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Item 2.02.  Results of Operations and Financial Condition.
 

On February 26, 2010, The Interpublic Group of Companies, Inc. (i) issued a press release, a copy of which is attached hereto as Exhibit 99.1 and
incorporated by reference herein, announcing its results for the fourth quarter of 2009 and the 2009 fiscal year, (ii) held a conference call, a transcript of
which is attached hereto as Exhibit 99.2 and incorporated by reference herein, to discuss the foregoing results and (iii) posted an investor presentation, a copy
of which is attached hereto as Exhibit 99.3 and incorporated by reference herein, on its website in connection with the conference call.
 
Item 9.01.  Financial Statements and Exhibits.
 
 
Exhibit 99.1: Press release dated February 26, 2010 (furnished pursuant to Item 2.02)

Exhibit 99.2: Conference call transcript dated February 26, 2010 (furnished pursuant to Item 2.02)

Exhibit 99.3: Investor presentation dated February 26, 2010 (furnished pursuant to Item 2.02)
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FOR IMMEDIATE RELEASE New York, NY  (February 26, 2010)
 

 

INTERPUBLIC ANNOUNCES FOURTH QUARTER
AND FULL YEAR 2009 RESULTS

 

·  Global economic downturn impacted top line revenue, leading to 8.2% organic revenue decrease for the fourth quarter of 2009 and 10.8%
organic decrease for full year 2009

·  Organic decrease in operating expenses, excluding incremental severance, was 8.0% for the fourth quarter of 2009 and 9.6% for full year 2009
·  Operating income was $268.0 million for the fourth quarter of 2009 and $341.3 million for full year 2009
·  Cash flow from operations was $739.4 million for the fourth quarter of 2009 and $540.8 million for full year 2009

Summary

·  Revenue
o  Fourth quarter 2009 revenue of $1.80 billion, compared to $1.90 billion in the fourth quarter of 2008, with an organic revenue decrease of

8.2% compared to the prior period.
o  Full year 2009 revenue of $6.03 billion, compared to $6.96 billion in 2008, with an organic revenue decrease of 10.8% compared to the

prior period.
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·  Operating Results

o  Operating income in the fourth quarter of 2009 was $268.0 million, compared to operating income of $330.6 million in 2008.  For the full
year 2009, operating income was $341.3 million, compared to operating income of $589.7 million in 2008.

o  Severance charges recorded in the fourth quarter of 2009 were $70.6 million, compared to $48.4 million in 2008.  For the full year 2009,
severance charges recorded were $165.5 million, compared to $88.3 million in 2008.

o  Operating margin was 14.9% and 5.7% for the three and twelve months ended December 31, 2009, respectively, compared to 17.4% and
8.5% for the three and twelve months ended December 31, 2008, respectively.

o  Cash flow from operations for the fourth quarter of 2009 was $739.4 million, compared to $719.0 million in 2008. For the full year 2009,
cash flow from operations was $540.8 million, compared to $865.3 million in 2008.

·  Net Results
o  Fourth quarter 2009 net income attributable to IPG was $136.4 million and net income available to IPG common stockholders was $129.4

million, or $0.27 per basic and $0.24 per diluted share.  This compares to net income attributable to IPG a year ago of $217.0 million and
net income available to IPG common stockholders of $209.8 million, or $0.45 per basic and $0.39 per diluted share.
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o  Full year 2009 net income attributable to IPG was $121.3 million and net income available to IPG common stockholders was $93.6 million,
or $0.20 per basic and $0.19 per diluted share.  This compares to net income attributable to IPG a year ago of $295.0 million and net income
available to IPG common stockholders of $265.2 million, or $0.57 per basic and $0.52 per diluted share.

“Our 2009 results reflect the impact the recession had on revenue, but also the strong focus on cost discipline brought to bear by our management teams across
the organization.  Looking forward, economic conditions appear to have stabilized, clients are beginning to re-focus on their brands and the tone of the
business is one of cautious optimism,” said Michael I. Roth, Interpublic’s Chairman and CEO.  “As important, last year our agencies received a degree of
industry recognition and honors, across all marketing disciplines, that is unprecedented for our company.  The strength of our professional offerings positions
us to grow in step with a broader economic recovery.  Our combination of contemporary, competitive agencies and highly disciplined financial management
will be key in driving significantly improved profitability in 2010 and long-term success for IPG.”

Operating Results

Revenue
Revenue of $1.80 billion in the fourth quarter of 2009 was down 5.3% compared with the same period in 2008. During the quarter, the effect of foreign
currency translation was positive 2.9% and the resulting organic decrease in revenue was 8.2%.
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For the full year 2009, revenue was $6.03 billion, down 13.4% compared to 2008. During the full year 2009, the effect of foreign currency translation was
negative 3.6%, the impact of net acquisitions was positive 1.0% and the resulting organic decrease in revenue was 10.8%.

Operating Expenses
During the fourth quarter of 2009, salaries and related expenses were $1.05 billion, down 2.6% compared to the same period in 2008. After adjusting for
currency effects, salaries and related expenses decreased 6.3% organically. For the full year 2009, salaries and related expenses decreased 8.8% to $3.96
billion. After adjusting for currency effects and the effect of net acquisitions, salaries and related expenses decreased 6.4% organically. Staff cost ratio, which
is total salaries and related expenses as a percentage of total revenue, increased to 58.4% in the fourth quarter of 2009 from 56.8% in the fourth quarter of
2008, and to 65.7% for the full year 2009 from 62.4% for the comparable prior-year period.

Over the past five quarters, the company incurred $213.9 million of severance expense related to the separation of approximately 6,400 employees, or 14% of
its workforce.

During the fourth quarter of 2009, office and general expenses were $475.1 million, down 1.9% compared to the same period in 2008.  After adjusting for
currency effects, office and general expenses decreased 7.0% organically.  For the full year 2009, office and general expenses were $1.72 billion, down 14.5%
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compared to the same period in 2008.  After adjusting for currency effects and the effect of net acquisitions, office and general expenses decreased 11.8%
organically.

Non-Operating Results and Tax
Net cash interest expense increased $1.4 million, or 5.6%, in the fourth quarter of 2009 compared to the same period in 2008.  For the full year 2009, net cash
interest expense increased $11.0 million, or 11.9% compared to the same period in 2008.

Other income, net was $29.1 million and $11.7 million for the three and twelve months ended December 31, 2009, respectively.  Other income in the fourth
quarter included a gain on the sale of an investment and income due to the settlement and expiration of certain liabilities related to vendor discounts and
credits.

The income tax provision in the fourth quarter of 2009 was $108.1 million on income before income taxes of $266.2 million, compared to a provision of $65.7
million on income before income taxes of $297.4 million in the same period in 2008.  The income tax provision for the full year 2009 was $90.1 million on
income before income taxes of $232.4 million, compared to a provision of $156.6 million on income before income taxes of $471.5 million in the same period
in 2008. The effective tax rate for the fourth quarter of 2009 was 40.6%, compared to 22.1% for the same period a year ago. The effective tax rate for the full
year 2009 was 38.8%, compared to 33.2% for the same period a year ago.

Balance Sheet
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At December 31, 2009, cash, cash equivalents and marketable securities totaled $2.51 billion, compared to $2.27 billion at the end of 2008 and $1.77 billion at
the end of the third quarter of 2009.  Total debt of $1.95 billion as of December 31, 2009 decreased from $2.12 billion as of December 31, 2008, primarily due
to the net repurchases of our debt.

For more information concerning the company’s financial results, please refer to the accompanying slide presentation available on our website,
www.interpublic.com.

