
 
    

 

 

Company Description:  Funko, Inc. is a Pop Culture based consumer discretionary firm, creating 
and distributing licensed products with the belief that everyone is a fan some something. Funko 
currently holds over 130 licenses to produce Figures, Bags and Accessories, Plush products, Apparel, 
Homewares, and Consumables.  

 

BUY 
Current Price:              $18.84 
Target Price:              $23.87 
Market Cap:              910.4M 
Revenue Growth LTM:           29.5% 
Gross Profit Margin FY’17:     38.5% 
Gross Profit Margin LTM:      39% 
EBITA Margin:                       16% 
ROIC:                                     2.14 
ROIC/WACC:                        .75 
Growth in Sales/Property:      5% 
 
 

  
 

 
 

Thesis: Funko, Inc. is well positioned for growth 

over the next several years. Not only have they 
historically seen growth in revenue and improving 
margins, but they are actively working to expand 
their market, from geographically to their mix for 
products and properties. These expansions not only 
add value for the consumer but also to the investor.   
  
 
 
 
 
 
 

Catalysts: Forward looking projections that call 

for positive/negative outlook that will strengthen 
your thesis. Example: 

 Working Closely with Distributors as Pop 
Culture Experts to create products that drive 
sales and traffic, increasing shelf space and 
improving location   

 Video and new original content will diversify 
revenue streams and decrease overall royalty 
payments, reducing costs and improving 
EBITA margins 

 Expansion of International Market with 
acquisition of Underground Toys Limited 

 Strong growth in current properties and a 
growing portfolio of popular brands 
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Earnings Performance: 
For Q2FY18, FNKO 

increased net sales to $138.7 

million. Sales of their most popular 

figurine products, which accounts 

for approximately 83% of revenue, 

increased from $87,649 in Q2FY17 

to $114,499, a 30.6% increase. 

Sales in other categories saw as 

41.7% increase in revenue, 

bringing the total revenue increase 

to 32.4% YOY for Q2. Gross margin also increased by 1.2%, bringing it to 38.2%. SG&A costs increased 33% 

due to business growth linked to the acquisition of Underground Toys, Loungefly, and Funko Animation 

studios. SG&A is also impacted by royalty payments which range from 10%-15% based on the property. As 

different properties have different royalty payments, the mix of products sold impacts the overall cost of 

royalties as compared to sales. CEO Brian Mariotti characterized the results as “The strong top-line momentum 

we experienced to start the year carried into the second quarter.” This momentum will be paramount as Funko 

actively grows their portfolio and business opportunities with retailers and new markets. For the second quarter, 

number of active properties 

increased 26%. Sales per active 

property increased 5%. 

 

 

Relationship with 

Retailers: Funko has a 

retail presence in over 25,000 

stores worldwide, including 

Hot Topic, Target, Game 

Stop, Amazon, and more. 

Many retailers expanded shelf space for Funko products, helping US sales increase 33%. Retailers are moving 

Funko beyond the toy department, giving Funko not only more shelf space and visibility, but also a product 

placement advantage.  
Adding Funko to the Entertainment department of stores such as Target and Walmart separates 

Funko’s figures and other products from toys and makes them seem more collectable. This move fits with the 

average age of Funko’s consumer, which is 35 years old. Of Funko’s consumer base, 36% are considered 

‘Collectors’, making the move to the entertainment department more natural. The migration has seen success 

at Target over the past few years and is currently being implemented at Walmart. Some products which  are 



 
    

 

considered more appropriate for the toy department, such as the Five 

Nights at Freddy’s products based on the popular video game, will 

remain in the toy department. 

Funko’s reputation as pop culture experts allow them the ability 

to work directly will retailers to create products to serve their particular 

needs. Offering exclusive products for certain retail outlets not only 

drives sales to the retailer, but also drive engagement and recognition for 

the Funko brand as store will prominently display and advertise exclusive 

products, driving sales for both entities.  

In FY2017, no retailer made up of 10% of Funko’s sales. Sales 

through third party ecommerce sites have increased 75% for the year as 

of Q2FY18.  Funko is not largely dependent on any one retailer, giving 

them superior bargaining power to competitors. Funko is also looking 

on increasing it’s direct to consumer sales, which will improve margins 

and decrease dependence on retailers.  

 

 

Original Content and Video: 

Funko Animation Studio is an integral component of their sales growth plan. Funko has found that 

preorders will increase about 3x if there is a video linked to the new product, with social media engagement 

increasing by 5x. In 2017, Funko’s video shorts had 40 million views, growing to over 90 million so far for 

2018. Q2FY18 had 54 million views alone.  

With Funko Animation Studio, 

Funko has the opportunity to create 

it’s own original content, similar to 

Lego’s popular Ninjago series. 

