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Youõre Hired!  No. 4 
Major stocks  continue to discount a suspect recovery   

We are still dubious regarding the longevity of the UKõs climb out of 

recession. Once the artificial QE stimulus stops drip -feeding liquidity into 

the economy will there be enough demand within the private sector t o 

sustain the growth impetus or will we experience a double dip recession? 

These concerns are highly relevant to the recruitment sector as are the 

macro effects of the fiscal measures that are likely to have to be taken next 

year to address the large  public sector deficit.  

Meanwhile the share prices of the larger players in the sector continue to 

forge way ahead of any likely short -term earnings targets, movements 

which we consider precipitate a nd possibly unsustainable given the fragility 

and dubious  strength  of the òrecoveryó. We still believe the shares in these 

companies, namely Hays, Michael Page, SThree and Robert Walters are 

likely, at best, to become range bound  through 2010 and 2011 as earnings 

catch up with the already implied discounts. Hist ory supports this view and 

we suggest investors take a look at Chart 3 on page 8 of this document. We 

currently have a Sell recommendation on all four companies and believe 

that better value is available within the smaller cap companies in the sector.  

 

Summary : 

< The latest quarterly UK GDP data merely served to confuse those looking for 

signs of life in the recruitment sector. Q3 GDP data showed that the economy 

continued in recessionary mode (-0.3% q-o-q or -5.2% y-o-y) when most 

commentators had predicted a move into positive territory.  

< Q4 2009 data should show a return to GDP growth (albeit weak) for the first time 

in 6 quarters and potentially also reveal the first drop in the unemployment rate 

for 6 quarters. Two such positive data releases would undoubtedly be bullish for 

the stock market in general and for recruitment companies in particular.  

< However, recent history has shown that recessions typically result in prolonged 

periods of rising unemployment (up to 20 quarters in 1979-81) and it would thus 

seem logical that such a deep recession as we are just emerging from should have 

a greater impact than just 6 quarters of rising unemployment.   

< At the coal face recruitment companies are being understandably cautious about 

calling the turn in demand with most, at best, reporting some signs of stabilisation 

over calendar Q3 but very much being a situation of ònot getting any worseó 

rather than any clear signs of sequential or y-o-y recovery.  

< Chart 4 on page 7 shows nonfarm payroll data from the US and offers an 

interesting perspective on the timing of any recovery. The point at which the 

absolute and six month rolling averages converge marks an inflexion point in the 

trend of absolute data. Past inflexion points occurred in April 2001, September 

2003 and January 2008, and the chart currently indicates that another convergence 

is imminent. However this does not necessarily mean that a clear bullish signal will 

be immediate or unequivocal. The crossover in mid 2002 proved to be a false 

dawn with a clear upside signal not evident for a further twelve months.  

< Seemingly replicating the situation that occurred in 2003, share prices in the major 

stocks in the sector have risen to the extent that when profits begin to improve 

the shares, instead of reacting positively will at best move sideways as earnings 

play catch-up. Only when this has been achieved will shares move ahead strongly 

on the back of rising earnings. 

< This issue of Youõre Hired! introduces coverage of Hays, ReThink and SThree and 

brings the total coverage to twelve. 
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Sector performance  

 
Chart  1: MJES Staffing Index (1990 ð 2009) 

 

 

 

 

 

 

 

 

 

 

 

 

 
Chart 2:  MJES Staffing Index 2009 
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Through a glass darkly  
 

UK GDP and unemployment giving conflicting signals  
 

The latest quarterly UK GDP data merely served to confuse those looking for signs of 

life in the recruitment sector. Q3 GDP data showed that the economy continued in 

recessionary mode (-0.4% q-o-q or -5.2% y-o-y) when most commentators had 

predicted a move into positive territory. 

Our opinion is that the expected move into positive territory has only been delayed by 

one quarter and that Q4 GDP will show sequential growth over Q3, albeit still 

evidencing negative growth on a year-on-year basis. 

Chart 3 below illustrates the long term trend and current position regarding GDP 

growth and the unemployment rate with data going back to 1971 and clearly showing 

the 1979-81, 1990-92 and current recessions. The interesting point to note is the rise 

in the unemployment rate during and following the two earlier recessions.  

The 1979-81 recession resulted in a 20-quarter or five year period of q-o-q sequentially 

rising unemployment (Q3 1979 ð Q2 1984 inclusive).  

The less intensive 1990-92 recession, produced 12 consecutive quarters or three years 

of rising unemployment (Q2 1990 ð Q1 1993 inclusive).  

In the current recession the UK has so far experienced just 6 quarters of rising 

unemployment (Q2 2008 ð Q3 2009 inclusive). Q3 2009 data showed a modest rise in 

the number of unemployed people but a stabilisation in the unemployment rate at 7.8%. 

Q4 data may or may not provide a sign of a change in the trend. 

 

Chart 3: UK GDP growth q -o-q and y-o-y and UK unemployment rate  

 
Source: ONS 

 

Q4 2009 data should show a return to GDP growth (albeit weak) for the first time in 6 

quarters and potentially also reveal the first drop in the unemployment rate for 6 

quarters. Two such positive data releases would undoubtedly be bullish for the stock 

market in general and for recruitment companies in particular.  
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A return to economic growth postponed 

 

 

 

 

 

 

 

Previous recessions were followed by 

varying periods of rising unemployment 
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However, we would advise an element of caution.  Recent history has shown that 

recessions typically result in prolonged periods of rising unemployment and it would 

thus seem logical that such a deep recession as we are just emerging from should have 

a greater effect than just 6 quarters of rising unemployment.   

We therefore believe that there is at least a possibility that even if unemployment dips 

in Q4 it could just as easily revert to a rising trend again in 2010, especially if external 

fiscal stimuli to the economy are withdrawn and private sector growth is found to be 

insufficient to sustain demand on its own. We are thus far from convinced that the 

worst is over. 

At the coal face  

At the coal face recruitment companies are being understandably cautious about calling 

the turn in demand with most, at best, reporting some signs of stabilisation over the 

summer months but very much being a situation of ònot getting any worseó rather than 

any clear signs of absolute sequential or y-o-y recovery.  

Recent comments from the leading companies are probably worth restating: 

Hays1: òWe are seeing early signs of stability in the UK and broader signs of stability in Asia 

Pacific, although at present no indications of recovery in either market. The Continental 

European markets, which entered into the downturn later than other regions are still 

experiencing deteriorating conditions although the rate of decline has moderatedó. 

Michael Page 2: òéas the third quarter progressed market conditions in an increasing 

number of the countries in which we operate began to show signs of stabilisationéó 

Robert Walters 3 òWhilst trading conditions remain challenging there have been signs of 

improvement within certain disciplines such as banking, and in certain geographies, particularly 

Asiaó. 

SThree 4 òAlthough market sentiment has yet to undergo anything like a paradigm shift, we 

have nonetheless seen recent signs that indicate most market have stabilised and some are 

showing improvementó. 

That said, we expect Q4 2009 to reveal a significant improvement in y-o-y decline of 

net fee income (NFI) as the comparatives for start getting easier, and the same will be 

true as we progress through 2010.  

To emphasise the positive, costs have been cut to better accommodate falling revenue 

and taking up the slack in productivity will allow an initial sharp recovery in profits 

when demand begins to turn positive. After this companies will need to balance 

prudency in adding further consultant headcount with the need to accommodate the 

prospect of increasing volumes further out. 

 

US nonfarm data an important indicator to watch  

The writer of this article is neither an economist nor a chartist but believes that Chart 

4 below it is at least of passing interest and quite possibly could represent an important 

indicator for a change in economic direction. The chart shows the monthly movement 

in nonfarm payrolls (NFP) together with the six month rolling average.  

 
                                                                        

 

 

 

 

 

 

 

 
1 11th November 2009: Hays AGM statement  
2 7th October 2009: Michael Page Third Quarter Trading Update 
3 9th October 2009: Robert Walters Interim Management Statement 
4 4th December 2009: SThree Trading update 

 

However, even if unemployment dips in 

Q4 there can be no guarantee that this 

will not reverse in quick order 

 

 

 

 

 

 

 

 

Recent comments from the leading 

players are suggesting some sequential 

stability has returned to the market 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Additions to the collective cost base will 
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Chart 4: Nonfarm payroll employment with 6 month rolling average  

 

 
Source: Bureau of Labor Statistics 

 

It can be seen that the point at which the absolute and six month average crosses, 

marks the inflexion point in the trend of absolute data,  past inflexion points occurring 

in April 2001, September 2003 and January 2008. Given the above and the strong 

recovery in the S&P 500 Index since March 2009 we should be expecting a change in 

direction in the above chart very soon. If not one could reasonably argue that the stock 

market has moved ahead too soon.  

 

Larger caps already discounting growth to c. 40% of previous peak 

We have stated many times before that we believe a significant element of earnings 

recovery is already factored into share prices, at least for Hays, Michael Page , 

SThree and Robert Walters .  

Seemingly replicating the situation that occurred in 2003, share prices have risen to the 

extent that when the outlook for these companies begins to improve the shares, 

instead of reacting positively will at best move sideways as earnings play catch-up with 

the share prices that are already discounting such growth.  

Chart 3 below illustrates what we mean, showing the share price performance of Hays, 

Page and Walters during 2003 recovery and the twelve months or more of severely 

range-bound share prices that followed in some cases into 2005, even though earnings 

were moving ahead strongly. While Walters suffered the longest period of share price 

stagnation similar patterns can be attributed to both Hays and Page (SThree was not 

quoted until 2005).   
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Crossovers between absolute and rolling 

average may indicate inflexion points 

 

 

 

 

 

 

 

 

 

 

We reiterate that in our opinion the 

share price growth of leading players at 

least discounts two years of future 

earnings and paints the prospect of 

share price stagnation in 2010-11  
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Chart 3: Historic share price s of HAS, MPI , RWA (2003 to 2005 ) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 4 below shows the current situation including the March 2009 recovery and a 

subsequent levelling off in share prices which may presage the possibility that the share 

prices of these companies have completed their initial recovery phase and are even 

now experiencing the early stages of a sustained period of neutral growth. 