# # #

About Interpublic
Interpublic is one of the world's leading organizations of advertising agencies and marketing services companies.  Major global brands include Draftfcb,
FutureBrand, GolinHarris International, Initiative, Jack Morton Worldwide, Lowe Worldwide, Magna, McCann Erickson, Momentum, MRM Worldwide,
Octagon, Universal McCann and Weber Shandwick.  Leading domestic brands include Campbell-Ewald; Campbell Mithun; Carmichael Lynch; Deutsch, a
Lowe & Partners Company; Hill Holliday; ID Media; Mullen; The Martin Agency and R/GA.  For more information, please visit www.interpublic.com.

# # #
Contact Information
Philippe Krakowsky
(212) 704-1328

Jerry Leshne
(Analysts, Investors)
(212) 704-1439
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Cautionary Statement

 
This release contains forward-looking statements.  Statements in this release that are not historical facts, including statements about management’s beliefs and
expectations, constitute forward-looking statements.  These statements are based on current plans, estimates and projections, and are subject to change based
on a number of factors, including those outlined under Item 1A, Risk Factors, in our most recent Annual Report on Form 10-K.  Forward-looking statements
speak only as of the date they are made, and we undertake no obligation to update publicly any of them in light of new information or future events.
 
 
Forward-looking statements involve inherent risks and uncertainties.  A number of important factors could cause actual results to differ materially from those
contained in any forward-looking statement.  Such factors include, but are not limited to, the following:
 
 

·  potential effects of a challenging economy, for example, on the demand for our advertising and marketing services, on our clients’ financial
condition and on our business or financial condition;

 
 

·  our ability to attract new clients and retain existing clients;
 
 

·  our ability to retain and attract key employees;
 
 

·  risks associated with assumptions we make in connection with our critical accounting estimates, including changes in assumptions associated
with any effects of a weakened economy;

 
 

·  potential adverse effects if we are required to recognize impairment charges or other adverse accounting-related developments;
 
 

·  risks associated with the effects of global, national and regional economic and political conditions, including counterparty risks and fluctuations
in economic growth rates, interest rates and currency exchange rates; and

 
 

·  developments from changes in the regulatory and legal environment for advertising and marketing and communications services companies
around the world.

 
 
Investors should carefully consider these factors and the additional risk factors outlined in more detail under Item 1A, Risk Factors, in our most recent Annual
Report on Form 10-K.
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THE INTERPUBLIC GROUP OF COMPANIES, INC. AND SUBSIDIARIES
CONSOLIDATED SUMMARY OF EARNINGS
FOURTH QUARTER REPORT 2009 AND 2008

(Amounts in Millions except Per Share Data)
(UNAUDITED)

  Three Months Ended December 31,  

  2009   2008  
Fav. (Unfav.)
 % Variance  

Revenue:          
  United States  $ 909.7  $ 982.5   (7.4)%
  International   891.5   919.3   (3.0)%
Total Revenue   1,801.2   1,901.8   (5.3)%
             
Operating Expenses:             
  Salaries and Related Expenses   1,052.8   1,081.1   2.6%
  Office and General Expenses   475.1   484.2   1.9%
  Restructuring and Other Reorganization-Related Charges   5.3   5.9   N/A 
Total Operating Expenses   1,533.2   1,571.2   2.4%
             
Operating Income   268.0   330.6   (18.9)%
Operating Margin %   14.9%   17.4%    
             
Expenses and Other Income:             
  Interest Expense   (37.9)   (48.0)     
  Interest Income   7.0   15.6     
  Other Income (Expense), Net   29.1   (0.8)     
Total (Expenses) and Other Income   (1.8)   (33.2)     
             
Income before Income Taxes   266.2   297.4     
Provision for Income Taxes   108.1   65.7     
Income of Consolidated Companies   158.1   231.7     
  Equity in Net Income of Unconsolidated Affiliates   1.6   1.0     
Net Income   159.7   232.7     
  Net Income Attributable to Noncontrolling Interests 1   (23.3)   (15.7)     
Net Income Attributable to IPG 1   136.4   217.0     
  Dividends on Preferred Stock   (6.9)   (6.9)     
  Allocation to Participating Securities   (0.1)   (0.3)     
Net Income Available to IPG Common Stockholders 1  $ 129.4  $ 209.8     
             
Earnings Per Share Available to IPG Common Stockholders –
Basic  $ 0.27  $ 0.45     
Diluted  $ 0.24  $ 0.39     
 
Weighted-Average Number of Common Shares Outstanding –
Basic   471.0   463.4     
Diluted   568.4   562.7     

Effective January 1, 2009, we adopted authoritative guidance related to noncontrolling interests.  Prior year amounts have been reclassified to conform to
eriod presentation.
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THE INTERPUBLIC GROUP OF COMPANIES, INC. AND SUBSIDIARIES
CONSOLIDATED SUMMARY OF EARNINGS

ANNUAL REPORT 2009 AND 2008
(Amounts in Millions except Per Share Data)

(UNAUDITED)

  Twelve Months Ended December 31,  

  2009   2008  
Fav. (Unfav.)
 % Variance  

Revenue:          
  United States  $ 3,372.3  $ 3,786.3   (10.9)%
  International   2,655.3   3,176.4   (16.4)%
Total Revenue   6,027.6   6,962.7   (13.4)%
             
Operating Expenses:             
  Salaries and Related Expenses   3,961.2   4,342.6   8.8%
  Office and General Expenses   1,720.5   2,013.3   14.5%
  Restructuring and Other Reorganization-Related Charges   4.6   17.1   N/A 
Total Operating Expenses   5,686.3   6,373.0   10.8%
             
Operating Income   341.3   589.7   (42.1)%
Operating Margin %   5.7%   8.5%    
             
Expenses and Other Income:             
  Interest Expense   (155.6)   (211.9)     
  Interest Income   35.0   90.6     
Other Income, Net   11.7   3.1     
Total (Expenses) and Other Income   (108.9)   (118.2)     
             
Income before Income Taxes   232.4   471.5     
Provision for Income Taxes   90.1   156.6     
Income of Consolidated Companies   142.3   314.9     
  Equity in Net Income of Unconsolidated Affiliates   1.1   3.1     
Net Income   143.4   318.0     
  Net Income Attributable to Noncontrolling Interests 1   (22.1)   (23.0)     
Net Income Attributable to IPG 1   121.3   295.0     
  Dividends on Preferred Stock   (27.6)   (27.6)     
  Allocation to Participating Securities   (0.1)   (2.2)     
Net Income Available to IPG Common Stockholders 1  $ 93.6  $ 265.2     
             
Earnings Per Share Available to IPG Common Stockholders –
Basic  $ 0.20  $ 0.57     
Diluted  $ 0.19  $ 0.52     
 
Weighted-Average Number of Common Shares Outstanding –
Basic   468.2   461.5     
Diluted   508.1   518.3     

Effective January 1, 2009, we adopted authoritative guidance related to noncontrolling interests.  Prior year amounts have been reclassified to conform to
eriod presentation.
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Exhibit 99.2

 

On February 26, 2010, The Interpublic Group of Companies, Inc. held a conference call.  A copy of the transcript of the call follows:
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CONFERENCE CALL TRANSCRIPT
 

 
COMPANY PRESENTATION AND REMARKS
 
Operator:
 
Good morning and welcome to The Interpublic Group fourth quarter and full year 2009 earnings conference call. . . .  I would now like to introduce Mr. Jerry
Leshne, Senior Vice President of Investor Relations.  Sir, you may begin.
 
Jerry Leshne, Senior Vice President, Investor Relations:
 
Thank you, good morning.  Thank you for joining us.  We have posted our earnings release and our slide presentation on our website, interpublic.com, and
will refer to both in the course of this call.
 
