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Investment Thesis

e Linc has presence across all stationery categories with over 2,000 products.
Linc outsources world-class products from marquee international brands like
Uni: Global brand from Mitsubishi Pencil Co. Ltd, Japan. Uni enjoys a
presence across all categories of writing instruments like roller pen, gel pen
and ball pen. Deli: Asia’s largest stationery giant.

Linc has a capacity addition plan with a Capex of Rs. 50 Cr in its Gujarat
facility by putting up an additional facility adjacent to its existing factory.
While the basic infrastructure has been created to double its capacity to 20
lakh pens per day, equipment will be added in modular fashion in sync with
the demand needs.

Linc has formed a subsidiary — Morris Linc Ltd. with Morris, a global writing
instrument and stationery player based out of South Korea, with an aim to
manufacture co-branded pens in India having a strong export opportunity.
The company has a robust distribution reach across 5 lakh outlets (which was
just 65,000 three years ago) growing at a fast pace. Linc also exports to
around 40 countries having a strong presence in Southeast Asia, Africa, the
Middle East, Brazil and Russia. Besides this, the company is also looking to
increase its e-commerce sales (currently e-commerce sales are around 3%
of total revenue).

Linc has a vast product portfolio and is further aiming to expand this by
launching three new products under the Pentonic poritfolio this year. The Deli
brand is expected to achieve a topline of ~Rs. 75 Cr by FY25. Pentonic sales
confinue to grow, with its share increasing to over 36%. The company's
highest margins are in the Pentonic brand, followed by Uni-Ball and Deli
brands.

The Pentonic brand was the biggest growth driver of Linc's overall
performance in the previous Financial Year generating a revenue of Rs. 143
Cr which accounted for a lion’s share of 30% of total revenues as of FY23.
During the year under review, Pentonic was responsible for 63% of the
company'srevenue growth; the brand accounted for 15% of the company’s
exports.

Financials

e Revenue grew strongly by 37.1% to Rs. 486 Cr as compared to Rs. 354 Cr
during the preceding year. The PAT was af Rs. 37 Cr as compared to Rs. 8 Cr
in the previous year, a huge jump of 360%.

Particulars FY20 FY21 FY22 FY23 FY24E
Revenue (Rsin Crs) 393 257 355 487 604
EBITDA (Rs in Crs) 4] 11 25 65 85
Adj. PAT (Rs in Crs) 19 0 8 37 42
Adj. EPS (Rs.) 12.94 0.03 5.47 25.15 28.37
PE Multiple (x) 54x | 23433x 129x 28x 25x
ROE (%) 16% 0% 6% 23% 26%
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Stock Data

Market Cap (Rs. Crs) 1,046
Market Cap ($ Mn) 126
Shares O/S (in Mn) 14.9
Avg. Volume (3 month) 29,399
52-Week Range (Rs.) 810/244

Shareholding Pattern
Promoters 59.28 %
FIIs 0.94 %
Institutions 0.00 %
Others (incl. body corporate) 39.78 %

Div Yield 0.71%
TTM PE 26.6x
ROE 23.50 %

TTM EPS (Rs.) 27.17 /-

Stock Performance

Performance (%) M 6M 1Yr
ABSOLUTE (1%) 40.2% 150.3%
NIFTYFMCG (0.8%) 27% 132%
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e The robust revenue growth was due fo increase in share of Pentonic revenue
to ~30%, along with price increase of Linc Pens during the year, the Gross Graphs & Charts
Profit Margin expanded to 31.2% (740bps growth YoY).
e The Gross profit witnessed a strong growth up by 80%, while the overheads
grew only by 44%, thus indicating a robust operating leverage, which
resulted in a stellar growth in the EBITDA growing by 185% YoY. The EBITDA 500
margin followed on similar lines almost doubling from 7% in FY22 to 13.5% in

N
FY23. 400 <
e« Consequently, the PAT achieved highest growth at Rs. 37 Cr (up by more 300
than 4x YoY) and PAT margin at 7.6% (2.6% in FY22).
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Key Business Highlights 10

e Linc provides one of the widest product portfolios in the industry - gel pens, ball 0
pens, fountain pens, markers, mechanical pencils, files and folders, providing a FY19 FY20 FY21 FY22 FY23
range of branded products marketed under the following brands - Linc, Lincplus,
Pentonic, Uniball, Deli and Markline. . .
e Pentonic brand was introduced in FY19 as a minimalistic yet contemporary pen, Figure 2: EBITDA & EBITDA Margin Trend
known for its aesthetics as well as writing smoothness. Positioned at Rs. 10 + 70 14%
segment, Pentonic’'s GPM is ~ 42%. Increase in share of Penfonic in total revenue 13%

600

lead to higher GPM atf the company level. Pentonic pen volume increased by 60 12%

over 53%. 50 10% 10%
e Linc plans fo increase its existing capacity at Gujarat from 10 lacs pen per day 20 8%

to 15 lacs pen per day in FY'25 & to 20 lacs pen per day subsequently, having a 7% 7%

revenue potential of ~15,000 lacs at full capacity. 30 6%
e The companies exports surged by 34% from Rs. 75.6 Cr to Rs. 101.4 Cr, thus 20 27 4% 29%

widening their infernational presence, and acquiring new clienfs in

Argentina, Saudi Arabia, Kuwait, Bhutan and Sri Lanka. 10 2%

¢ The distribution has expanded from stationary stores to large format outlets 0 0%

and kiranas. The distribution reach grew from 2.41 lakh to 5 lakhs in two years. FY19  FY20  FY21  FY22  FY23

. I EBITDA == EB|TDAM
Valuation

Linc is currently tfrading at Rs. 703 which is at ~13% discount from its 52-week High . ] .
of Rs. 810. It currently commands a PE of 25.9x against a 5-Yr Median PE of 33.1x. Flgure. 3: Ifroduct Segment-wise Revenue
The company trades at a discount to its industry PE of 38.9x, which indicate | L&uleleliis (0 R0 B EA))

huge scope for growth given its strong distribution presence in Indian and

global markets, industry tailwinds with rising literacy rates, increasing

educational spends and tremendous growth in the education industry.

We are ascribing a BUY rating for Linc with a Target Price of Rs. 908, translating = Pentonic

in an upside of 29%. ® Linc & Others

= Uni-Ball
Risk & Concern

e The company faces a raw material risk as more than 50% of its raw material
is a crude derivative, hence, any rise in prices will hamper the costs and
affect the margins.

e Seasonality remains to be one of the major risks for the company, with Q4

being the strongest quarter due to inventory buildup for upcoming . . x
academic season. Figure 4: Region-wise Revenue (FY23)

» Another risk which lingers on is of increasing digitization wherein the usage
of pens and paper may reduce, but this has been unaffecting to the
company so far.
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