 

Chart 4 : Déjà vu (Historic share prices of HAS, MPI and RWA  2009 to date ) 
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2003 saw a similar strong rise in shares 

only to be followed by sideways 

movement for the following year or two 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2009 shows a similar pattern to 2003 

with a similar prospect in store for share 

prices in 2010 ð which may already be 

happening ð see below 
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So shares already discounting a substantial recovery  

Based on peak EPS of 20x FY2 earnings we calculate that share prices of the four 

companies above are already discounting a return to around 40% of previous peak 

profits and who knows how long it will take the companies to regain that much lost 

ground? Currently Hays sells on a FY2 PER of 34.7x, Page 36.2x and SThree 33.7x. 

Walters is forecasted to make a loss. While we canõt predict if there is further short-

term upside in these shares we can be more certain that these companies will 

experience share price stagnation for between one and two years.  

 

Table 1: Implied discount  assuming 20x Yr1 EPS  

Company Current  Implied PBT Peak PBT#Implied PBT 

share price (p) PBT (£m) * (£m) to peak PBT

Hays 98.25 97.1 250.8 38.7%

Page 366.8 85.3 147.4 57.9%

Walters 184.5 9.3 24.9 37.3%

Sthree 254.1 22.0 56.0 39.2%

* Based on 20x FY1 EPS average 43.3%

# Peak PBT in last up cycle
 

Source: MJES 

 

We see more value in the smaller cap universe where average FY2 are just 8x earnings. 

These companies in the main have strong balance sheets with little or no debt, have 

compelling business models and are as well placed as their larger peers to generate 

strong growth through the next up-cycle. We accept that liquidity can be a problem 

but a decent holding can be accumulated over time.  

We would direct readers to the valuation metrics on page x for respective valuations 

for PER and EV.EBITA. 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

We see more value in the lower cap 

companies although of course liquidity is 

much tighter 
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 The UK quoted universe  

Market Full list or

Company Cap £m AIM Year end Next results #

1 Hays 1,357.9 FULL Jun-10 25/02/2010 (I)*

2 Michael Page 1,184.3 FULL Dec-09 Mar-10 (F) 

3 SThree 309.4 FULL Nov-09 01/02/2010 (F)*

4 Healthcare Locums 276.1 AIM Dec-09 Mar-10 (F)

5 Robert Walters 141.4 FULL Dec-09 Mar-10 (F)

6 CPL 66.6 AIM Jun-10 Feb-10 (I)

7 Penna Consulting 60.7 AIM Mar-10 Jun-10 (F)

8 Matchtech 59.1 AIM Jul-10 Apr-10 (I)

9 Morson 55.1 AIM Dec-09 Mar-10 (F)

Total 3,510.6

Market Full list or

Company Cap £m AIM Year end Next results #

10 FDM Group 32.2 AIM Dec-09 Mar-10 (F)

11 Impellam 29.9 AIM Dec-09 May-10 (F)

12 Networkers 24.1 AIM Dec-09 Apr-10 (F)

13 Harvey Nash 23.5 FULL Jan-10 Apr-10 (F)

14 OPD 21.0 FULL Dec-09 Mar-10 (F)

15 Servoca 19.5 AIM Sep-09 Jan-10 (F)*

16 Hydrogen 18.6 AIM Dec-09 Mar-10 (F)

17 Empresaria 15.8 AIM Dec-09 Mar-10 (F)

18 Staffline 15.6 AIM Dec-09 Mar-10 (F)

19 Interquest 14.2 AIM Dec-09 Mar-10 (F)

20 Network Group 10.6 AIM Nov-09 May-10 (F)

Total 225.0

Market Full list or

Company Cap £m AIM Year end Next results #

21 Savile Group 9.8 AIM Jun-10 Feb-10 (I)

22 World Careers 6.9 AIM Jul-10 Apr-10 (I)

23 ReThink 6.4 AIM Dec-09 Apr-10 (F)

24 Parity 4.9 FULL Dec-09 Mar-10 (F)

25 Kellan 4.7 AIM Dec-09 Apr-10 (F)

26 Prime People 3.8 AIM Mar-10 Jun-10 (F)

27 Work 3.6 AIM Dec-09 Mar-10 (F)

28 Hexagon 3.0 AIM Mar-10 Nov-09 (I)

29 Pinnacle Staffing 2.4 AIM Dec-09 Mar-10 (F)

30 Higham Systems 2.1 AIM Mar-10 Jul-10 (F)

31 RTC Group 1.3 AIM Dec-09 Mar-10 (F)

32 Garner International 1.2 AIM Dec-09 Jun-10 (F)

Total 50.1

# based on previous year's date unless specified(*)

THE UK QUOTED UNIVERSE MC >£50m

THE UK QUOTED UNIVERSE MC £10m - £50m

THE UK QUOTED UNIVERSE < £10m 
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Share Price Performance (2/1/09 ð 11/12/09) 

 
Source: Fidessa 
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Share Price Performance ð (Jan ð Dec 2008) 

 
Source: Fidessa 
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Valuation Metrics  
 
Table 1: Valuation metrics on currently covered companies  

Year Price Market

Company End (p) Cap (£m) Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E

Empresaria Dec-09 35.50 15.8 -9.2 -8.6 25.0 24.4 39.0 39.3 5.2 5.4 4.2 4.4 3.1 4.3

Harvey Nash Jan-10 32.00 23.5 5.7 7.3 17.8 16.2 53.0 54.3 5.7 6.4 4.5 5.1 3.4 4.0

Hays Jun-10 98.25 1,357.9 -98.4 -137.8 1,456.3 1,495.7 500.0 525.0 76.0 91.0 61.0 74.0 1.7 2.8

Healthcare Locums Dec-09 263.75 276.1 -14.0 5.9 290.1 270.2 63.6 75.6 35.1 45.5 34.4 44.8 21.5 28.3

Impellam Dec-09 66.50 29.9 -54.6 -45.2 84.5 75.1 164.9 167.3 19.0 20.9 15.3 17.3 12.0 15.8

Interquest Dec-09 46.50 14.2 -2.1 0.2 16.3 14.0 11.7 11.5 3.6 3.6 3.4 3.4 7.6 7.8

Michael Page Dec-09 366.80 1,184.3 129.7 125.4 1,054.6 1,058.9 347.1 376.0 39.0 48.2 28.5 37.5 4.0 6.1

Penna Mar-10 235.50 60.7 6.3 9.5 54.4 51.2 n/a n/a 8.0 10.6 7.3 9.9 18.4 26.1

ReThink Dec-09 7.00 6.4 -6.1 -5.9 12.5 12.3 11.3 12.7 0.7 1.5 0.5 1.4 0.2 0.7

Robert Walters Dec-09 184.50 141.4 23.8 22.0 117.6 119.4 100.0 98.5 -1.1 1.4 -4.0 -1.5 -5.8 -2.1

Staffline Dec-09 73.50 15.6 -6.2 -5.8 21.8 21.4 15.4 17.7 4.0 4.9 3.8 4.7 11.2 13.7

SThree Nov-09 254.10 309.4 37.9 20.3 271.5 289.1 170.0 145.5 23.0 16.5 17.0 10.5 9.4 5.9

Cash/(Debt) (£m) EV (£m) NFI (£m) EBITA (£m) EPS (p)EBITDA (£m)

 

 

 

 

Temp/Perm UK/O'seas

Company 2010 EYr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E Yr 1 E Yr 2 E NFI split NFI split

Empresaria 0.35 0.35 11.3 8.4 1.0 1.0 0.6 0.6 4.8 4.5 6.0 5.6 76:24 41:59

Harvey Nash 2.20 2.25 9.5 8.1 6.9 7.0 0.3 0.3 3.2 2.5 4.0 3.2 62:38 45:55

Hays 5.80 5.80 56.7 34.7 5.9 5.9 2.9 2.8 19.2 16.4 23.9 20.2 56:44 59:41

Healthcare Locums 4.00 8.00 12.3 9.3 1.5 3.0 4.6 3.6 8.3 5.9 8.4 6.0 90:10 93:07

Impellam 0.00 0.00 5.6 4.2 0.0 0.0 0.5 0.4 4.4 3.6 5.5 4.3 85:15 81:19

Interquest 2.00 2.00 6.1 5.9 4.3 4.3 1.4 1.2 4.5 3.9 4.8 4.1 68:32 90:10

Michael Page 8.00 8.00 91.8 60.3 2.2 2.2 3.0 2.8 27.0 22.0 37.0 28.2 30:70 32:68

Penna 8.00 10.00 12.8 9.0 3.4 4.2 n/a n/a 6.8 4.9 7.4 5.2 n/a 100:0

ReThink 0.00 0.00 42.1 10.5 0.0 0.0 1.1 1.0 18.7 8.0 25.0 9.1 52:48 95:05

Robert Walters 4.75 4.75 n/a n/a 2.6 2.6 1.2 1.2 -106.9 85.3 -29.4 -79.6 35:65 33:67

Staffline 3.00 3.30 6.6 5.3 4.1 4.5 1.4 1.2 5.4 4.4 5.8 4.5 95:05 100:0

SThree 12.00 12.00 26.9 42.8 4.7 4.7 1.6 2.0 11.8 17.5 16.0 27.5 60:40 47:53

Averages 9.2 7.6 2.9 3.2 1.7 1.5 5.3 4.7 6.0 5.3

Source: MJES estimates

Note: PER, EV/EBITDA and EV/EBITA Yr 1E averages exclude the ratios for Hays, Page, ReThink and Walters. Yr 2E esclude Hays, Page and Walters

EV/NFI (x) EV/EBITA (x)PER (x)DPS (p) YIELD (%) EV/EBITDA (x)
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Company Commentary  

 
Harvey Nash plc ð change of recommendation from Sell to Hold 
< Harvey Nash (HNG) issued a severe profit warning on 25 November 2009 

which was somewhat surprising, given that most companies had already guided 

for much lower expectations for 2009 and 2010 earlier in the year. In our view 

this indicated that the HNG board was overly confident in its expectation of a 

recovery in demand in calendar Q3 2009. In addition, the defensive qualities 

that we highlighted in previous notes have proved more ephemeral than we 

had suspected. In a note dated 25 November our PBT forecasts for the year to 

January 2010 were cut by a substantial 42% with our projections for 2010/11 

lowered by 38%. We reduced our target price from 55p to 30p and given that 

the shares have now fallen to 32p we are switching the recommendation from 

Sell to Hold. 