This morning we are joined by Michael Roth and Frank Mergenthaler.  We will begin with prepared remarks, to be followed by Q&A.  We plan to conclude
before market open at 9:30 a.m. Eastern.
 
During this call, we will refer to forward-looking statements about our company, which are subject to uncertainties and the cautionary statement included in
our earnings release and the slide presentation and further detailed in our 10-K and other filings with the SEC.
 
At this point, it is my pleasure to turn things over to Michael Roth.
 

 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Thank you, Jerry.  And thank you all for joining us, especially in this difficult weather environment — I guess we’re similar to our credo of our good client
U.S. Post Office.  We will review the results for the quarter and the full year 2009.
 
I’ll begin by covering the headlines relating to our performance and how we see the year ahead.  Frank will then take us through the financial results in
detail.  After his
 

 
 



 

remarks I’ll return with some agency-specific observations and closing comments before we move on to the Q&A.
 
As you can see, the very tough economic environment resulted in an organic revenue decrease for the year of 10.8%.  Notwithstanding, we were able to
deliver operating income of $340 million, and operating margin excluding incremental severance was 6.9%.  It bears mention that the high level of severance
in the fourth quarter reflects softer-than-anticipated revenue in Europe and Japan and the fact we weren’t satisfied with 2010 run rates in those regions as we
moved through our planning process late last year.  Earnings per diluted share were $0.19.
 
Looking at the quarter, the organic revenue decline of 8.2% represented a sequential improvement from the previous six months.  This result is in keeping
with our public comments since the October conference call, in which we’ve consistently been clear that we think the worst of the recession’s impact on our
business is past.  Economic conditions appear to have stabilized, and we believe that we should see improvement during the course of 2010.
 
It’s likely that progress won’t be linear, but it’s fair to say that it’s a good time for our clients to refocus on building for the future and investing in their
brands.  Overall, I would characterize the tone of the business as one of tempered optimism, especially for the second half of 2010.  But we have begun to see
clients re-engage with many of our project-driven marketing service companies, and there’s also a greater willingness on the part of our clients to commit to
annual spending plans.  That wasn’t the case at the end of last year.
 
As you remember, we indicated to you that, even in a flat organic environment this year, we would be in a strong position to recoup much of the margin
progress made from 2006 to 2008 and then continue building on that momentum in the years to come.  Those are goals we continue to believe are readily
achievable.
 
Another item of note as we review last year’s performance is the degree to which our long-standing conservative approach to the balance sheet again proved
the to be on target.  We’ve been building a sound financial foundation for the business for a
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number of years, and in 2009 we made further strides in extending our debt maturity profile and enhancing the Company’s cash position.
 
Furthermore, we continued to demonstrate our ability to effectively manage costs.  For the full year, expenses were down significantly as we took over $500
million of costs out of our business.
 
I’ve mentioned previously that it’s not possible in such a steep downturn to cut costs in line with revenue declines and not damage the quality of the services
we deliver.  Nonetheless, we’re pleased at the way in which our management teams around the world responded to the business conditions that prevailed last
year.  We acted quickly and decisively to address both fixed and variable costs.  We took hard decisions on costs and did so consistently throughout the
year.  These actions will be critical in allowing us to return to the margin improvement trajectory we were on prior to the economic downturn.  It bears
mention that we were able to accomplish this while continuing to build on the quality of the talent and capabilities at our various agencies.
 
I will have more to say about the performance of our agencies and the competitiveness of our service offering later on the call.  But at the macro level, it’s
gratifying to point out that we are at the table winning our fair share of all major account reviews and that our agencies are receiving a degree of industry
recognition across all marketing disciplines.  That clearly positions us for an eventual media and advertising recovery.
 
With that, I’ll now hand things over to Frank for an in-depth look at our results.
 

 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
Good morning.  As a reminder, I will be referring to the slide presentation that accompanies our website and is available on our website.
 
Before turning to the presentation, I would underscore that during the quarter we continued to be aggressive in managing our costs, which resulted in more
extensive headcount reduction than we anticipated coming out of Q3.  As a result of our actions in the quarter and the year, we began 2010 with a reduction in
headcount of approximately 11% compared to a year ago.
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The amount of severance expense in our operating results therefore grew commensurately.  Severance was $71 million in Q4 and $166 million for the
year.  Excluding year-over-year incremental severance of $77 million, full-year operating margin was 6.9%, which is consistent with our expectations coming
out of the third quarter.
 
That said, our structural expense improvement goes beyond headcount.  While I will have more detail on Q4 expenses in a few minutes, it’s worth
highlighting that we moved in 2010 with a broadly disciplined cost base.  The investments we have made over the last few years in talent and in tools for
business insight and control will provide even greater operating leverage as market conditions improve.
 
I would also add that we concluded the year with strong cash flow from operations, well-managed working capital and in a strong position with respect to our
balance sheet and liquidity.  We ended with $2.5 billion of cash and marketable securities, compared with $2.3 billion a year ago, while retiring approximately
$200 million net debt during the year.
 
Diluted EPS in Q4 was $0.24 per share, compared with $0.39 a year ago.  For the full year, that comparison is $0.19 per share, compared to $0.52.
 
Turning to slide three, you can see our P&L for the quarter.  I’ll cover revenue and operating expenses in detail in the slides to follow.
 
Other income was $29 million in the quarter.  Approximately half of this amount was due to the expiration and settlement of certain liabilities that had been
recognized in our 2004 restatement, with the remainder related to the sale of an investment held in an employee benefit trust.
 
Turning to a closer look at operations on slide four, beginning with revenue:
 

·  Revenue in the quarter was $1.8 billion, a decrease of 5.3%.  Compared to Q4 2008, exchange rates had a positive impact of 2.9%.  The impact of
acquisitions and divestitures was de minimus.  Our organic revenue change was a decrease
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·  of 8.2%, primarily the result of client reductions in scope, industry free pressure and some lost assignments.
 

·  In terms of client sectors, the top performers were retail, which increased from a year ago, packaged goods, health and personal care and financial
services.  It’s worth noting that, while auto decreased from a year ago, the pace of decline slowed from Qs 2 and 3.  Each of the sector changes I just
mentioned also showed improvement sequentially compared to Q3.  Tech and telecom continued to weigh on our top line, reflecting lost assignments
and generalized spending weakness in the sector.

 
·  Revenue was somewhat stronger than we anticipated coming into the quarter.  The organic change was less negative compared to the first nine

months of the year, against softer prior-year performance, and showed improvement from October to November, November to December.  Relative
to our expectations, among our main agency groups, we had the strongest outperformance in media, our U.S. independent agencies and at Draftfcb

 
·  At our event business, which faced something of a perfect storm during the past year, the decrease moderated against softer results a year ago, and

revenue grew outside the U.S.
 

·  Regionally, the U.S. performed better than international as a whole, with significant variance by international markets.  I’ll have more detail in a
moment.

 
On the bottom half of the slide you can see the revenue performance of our operating segments:
 

·  At our Integrated Agency Networks, the organic change was negative 8%, with domestic performance approximately 2% better than outside the
U.S.  We were led by Mediabrands, Draftfcb and a strengthening at our U.S. independents.

 
·  At our CMG segment, Q4 revenue decreased 9.7% organically.  Here again the U.S. decreased less than international.  Our PR discipline decreased

mid-single digits organically, and the rate of decrease slowed in events, as I mentioned, while branding continued to be a difficult area.
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·  Slide five provides a breakdown of revenue by region.  As you can see, spending reductions by multi-national clients and in local project
assignments continued across our major markets in the quarter:

 
·  In the U.S., the organic decrease was 7.3%.  The largest driver continued to be decreased spending from existing clients.  Auto continued to weigh on

domestic results, while lost assignments in the technology sector were also a factor.  We were encouraged to see increases at several units in the U.S.,
including Mediabrands, Lowe and Deutsch, Draftfcb and Hill Holliday.  Results included new business revenue due to account wins in digital and
media disciplines and in the healthcare sector.

