown in Figure 12. New business development serves as an interesting point to reflect on when
establishing levels of profitability and efficiency for agency executives. In short, it is hugely
important to achieve agency growth, demands significant senior resources, saps over 20% of
agency time yet is largely unaccounted for. Evidently, this is an aspect of agency planning that
demands review.

In the light of heavy competition for new business, the cost of revenue generation has been soaring
in recent years and needs to be carefully managed and compared against expected ROI in order for
this not to adversely affect agency profitability. Once again, this can only realistically be achieved if
the information is captured accurately in the first place.
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On a positive note, agencies do seem to be aware that by improving wider corporate accounting
processes they can increase company profits. On average, 65% of agencies see room for
improvement in accounting processes. The impact of getting financial reports more quickly and
being able to generate accurate and consistent information by expanding the scope of data capture
to include more operational figures and predictive performance indicators on agency profitability and
success is not disputed. However, whether this awareness translates into a “call to action” to
creative agencies remains to be seen. Findings suggest that awareness is the need to improve is
strong but there is an absence of tangible change at present.

In order to see sustained sales success, an agency needs to win, retain and develop the right
clients. Agencies then need to handle client requirements and expectations in ways that, while
profitable to the business, also leave them delighted with the service they have received. As clients
become more powerful, more knowledgeable and more sophisticated, the way in which agencies
manage their relationships is vital.

In their quest for excellent service and value for money, it is standard practice for clients to re-pitch
business to ensure they are getting the best deal from a creative agency. From an agency
perspective, securing repeat business is a significant measure of success given the relative costs of
winning new business compared to keeping existing clients. However, the reasons why clients re-
pitch their business are far from straightforward and clearly vary from client to client.

In the UK, it is alarming to see that 44% of businesses believe a change in client contact is a main
reason why clients re-pitch their business (this figure is only 14% in the US). One to one
relationships appear to be more critical in securing repeat business therefore in the UK than they are
across the pond. The US, however, is more subject to re-pitches occurring as a result of the
involvement of the procurement or management team (28%), unsatisfactory account management
(24%) as well as client/ agency personality clashes (18%). Whilst personal relationships hold strong
sway in the UK, agencies would benefit from tightening up processes to ensure that controllable
factors such as budget and schedule and the inevitable scrutiny of procurement departments do not
jeopardise future business. Being able to present a detailed and accurate picture of past
performance based on genuine metrics together with a willingness to formally evaluate, and if
necessary, repair a broken relationship frees an agency to concentrate on showcasing its creative
talents, safe in the knowledge that these are underpinned by solid business foundations.
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One area where agencies have the opportunity to give full visibility of their operation to clients, and
hence to demonstrate their openness and responsiveness to needs is through “real time” reporting
via the Internet. The usefulness and potential application of real time reporting will vary between
business types, but real-time reporting is set to characterise the way that business is conducted in
the future. Currently the US is almost three times more likely to provide clients with real-time
reporting than the UK (58% compared to 21%).

With addition data from the Agency Profit Watch survey showing that UK agencies are more likely to
report directly to a budget holder than in the US, 40% UK against 11% US, some clear distinctions
appear between how the two regions operate. The US is more process driven and embraces
technology with greater enthusiasm to achieve efficiencies in those processes. The data also
suggests that agency relationships are fortified by this approach in the US. In the UK the personal
network is a more influential aspect of the client/agency relationship and it lads behind in some
areas of process efficiency — also placing less of an emphasis on cost management in business
planning.

These distinction can be attributed mostly to hard facts about geography, economy and budgets; the
UK is smaller creating more intimate and influential networks and relationships, the US has
generally larger budget spend than the UK and is comprised of larger businesses making cost
management focus and investment in processes and technology more widespread. However, that
does not exclude either region from exchanging element of management best practice in order to
better improve service and profitability at a domestic level.

The very nature of real time reporting can leave agencies feeling exposed as little can be hidden
from clients. Such transparency surely requires a degree of evaluation of, if not re-engineering of,
business processes to ensure that the operational ship is watertight. Smarter agencies will see this
not only as a chance to improve the efficiency of essential business processes but also as an
opportunity for competitive differentiation.
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There is no doubt that life for creative agencies is getting more difficult. Clients have always demanded
innovative ideas and the elusive “wow” factor but are now putting a host of other pressures on the agencies
with whom they work. Rising to these challenges, as this report shows, requires agencies to adopt a fresh
way of thinking backed up by new sets of skills and business processes in order to maintain solid corporate
reputations, not to mention, good profitability.