 

Hays plc ð initiated with a Sell recommendation 
< We consider Hays, along with Michael Page to be one of the best positioned 

staffing companies in the world. It has a good balance between temp and perm 

which provides both defensive qualities and growth potential and has a growing 

presence in overseas markets that in its last financial year accounted for 51% of 

NFI. By virtue of its strong temp base Haysõ earnings across the recruitment cycle 

are likely to be less volatile than Page and while it may not accelerate as quickly 

into the upturn its growth rate tends to compare well with Page over the whole 

cycle. However, in common with Page and other larger cap companies in the 

sector Hays is already discounting significant growth in 2010 and 2011. As a 

consequence of this and some question marks regarding the maintenance of the 

dividend we start coverage with a Sell recommendation and target price of 80p 

 

ReThink  Group plc  ð initiated with a Hold recommendation 
< The ReThink Group gained its AIM listing in June 2008 although the founder 

members of the board had previously worked together at Best International, an IT 

staffing business sold to Spring Group in June 2003. ReThink also specialises in IT 

recruitment but also has a second business which focuses on the delivery of 

business and technology solutions under the Aiimi brand. First half group profits 

have been badly impacted by the economic downturn but there will be some 

recovery in H2 if current market improvements continue. We anticipate a strong 

recovery in 2010 on the back of a modest improvement in demand for staff, a flat 

cost base and higher levels of activity in Aiimi. However we consider that the 

share price already discounts this recovery and so we commence coverage on 

ReThink with a Hold recommendation. 

 
SThree plc ð initiated with a Sell recommendation 
< SThreeõs management has achieved a great deal since the company was floated in 

November 2005. Current economic conditions aside the group is positioned 

exceptionally well for the upturn with an increasing percentage of NFI being 

generated from overseas activities while non-ICT business is also on a steady 

increase. We start coverage with a Sell recommendation which merely reflects the 

very forward looking valuation which is currently a common feature among the 

larger market caps in the sector. Fundamentally we like the business model, have 

confidence in managementõs capabilities and believe the shares are worth buying 

for the long term. However, in the short/medium term the shares are discounting 

growth that may take a year or two to achieve hence our Sell recommendation and 

target price of 200p. 
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Harvey Nash Group plc 
Recommendation change from Sell to Hold 

Harvey Nash (HNG) issued a severe profit warning on 25 November 

2009 which was somewhat surprising, given that most companies had 

already guided for much lower expectations for 2009 and 2010 earlier in 

the year. In our view t his indicate d that the HNG boar d was overly 

confident in its expectation of a recovery in demand in calendar Q3 

2009. In addition, the defensive qualities that we highlighted in previous 

notes have proved more ephemeral than we had suspected. In a note 

dated 25 November our PBT forecast s for the year to January 2010 

were cut by a substantial 42% with our projections for 2010/11 lowered 

by 38%. We reduced our target price from 55p to 30p and given that the 

shares have now fallen to 32p we are switching the recommendation 

from Sell to Hold  with a maintained target price of 30p.

 

Investment case  

< The HNG profit warning was exceptional both in its severity and its timing. Profit 

expectations were cut from £7m to £4m for the year to January 2010 and from 

£7.2m to £4.5m in 2010/11. Even allowing for some built-in contingency such a 

heavy cut in guidance suggests that the board were overly optimistic with regard 

to a prospective Q3 and Q4 improvement in demand, particularly in Europe which 

was last into the recession.  

< It would appear that any increase in European manufacturing output has for the 

moment been accommodated through working the existing labour force harder 

and increasing productivity rather than resorting to new hiring. In addition the 

implementation of new IT projects would appear to have been deferred and 

expected additional work from one of the groupõs principal outsourcing customers 

had been subject to more onerous terms than was the case or the indication a 

year earlier.  

< In H1 NFI was down 5% at £31.7m, operating profit was down 42% at £2.5m and 

adjusted PBT down 41% at Ã2.3m. The groupõs seasonality in revenue normally 

favours the second half of the year with a pickup in demand expected from 

October onwards. This does not appear to have happened with the anticipated 

increase in activity failing to occur in both permanent and contract placement. 

HNG in fact has reported that Q3 trading to October 2009 saw revenues down 

23% y-o-y and a decline of 72% in adjusted PBT which was surprising given that H1 

revenues were stable. 

< The group is now guiding for an H2 outturn being broadly similar to H1which 

would translate to adjusted PBT of £4m. In our model this would put the 

European operation very close to just breakeven in the second half. However, at 

the moment the group is not looking at further headcount reductions.   

< As a result we cut back our forecasts sharply. Current year PBT and EPS 

expectations were reduced from £7m/6.3p to £4m/3.4p and for the year to 

January 2011 from £7.2m/6.6p to £4.5m/4p. We had forecast net cash rising from 

£4.5m to £5.7m and still do not see this being adversely affected by the profit 

warning; reduced levels of activity normally having a beneficial impact on working 

capital.  

< Now that the shares have fallen to a level commensurate with our revised price 

target we are moving our recommendation from Sell to Hold. In the groupõs 

favour it has a comfortable level of cash on its balance sheet, it remains profitable 

and a yield of 7% offers some support from here. 

 

 

 

 Price: 32p 

 Ticker: HVN.LN 

 Asset class: AIM 

 Website: www.harveynashgroup.com 

 12 mth Hi/Low: 54p ð 25p 

 Sector: Support Services 

 Market Cap: £23.5m 

 Net (debt)/cash: £5.7m E 

 EV: £17.8 E 

 Next earnings: April  2010 (F) 

Forecasts:  

Yr to Jan (£m) 09  10 E 11 E 

 Revenue 420.1 365.0 380.0 

 NFI 69.2 53.0 54.3 

 Temp : Perm 70:30 75:25 75:25 

 EBITA 10.6 4.5 5.1 

 Conv. Ratio % 15.2 8.0 8.9 

 PBT as stated 9.5 3.4 4.4 

 PBT adjusted 9.6 4.0 4.5 

 EPS FD Adj (p) 9.0 3.4 4.0 

 DPS (p) 2.0 2.2 2.25 

 EV/EBITA (x) 1.8 4.0 3.2 

 EV/NFI (x) 0.3 0.3 0.3 

 PE ratio (x) 3.6 9.5 8.1 

 Yield (%) 6.3 6.9 7.0 

 Debt/EBITDA  - - - 
 

Source: Merchant John East Securities Ltd. 

Two -year share -price performance  
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Years to January 2008 2009 2010 E 2011 E Years to January 2008 2009 2010 E 2011 E

£m £m £m £m £m £m £m £m

Revenue 318.6 420.1 365.0 380.0 Net cash from operating activities 9.5 11.4 5.2 6.4

Net Fee Income  (NFI) 58.5 69.2 53.0 54.3 (Increase)/Decrease in trade and other receivables -21.5 -19.9 -16.9 -20.0

Administration expenses -50.0 -58.8 -48.8 -49.5 (Decrease)/ Increase in trade and other payables 29.2 18.0 18.0 19.0

Associates 0.0 0.0 0.0 0.0 Increase/(Decrease) in provisions for liabilities and charges -0.3 0.0 0.1 0.0

Operating Profit 8.5 10.4 4.2 4.8 Cash generated by operations 16.9 9.5 6.4 5.4

Separately disclosed items (SDI) 0.0 0.0 0.0 0.0 Taxation paid -2.3 -2.2 -1.1 -1.3

Finance income 0.9 0.1 0.2 0.2 Net cash generated by operating activities 14.6 7.3 5.3 4.1

Finance charge -1.8 -0.9 -0.5 -0.6 Cash flow from investing activities:

Profit before tax as stated 7.6 9.5 3.4 4.4 Interest received 0.9 0.1 0.2 0.2

IFRS 3 adjustment for amortisation of intangibles 0.0 0.0 0.1 0.1 Acquisition of subsidiaries (net of cash acquired) -5.2 -4.9 0.0 0.0

Adjustment for SDIs 0.0 0.0 0.0 0.0 Proceeds from the sale of subsidiary (net of cash disposed) 0.0 0.0 0.0 0.0

Adjusted Profit before tax 7.6 9.6 4.0 4.5 Purchase of PP&E -0.6 -0.4 -2.0 -0.5

Tax -2.2 -2.6 -1.1 -1.3 Purchase of intangible assets 0.0 0.0 0.0 0.0

Post tax profit 5.4 6.9 2.3 3.1 Proceeds from sale of PP&E 0.0 0.0 0.0 0.0

Minorities -0.1 -0.4 -0.2 -0.3 Decrease/(increase) in short term deposits 0.0 0.0 0.0 0.0

Net Profit 5.3 6.5 2.0 2.8 Other 0.0 0.0 0.0 0.0

Adjusted Net Profit 5.3 6.6 2.1 2.9 Net cash used in investing activities -4.9 -5.2 -1.9 -0.3

Financing activities:

EBITDA 9.5 11.4 5.7 6.4 Purchase of own shares 0.0 0.0 -0.4 0.0

Depreciation -0.8 -0.8 -1.2 -1.3 Net movement in borrowings -2.0 0.0 0.0 0.0

EBITA 8.7 10.6 4.5 5.1 Dividends paid -1.2 -1.4 -1.5 -1.7

Amortisation of intangibles 0.0 -0.1 -0.1 -0.1 Interest paid -1.8 -0.9 -0.5 -0.6

EBIT 8.7 10.5 4.5 5.1 Issue of shares (net) 0.1 0.0 0.0 0.0

Capital element of finance lease rentals 0.0 0.0 0.0 0.0

Equity Other 0.0 0.0 0.0 0.0

Weighted average shares (m) 70.340 72.471 73.435 73.450 Net cash inflow from financing activities -4.9 -2.3 -2.4 -2.3

Weighted average shares FD (m) 72.405 73.118 73.549 73.549

Year end shares in issue (m) 72.440 73.435 73.450 73.450 Net increase/(decrease) in cash and cash equivalents 4.7 -0.3 1.0 1.6

Cash and cash equivalents at start of year -0.8 4.2 4.5 5.7

EPS FX changes 0.2 0.5 0.2 0.0

EPS FD (p) 7.33 8.89 2.77 3.83 Cash and cash equivalents at end of year 4.2 4.5 5.7 7.3