 
·  Internationally, revenue decreased 3.0%, which includes a significant lift from currency in the quarter.  The organic decrease was 9.2%.

 
o  In the U.K., Q4 revenue decreased 4.5% organically.  Performance was led by growth in Mediabrands and Jack Morton.  This was offset by

pressure across other businesses due to decreased client spending as well as some lost assignments.  While our Q4 comparison in the U.K.
showed significant improvement from the prior nine months, our outlook here in the near term remains fundamentally cautious.

 
o  In continental Europe, our organic decrease was 14.6%; in Asia-Pac, where we have a large Japan presence, it was 11.5%; and in Latin

America, 7.1%.  Performance in all three markets was due to factors I’ve already mentioned.
 

o  Our “Other Markets” regions decreased 2% organically which reflects the timing of certain project revenue in the prior year’s quarter,
which had no impact on the full year-over-year comparison.

 
On slide six, we present a longer view of organic revenue growth that tracks our trailing-12-month performance.  As you can see, we are pleased to get 2009
behind us.
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On slide seven, we take a closer look at operating expenses.  Throughout the year, our financial priorities have been to align costs with revenue, protect
margin to the extent possible and position ourselves to resume strong margin expansion as marketers’ conviction in the strength of the economic recovery
takes hold.  In Q4, operating expenses before the restructuring line decreased 6.5% organically and, excluding incremental severance, decreased 8%.  For the
full year, operating expenses decreased 8.3% organically and decreased 9.6% excluding the incremental severance.
 
Q4 salaries and related expenses were $1.05 billion, compared with $1.08 billion a year ago, a decrease of 2.6% and 6.3% organically.  Excluding incremental
severance, salaries and related expenses decreased 8.4% organically.
 

·  Importantly, base salaries, benefits and tax decreased 10% organically as a result of headcount actions taken over the preceding four quarters, and
decreased 30 basis points as a percentage of revenue.

 
·  Severance expense was $71 million, compared with $48 million a year ago, or 3.9% of Q4 revenue, compared with 2.5% a year ago.  These expenses

are the up-front cost of aligning headcount with revenue as well as structural investments in productivity that will pay back in 2010 and beyond.  As I
mentioned earlier, as the quarter developed, we remained aggressive with headcount actions focused on markets in Europe, Japan, as well as the
U.S.  Full-year severance was $166 million.  Since the fourth quarter of 2008, headcount actions have addressed 14% of our workforce.

 
·  Incentive expense in Q4 was 2.9% of revenue, compared with 2.3% a year ago.  The comparison primarily reflects lower equity-related long-term

incentive expense in Q4 2008.  For the full year, reflecting overall performance, incentive expense decreased 25%.
 

·  Temporary labor expense decreased to 3% in Q4 and was 2.8% of revenue, compared with 2.7% a year ago.  For the full year, expense for temporary
labor decreased 24%.

 
Turning to office and general expense on the lower half of the slide:
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O&G was $475 million in Q4, a decrease of 1.9%, while the organic decrease was 7%.  O&G expenses were 26.4% of revenue in the quarter, and, for the full
year, O&G decreased to 28.5% of revenue from 28.9%.
 

·  Occupancy expense was 7.6% of revenue, compared with 6.9% a year ago, due to lower revenue in 2009.  We continue to act on opportunities to
lower and contain lease expense around the world, including lease restructurings that improve utilization, across all our agencies.  In 2009, we were
able to reduce square footage by approximately 5%, despite softness in real estate markets around the globe.

 
·  Professional fees were 2.1% of Q4 revenue, the same level as a year ago.  We reduced professional fees by $20 million for the full year.

 
·  Travel, office supplies and telecom expenses were 3.4% of revenue, compared with 3.9% in Q4 ’08.  This was an area of our procurement focus

throughout the year, which contributed to a 28% decrease, $85 million for the full year.
 

·  Our “All Other” category decreased 5.5% organically in Q4 and was 13.3% of revenue compared with 12.6% a year ago.  The comparison includes
the timing of certain project expenses in the prior year’s quarter that had no effect on the full year-over-year comparisons, as well as currency gains
in Q4 ’08 that did not repeat.

 
On slide eight we show our operating margin history on a trailing-12-month basis.  Given the magnitude of the recession, we gave back some of the gains
made in ’08, but margin expansion to a fully competitive level remains one of our primary financial objectives.
 
On slide nine, you can see our debt maturity schedule as of the end of the year.  Debt totaled $1.9 billion, a reduction of approximately $200 million during
2009.  As indicated, the $214 million that remains of our floating rate notes matures in November of this year.  We remain confident that we are positioned to
again use cash on hand to de-lever this year.
 
Two related items not shown here, but are worth noting:
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Toward the conclusion of the fourth quarter, we were pleased to add a dedicated letter of credit facility.  The new facility is sized at £45 million, or
approximately $72 million, and allows us to move a portion of the LCs supported by our revolving credit facility, which further enhances our total available
liquidity.  At year end we had a total of $95 million of letters of credit outstanding, and in January we moved $60 million to the new facility.  As a reminder,
we have never drawn on our current revolving credit facility, and we have no plans to do so.
 

·  Also in January, we received the full support of our bank group for amending two covenants in our revolving credit facility in light of the 2009
operating environment and severance expense.

 
o  The leverage covenant was expanded to allow debt to EBITDA of 3.75x through March 31, and subsequently steps down.  We concluded

the year at 3.47x.
 

o  The minimum EBITDA requirement was also adjusted by $30 million to $520 million through March 31, after which it steps up.  For 2009
our actual covenant EBITDA was $561 million.

 
o  The new EBITDA level is conservative and precautionary in our view.  And there is nothing in our 2010 operating plan that would test that

level.
 

o  Details for the covenants are available in our filings, and the related year-end calculations also appear in the presentation appendix.
 
Turning to the current portion of our balance sheet on slide 10: we ended the year with $2.5 billion in cash and short-term marketable securities, which,
despite the very challenging year, is an increase of $200 million from a year ago.  As I mentioned, we used $200 million, net, in 2009 to retire debt.
 
On slide 11 we turn to cash flow.  This is the full-year presentation; the fourth quarter is in the presentation appendix.
 

·  For the year, cash flow from operations was $541 million, compared with $865 million in 2008, with the change due mainly to a decrease in net
income.
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·  Cash from working capital changes was $99 million, a strong result for the year in a challenging operating environment.  Our performance was due
to our focus on working capital management and the growth of certain of our businesses, notably in Q4.  Seasonality of our business means we
typically see strong cash generation from working capital in the fourth quarter, and, related to that build, we typically see seasonal use in working
capital that follows in Q1.

 
·  Investing activities used $128 million, compared with $250 million in 2008.  CapEx was $67 million, well below our historic levels.

 
·  Financing activities used $267 million, which mainly reflects our redemption of the 2009 an 2011 maturities and a portion of our 2010s, offset by the

issuance of our new 2017 notes.
 

·  The net increase in cash and marketable securities for the year was $231 million.
 
In summary, on slide 12, the quarter continued to reflect marketers’ decisions to rein in spending in 2009.
 

·  Since the broader economic tone is still cautious, we will continue to manage our business conservatively as we move into 2010, with a continued
focus on cost containment.

 
·  Our teams will continue to execute aggressively on expense management, in order to support our positioning for the strong profit growth that we

believe is achievable as the economy picks up.
 

·  Our financial resources remain strong.  During the year we reduced debt, extended our maturity profile, added a new letter of credit facility and
increased our cash position, which has enhanced our liquidity and our financial flexible.