The compliance pressures that clients now face present a very real challenge to the way in which agencies
work, with issues of cost effectiveness and efficiency rising up the client agenda. The impact of this is keenly
felt in reporting and billing where more than half of agencies are familiar with administrative headache that
accompanies rejected or queried invoices. This situation is compounded by the fact that procurement and
finance people have crashed the pitch party and are forcing agencies to become more accountable and to
tighten internal management processes.

The study shows that internal management processes indeed need tightening. Many agencies are sorely
under-performing in tracking time, with high levels of “unaccounted” time undermining performance targets
and business planning. They are further hampered by unsophisticated systems and processes. Agencies,
however, seem prepared to live with these limitations and more worryingly, are putting misplaced trust in
future business forecasts derived from this information

The key point in of interest in this ‘tolerance phenomenon’ is that perhaps for the first time agencies are being
forced by significant external factors to tighten process controls. This could force a step change in agency
management processes where the pendulum swing between process and creativity moves closer to the
centre ground. In agency major league, accountability in its purest form is becoming an increasingly
important success criteria. Agencies that may have been preoccupied with evaluating ‘what’ they have done
and ‘why’ are going to be face more queries on ‘how’ exactly they go about their business, where resources
are allocated and how time is spent.

As agencies respond to both their own profitability imperatives, as well client pressures to be more
transparent and accountable, resolving these specific weaknesses increases in importance and complexity
with equal measure. It is clear that targets will only be realistically attained if agencies are prepared for
change. Encouragingly, agencies do make the link between improving wider corporate accounting processes
and increased profits. Successful agencies are those that heed this call to action and take steps to ensure
their creativity is showcased against a backdrop of efficiency and solid business processes.
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In addition to the findings discussed in the Agency Profit Watch 2005, Maconomy has provided a ‘Top Five
Tips’ section that provides a framework to establish current agency needs and improve processes in light of
the topic areas addressed in the body of the report.

#
Your clients are the most important part of the business and any move to change should start with client
assessment and input into servicing, reporting and billing. Looking at external influences on the client/agency
relationship, establish to what degree purchasing, finance and industry regulations are changing you client’s
needs. Evaluate client expectations, or the extent that change is forcing their own practices to evolve.

" |
Many of the responses to the Agency Profit Watch provide useful benchmarks to establish where your greatest
process need resides. Reviewing agency processes, from creative pitches through to invoice submissions and
monthly reports, process review will enable you to establish priorities in improving agency efficiencies.

$ % $
The creative sector has a tendency to avoid hard numbers when looking at processes. Improvements should not
be judged on gut feel. If over-servicing is hurting agency profits, tangible targets should be set for reducing unpaid
hours. If new business is largely unaccounted for, time, budgets and conversion rates should be established and
adhered to. The level of difficulty in establishing hard numbers is also an indication of just how much work may be
needed to tighten processes sufficiently; using poor processes to achieve inaccurate numbers is a wasted

endeavour.
Establishing hard numbers, beyond revenues and gross profits, facilitates accurate measurement of change. For further information on
Logical in theory, but difficult to achieve in practice without a dedicated effort on processes evaluation and target Agency Profit Watch
. . . - . . . - please contact:
setting. Measuring change establishes success criteria and enables more accurate financial planning, benefiting
both agency and client in maintaining successful relationships. Marcus Leathwood, Maconomy
marcusl@maconomy.co.uk
& ' WWw.maconomy.com

Creative businesses are dynamic environments that require creative processes to best fit their needs. Some

businesses may be able to realise significant on far reaching change with simple alterations to the status quo. Billy Hamilton Stent, Loudhouse
Other, typically large business, will require real investment in people, processes and technology to influence real bhﬁ/g:;%fhisszi?ﬁt
change across the organisation. The key is to view any operational change as a creative challenge that requires

creative solutions to maintain client services, reduce process inefficiencies and increase agency profitability.




