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Outperform

Robert Half International (RHI)  Chris Gutek (New York) – July 24, 2000

52–Wk Shs Out EPS EPS EPS 5-Yr Est.
Price Rng Div Yld (MM) 99A 2000E P/E 2001E P/E Growth

$34 $35–10 -- -- 187.2 $0.77 $1.00 34.1 $1.22 28.0 25%

Target Price:  $44 Market Cap:  $6.4B

Data reflect a 2-for-1 stock split on June 13, 2000. N/A =Not applicable.

Company Description

Robert Half International is the largest specialty temporary
staffing company in the United States, focusing on the
accounting and finance sectors. The company operates
through seven business units, which also provide IT and
other temporary staffing services, in addition to permanent
placement services. About 11% of revenues come from
outside the Untied States.

Valuation

We rate RHI Outperform. Our 12-month target price is $44,
which represents 36 times 2001E EPS. This P/E multiple is
generally consistent with that of RHI before the company’s
growth decelerated in late 1998. This represents a 1.4 P/E to
growth (PEG), which seems reasonable given the
company’s rapid and accelerating growth, high margins,
excellent return on capital and significant fee cash flow
generation.

Key Investment Positives

• We view Robert Half International as one of the best
temporary staffing companies in the world. The company
competes in the most attractive, fastest growing niches of
the staffing industry; finance and accounting, information
technology, and other rapidly growing professional
segments. The company has very strong brand names in
these market segments, and it has the potential to create new
service offerings in other emerging markets.

• Industry-leading organic revenue growth, with 40–45%
growth typical from 1993 to 1998. The company’s growth
has been recovering for three quarters. We think growth
could continue to accelerate.

• The company has good pricing power, as gross margins
in the temporary staffing segments have been rising steadily
for the last seven years. We think gross margins may
continue to expand, and the assumptions in our model could
be conservative.

• Robert Half’s financial model is also very attractive,
with a 40% return on invested capital. With a very low
capital intensity, the company has consistently generated
significant free cash flow in recent years; even when organic
growth was in excess of 40%.

• We view the company’s management team as best in
class, as evidenced by the company’s excellent track record.

• We believe the company’s sustained focus on recruiting
job candidates is continuing to bear fruit. Specifically, the
company is generating many candidates by leveraging
technology through exploitation of internal and external
Internet job boards and through the use of web bots to
search job boards for qualified candidates. The company’s
internal web sites are the most productive of these
initiatives, and we think that there is significant upside to
the productivity of these sites in the next few quarters.

Key Investment Risks

• Businesses are cyclical. Our primary industry-specific
concern is that the temporary staffing (90% of revenues) and
permanent placement (10% of revenues) businesses are very
cyclical. In a recession, the excess demand would likely
vanish, but the supply deficit would also disappear.
However, the industry would actually benefit from a soft
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landing, whereby the supply of workers would increase
modestly, allowing companies like Robert Half to grow
even faster.

• Operating margins have been under pressure. Our
primary company-specific concern is that operating margins
have been under pressure from rising SG&A expenses.
Margins have been under pressure from both rising
traditional recruiting costs, as well as from information
technology initiatives. We expect the traditional recruiting
costs to remain high, but IT-related costs may moderate in
coming quarters, and therefore margin pressure may
subside. Nevertheless, our visibility on margins, and
revenue growth for that matter, are not great.

• Limited supply of hirable sales associates. In order for
the company to grow revenues at a high rate, the company

must expand its branch office network, expand newer
service offerings into existing offices, and add staff at
business units in existing offices. To do this successfully,
the company needs to hire sales associates who are
knowledgeable about their end-markets, as well as
possessing good selling skills. The sales associates are also
partly responsible for recruiting placement candidates, so a
shortage of sales associates can contribute to the shortage of
candidates, which in turn contributes to slowing revenue
growth.

• Limited disclosure and communication with investors.
The company does not have an active investor relations
program, and does not hold quarterly earnings conference
calls. The company’s press releases, SEC filings, and annual
reports also have limited information, in our opinion.
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Morgan Stanley & Co. Incorporated, Dean Witter Reynolds Inc. and/or their affiliates make a market in the securities of Robert Half International.

Morgan Stanley & Co. Incorporated, Dean Witter Reynolds Inc. and/or their affiliates or their employees have or may have a long or short position or
holding in the securities, options on securities, or other related investments of issuers mentioned herein.

The investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial
position.  Where an investment is denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on
the value, price of, or income derived from the investment.  Past performance is not necessarily a guide to future performance.  Income from investments
may fluctuate.  The price or value of the investments to which this report relates, either directly or indirectly, may fall or rise against the interest of investors.

To our readers in the United Kingdom:  This publication has been issued by Morgan Stanley & Co. Incorporated and approved by Morgan Stanley & Co.
International Ltd., regulated by the Securities and Futures Authority.  Morgan Stanley & Co. International Limited and/or its affiliates may be providing or
may have provided significant advice or investment services, including investment banking services, for any company mentioned in this report.  The
investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial
position.  Private investors should obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments concerned.

To our readers in Spain: AB Asesores Bursatiles Bolsa SVB, S.A., a Morgan Stanley Dean Witter group company, supervised by the Spanish Securities
Markets Commission (CNMV), hereby states that this document has been written and distributed in accordance with the rules of conduct applicable to
financial research as established under Spanish regulations.

To our readers in Australia: This publication has been issued by Morgan Stanley Dean Witter but is being distributed in Australia by Morgan Stanley Dean
Witter Australia Limited A.C.N. 003 734 576, a licensed dealer, which accepts responsibility for its contents.  Any person receiving this report and wishing
to effect transactions in any security discussed in it may wish to do so with an authorized representative of Morgan Stanley Dean Witter Australia Limited.

To our readers in Canada:  This publication has been prepared by Morgan Stanley Dean Witter and is being made available in certain provinces of Canada
by Morgan Stanley Canada Limited.  Morgan Stanley Canada Limited has approved of, and has agreed to take responsibility for, the contents of this
information in Canada.

This publication is disseminated in Japan by Morgan Stanley Dean Witter Japan Limited and in Singapore by Morgan Stanley Dean Witter Asia (Singapore)
Pte.
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