 
Now to talk about our the state of our agency brands and our outlook for the year, I’d like to turn it back over to Michael.
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Mr. Roth:
 
Thank you, Frank.
 
As you can tell, we’ve just come through an extremely challenging year.  The pressure that the recession placed on our clients had significant effects on their
marketing activity and therefore on our revenue.  Our financial performance reflected this, but it also showed the strong focus on cost discipline brought to
bear by our management teams across the organization.
 
We successfully consolidated much of the margin progress made in recent years and continued to hold to our conservative approach to the balance
sheet.  Equally important, during 2009 we saw further confirmation that the strategic decisions we’ve been taking in recent years are positioning the Company
for long-term competitiveness and growth.
 
Full-year performance at Draftfcb was very strong on both the top and bottom line.  This further validated the move we made to create a new agency that
brings together marketing accountability and creativity in a media-neutral model.  There was also continued strong improvement in other areas of the business
that we’ve been focusing on, such as Mediabrands, which performed particularly well in the fourth quarter.
 
In the U.S., the combination of Lowe and Deutsch is tracking well and should give that network the ability to participate in more multinational new business
opportunities.  Our global PR agencies, Weber Shandwick and GolinHarris, keep on delivering industry-leading work to their clients, including growing
digital capabilities.  This is what allows them to consistently gain share and outperform their peers.  Our U.S. independents, particularly The Martin Agency
and Hill Holliday, also posted strong results in spite of the economic challenges, as did our outstanding digital specialists R/GA and HUGE.
 
We saw ample recognition of this progress in the important year-end rankings released by the leading trade publications.  The Martin Agency, R/GA, and UM
swept the Adweek “Agency of the Year” awards in the U.S. creative, U.S. media and digital categories.  Martin and UM also appeared in the Ad Age “A-
List,” along with Draftfcb and Weber Shandwick, one of the very few times a PR agency has ever made this list.
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Since it doesn’t seem fair to put in a year’s work for all these honors and not get acknowledged on our call, I have to mention that Deutsch, R/GA, Gotham,
and HUGE also appeared in Ad Age’s list of up and coming agencies.  You may remember that last year Initiative was a big winner in these awards, which,
coupled with UM’s honors this year, explains why Media Post named Mediabrands unit as the media holding company of the year for 2009.
 
This performance was outstanding among our peers and particularly notable because it included companies from across the full range of our portfolio.  It
shows that we’re very much in the game when it comes to the competitiveness of our offerings.  That we can build on the recent momentum in the new
business arena.  And that we’re well positioned to grow when an economic recovery begins to take hold.
 
It’s also important to mention news at our largest unit, the McCann Worldgroup.  Though it felt much of the impact of our issues in the tech and auto sectors
last year, Worldgroup continues to have a very powerful global network and a full range of leading-edge services that include advertising, events, promotion
and activation, as well as CRM and digital, where they posted a significant recent win at GM that speaks to the depth and scope of their expertise.
 
As announced, as of April 1, Nick Brien will assume the CEO role of Worldgroup from John Dooner, who remains Chairman the balance of the year to ensure
a seamless transaction.  John was a major force in growing the Worldgroup into a global powerhouse, and we’re indebted to him for his dedication and
contributions.
 
At Mediabrands, Nick led the introduction of many innovative digital offerings that are driving the business forward.  Working closely with us at IPG and
drawing on his multi-disciplinary experience, Nick has also created a culture of collaboration at Mediabrands that helped us win a number of major integrated
pitches.  The senior leadership team that remains in place at Mediabrands is well-positioned to continue the success we’ve been seeing of late.
 
This focus on innovation, digital solutions and integrated marketing are all qualities that we believe will help us unlock greater value from the McCann
franchise.
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In sum, we have the talent and the tools to return to growth in line with the broader recovery.  While there’s still uncertainty as to what we can expect in 2010,
and we will manage the business accordingly, the economy has stabilized and begun to show signs of improving.  Clients are taking note and should
increasingly move forward with their marketing and branding programs.
 
Therefore, our goal of achieving 8% or greater operating margin this year in a flat revenue environment is within our reach.  As is the opportunity to more
aggressively expand margins if the back half of 2010 shows marked improvement.  Ultimately, our goal continues to remain to be fully competitive margin
performance in the years to come.
 
In terms of our professional offerings, we’ll stay focused on the horizon by investing in digital talent across all our agencies, continue to develop tools that
demonstrate the work we do is moving the needle for our clients business, adding to our strength in emerging-market growth areas such as the BRICs and
MENA.
 
This combination of contemporary, forward-looking agencies and highly disciplined financial management will be the key driver of long-term value for our
shareholders.
 
With that I’d like to thank you for being with us and open up the floor for questions.
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QUESTIONS AND ANSWERS
 
Operator:
 
Thank you, sir. . . .   Our first question comes from Alexia Quadrani from JPMorgan.
 
Alexia Quadrani, J.P. Morgan Securities:
 
Thank you. Michael, if I could follow up on your comments on McCann: if you could give us a better sense of how the performance was at McCann in the
fourth quarter compared to the overall Company, maybe how that was versus the trends you saw earlier in the year, and, specifically are you seeing any
improvement going into 2010?
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Well, obviously McCann is our largest global network and a significant contributor to our profitability and revenue.  It continues to be that.  We saw some
softening in Europe in particular with respect to McCann, but overall I believe, as indicated by the win at MRM with General Motors and other potential new
client opportunities, and expansion of opportunities within their existing clients, I’m comfortable that the McCann Worldgroup continues to be and will
continue to be a major factor in our overall performance.
 
I think it was a difficult year for everyone in 2009, and what they showed at the Worldgroup is their ability to take costs out of their business, reposition
themselves in the marketplace.  If you take a look at some of the severance expenses, for example, in particular in Japan and in Europe, these just weren’t
headcount reductions.  These were structural changes at the Worldgroup to be more efficient in the marketplace.  We’re adding new talent and management
there that I believe will go a long way to returning McCann Worldgroup to the high levels of margin that they’re used to accomplishing.
 
That said, they still delivered margin for us and overall profitability, and their competitiveness in the marketplace is first rate.
 
Ms. Quadrani:
 
And then you touched on auto earlier.  We have a lot of moving pieces in auto at IPG in 2009.
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Mr. Roth:
 
Yes.
 
Ms. Quadrani:
 
I know it’s very early in the year; might be too hard to comment.  But do you think it’s — what’s your outlook for auto in general for you guys in 2010?  Do
you think it’s possible we could see it up, or is that going to be hard to do?
 
Mr. Roth:
 
It can’t go any worse than it was in 2009.  And there’s no question that we’re seeing improvements.  Even in the fourth quarter we saw — certainly the
reductions in the auto sector were less in the fourth quarter than they were before, and we are seeing positive impact, particularly from General Motors.
 
The other side is, we’ve been winning other clients in the auto sector, the media group in particular with the adding of Chrysler and BMW and our continuous
performance on Meteor and Hyundai, very encouraging.  And of course, Deutsch won Volkswagen.  So the auto sector will continue to be an important sector
for us, and I see encouraging signs on the spend side. And of course General Motors is back to spending and the Campbell-Ewald agency continues to be the
agency of record with respect to Chevrolet.  And the McCann Worldgroup continues to service General Motors on a global basis.  So I’m encouraged by what
I’m seeing on the auto sector.
 
Ms. Quadrani:
 
Last question is just on — you’ve had very impressive cash flow in the quarter.  You’re in a net cash position right now.  I know Frank mentioned paydown of
debt obviously is still a priority.  Any chance you might look beyond that at dividends, buybacks, anything like that?
 