EPS FD and adjusted (p) 7.33 9.00 3.37 3.97

Reconciliation of cash flow to net debt

Dividend Net (debt)/cash at start of the year -2.6 4.2 4.5 5.7

Interim dividend (p) 0.70 0.80 0.85 0.90 Net increase/(decrease) in cash and cash equivalents 4.7 -0.3 1.0 1.6

Final dividend (p) 1.10 1.20 1.35 1.35 FX changes 0.1 0.5 0.2 0.0

Total dividend (p) 1.80 2.00 2.20 2.25 Net change in borrowings during the year 2.0 0.0 0.0 0.0

Net (debt)/cash at end of the year 4.2 4.5 5.7 7.3

Key ratios

Market cap (£m) 23.5 23.5 23.5 23.5 Key Ratios

Enterprise value (EV) (£m) 19.3 19.0 17.8 16.2 Free Cash Flow (£m) 11.6 5.0 3.3 1.9

EV/NFI (x) 0.3 0.3 0.3 0.3 Free Cash Flow per share (p) 16.0 6.8 4.5 2.5

EV/EBITA (x) 2.2 1.8 4.0 3.2 Source: Company accounts; MJES estimates

Share price (p) 32.0 Free Cash Flow:

PER (x) 4.4 3.6 9.5 8.1 Cash flow from operating activities, less interest paid, less tax paid, less equity divs paid

Yield (%) 5.6 6.3 6.9 7.0

Source: Company accounts; MJES estimates

Years to January 2008 2009 2010 E 2011 E Years to January 2008 2009 2010 E 2011 E

Analysis of Revenue Assets £m £m £m £m

UK & Ireland 105.8 118.3 100.0 105.0 Non-current assets

Continental Europe 189.1 273.2 241.0 250.0 PP&E 1.7 2.3 2.5 2.5

USA 23.7 28.6 24.0 25.0 Goodwill 41.8 47.8 47.8 47.8

Total Revenue 318.6 420.1 365.0 380.0 Other intangible assets 0.0 1.0 2.0 3.0

Analysis of NFI Deferred tax asset 1.3 1.6 1.7 1.5

UK & Ireland 28.2 30.6 22.0 23.0 Other  0.0 1.0 2.0 3.0

Continental Europe 22.0 29.2 22.0 22.4 Total non-current assets 44.8 51.7 52.0 51.8

USA 8.4 9.4 9.0 9.0

Total NFI 58.6 69.2 53.0 54.4 Current assets

Trade and other receivables 70.6 104.0 120.8 140.8

Analysis of operating profit Deferred tax assets 0.0 0.0 0.0 0.0

UK & Ireland 4.7 4.9 2.8 3.2 Other 0.0 0.0 0.0 0.0

Continental Europe 3.0 4.3 1.1 1.3 Cash and short term deposits 4.2 4.5 5.7 7.3

USA 0.8 1.3 0.3 0.4 Total current assets 74.7 108.4 126.5 148.1

Total Operating Profit 8.5 10.5 4.2 4.9

Total assets 119.5 160.1 178.5 199.9

NFI margin

UK & Ireland 26.7% 25.9% 22.0% 21.9% Liabilities

Continental Europe 11.6% 10.7% 9.1% 8.9% Current liabilities

USA 35.4% 32.9% 37.5% 36.0% Trade and other payables -66.5 -97.5 -115.5 -134.5

Group NFI margin 18.4% 16.5% 14.5% 14.3% Taxation liabilities -1.9 -2.9 -1.1 -1.3

Bank overdrafts and other short term borrowings 0.0 0.0 0.0 0.0

Operating margin Provisions 0.0 0.0 0.0 0.0

UK & Ireland 4.4% 4.1% 2.8% 3.0% Other -2.1 -0.0 -0.1 0.0

Continental Europe 1.6% 1.6% 0.5% 0.5% Total current liabilities -70.5 -100.4 -116.7 -135.8

USA 3.4% 4.5% 1.3% 1.4%

Group Operating margin 2.7% 2.5% 1.2% 1.3% Non-current liabilities

Long term borrowings 0.0 0.0 0.0 0.0

Key Ratios Provisions 0.0 0.0 0.0 0.0

EBITA margin 2.7% 2.5% 1.2% 1.3% Deferred taxation liability -0.1 -0.3 0.0 0.0

Administration costs as a % of revenue 15.7% 14.0% 13.4% 13.0% Other   -0.7 -0.0 0.0 0.0

Conversion of NFI into EBITA 14.5% 15.2% 8.0% 8.9% Total non-current liabilities -0.8 -0.3 0.0 0.0

Effective tax rate 29.3% 27.5% 28.5% 28.5%

Net interest cover by EBITDA (x) 10.6 13.8 17.1 14.2 Total liabilities -71.3 -100.7 -116.7 -135.8

Dividend cover by adjusted EPS (x) 4.1 4.5 1.5 1.8

Source: Company accounts; MJES estimates Net Assets 48.2 59.4 61.8 64.1

Key Ratios

Net cash/(debt) (£m) 4.2 4.5 5.7 7.3

Net debt/shareholders funds n/a n/a n/a n/a

Capital employed (£m) 48.2 59.4 61.8 64.1

ROCE 17.7% 17.4% 6.8% 7.6%

Current ratio 1.06 1.08 1.08 1.09

Source: Company accounts; MJES estimates

Capital Employed:

Shareholders funds, add debt, add obligations under finance leases, add minorities, add provisions, less associates, less investments

ROCE:

Source: Company accounts; MJES estimates Operating profit / Capital Employed

HARVEY NASH - Recommendation HOLD (prev Sell 25/11/09)

Summary P&L

P&L Analysis

Summary Cash Flow

Summary Balance Sheet
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Hays Group plc 
Initiation of coverage 

We consider Hays, along with Michael Page to be one of the best positioned 

staffing companies in the world. It has a good balance between temp and 

perm which provides both defensive qualities and growth potential and has 

a growing presence in overseas mark ets that in its last financial year 

accounted for 51% of NFI. By virtue of its strong temp base Haysõ earnings 

across the recruitment cycle are likely to be less volatile than Page and 

while it may not accelerate as quickly into the upturn its growth rate  tends 

to compare well with Page over the whole cycle. However, in common with 

Page and other larger cap companies in the sector Hays is already 

discounting significant growth in 2010 and 2011. As a consequence of this 

and some question marks regarding the  maintenance of the dividend we 

start coverage with a Sell recommendation and target price of 80.0p. 

 

Investment case  

< In our opinion Hays is, along with Michael Page, one of the best managed and best 

positioned professional service staffing companies in the world. Much of its 

pedigree can be laid at the door of the recently retired CEO and founder of the 

business, Denis Waxman. However we believe the current management team have 

the quality and experience to take the group to new levels of profitability through 

expansion into new industry verticals and new territories. 

< Hays is not immune to the current recessionary conditions and its impact is 

considerably worse than that experienced in the previous recruitment down cycle. 

In the quarter to September 2009 NFI was down 40% in constant currency terms 

and fee income from permanent placement was down 52% on the same basis.  

< Our view is that for Hays and its peers the severity of the recession has been so 

brutal that it may mean the negative impact on profits, although substantial, will be 

brief, lasting no more than four or five quarters. However the question still 

remains, as it does for all companies in the sector, as to when real growth will 

resume and how strong will it be. At least the initial signs are promising. 

< Already the shares of Hays and its other large cap peers are discounting a 

significant and seemingly early recovery and we are unsure if this is appropriate 

given the lack of visibility. This is one reason why we are not buyers of the shares 

at the current price. We also have some concerns regarding the strength of 

demand within the UK public sector in 2010 which last year accounted for 33% of 

UK NFI which in turn represented 42% of group NFI. 

< The other reason revolves around the expected rise in group debt levels through 

the current financial year which could be aggravated if a sharp recovery does take 

place in 2010 (which we doubt) and demand for working capital rises. At the end 

of June 2009 the group had net cash of £0.7m but payment of the final dividend, 

pension deficit funding, higher capital expenditure supporting a new IT platform 

and a £30.4m OFT fine will see net debt rise to an estimated £98m and possibly 

rising to near £140m in 2010/11. This is well within its facilities but does pose a 

question mark on maintenance of the dividend although our view is that it will be 

held. 

< Therefore we commence coverage with a Sell recommendation which is principally 

a reflection of the groupõs high valuation; we have similar recommendations for 

Michael Page, SThree and Robert Walters. However we have no doubt that as and 

when demand within the recruitment sector picks up Hays will be a major 

beneficiary and we also have no doubt that previous levels of profit will be 

exceeded in the same manner as past cycles.  

< For the moment however, the shares are discounting a lot of good news to come 

which, given the lack of visibility in this industry, owes a lot to blind faith.   

 Price: 98.25p 

 Ticker: HAS.LN 

 Asset class: FULL LIST 

 Website: www.haysplc.com 

 12 mth Hi/Low: 112.8p ð 68.5p 

 Sector: Support Services 

 Market Cap: £1,357.9m 

 Net (debt)/cash: (£98.4m) E 

 EV: £1,456.3 E 

 Next earnings: March 2010 (I) 

Forecasts:  

Yr to Jun (£m) 09  10 E 11 E 

 Revenue 2,447.7 2,218.0 2,315.0 

 NFI 670.8 500.0 525.0 

 Temp : Perm 56:44 64:36 64:36 

 EBITA 159.2 61.0 74.0 

 Conv. Ratio % 23.7 12.2 14.1 

 PBT as stated 151.0 21.0 57.5 

 PBT adjusted 152.2 47.0 58.5 

 EPS FD Adj (p) 7.8 2.3 2.8 

 DPS (p) 5.8 5.8 5.8 

 EV/EBITA (x) 8.5 23.9 20.2 

 EV/NFI (x) 2.1 3.1 3.0 

 PE ratio (x) 12.6 43.2 34.7 

 Yield (%) 5.9 5.9 5.9 

 Debt/EBITDA  - 1.5 1.8 
 

Source: Merchant John East Securities Ltd. 

Two -year share -price performance  
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Background  
Prior to 2003 Hays was a diversified group with four divisions; Commercial, Mail & 

Express, Logistics and Personnel. Between November 2002 and February 2003, as a 

consequence of òthe most volatile and uncertain economic conditions of the last ten yearsó 

(Hays Annual Report 2002), the Hays board undertook a strategic review of its 

business. This review resulted in the decision to focus exclusively on the development 

of a strong specialist recruitment business which at the time accounted for 60% of 

overall group profits.  

