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Teamlease Services

Slow recovery, focus on cost control

Teamlease delivered lower than expected revenue performance due to aslight
delay in recovery. The core staffing (-0.4% QoQ) stabilised post a sharp drop
in 1Q, while specialised staffing (-2.3% Qo0Q) was impacted by pruning of
low-margin tail accounts. The core staffing headcount was up 4.2% QoQ, led
by NETAP (+19.6% Qo0Q). The recovery in core staffing was a bit delayed, and
started in Sep-20; in 2H, it will be led by higher hiring activity in sectors like
Auto, e-commerce, BFS and Consumer durables. Core staffing margin
expanded 11bps QoQ to 2.1% (estimate of 2.0%), led by cost control and
higher core employee productivity (+6.0% Qo0Q). The cash generation has
improved due to lower withholding tax, tax refunds and lower DSO days.

We like the company’s low-risk business model (non-outcome based) and
diversified exposure across sectors. Factors such as (1) formalisation of jobs,
(2) vendor consolidation, (3) focus on collect & pay, (4) cost-cutting by
enterprises, and (5) change in labour laws will benefit market leaders like
Teamlease. There is further scope for margin expansion through productivity
benefits and better business mix. Teamlease’s ability to grow ~15-20%
organically, focus on driving productivity through automation, lower funding
exposure, domestic focus, and high management pedigree are the reasons it
commands a premium valuation. We increase FY22/23E EPS estimate by
5.5/9.0% to factor in the higher margin. The stock is trading at a P/E of
47.9/34.2x FY21/22E. Our target price of Rs 2,480 is based on 30x Sep-22E EPS
(5Y average P/E of ~35x). Maintain BUY.

=  2QFY21 highlights: Revenue stood at Rs 11.29bn, down 0.6% QoQ, vs. our
estimate of Rs 11.53bn. Core/Specialised/HR services revenue was down
0.4/2.3/11.6% Qo0Q. The mark-up declined to Rs 718 (-4.3% Qo0Q), and the
associate to core ratio increased to 300 (+6.0% QoQ). EBITDA margin for
core/specialised stood at 2.1/9.1%, an expansion of +11/+51 bps QoQ.
Teamlease received Rs 0.37bn as an income tax refund and is expected to
receive Rs 0.30bn in 3Q.
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Target Price Rs 2,480
NIFTY 12,631
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Price Target Rs 2,310 Rs 2,480
FY21E FY22E
EPS %
+6.0 +55
KEY STOCK DATA
Bloomberg code TEAM IN
No. of Shares (mn) 17
MCap (Rs bn) / ($ mn) 40/541
6m avg traded value (Rs mn) 71
52 Week high / low Rs 2,908/1,415

STOCK PERFORMANCE (%)
3M  6M 12M
Absolute (%) 123 50.7 (15.8)

Relative (%) (L0) 139 (23.1)

SHAREHOLDING PATTERN (%)

Jun-20 Sep-20

YE March (Rs bn) FY22Q1 FY22Q0 Y(;)/OY) FY12Q1 Q(?)/((?) FY19  FY20| FY21E FY22E FY23E
Net Revenue 1129 1268 (10.9) 11.36 (0.6) 4448 52.01| 47.43 5797 71.26
EBITDA 0.23 0.24 (6.1) 0.25 (6.5) 0.94 0.95 1.03 1.43 1.91
APAT 0.22 0.21 2.8 0.17 26.4 0.98 0.85 0.84 1.18 1.65
Diluted EPS (Rs) 12.6 12.3 2.8 10.0 26.4 57.3 495 49.0 68.7 96.7
P/E (x) 41.0 475 47.9 34.2 24.3
EV / EBITDA (x) 41.2 42.0 37.8 26.7 19.5
RoE (%) 20.0 15.2 13.7 16.4 19.3

Source: Company, HSIE Research, Consolidated Financials

Change in Estimates

Rs Bn FY21E F\(ZlE Change| FY22E FY_22E Change| FY23E FY_23E Change

Old Revised % Old Revised % Old Revised %
Revenue 47.91 47.43 (1.0 58.03 57.97 0.1) 70.92 71.26 0.5
EBITDA 1.08 1.03 (4.3) 1.39 1.43 3.0 1.79 1.91 6.3
ai:'g?rﬁ%) 2.3 2.2 -7bps 2.4 2.5 7bps 2.5 2.7 15bps
APAT 0.79 0.84 6.0 1.11 1.18 55 1.52 1.65 9.0
EPS (Rs) 46.2 49.0 6.0 65.2 68.7 55 88.7 96.7 9.0

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters

Promoters 40.02 40.02
Fls & Local MFs 11.01 13.64
FPIs 39.89 37.36
Public & Others 9.08 8.98
Pledged Shares 0.49 0.49
Source : BSE

Pledged shares as % of total shares
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Disclaimer:
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referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The
information and opinions contained herein have been compiled or arrived at, based upon information obtained in good faith from sources believed to be
reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any company or companies or their
securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and
modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen
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price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies effectively
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for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments
made or any action taken on basis of this report, including but not restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates,
diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt
in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the
date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage
services or other advisory service in a merger or specific transaction in the normal course of business.
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