Mr. Roth:
 
It took us the first question to get to that, Alexia.  As we always said, we need some stability in the environment and obviously stability in our environment
will lead to us being back on track to increasing our margins and getting to competitiveness.  When we see that, there’s no question that we believe we have
excess cash on our balance sheet that we can use for various purposes, and certainly returning to dividends and
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share buybacks is well within what we’re looking at.  And so we will continue to look at that closely.  I’m looking forward to the day, Alexia, when I can
announce one of those programs, and that will be the sign that the stability and recovery is really here for us.
 
Ms. Quadrani:
 
Thank you very much.
 
Mr. Roth:
 
Thank you.
 

 
Operator:
 
Thank you.  Our next question comes from Matt Chesler from Deutsche Bank.
 
Matt Chesler, Deutsche Bank Securities:
 
Good morning.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Good morning.
 
Mr. Chesler:
 
You addressed the 8% margin bogey for next year, and you finished the year strongly and had high levels of severance.  So certainly I think you’re well
positioned to be able to deliver to that or come close to it.  Just wondering what gives you the confidence that you’re able to bridge the 230-basis-point margin
gap from the reported margins, when it looks like your peers are not quite as optimistic?  Are you seeing something different in your cost structure than they
are?
 
Mr. Roth:
 
If you look at the actions we’ve taken, particularly on the severance side, I think, given the size of our business and what we’ve taken in severance versus our
peer companies, it’s pretty indicative, the fact that we were more aggressive in terms of that area.  Obviously, the key for that is, as we grow revenue, the
leverage effect of that and not adding to our cost basis will be critical to us delivering those type of margins.  And given the cost disciplines that we’ve already
indicated we have and you’ve seen, the
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only time we’re going to be increasing costs is associated with revenue.  And the fact that we’re making structural changes, not just headcount reductions for
the sake of headcount, puts together the efficiencies as well as the cost disciplines, and that leads us to conclude that we should be able to do that.  Certainly,
if you back out the excess severance, we have a good head start in terms of recovering that.
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
Matt, we’re coming from a different place from a margin perspective.  If you look at the progression of our margin improvement through 2008, it was
dramatic.  Given where we started from and the whole plan this year as related to cost management was, get our cost base in line so we can get back to that
margin progression we were on coming out of 2008.  And going through the planning process we’re comfortable saying that we believe in a stable revenue
environment we can get there.
 
Mr. Roth:
 
The standard question has always been to us when we sit down with our investors is, is there a structural reason why you can’t deliver competitive
margins?  And the answer continues to be no.  It’s not a structural issue.  We just have to get our revenue and costs in line, and I think we’ve shown that we
have the ability to do that, and we’re very well positioned, given the action we took in 2009 with the recovery on the revenue side, to deliver that.
 
Mr. Chesler:
 
And, Frank, is there a revenue environment implicit in that viewpoint of getting to 8% margins?  Do you need a 2% growth or better to be able to get there, or
do you think you can do that on the 0% organic case?
 
Mr. Mergenthaler:
 
We’ve said, Matt, in a flat revenue environment we can get there.
 
Mr. Chesler:
 
Great.  Thank you.
 
Mr. Mergenthaler:
 
You’re welcome.
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Operator:
 
Thank you.  Our next question comes from Peter Stabler from Credit Suisse.
 
Peter Stabler, Credit Suisse Securities:
 
Thanks very much for taking the question.  Frank, you mentioned early on, I think, that progress might not be linear, or, Michael, that might have been one of
your comments.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Yes.
 
Mr. Stabler:
 
Could you talk a little bit more about that?  The competitors have been fairly clear that we’ll see sequential improvement quarter to quarter.  Are you seeing
something different?  And would you be willing to take a stab at when you might see that zero-growth number?  Could it be as early as Q2, or are you looking
more to a second half situation?
 
Mr. Roth:
 
Yes, the reference to not being linear is basically a note of caution in that in terms of any recovery is lumpy.  You never know where it’s going to come.  It’s
certainly going to come from different sectors, and it’s going to come from different geographical areas.  We’re encouraged by what we’re seeing in Latin
America and in India, and obviously China is a growth potential for us as well.  And the sectors that we’re in, there’s no question that we are — we were hurt
dramatically by auto and tech and telecom.
 
And it’s going to take us at least the first quarter and some of the second quarter and actually some of the rest of the year to really roll on through that and see
some of the lost assignments, particularly in tech and telecom, roll through us.  So, that said — so the first quarter I think we’ll continue to see a negative
impact, and thereafter we should start seeing positive improvement in terms of the revenue stream.  So I would say back half of the second quarter on through
the rest of the year should be how this unfolds.
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But again, I think this recovery is somewhat tenuous, and it’s not going to take a lot for everyone to get spooked again in terms of spending those
dollars.  But, there’s no question that our major multinational clients are committed to building their brands and gaining market share in this environment, and
you’ve heard that announced by the CEOs of these companies saying now’s the time to spend behind their brands, otherwise they’re going to lose.  So we’re
right there with them, working with them to gain that market share.
 
Mr. Stabler:
 
Great, thanks.  And a quick one for you, Frank, if I may.  Could you characterize the salary situation for 2010 for existing employees?  How widespread were
wage freezes in 2009 and, zero-growth environment, how should we be thinking about upward salary pressures for folks who haven’t had any salary increases
for 12 to 18 months?
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
Peter, there was no mandated salary freeze out of IPG.  The respective operating units based on the environment they were working in made those
decisions.  I think they did a terrific job on holding the line on salaries and making quite frankly difficult decisions on people.  As we move into 2010, again,
there’s no mandated governor coming out of IPG.  The operating groups have operating targets, and I think that the pain we all went through in 2009 to right
size our headcount to reflect the economic pressure we’re under — I think our expectation is that they will be very disciplined, as growth comes back in the
equation, to manage their salaries accordingly.
 
Mr. Roth:
 
Peter, let me expand on your question a little bit because it goes to this issue of, we have high severance expense and we took a significant amount out of our
people.  That doesn’t mean to say we’re not adding to our employee base in those areas that are growing.  Obviously, in the digital area, the new business
area, when we pick up new clients — which fortunately we’re back positive in terms of net new business — we are adding to our base, and we are recruiting,
and we are focusing on the growth areas.
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So, certainly a portion of the reductions in our headcount are structural and are in areas that don’t have the growth than other parts of our business.  But if you
look at R/GA, you look at HUGE, you look at MRM, you look at the digital space, you look at the media environment, we’re adding to our talent, and that is
in fact why I say I’m comfortable with our competitiveness in the marketplace.  And so it’s not just that we’re hunkered down and there’s a freeze on hiring
and there’s a freeze on salaries.  We are investing in the growth areas of our business, and that will continue.
 
Mr. Stabler:
 
Thanks very much.
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Operator:
 
Thank you.  Our next question comes from Dan Salmon with BMO Capital Markets.
 
Daniel Salmon, BMO Capital Markets:
 
Good morning, thanks for taking my questions.  First, one for Michael.  Obviously we continue to see the rate of decline improve, and I was just wondering if
you could help us understand sort of how that worked on a month-to-month basis through the fourth quarter and perhaps early into the first quarter here.  And
in particular, what I’m getting at is I’m wondering if you’re seeing any hiccups in that, perhaps driven by southern Europe?  And then a second one for Frank
would be, could you maybe give us an update on your conversations with the credit agencies?
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Yes.  Rather than month-to-month, I think what you look at is the auto sector.  I think the biggest driver, if you look at our negative 8%, roughly 8% organic,
half of that was attributable to auto and tech and telecom, okay?  And in the fourth quarter, auto improved versus that decline, and that was encouraging and
we’re continuing to see that.  So in the fourth quarter, auto came back nicely versus — when I say came back, it’s less worse than it was before.  Let me put it
that way.
 