The non-recruitment activities were sold during calendar 2003 and 2004 and surplus 

cash from the proceeds were distributed to shareholders via a share buy-back 

programme that looked to return at least £200m to shareholders. 

In the event, between the financial years 2004/05 ð 2008/09, inclusive, Hays returned 

some £489m in share buy-backs with net debt at the end of the year to June 2008 

rising to £81.1m from a net cash position of £77.4m in the year to June 2004. The 

group returned to a net cash position by the end of June 2009. 

The recruitment business can boast a long and distinguished pedigree with much of its 

success having been achieved by the now retired group CEO Denis Waxman who 

founded the Career Care Group recruitment business in 1969 before it was acquired 

by Hays in 1986 and formed the basis of its Personnel division. Denis was responsible 

for the development of the recruitment activities from the companyõs foundation until 

his retirement in November 2007. 

Today Hays has a market capitalisation of £1.4bn and by market cap is the largest 

quoted recruitment group in the UK ahead of Michael Page at £1.2bn. As large as it is, 

it is still dwarfed by its larger European and US peers: Adecco at £6.2bn, Randstad at 

£4.5bn and Manpower £2.7bn. In terms of net fee income (NFI) the group falls to fifth 

behind Randstad (pro forma) £3.2bn, Manpower £2.6bn, Adecco £2.2bn and USG 

People £0.9m against a calendarised £0.8bn for Hays and £0.6bn for Page. 

 

Long term performance  

In the past and particularly through the 2001-2003 downturn Hays has been recognised 

as having a resilience unmatched by its UK peers and the logic would assume that since 

then, as the group has diversified by geography and discipline, its resilience would if 

anything be greater. However Chart 1 illustrates that in the last financial year to June 

2009 the groupõs EBITA had fallen by 37% against a total fall in the 2001-2203 

downturn of just 22%.  

 

Chart 1: EBITA from 1992 to 2009  

 
Source: Company 
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This gives some indication of the severity of the current recession against the earlier 

downturn during which unemployment was still falling and GDP remained positive. In 

addition, as we have written before, it could also mean that the decline may be short-

lived; lasting just the single year in comparison to the less severe but more prolonged 

2001-2003 downturn. Having said that there is still no clarity regarding the degree or 

timing of a recovery in demand which is still very much an unknown quantity.  

 

Short -term performance  

The recession began to impact Hays in calendar Q2 2008 although at that time EMEA 

was still showing y-o-y growth of 46%. From Q3 2008 all territories were showing NFI 

decline but there was increasing evidence of a slowing down in the rate of decline in 

Q2 2009 and recent Q3 2009 data clearly shows this trend continuing, as comps get 

easier. EMEA was the exception; being the last into the downturn it is still experiencing 

y-o-y revenue decline (Chart 2). 

 

Chart2: Quarterly changes to NF I by territory (constant currency)  

 
Source: Company 
 

Chart 3 below shows the quarterly movement in NFI between temp and perm. Temp, 

as expected, has been more resilient than perm falling in calendar Q3 2009 by 27% 

while the decline in perm fees of 52% slowed modestly against the 57% decline in Q2 

2009. Once again we would expect calendar Q4 to show a continuing moderation in 

the rate of decline as the comps get progressively easier and business stabilises across 

more of the groupõs global footprint.  

 

Chart 3: Quarterly change in NFI in temp and perm  
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Source: Company 

 

The business 
 

Chart 4: Distribution of NFI by territory  (year to June 2009)  

 
Source: Company 

 

Hays segments its business by territory: UK & Ireland (UK&I), Continental Europe & 

Rest of the World and Asia Pacific while the UK is further segmented by discipline.  In 

the last financial year the UK&I accounted for 49.3% of NFI and 40.2% of operating 

profit, Continental Europe 28.5% and 20.9% and Asia Pacific and 22.2% and 38.8% 

respectively. 

 

Table 1: Summary NFI and operating profit FY 06/200 9 and 06/2008 

UK&I Europe AsPac Total UK&I Europe AsPac Total

Revenue 1,395.7 587.9 464.1 2,447.7 1,571.5 486.3 482.2 2,540.0

NFI 330.7 191.0 149.1 670.8 452.9 157.7 176.2 786.8

NFI margin 23.7% 32.5% 32.1% 27.4% 28.8% 32.4% 36.5% 31.0%

Operating profit 63.5 33.1 61.4 158.0 137.3 33.1 83.4 253.8

Operating profit margin 4.5% 5.6% 13.2% 6.5% 8.7% 6.8% 17.3% 10.0%

Conversion ratio 19.2% 17.3% 41.2% 23.6% 30.3% 21.0% 47.3% 32.3%

Year to June 2008Year to June 2009

 
Source: Company 

 

Group revenue in the financial year to June 2009 fell by 3.6% with NFI falling by 14.7% 

and operating profit by 37.7%. Net debt fell from £81m to a net cash position of £0.7m 

although the net interest charge rose from £4.7m to £7m due to an IAS 19 pension 

charge of £2.4m against a credit of £3m in the comparative period. Adjusted PBT fell by 

35% to £152.2m and EPS after a full tax charge was 7.8p against 12.5p for prior year.  

 

 

UK & Ireland (UK&I)  
In the financial year to June 2009 the UK&I posted a 27% decline in NFI to £330.7m 

with the NFI margin falling 510bps to 23.7%, in the main reflecting a 40% fall in perm 

NFI and a 15% fall in temp. Temp margins were calculated as falling from 17.2% to 

15.7% reflecting a mixture of lower volume, fewer hours booked and margin pressure.  

 

Operating profit fell 53.8% to £63.5m with the operating margin dropping from 8.7% to 

4.5%. The conversion of NFI into operating profit fell by 42% to 11.1% reflecting the lag 

between falling revenue and actions taken to reduce costs. Consultant headcount fell 

by 26% during the year to 2,315 with a similar rate of decline in support and 

administrative costs while the office network was cut from 253 to 212. 
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Chart  5: Distribution of UK NFI and operating profit (2008/09)  

 
Source: Company 

 

The strategy to increase the groupõs exposure to the more resilient public sector was a 

success with NFI rising by 5% in the year against a fall of 37% in fees from the private 

sector. Overall UK NFI was split 67/33 in favour of private sector over public. 

 

Table 2: UK&I statistics (2008/09)  

2008/09 % chg

Sales (£m) 1,395.7 -11%

NFI (£m) 330.7 -27%

margin 23.7% -18%

Operating Profit (£m) 63.5 -54%

margin 4.5% -48%

Conversion ratio 19.2% -37%

Average consultants 2,722 -13%

NFI/average consultant (£m) 0.122 -16%

Operating profit/average consultant (£m) 0.023 -47%

Average offices 234 -9%

NFI/average office (£m) 1.4 -20%

Average consultants/average office 12 -5%
 

Source: Company; MJES estimates 

 

Forecasts for UK&I  
Current trading  

Q1 FY 09/10 trading (to September 2009) has seen a slight slowing in the rate of 

sequential decline in NFI from 45% in Q4 2008/09 to 41% with signs of a stabilisation in 

some markets although no recovery. Offices, which had been cut by 43 to 212 in FY 

08/09, were further reduced to 203 in the quarter while headcount fell by a further 4% 

(approximately 92) to around 2,223 which compares to a peak of 3,134 in 2006/07. 

 

The public sector, which accounted for around 33% of UK NFI in FY 08/09 and had 

such a positive influence on results, is now beginning to show signs of slowing demand 

with NFI falling 11% in the first quarter. This weakening was characterised by 

management as feeling similar to that of the private sector some eighteen months 

earlier. This decline has in the main been limited to the general administrative sector. 

Frontline services in Education and Health are still strong markets within the public 

sector. 
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Our forecasts for the UK assume a slowdown in the rate of decline for temp and perm 

as trading conditions stabilise and comps become less onerous. The outcome for the 

two halves is expected to be very different. In the six months to December 2009 we 

expect a continued y-o-y fall in NFI of 36% to £123m but a much more moderate 

decline of 10% in the second half to Ã125m making a yearõs total of Ã248m against a 

comparative of £330.7m. 

 

We expect the ratio between temp and perm to widen further from the 60/40 

reported last year to something nearer 65/35 and to stabilise at that ratio before 

moving very gradually back in favour of perm from 2011/12 onwards. However, the 

timing and speed of this movement is difficult to forecast. 

 

The UK NFI margin fell in the last financial year from 28.8% to 23.7%, actually falling to 

20.4% in H2, principally reflecting the 40% reduction in perm fees which are in effect 

100% NFI margin business, together with some pressure on temp fees. We expect NFI 

margins to weaken further in 2009/10 in recognition of the increasingly challenging 

public sector market and a noted recent weakening in temp gross margins referred to 

in the groupõs Q1 update in October 2009. 

