
 

24th May 2010 

Analyst: Tom Winnifrith
tom.winnifrith@t1ps.com

020 7562 3350
 

ReThink Group* Final Results in Line: 

Stance upgraded from Buy to Strong Buy at 4.5p 

Target Price 20.5p 

Rapidly expanding IT recruitment and IT 

consulting business ReThink announced results 

for calendar 2009 on May 13th with numbers 

coming in-line with our forecasts and 

accompanied by a confident statement. 

Despite that the shares have fallen, albeit on 

minimal volume, leaving the stock on a current 

year multiple of 4.8, falling to 2.6, which we 

believes offers a compelling buying opportunity. 

Sales in 2009 increased by 15% to £49.7 million. 

However this reflects a sharp increase in 

temporary placements driven by ReThink 

expanding its contractor base significantly and 

a sharp decline in the higher margin permanent 

placement business. Hence gross margins fell 

from 27.9% to 22% and gross profits fell from 

£12.1 million to £10.9 million. At a pre-tax level 

Rethink met our forecasts with a profit of 

£300,000 which was generated almost entirely in 

the second half of the year. This compares with 

a figure of £190,000 in 2008 although those 

numbers were reduced by the £500,000 cost of gaining an AIM listing. Earnings 

per share came in at 0.24p, up from 0.09p. 

Overall net debt was reduced by 28% to £4.2 million although this figure does 

not represent an accurate picture of the balance sheet since it includes 

invoice discounting against year end trade receivables of £9.6 million. 

Excluding this finance net cash increased from £327,000 at the end of 2008 to 

£357,000.  

We always knew that 2009 would be a tough year for ReThink - as with all 
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recruitment companies. However, we noted when initiating our coverage in 

September that the company was not merely sitting back and waiting for 

conditions to improve but was active pro-actively to improve the bottom line. 

Hence in the second half it worked hard to increase the customer base of its 

consulting arm Aiimi while cutting out underperforming staff in the recruitment 

business - overall staff numbers were 129 at the year end, a net reduction of 20. 

That on its own should drive profits forward in 2010 but we also note the 

statement from CEO Jon Butterfield which accompanied these results: We 

have seen an improved demand for permanent recruitment services which, if 

sustained for the remainder of 2010, will have a positive effect on our business. 

Whilst there are signs of a return to more confidence in the market, conditions 

have some way to go to return to normality. We therefore look forward to 2010 

with a positive mindset, but with a considered approach and our eyes wide 

open to the risks in the market. 
 

Hence our 2010 estimates are predicated on the increase in the number of 

contractors on the temporary side of the business and the ongoing growth of 

Aiimi continuing; the full effects of the reduced overhead kicking in from the 

start of the year and, critically, a material uplift in high margin permanent 

placements. This last factor while not having a huge impact on overall sales 

growth will have a material impact on gross profitability. 

On the basis of these results we have marginally increased our 2010 sales 

forecast from £54 million to £56 million and our 2011 forecast by £1 million to 

£66 million. At this stage we are not altering profits or earnings estimates as we 

would like to see half year numbers before making amendments. However we 

regard the risks to our estimates to be very much on the upside rather than the 

downside.  

While the recruitment sector as a whole has enjoyed a re-rating from cyclical 

lows during the past six months, ReThink shares have fallen sharply. Given the 

strong results and confident statement from CEO Butterfield we regard this as 

anomalous. We continue to value the company on 12 times our, cautious, 

2011 earnings forecasts of 1.7p - i.e. at 20.5p. Recent share price weakness 

offers a compelling opportunity and at 4.5p - on a derisory 2010 earnings 

multiple - our stance is upgraded from buy to strong buy. 

  



 

 

Forecast Table 

Year to 31st 

December  

Sales  

(£ Million)  

Pre-tax Profit 

(£ Million)  

Undiluted 

Earnings Per 

Share (p)  

Price 

Earnings 

Ratio  

Dividends Per 

Share (p)  

2008A  43.4 0.19  0.09  50 0.0  

2009A  49.7  0.3  0.24  18.8 0.0 

2010E  56  1.2  0.93  4.8  0.0 

2011E  67  1.7  1.70 2.6  0.0 

*ReThink Group is a corporate client of RSCF which is owned by RSH the ultimate 

owner of GE&CR. The SF t1ps Smaller Companies Growth Fund which is 

managed by another RSH subsidiary owns ReThink shares. 

  

 

   

This research note cannot be regarded as impartial as GE&CR has been commissioned to 

produce it by ReThink Group*. It should be regarded as a marketing communication. 

The information in this document has been obtained from sources believed to be reliable, but 

cannot be guaranteed. Growth Equity & Company Research is owned by T1ps.com Limited 

which is commissioned to produce research material under the GE&CR’ label. However the 



estimates and content of the reports are, in all cases those of T1ps.com Limited and not of the 

companies concerned. 

This research report is for general guidance only and T1ps.com Limited cannot assume legal 

liability for any errors or omissions it might contain. Readers of this report should also be aware 

that because this research is not independent that there is no prohibition on dealing ahead of 

the dissemination of it.  

The value of investments can go down as well as up and you may not get back all of the 

money you invested; You should also be aware that the past is not necessarily a guide to the 

future performance. Finally, some of the shares that are written about are “smaller company” 

shares and often the market in these shares is not particularly liquid which may result in 

significant trading spreads and sometimes may lead to difficulties in opening and/or closing 

positions. Before investing, readers should seek professional advice from a Financial Services 

Authorised stockbroker or financial adviser. 

T1ps.com Limited is authorised and regulated by the Financial Services Authority (FSA 

Registration no. 192801) and can be contacted at 5-11 Worship Street, London, EC2A 2BH – 

email tom.winnifrith@t1ps.com – tel 020 7562 3350 

 

 