Mr. Salmon:
 
Right.
 
Mr. Roth:
 
Tech and telecom, the same, although it didn’t come back as strong as we did in auto.  The other part of the business, for example, financial services, last year
— and we had a negative result out of financial services — we’re seeing recoveries in financial services in the fourth quarter.  And retail was strong as
well.  And what’s interesting is the health products.  Although last year fourth quarter was pretty solid, we saw a very slight decline in the fourth quarter this
year, which is encouraging because that means it was solid.  Those should give you an idea of what the sectors that are contributing to our results.
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
And, Dan, on the rating agencies, we’re in constant dialogue with them.  I think they’re
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through here in the next month for a deep dive on the year-end results.  I think the view of the results from both a working capital management perspective, a
liquidity perspective, getting the new LC facility in place, delevering during the year — we would hope to continue to see them move more to a positive
outlook, and we’ll continue to be transparent and be aggressive and try and get them to adjust their ratings.
 
Mr. Roth:
 
Well, yes, Frank is being polite.  We think our ratings aren’t where they should be.  And obviously in this environment, rating agencies don’t bring you up,
they bring you down quickly.  But we think we’ve certainly proven all the disciplined approaches and consistency in that, and our balance sheet is solid
enough that we think we should get upgraded, and that’s what the team is pushing for.
 
Mr. Salmon:
 
Okay, great.  Thank you.
 

 
Operator:
 
Thank you.  Our next question comes from David Bank from RBC Capital Markets.
 
David Bank, RBC Capital Markets:
 
Thanks very much.  Good morning, couple of questions.  The first one is, Mike or Frank, you have mentioned the term a couple times, structural changes,
with respect to the implementation of some of the severance costs.  Could you give a little bit more kind of specific color around what those structural
changes are organizationally, operationally?  What are those structural changes?
 
Second question is, in terms of what you’re seeing on client fee negotiations right now, how is the environment different than it was a month or two or three
or even four months ago?  What is the tone of those conversations look like in terms of the delta?
 
And the last question, I don’t think you mentioned a whole lot about acquisitions.  Any sort of change in terms of priority there and things you might be
looking at?  And I’ll stop there.  Thanks very much for taking the questions.
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Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Okay.  Structural.  What we mean by structural is — take the Worldgroup, for example.  Eliminating layers in terms of efficiencies is critical to structural
changes, okay?  And we put new — Mike McLaren we put in Japan, for example, and he took some actions with respect to removing layers of management,
so we are more efficient and closer to the marketplace.  Brett Gosper has additional responsibilities in Europe, and he, too, took strong actions in terms of
structural changes.  So when we talk about structural, we’re talking about efficiencies, eliminating various layers of people and really putting client-facing
people where they belong, and that is in front of the clients and delivering on the value of the products and services that we have.
 
In terms of pricing, obviously 2009 was a very difficult year for pricing, most evident in the media pitches that were going on and the demands by our clients
in the media arena.  And that sort of feeds on itself, which is why you start seeing clients looking at putting their media business up for review, because they
think they can capture savings and efficiencies, and I think that’s going to continue into this year.  Until we have a real robust recovery, we’re going to see a
lot of emphasis on pricing, and certainly procurement is sitting at the table at all our negotiating.  It’s nice to point out, as Frank pointed out in his — we’re
doing the same thing on our procurement side.  Not quite as much as on our client side, but clearly that’s what has to go on in this environment.  As the
recovery takes hold, I think we’ll see some lessening on that because the value of our services continue to be critical to the success of our clients.  And once
there’s a recovery, then — not that they’re going to go away, but the pressures become a lot different, and so I think that’s what we’re going to start to see.
 
Acquisitions: we were — we continue to look at acquisitions, but again, they have to be totally critical and consistent with our overall strategy.  Digital
acquisitions, you’ll continue to see we continue to look at that.  I wouldn’t be surprised if you see some digital acquisitions for us., particularly in some of the
growth regions, like Latin America and potentially China and India.  And those are the growth areas and that’s where we’re going to put our dollars.  We have
the financial wherewithal, we have it built into our model for 2010.  I think we’ve said, historically on acquisitions we’ve
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been around $150 million.  And we’ve been less than that in the past, and we’ll be careful in how we spend those dollars, but we’ll continue to be
opportunistic in that.
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
And, David, the number of opportunities we looked at in 2009 was consistent with  prior years.  We just were very disciplined in holding to price and
structure, and quite candidly we walked away from a lot of things because we thought pricing was off-market.
 
Mr. Roth:
 
The other area we’ll look at acquisitions in is, areas we have holes.  We don’t have any big holes in terms of our offerings, but in some locations in certain
areas it’s important for us to beef up our presence, if you will.  So those are the kind of acquisitions.  But we’re not missing a major piece of any of these
offerings.
 
Mr. Bank:
 
Thank you so much.
 
Mr. Roth:
 
You’re welcome.
 
Mr. Mergenthaler:
 
You’re welcome.
 

 
Operator:
 
Thank you.  Our next question comes from Meggan Friedman from William Blair.
 
Meggan Friedman, William Blair & Company:
 
Hi, thanks for taking my questions.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Sure, Meggan.
 
Ms. Friedman:
 
Just a couple of questions.  First, in terms of the weakness in the tech vertical in
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particular, how long should we be thinking that revenue challenges are going to persist there?  When are we really cycled through that pressure and facing
easier comps at least?
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
Meggan, we’re going to have some headwind for a good part of the year.
 
Ms. Friedman:
 
Okay.  Do you want to add on to that?
 
Mr. Roth:
 
It’s stronger in the early part of the year, but it’s still there.  We wish we could tell you a finite time when that happens, but it was a contributor throughout the
year.  So, obviously with those lost assignments, it will affect us, but it will be greater in the early part of the year than the later part.
 
Ms. Friedman:
 
Great, thank you.  I know you don’t provide net new business win numbers, and forgive me if I missed this, but did you end the year in a net-positive
position, and could you provide a little color on how new business activity phased over the course of the second half of the year in particular?  And then,
generally speaking, what is the lag that you’re seeing for beginning to realize the organic benefit from net new business activity?
 
Mr. Roth:
 
Well we had a very strong fourth quarter, and particularly on the media side.  A number of the auto wins in media were in the fourth quarter.  In terms of big
clients, Pizza Hut was a big win for The Martin Agency, Volkswagen was a big win for Deutsch, Draftfcb added to Miller, Miller Lite.  I think towards the
latter part of 2009 we recovered, if you will, on the net new business.  Going into the fourth quarter we were a little bit behind, but we finished the year net-
new-business positive, and we haven’t seen much activity so far this year.  So I think we should start seeing the impact of that fairly soon in terms of —
particularly all you have to do is look on TV and you’ll see some of the Pizza Hut business, you’re already seeing the new stuff, as is the Volkswagen
stuff.  So we’re starting to see the impact of that already.
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Ms. Friedman:
 
Great, thank you.
 
Mr. Mergenthaler:
 
You’re welcome.
 

 
Operator:
 
Thank you.  Our next question comes from Ben Swinburne with Morgan Stanley.
 
Benjamin Swinburne, Morgan Stanley:
 
Thank you.  Congratulations on surviving ’09 and also for getting to work this morning.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
You, too.
 