 

Table 3: Historic and prospective metrics for UK & Ireland  

Year to June 2008 2009 % chge 2010 E % chge 2011 E % chge

Sales

Temp sales 1,351.5 1,263.4 -6.5% 1,253.2 -0.8% 1,309.0 4.5%

Perm sales 220.0 132.3 -39.9% 86.8 -34.4% 91.0 4.8%

Total sales 1,571.5 1,395.7 -11.2% 1,340.0 -4.0% 1,400.0 4.5%

NFI by temp/perm

Temp NFI 232.9 198.4 -14.8% 161.2 -18.8% 170.0 5.5%

Temp margin 17.2% 15.7% -8.9% 12.9% -18.1% 13.0% 1.0%

Perm NFI 220.0 132.3 -39.9% 86.8 -34.4% 91.0 4.8%

Total NFI 452.9 330.7 -27.0% 248.0 -25.0% 261.0 5.2%

NFI margin 28.8% 23.7% -17.8% 18.5% -21.9% 18.6% 0.7%

NFI by discipline

UK Accountancy & Finance 178.0 128.8 -27.6% 102.0 -20.8% 106.0 3.9%

UK Construction & Property 118.6 75.7 -36.2% 58.0 -23.4% 60.0 3.4%

UK IT 33.3 28.4 -14.7% 22.0 -22.5% 25.0 13.6%

UK Other professions 123.0 97.8 -20.5% 66.0 -32.5% 70.0 6.1%

Total NFI 452.9 330.7 -27.0% 248.0 -25.0% 261.0 5.2%

Operating profit by discipline

UK Accountancy & Finance 65.6 31.3 -52.3% 15.0 -52.1% 17.0 13.3%

UK Construction & Property 41.0 17.7 -56.8% 9.0 -49.2% 11.0 22.2%

UK IT 11.2 4.9 -56.3% 3.0 -38.8% 5.0 66.7%

UK Other professions 19.5 9.6 -50.8% 6.0 -37.5% 9.0 50.0%

Total Operating profit 137.3 63.5 -53.8% 33.0 -48.0% 42.0 27.3%

Conversion rate

UK Accountancy & Finance 36.9% 24.3% -34.1% 14.7% -39.5% 16.0% 9.1%

UK Construction & Property 34.6% 23.4% -32.4% 15.5% -33.6% 18.3% 18.1%

UK IT 33.6% 17.3% -48.7% 13.6% -21.0% 20.0% 46.7%

UK Other professions 15.9% 9.8% -38.1% 9.1% -7.4% 12.9% 41.4%

UK & Ireland conversion rate 30.3% 19.2% -36.7% 13.3% -30.7% 16.1% 20.9%  
Source: Company; MJES estimates  
 

 

Asia Pacific  
In the year to June 2009 net fees in the Asia Pacific region fell by 15.4% to £149.1m 

although in constant currency (CC), due to the weakness of sterling against the 

Australian $, the fall was 20%. At the operating profit level the decline was 26% at 

£61.4m but again like-for-like the decline was greater at 29%. Continued weakness of 

sterling in the year to date suggests that there may be a further benefit to the income 

statement on translation at average exchange rates. 
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Australia and New Zealand accounted for 91% of the regionõs NFI in the last financial 

year with the balance generated from Asia, namely Japan, Hong Kong, China and 

Singapore. In Australia there was a 35% (CC) reduction in permanent fees and a 3% 

(CC) reduction in temp fees, helped by resilience in the public sector element of its 

business. 
 

Chart 6: Distribution of Asia Pacific NFI by discipline  (2007/08 and 2008/09) 
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Source: Company 
 

Consultant headcount reduced by 36% in the year to 771 (1,255) and working on the 

average number of consultant employed during the period the fee generated per 

consultant fell by 9% from £162,000 to £147,000. Operating profit per consultant on 

the same basis fell 21% from £77,000 to £61,000. 

 

Table 4: Asia Pacific  stats 

2008/09 % chg

Sales (£m) 464.1 -4%

NFI (£m) 149.1 -15%

margin 32.1% -12%

Operating Profit (£m) 61.4 -26%

margin 13.2% -24%

Conversion ratio 41.2% -13%

Average consultants 1,013 -7%

NFI/average consultant (£m) 0.147 -9%

Operating profit/average consultant (£m) 0.061 -21%

Average offices 51 2%

NFI/average office (£m) 2.9 -17%

Average consultants/average office 20 -8%
 

Source: Company; MJES 

 

Forecasts for Asia Pacific  
Conditions in Asia Pacific remain weak and the decline in NFI of 45% (CC) in Q1 

2009/10 was little changed from the Q4 2008/09 decline of 46%. On translation this 

converted to a NFI decline of 40% against 43% in Q4. The group reported some signs 

of stabilisation in its markets but mirroring the UK it has seen a deterioration in 

demand within the public sector of 16% (CC). Overall the decline was led by reduced 

demand for permanent placements against a more resilient temp market. 
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Our assumption for the first half of the current year is for a decline in NFI of around 

40% (CC) or 36% on translation, with the rate of decline slowing significantly in H2, as 

the comps get very much easier. So overall we are anticipating NFI from the Asia 

Pacific region for the year to June 2010 of around £112m a 25% decline in translated 

terms. 

 

Table 5: Historic and prospective metrics for Asia Pacific  

Year to June 2008 2009 % chge 2010 E % chge 2011 E % chge

Sales

Temp sales 383.5 394.0 2.7% 365.8 -7.2% 392.0 7.2%

Perm sales 98.7 70.1 -29.0% 44.2 -36.9% 48.0 8.6%

Total sales 482.2 464.1 -3.8% 410.0 -11.7% 440.0 7.3%

NFI by temp/perm

Temp NFI 77.5 79.0 2.0% 67.8 -14.2% 72.0 6.2%

Temp margin 36.9% 24.3% -34.1% 12.3% -49.6% 14.2% 15.5%

Perm NFI 98.7 70.1 -29.0% 44.2 -36.9% 48.0 8.6%

Total NFI 176.2 149.1 -15.4% 112.0 -24.9% 120.0 7.1%

NFI margin 36.5% 32.1% -12.1% 27.3% -15.0% 27.3% -0.2%

NFI by discipline

Accountancy & Finance 70.5 53.7 -23.8% 42.0 -21.8% 45.0 7.1%

Construction & Property 40.5 34.3 -15.4% 26.0 -24.2% 27.0 3.8%

IT 12.3 14.9 20.9% 10.0 -32.9% 12.0 20.0%

Resource & Mining 14.1 10.4 -26.0% 6.0 -42.5% 7.0 16.7%

Other 38.8 35.8 28.0 -21.8% 29.0 3.6%

Total NFI 176.2 149.1 -15.4% 112.0 -24.9% 120.0 7.1%

Operating profit 83.4 61.4 -26.4% 24.5 -60.1% 28.0 14.3%

Conversion rate 47.3% 41.2% -13.0% 21.9% -46.9% 23.3% 6.7%  
Source: Company; MJES estimates 

 

Continental Europe & Rest of World  
Continental Europe and the Rest of the World (Europe) is the smallest of the groupõs 

three territories accounting for 28.5% of NFI in the year to June 2009 and just 20% in 

the previous year. Likewise it accounted for 20.9% of operating profit against 13% the 

year before. The reason for the increase in percentage contribution in 2008/09 against 

2007/08 is twofold: firstly Europe was the last into the downturn with NFI growth still 

strong at 27% (CC) in H1 2008/09 and secondly this relative strength was against a 

generally weakening market in non-European territories. 

 

NFI was split equally between temp and perm last year with 95% of the business being 

conducted with the private sector, the public sector only representing 5% of NFI 

against 33% for the UK and 21% for Asia Pacific. 

 

Chart 7: Distribution of European  NFI by discipline  (2007/08 and 2008/09) 

 
Source: Company 

0

10

20

30

40

50

60

70

80

90

100

Accountancy & 
Finance

Construction & 
Property

IT Sales & Marketing Other

£m

2007/08 2008/09

Expect rate of decline in NFI to slow in 

09/10 of 40%  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Last into the downturn with growth still 

strong in H1 08/09 

 

 

 

 

 

 

Equal split between temp and perm 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

25 
 

 

Consultant headcount reduced by 17% in the last financial year to 1,173 with the 

average headcount falling by 8% to 1,294. During Q1 of the current FY a further 8% 

reduction in headcount occurred (around 94 consultants) bringing the total down to 

1,079 against a peak of 1,415 in the 2007/08 financial year. Again the fact that this 

territory was the last into the downturn is evidenced by the Q1 headcount reduction 

which is greater than that within the UK (5%) and Asia Pacific (5%) 
 

Table 6: Continental Europe & RoW stat istics 

2008/09 % chg

Sales (£m) 587.9 21%

NFI (£m) 191 21%

margin 32.5% 0%

Operating Profit (£m) 33.1 0%

margin 5.6% -17%

Conversion ratio 17% -17%

Average consultants 1,294 8%

NFI/average consultant (£m) 0.148 12%

Operating profit/average consultant (£m) 0.026 -8%

Average offices 85 8%

NFI/average office (£m) 2.3 13%

Average consultants/average office 15 1%  
Source: Company; MJES estimates 

 

Forecasts for Continental Europe & RoW  
 

In Q1 of the current financial year NFI fell by 32% (CC), still relatively resilient against 

falls of 41% for the UK and 45% (CC) for Asia Pacific. However, excluding Germany 

which is focused on the IT contracting market and last year accounted for 46% of 

European NFI, NFI from other disciplines fell by 42% (CC) and we expect further 

weakening in Q2 before some signs of stability appear, possibly in Q3 or, more likely, 

Q4 2009/10. Therefore, our assumption for the first half of the current year is for a 

decline of around 40% (CC) or 36% on translation, with the rate of decline slowing 

significantly in the second half, as the comps get much easier. Overall we are 

anticipating NFI from the Continental Europe and RoW region for the year to June 

2010 of around £112m a 25% decline in translated terms. 
 

Table 7 : Historic and prospective metrics for Continental Europe & RoW  

Year to June 2008 2009 % chge 2010 E % chge 2011 E % chge

Sales

Temp sales 402.7 492.4 22.3% 419.0 -14.9% 424.0 1.2%

Perm sales 83.6 95.5 14.2% 49.0 -48.7% 51.0 4.1%

Total sales 486.3 587.9 20.9% 468.0 -20.4% 475.0 1.5%

NFI by temp/perm

Temp NFI 74.1 95.5 28.8% 91.0 -4.7% 94.0 3.3%

Temp margin 18.4% 19.4% 5.4% 21.7% 12.0% 22.2% 2.1%

Perm NFI 83.6 95.5 14.3% 49.0 -48.7% 51.0 4.1%

Total NFI 157.7 191.0 21.1% 140.0 -26.7% 145.0 3.6%

NFI margin 32.4% 32.5% 0.2% 29.9% -7.9% 30.5% 2.0%

NFI by discipline

Accountancy & Finance 40.1 #DIV/0! 30.0 -25.2% 32.0 6.7%

Construction & Property 24.8 #DIV/0! 15.0 -39.6% 14.0 -6.7%

IT 86.0 #DIV/0! 64.0 -25.5% 67.0 4.7%

Sales & Marketing 11.5 #DIV/0! 9.0 -21.5% 9.0 0.0%

Other 28.7 22.0 -23.2% 23.0 4.5%

Total NFI 157.7 191.0 21.1% 140.0 -26.7% 145.0 3.6%

Operating profit 33.1 33.1 0.0% 11.0 -66.8% 13.0 18.2%

Conversion rate 21.0% 17.3% -17.4% 7.9% -54.7% 9.0% 14.1%  
Source: Company; MJES estimates 

Headcount reduction increase in Q1 
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Financials 
 

Cash flow  

 

In common with all recruitment companies, as activity levels decline there is a 

corresponding inflow of working capital previously tied up with higher levels of 

contractors and temps. Thus, Hays last year reported a working capital inflow of £90m 

which in turn had a significant influence in reducing the level of net debt from £81.1m 

at the end of June 2008 to a net cash position of £0.7m at the end of June 2009. The 

group also benefited from a reduction in trade debtor days from 39 to 35. 