Wetmore Forest is Funko’s first 

attempt into its own, original 

creations not based on licensed 

products. Currently there is a short 

teaser trailer as well as a desktop 

game, along with a product line of the 

inhabitance of the Wetmore Forest, 

including Pop! Figurines, stuffed 

animals, and digital collectables.  

Original content will give Funko additional sources of revenue from the media directly, as well as the 

option to keep exclusive rights to the licenses for any products. This will also increase margins, as there will 

not be royalties, which make up an average of 15% of revenue.  Royalties as a percent of sales often fluctuate 

from year to year based on the mix of properties sold for the year. As discussed earlier, Funko is seeing 

success with it’s current animated shorts. 

  



 
    

 

International Expansion: 

Funko is focusing expanding sales 

outside of the United States. In Q2FY18, 

international sales increased 32%. There has 

been a 93% increase in European sales alone. 

Underground Toys was been Funko’s European 

distributor for the two years prior to the 

acquisition. Underground Toys originates and 

manufactures toys and other entertainment 

products. Managing Director of EMEA for 

Funko Andy Oddie said, “Funko and 

Underground Toys Limited are a natural fit 

given our shared commitment to high-quality, 

stylized pop culture products and we see great 

opportunities to create compelling cross-

category pop culture offerings by leveraging our combined skills and experience.” 

 In 2016, international sales accounted for 20% of revenue. In 2017 that number increased to 27.1% of 

revenue. This growth compaired with the accisition of Underground Toys represents Funko’s commitment to 

international growth and expansion. Funko is also working on its ecommerce distribution, which will improve 

access to Funko products. Direct to consumer sales, including those directly from internet sale (excluding 

third-party online retailers) accounted for 6% of sales in 2017, but Funko has stated that they intend to grow 

their direct to consumer sales in the future. This will increase margins and allow geographic regions that 

previously have not had retail access to Funko products. And as we will talk about next, the addition of 

properties with global appeal will also help build an international audience.   

 

Growth in New and Existing Properties 

(Mention turn around and low 

development costs): 

FNKO’s success is based on their ability to identify 

popular franchises and obtain the rights to create strong 

product lines that fit both the demands of the consumer and 

the needs of the property. In July 2018, Funko announced 

two major properties being added to its catalogue that will 

help to boost short/midterm sales and long-term sales, 

respectively.  

The first property Funko is adding is Epic Game’s 

Fortnight. One of the biggest games of the year, Fortnite saw 78.3 million gamers play in August 2018, with 

over 60% under the age of 24. While Hasbro also holds the rights to create Fortnite products, Hasbro’s main 

products seem to be their Official Nerf Fortnite themed blasters and the Monopoly: Fortnite Edition game. 



 
    

 

Funko’s products will be featured in their iconic Pop! Figures, 5 Star figures, Pint Size Heroes, Vinyl, 

keychains, and POP! Apparel product lines. 

The second major property added to Funko’s 

catalogue was Pokémon. Funko and Pokémon 

launched their first Pikachu figure in July exclusively at 

Target. Vice President of marketing at The Pokémon 

Company International stated, “Pokémon is always 

looking for the best ways to deliver its popular 

characters to its fans and the timing is perfect to team 

up with Funko.” Currently, Funko’s sales consist of 

45% Evergreen products. Evergreen title are those that 

are not directly linked to new releases, such as Harry Potter, Classic Disney, and more. While Funko does rely 

on the strength of pop culture events from year to year, including theatrical (21% of sales) and television 

releases (18% of sales), the mix of evergreen titles as almost half of sales helps mitigate the risk of weak pop 

culture title releases. Title like Pokémon also hold international appeal, helping reach audiences and grow sales 

beyond the United States. 2018 will only see limited distribution of the Pokémon property, with increased 

rollout in 2019. Both new licenses will be in production by Q3FY18 and Fortnite will be in full production by 

Q4.  

 In Q2FY18, Funko increased its number of active properties 26% to 510 properties. Not only did the 

number of active properties increase, but so did the sales within current properties. Active properties saw and 

average net sales increase of 5% in Q2, showing that sales are increasing  

 

Conclusion:  

Funko is taking active steps to aggressively expand its business.  Funko’s strong relationship with 

retailers affords them more shelf space as well as unique position in respects to similar products. Funko also 

has plans to improve it’s ecommerce and direct-to-consumer sales, not only increasing revenue but improving 

margins as well. With video driving sales and new, original content expanding revenue opportunities, Funko 

has only just tapped into the power of the media industry and has more to explore, leading to higher sales and 

improved margins. Opportunities in new markets and properties gives Funko the chance to expand their 

business and increase sales. Overall, Funko’s value lies in both its expansion ability and its opportunity to 

increase margins.   

 

 

 

 



 
    

 

 