Mr. Swinburne:
 
A couple of questions I have.  Maybe first we could start on cost levers and the margin conversation we’ve had all morning, and, Frank, when you look at
2010, obviously severance should be down assuming the top line continues to improve.  What are the other areas we should be watching this year, and where
do you expect, or other movements in expense buckets that we should be following?  I’m looking at your deck and you’ve got legal entities which have been
coming down for many years, continue to decline in ’09 versus ’08, and also your real estate numbers come down, although it looks like there’s still a decent
amount of unused or subleased space.  Just wondering if those are areas where you expect to see drivers of margin in 2010?
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
Ben, we think the largest driver’s going to be in the salary line.  I think we’ve done a pretty good job in the O&G costs, and we’ll continue to go against all
those buckets very aggressively, but the real opportunity for us is to drive leverage from the severance actions that we’ve taken this year, be aggressive in how
we manage supporting potential growth and just be very aggressive in how we manage the salary line.  I think that’s where the greatest leverage is going to
come from.
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Mr. Swinburne:
 
Okay.  And then just quickly, point of clarification on the covenant changes, Frank, you mentioned up front.  Was that primarily because of the severance you
took this quarter — and I think these are looking on a trailing 12 months, a set of numbers on the minimum EBITDA on the leverage chart — is that really
behind the changes?
 
Mr. Mergenthaler:
 
As Michael called out in his comments, when we came into the fourth quarter, we saw some softness in certain markets.  Our operators were being very
aggressive, positioning themselves for 2010 by taking the appropriate cost actions and severance actions in the fourth quarter.  We thought there may be some
issue with our covenants.  Our banks were very, very supportive in adjusting those covenants because they saw the benefits of the actions we were taking, and
that was the entire reason for it.
 
Mr. Swinburne:
 
Got you, that makes sense.  Then, Michael, some of your peers talked about how their digital business, what percentage of the business digital is, and what is
or isn’t digital is sort of in the eye of the beholder.  I thought I would ask you, as you look at ’09, how did digital hold up?  You’ve got some very strong
agencies in that area, but I think probably most of your agencies touch on digital one way or the other.  How are you thinking about that, the growth in that
business in 2010?
 
Mr. Roth:
 
Well, first of all, our specialized digital agencies, particularly R/GA and HUGE, had very strong performance in terms of growth.  And we expect that to
continue into 2010.  And you’re correct, our approach to digital, is, in addition to the specialized digital agencies, we have our fully integrated agencies are
very strong in digital.  Draftfcb, the rest of MRM, part of the Worldgroup, even our independent agencies all have very strong digital offerings, as does our
PR businesses and our events.  So digital is across the board of all of our, the IPG-affiliated companies.
 
And in terms of percentages, it’s hard for us to get our arms around how much of our business is digital.  There have been estimates out there, based on
various sources, and somewhere in the 15% range we’ve seen out there, and that should be some
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indication of where it is.  And obviously it’s growing, and it’s growing solidly, and we’re continuing to invest in it.  So I think clearly we’re very
competitive.  We continue to win.  R/GA recently won some Walmart business, as you know, as well as some MasterCard business, and I think those are
critical pieces of our offerings, as well as our individual agencies.  Their DNA includes digital and that’s the way this business has moved to and we’re
comfortable with it.
 
Mr. Swinburne:
 
Great.  Promise, my last question, just on retail.  You mentioned up front that retail was very strong in the fourth quarter.  I’m just curious if you see that
category so far in 1Q, and also sort of your general view in 2010: has that continued?  Just to answer the question I’m getting about fourth quarter, kind of
budget flushing in the retail category, I’m curious what you are seeing.
 
Mr. Roth:
 
Clearly, the issue there is going to be consumer confidence.  When I say the overall environment is tenuous, that’s where it is, okay?  And obviously Walmart
is an important client of ours, and they contribute a good, fair share of that growth, and I think we see that continuing.  But a lot of that is going to be a
function of the macroeconomic environment.  But we’re very — we also do other retail companies, Kohl’s and so on.  So these are very important
components and recently the Mullen agency won Men’s Wearhouse. So it will continue to be an important category for us.
 
Mr. Swinburne:
 
Thanks a lot, everyone.
 

 
Operator:
 
Thank you.  Our next question comes from James Dix with Wedbush.
 
James Dix, Wedbush Morgan Securities:
 
Good morning, gentlemen.  Just had two questions for you.  First, in terms of the timing of the optimism you expect, Michael, for the year, more focused on
the second half than the first, is that reflecting kind of a flow of the budget activity you’re seeing
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from clients, or is that more what you’re seeing in terms of the comparisons of your overall business?  And then just a second one, because I know we’re
running late on time, any color you could give on growth by discipline?  In terms of creative versus media buying and planning.  I’d be in particular interested
in how you think your overall business mix by discipline is positioning you in terms of getting you to competitive growth.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
By the way, my optimism was tempered optimism, okay?  I tried to interject a new word in there, all right?  Look, I do think it’s more toward the latter part of
2010, and obviously that’s the easier thing to see, but in fact, that’s how we see it roll out from our various business units.  We do this — we don’t just — we
work from bottom up and that’s what we’re hearing from our agencies and so on.
 
And certainly I think we’ve shown a very strong improvement on our media side.  As you see media pitches out there, we’re very competitive.  So I think
media will continue to be a good source for us in terms of growth opportunities.
 
Digital, obviously that’s where a lot of the action is.  Social networking and all the interfacing with the consumers — we’re investing in the tools that are
necessary to do that well.  And it’s across all our disciplines, and I think that’s where a lot of the new business is going to come from, and we’re showing that
we’re very competitive in those arenas.
 
And let’s not forget the consumer goods, packaged goods — and those are important products and they have to continue to invest in those brands.  And that’s
what we do.  We build brands.  We help our clients build brands, and we provide the link, if you will, between the brand and the consumer, and any way we
can do that, we have investments in and we can help.  So that’s where a lot of the action’s going to be.
 
Mr. Dix:
 
Thanks very much.
 
Frank Mergenthaler, Executive Vice President and Chief Financial Officer:
 
You’re welcome.
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Operator:
 
Thank you.  This concludes the question-and-answer session.  At this time I’ll turn the call back to Mr Leshne.
 
Michael Roth, Chairman of the Board and Chief Executive Officer:
 
Well, thank you very much — this is Michael — and we do appreciate your participation this morning.  Those of you who have to travel home in this weather,
safe journey.  Thank you.
 
Operator:
 
This concludes today’s conference.  Thank you so much for joining.  You may disconnect at this time.
 

*           *           *           *           *
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Cautionary Statement
 
This transcript contains forward-looking statements.  Statements in this transcript that are not historical facts, including statements about management’s
beliefs and expectations, constitute forward-looking statements.  These statements are based on current plans, estimates and projections, and are subject to
change based on a number of factors, including those outlined under Item 1A, Risk Factors, in our most recent Annual Report on Form 10-K.  Forward-
looking statements speak only as of the date they are made, and we undertake no obligation to update publicly any of them in light of new information or
future events.
 
Forward-looking statements involve inherent risks and uncertainties.  A number of important factors could cause actual results to differ materially from those
contained in any forward-looking statement.  Such factors include, but are not limited to, the following:
 

·  potential effects of a challenging economy, for example on the demand for our advertising and marketing services, on our clients’ financial
condition and on our business or financial condition;

 
·  our ability to attract new clients and retain existing clients;

 
·  our ability to retain and attract key employees;

 
·  risks associated with assumptions we make in connection with our critical accounting estimates, including changes in assumptions associated

with any effects of a weakened economy;
 

·  potential adverse effects if we are required to recognize impairment charges or other adverse accounting-related developments;
 

·  risks associated with the effects of global, national and regional economic and political conditions, including counterparty risks and fluctuations
in economic growth rates, interest rates and currency exchange rates; and

 
·  developments from changes in the regulatory and legal environment for advertising and marketing and communications services companies

around the world.
 
Investors should carefully consider these factors and the additional risk factors outlined in more detail in our most recent Annual Report on Form 10-K under
Item 1A, Risk Factors.
 

 

 

 
 



 



 








