 

In the current year we do not anticipate such an inflow from working capital although 

we believe an inflow is still likely. In addition we feel it unlikely that debtor days can be 

reduced much further and indeed may rise slightly if the public sector contribution to 

NFI falls relative to last year. In addition the group has had to pass on last yearõs one-

time £20m cash inflow resulting from the withdrawal of the staff hire concession to 

other agencies in the first quarter of the current year. 

 

Capital expenditure rose last year to Ã37m reflecting expenditure on the groupõs key 

IT projects and although this should fall to £25m this year and thereafter reverts to 

historic levels of around £10-15m we still see a significant net debt position arising this 

year. 

 

The Office of Fair Trading imposed a fine of £30.4m on Hays relating to the breaching 

of competition laws in its Construction & Property business and an exceptional charge 

will be taken in the group accounts this year in the region of £25m (£5m having 

previously been provided for). The group however will be appealing the decision. The 

cash flow will suffer the full effect of the £30.4m. 

 

The group has guided to expect a £10m to £20m cash outflow relating to funding of 

the pension deficit.  

 

Dividend  

The other major cash outflow relates to the dividend which absorbs around £80m per 

annum. If the dividend is maintained this year then we foresee net debt rising to £96m 

and to £142m in 2010/11, again on a maintained dividend. 

 

Our view is that the group will wish to maintain the dividend if at all possible and that a 

cut will only be envisaged if trading conditions at the time of the preliminary 

announcement in September 2010 are still very weak. However, the irony is that if 

trading conditions do show an improvement (particularly in temp and contract) then 

this may signal an increase in working capital requirements which will have an adverse 

effect on cash flows and debt. 

 

The expected increase in net debt and other liabilities in the current financial year is 

forecast to lead to a reduction in net assets from £154.4m to £65.9m and at the 

moment we are projecting the position to fall to just £25.5m in the year to June 2011. 

In addition we see the current ratio falling to 1.1x in 2009/10 and free cash flow moving 

to a negative for both the current and subsequent financial year.  

 

Net debt therefore looks to be on a sharp rise over the next two to three years and 

while the group has plenty of headroom in terms of its debt facilities it does pose a 

question on the future level of the dividend. Therefore we believe there is a small, but 

real, risk of a dividend cut. However, our view on balance is that the dividend will be 

held.  
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Forecasts 
 

Of all the major UK quoted staffing companies, Hays has the weakest finances on our 

estimates for the current financial year. Net assets are forecast to fall from £154.4m to 

just £65.9m, Net (debt)/cash  is forecast to move from a positive £0.7m to net debt of 

£98.4m while free cash flow is expected to turn negative this year. What is more, it is 

difficult to envisage things improving much in the near term, especially is we begin to 

see some improvement in demand for temps which will then suck in working capital.  

 

Table 8 below provides a snapshot of the key metrics of the five larger professional 

staffing companies.  

 

Table 8: Comparison of key metrics  

Share Market Net (debt)/ Dividend Current Free cash Net Assets Gearing PER EV/EBITA

Company Price (p) Cap (£m) cash (£m) Cover (x) Ratio (x) Flow (£m) (£m) (%) (x) (x)

Hays 98 1,358 -98 0.4 1.1 -41.7 65.9 149% 43.2 23.9

Healthcare Locums 264 276 -13 5.4 1.1 20.6 70.2 18% 12.0 8.3

Michael Page 220 1,184 130 0.5 1.9 35.4 224.3 - 92.3 37.2

Robert Walters 185 141 24 -1.2 1.8 4.1 56.8 - -2.1 5.7

SThree 200 309 48 0.8 1.9 27.2 83.4 - 21.2 15.4  
Source: MJES estimates 
 

Our current year profit forecast for Hays calls for a decline in NFI of 25% to £500m, a 

14% decline in administrative costs after amortisation and depreciation to £440m and a 

net income charge of £14m leading to a profit before tax of £21m (£151m). Adding 

back the one-off exceptional charge relating to the OFT fine brings adjusted PBT up to 

£47m (a fall of 69%) and after a 33% tax charge, EPS of 2.3p. 

 

For the year to June 2011 we are predicting some modest improvement in trading 

conditions leading to an adjusted PTP of £58.5m and EPS of 2.8p. However, any 

forecasting in the current environment carries a higher degree of risk than normal in an 

industry that in the best of times is renowned for its lack of visibility. Although we are 

encouraged by increasing signs of stability in certain of the groupõs territories and 

disciplines it is just stability, with little or no signs of a recovery on the near horizon.  

 

In this respect valuations amongst the larger UK recruiters, and here we include Page, 

Walters and SThree along with Hays, look to us to be excessive, discounting a 

significant recovery in earnings with no allowance built in for a more modest outcome.  

 

During the peak of the last cycle the top companies were selling on PERs of around 

20x current year earnings and so, on a 33% effective tax rate, Hays on this basis is 

discounting adjusted profits before tax of £106m which it certainly will not earn this 

year and very probably will not earn the following year either.  

 

Therefore we believe that Haysõ share price, along with that of Page and Walters, is 

simply looking too far ahead. It is possible that a profit of £106m could be disclosed for 

the year to June 2012 but this will not be reported, if achieved, before September 2012 

which is still nearly three years away! 

 

All of the above companies (bar Healthcare Locums which in our opinion 

still offers excellent value) are offering the prospect of at best stagnant 

share prices for one or two years or at worst a sharp downward correction. 

We therefore commence coverage on Hays with a Sell recommendation in 

line with our stance on Page and Walters. There is better value at the 

smaller end of the market - but of course less liquidity.  

 

 

 

 

 

 

 

Expect a 25% decline in NFI and 69% fall 

in adjusted PBT 

 

 

 

 

We anticipate modest improvement in 

2010/11 but with a heavy caveat 

 

 

 

 

 

 

 

 

Still too expensive and discounting much of 

the growth to be achieved in 2010/11 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

Hays forecast to have the worst finances 

of the three majors, which could get worse 

on any improvement in trading 
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Years to June 2008 2009 2010 E 2011 E

£m £m £m £m

Revenue 2,540.0 2,447.7 2,218.0 2,315.0

Net Fee Income  (NFI) 786.8 670.8 500.0 525.0

Administration expenses -533.0 -512.8 -440.0 -452.0

Associates 0.0 0.0 0.0 0.0

Operating Profit 253.8 158.0 60.0 73.0

Separately disclosed items (SDI) 15.3 0.0 -25.0 0.0

Finance income 3.2 1.9 1.0 1.5

Finance charge -7.9 -8.9 -15.0 -17.0

Profit before tax as stated 264.4 151.0 21.0 57.5

IFRS 3 adjustment for amortisation of intangibles 1.7 1.2 1.0 1.0

Adjustment for SDIs -15.3 0.0 25.0 0.0

Adjusted Profit before tax 250.8 152.2 47.0 58.5

Tax -76.6 -45.6 -15.5 -19.3

Post tax profit 187.8 105.4 5.5 38.2

Discontinued activities 0.4 0.0 0.0 0.0

Net Profit 188.2 105.4 5.5 38.2

Adjusted Net Profit 176.8 106.6 6.5 39.2

EBITDA 265.1 169.6 76.0 91.0

Depreciation -9.6 -10.4 -15.0 -17.0

EBITA 255.5 159.2 61.0 74.0

Amortisation of intangibles -1.7 -1.2 -1.0 -1.0

EBIT 253.8 158.0 60.0 73.0

Equity

Weighted average shares (m) 1,404.1 1,370.5 1,382.1 1,382.1

Weighted average shares FD (m) 1,411.5 1,371.6 1,384.0 1,385.0

Year end shares in issue (m) 1,464.1 1,382.1 1,382.1 1,382.1

EPS

EPS FD (p) 12.6 7.7 0.4 2.8

EPS FD and adjusted (p) 12.5 7.8 2.3 2.8

Dividend

Interim dividend (p) 1.85 1.85 1.85 1.85

Final dividend (p) 3.95 3.95 3.95 3.95

Total dividend (p) 5.80 5.80 5.80 5.80

Key ratios

Market cap (£m) 1,358.0 1,358.0 1,358.0 1,358.0

Enterprise value (EV) (£m) 1,439.1 1,357.3 1,456.4 1,495.8

EV/NFI (x) 1.8 2.0 2.9 2.8

EV/EBITA (x) 5.6 8.5 23.9 20.2

Share price (p) 98.3

PER (x) 7.8 12.6 43.2 34.7

Yield (%) 5.9 5.9 5.9 5.9

Source: Company accounts; Merchant John East Securities

Summary P&L
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Years to June 2008 2009 2010 E 2011 E

Analysis of revenue £m £m £m £m

UK & Ireland 1,571.5 1,395.7 1,340.0 1,400.0

Asia Pacific 482.2 464.1 410.0 440.0

Continental Europe & Rest of World 486.3 587.9 468.0 475.0

Total Revenue 2,540.0 2,447.7 2,218.0 2,315.0

Analysis of NFI

UK & Ireland 452.9 330.7 248.0 260.0

Asia Pacific 176.2 149.1 112.0 120.0

Continental Europe & Rest of World 157.7 191.0 140.0 145.0

Total NFI 786.8 670.8 500.0 525.0

Analysis of operating profit

UK & Ireland 137.3 63.5 24.5 32.0

Asia Pacific 83.4 61.4 24.5 28.0

Continental Europe & Rest of World 33.1 33.1 11.0 13.0

Total Operating Profit 253.8 158.0 60.0 73.0

NFI margin

UK & Ireland 28.8% 23.7% 18.5% 18.6%

Asia Pacific 36.5% 32.1% 27.3% 27.3%

Continental Europe & Rest of World 32.4% 32.5% 29.9% 30.5%

Group NFI margin 31.0% 27.4% 22.5% 22.7%

Operating margin

UK & Ireland 8.7% 4.5% 1.8% 2.3%

Asia Pacific 17.3% 13.2% 6.0% 6.4%

Continental Europe & Rest of World 6.8% 5.6% 2.4% 2.7%

Group Operating margin 10.0% 6.5% 2.7% 3.2%

Key Ratios

EBITA margin 10.1% 6.5% 2.8% 3.2%

Administration costs as a % of revenue 21.0% 21.0% 19.8% 19.5%

Conversion of NFI into EBITA 32.5% 23.7% 12.2% 14.1%

Effective tax rate 29.0% 30.0% 33.0% 33.0%

Net interest cover by EBITDA (x) 56.4 24.2 5.4 5.9

Dividend cover by adjusted EPS (x) 2.2 1.3 0.4 0.5

Source: Company accounts; Merchant John East Securities

P&L Analysis
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Years to June 2008 2009 2010 E 2011 E

£m £m £m £m

Net cash from operating activities 271.1 170.9 76.5 91.5

(Increase)/Decrease in trade and other receivables -42.6 99.0 5.0 -3.0

(Decrease)/ Increase in trade and other payables 27.5 -9.0 0.0 -1.0

Increase/(Decrease) in provisions for liabilities and charges 0.0 0.0 0.0 0.0

Cash generated by operations 256.0 260.9 81.5 87.5

Taxation paid -74.1 -56.5 -35.0 -19.3

Net cash generated by operating activities 181.9 204.4 46.5 68.2

Cash flow from investing activities:

Interest received 3.2 1.9 1.0 1.5

Acquisition of subsidiaries (net of cash acquired) 0.0 -5.4 -4.0 0.0

Proceeds from the sale of subsidiary (net of cash disposed) 0.6 0.0 0.0 0.0

Purchase of PP&E -14.8 -8.2 -8.0 -8.0

Purchase of intangible assets -6.7 -28.8 -17.0 -12.0

Proceeds from sale of PP&E 0.1 0.0 0.0 0.0

Decrease/(increase) in short term deposits 0.0 0.0 0.0 0.0

Other 0.0 0.0 -30.4 0.0

Net cash used in investing activities -17.6 -40.5 -58.4 -18.5

Financing activities:

Purchase of own shares -91.8 -2.1 0.0 0.0

Net movement in borrowings -9.5 -82.1 -50.0 -30.0

Dividends paid -74.0 -79.3 -80.2 -80.2

Interest paid -10.4 -4.6 -8.0 -10.0

Issue of shares (net) 0.0 5.4 0.0 0.0

Additional Pension scheme funding -2.5 -2.7 -15.0 0.0

Other 2.8 0.0 0.0 0.0

Net cash inflow from financing activities -185.4 -165.4 -138.2 -120.2

Net increase/(decrease) in cash and cash equivalents -21.1 -1.5 -150.1 -70.5

Cash and cash equivalents at start of year 68.4 54.0 55.0 -94.1

FX changes 6.7 2.5 1.0 0.0

Cash and cash equivalents at end of year 54.0 55.0 -94.1 -164.5

Reconciliation of cash flow to net debt

Net (debt)/cash at start of the year -76.2 -81.1 0.7 -98.4

Net increase in cash and cash equivalents -21.1 -1.5 -150.1 -70.5

FX movement 6.7 2.5 1.0 1.0

Net change in borrowings during the year 9.5 80.8 50.0 30.0

Net (debt)/cash at end of the year -81.1 0.7 -98.4 -137.8

Key Ratios

Free Cash Flow (£m) 97.5 120.5 -41.7 -22.0

Free Cash Flow per share (p) 6.7 8.7 -3.0 -1.6

Source: Company accounts; Merchant John East Securities

Free Cash Flow:

Cash flow from operating activities, less interest paid, less tax paid, less equity divs paid

Summary Cash Flow
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Years to June 2008 2009 2010 E 2011 E

Assets £m £m £m £m

Non-current assets

PP&E 32.2 29.1 30.0 32.0

Goodwill 168.9 174.9 178.0 180.0

Other intangible assets 5.4 38.6 45.0 47.0

Deferred tax asset 38.7 42.9 44.0 45.0

Other  0.0 0.0 0.0 0.0

Total non-current assets 245.2 285.5 297.0 304.0

Current assets

Trade and other receivables 442.3 352.4 347.4 350.4

Deferred tax assets 0.0 0.0 0.0 0.0

Other 0.0 0.0 0.0 0.0

Cash and short term deposits 54.0 55.0 10.0 20.0

Total current assets 496.3 407.4 357.4 370.4

Total assets 741.5 692.9 654.4 674.4

Liabilities

Current liabilities

Trade and other payables -306.5 -312.5 -312.5 -311.5

Taxation liabilities -29.7 -16.3 -15.0 -20.0

Bank overdrafts and other short term borrowings 0.0 0.0 0.0 0.0

Provisions 0.0 0.0 0.0 0.0

Other 0.0 0.0 0.0 0.0

Total current liabilities -336.2 -328.8 -327.5 -331.5

Non-current liabilities

Long term borrowings -135.1 -54.3 -106.0 -162.4

Provisions -45.5 -46.2 -45.0 -40.0

Retirement benfit obligations -88.1 -109.2 -110.0 -115.0

Trade & other payables -13.6 0.0 0.0 0.0

Total non-current liabilities -282.3 -209.7 -261.0 -317.4

Total liabilities -618.5 -538.5 -588.5 -648.9

Net Assets 123.0 154.4 65.9 25.5

Key Ratios

Net cash/(debt) (£m) -81.1 0.7 -98.4 -137.8

Net debt/shareholders funds 65.9% - 149.3% 540.5%

Capital employed (£m) 249.6 199.9 209.3 203.3

ROCE 101.7% 79.0% 28.7% 35.9%

Current ratio 1.48 1.24 1.09 1.12

Source: Company accounts; Merchant John East Securities

Capital Employed:

Shareholders funds, add debt, add obligations under finance leases, add minorities, add provisions, less associates, less investments

ROCE:

Operating profit / Capital Employed

Summary Balance Sheet
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The ReThink Group plc 

Initiation of coverage 
The ReThink Group gained its AIM listing in June 2008 although the 

founder members of the board had previously worked together at Best 

International, an  IT staffing business sold to Spring Group in June 2003. 

ReThink also specialises in IT recruitment but also has a second business 

which focuses on the delivery of business and technology solutions  under 

the Aiimi brand . First half group profits have been badly impacted by 

the economic downturn but there will be some recovery in H2 if current 

market improvements continue . We anticipate a strong recovery in 

2010 on the back of a modest improvement in demand for staff, a fl at 

cost base and higher levels of activity in Aiimi. However we consider 

that the share price already discounts this recovery and so we 

commence coverage on ReThink with a Hold recommendation  and fair 

value at around 6.5p . 

 
Investment case : 

< Founded in 2005 and floated on AIM in 2008, ReThink specialises in the provision 

of IT contract and permanent staff to blue chip and SME businesses in the UK.  

< In March 2007 it moved into the provision of business and technology solutions 

(branded Aiimi) and in December of that year concluded the acquisition of IT 

recruitment specialist KeyPower Consultants (KPC). It also has representation in 

the Middle East via the acquisition of Proveya MEA FZCO. 

< At the time of float, ReThinkõs recruitment activities accounted for 79% of gross 
profit or net fee income (NFI) and of this some 49% was generated by perm 

placements. In its Interim results to June 2009 ReThink reported that recruitment 

contributed 83% of NFI with perm contributing an estimated 32.2% (51.3%) and 

contract 67.8% (48.7%).  

< So while perm NFI reduced by 43% in the first half of 2009 NFI from contract was 

ahead by 27% partly as a result of a number of successful contract wins, especially 

an exclusive deal with a major high street retailer for the provision of its entire IT 

staff in the UK. 

< In 2007 the group launched ReThink Professional Services, a new business channel 

focusing on the provision of business and technology solutions. To differentiate the 

business from the recruitment division RPS was renamed Aiimi whose core 

offering is the management of the delivery of IT projects on behalf of its clients 

through the deployment of teams who manage the feasibility, implementation and 

support of the project. In so doing it utilises its own staff supplemented by staff 

recruited for its clients by the groupõs recruitment division. 

< Our forecast for 2010 calls for a profit of £1m against just £0.25m in 2009 and 

much of the impetus behind this recovery will be driven by the Consultancy 

division which in 2008 and 2009 had been impacted by necessary investment in the 

business which should pay back significantly next year. With regard to the 

recruitment activities we are assuming a modest recovery in demand for 

permanent hires of around 10% and continued stability in contract demand. 

< In conclusion therefore, as much as we like the business model and rate highly the 

experienced management we believe that 7p the shares are currently up with 

events and are already discounting the projected rise in earnings for 2010 which is 

by no means a given at this early stage. We therefore commence coverage with a 

Hold recommendation and fair value of around 6.5p. 

 

 Price: 7p 

 Ticker: RTG.L 

 Asset class: AIM 

 Website: www.therethink-group.com 

 12 mth Hi/Low: 13.5p ð 4.5p 

 Sector: Support Services 

 Market Cap: £6.4m 

 Net (debt)/cash: (£6.1m) E 

 EV: £12.5m E 

 Next earnings: Mar 2010 (Prelims) 

Forecasts:  

 Yr to Dec (£m) 08  09 E 10 E 

 Revenue 43.39 48.00 54.00 

 NFI 12.09 11.25 12.70 

 Temp : Perm 52:48 60:40 59:41 

 EBITA 0.92 0.50 1.35 

 Conv Ratio (%) 7.6 4.4 10.6 

 PBT as stated 0.2 0.25 1.00 

 PBT adjusted 0.6 0.25 1.00 

 EPS FD Adj (p) 0.48 0.17 0.66 

 DPS (p) 0.0 0.0 0.0 

 EV/EBITA (x) 13.3 25.0 9.1 

 EV/NFI (x) 1.0 1.1 1.0 

 PE ratio (x) 14.7 42.1 10.5 

 Yield (%) - - - 

 Debt/EBITDA 5.4 9.1 3.9 
 

Source: Merchant John East Securities Ltd. 

Two -year share -price performance  

 
 

 

Merchant John East Securities Ltd 

acts as NOMAD and joint broker to 

ReThink Group plc  
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