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PRESENTATION	

Operator	

Good	morning.	My	name	is	Tashawn	(phon),	and	I	will	be	your	conference	Operator	today.	

At	 this	 time,	 I’d	 like	 to	 welcome	 everyone	 to	 the	 Spin	 Master	 Second	 Quarter	 2017	 Earnings	

Conference	Call.	All	lines	have	been	placed	on	mute	to	prevent	any	background	noise.	

After	the	speakers’	remarks,	there	will	be	a	question-and-answer	session.	 If	you’d	 like	to	

ask	 a	 question	 during	 this	 time	 simply	 press	 *,	 then	 the	 number	 1	 on	 your	 telephone	 keypad.	 If	

you’d	like	to	withdraw	your	question,	please	press	the	#	key.	Thank	you.	

Mr.	Segal,	you	may	begin	your	conference.	

Mark	Segal	—	Chief	Financial	Officer,	Spin	Master	Corp.	

Thank	 you,	Operator.	 Good	morning,	 everyone,	 and	welcome	 to	 Spin	Master’s	 financial	

results	conference	call	for	the	second	quarter	ended	June	30,	2017.	My	name	is	Mark	Segal,	and	I	

am	Spin	Master’s	Chief	Financial	Officer.	I	am	joined	this	morning	by	Ben	Gadbois,	Global	President	

and	Chief	Operating	Officer.	

Following	our	formal	remarks,	we	will	open	up	the	lines	for	your	questions.	

For	your	convenience,	the	press	release	containing	our	second	quarter	financial	results	is	

available	on	the	Investor	Relations	section	of	our	website	at	www.spinmaster.com,	as	are	our	Q2,	

MD&A,	and	financial	statements.	This	information	is	also	available	on	SEDAR.	
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Before	we	 start,	 please	note	 that	 remarks	 on	 this	 conference	 call	may	 contain	 forward-

looking	statements	about	Spin	Master’s	current	and	future	plans,	expectations,	 intentions,	results,	

levels	of	activity,	performance,	goals,	or	achievements,	or	any	other	future	events	or	developments.	

Forward-looking	statements	are	based	on	information	currently	available	to	management,	

and	 on	 estimates	 and	 assumptions	 made	 based	 on	 factors	 that	 management	 believes	 are	

appropriate	 and	 reasonable	 in	 the	 circumstances.	However,	 there	 can	be	no	 assurance	 that	 such	

estimates	and	assumptions	will	prove	to	be	correct.	

Many	 factors	 could	 cause	 actual	 results	 to	 differ	 materially	 from	 those	 expressed	 or	

implied	 by	 the	 forward-looking	 statements.	 As	 a	 result,	 Spin	 Master	 cannot	 guarantee	 that	 any	

forward-looking	statement	will	materialize,	and	you	are	cautioned	not	 to	place	undue	reliance	on	

these	forward-looking	statements.	

Except	as	may	be	required	by	law,	Spin	Master	has	no	obligation	to	update	or	revise	any	

forward-looking	statement,	whether	because	of	new	information,	future	events,	or	otherwise.	For	

additional	 information	 on	 these	 assumptions	 and	 risks,	 please	 consult	 the	 cautionary	 statement	

regarding	forward-looking	information	contained	in	the	Company’s	earnings	release	dated	August	1,	

2017.	

Please	note	that	Spin	Master	reports	in	US	dollars,	and	all	dollar	amounts	to	be	expressed	

today	are	in	US	currency,	unless	otherwise	stated.	
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Yesterday	we	reported	our	financial	results	for	the	second	quarter	ended	June	30,	2017.	I	

will	begin	the	call	with	some	highlights	of	the	quarter,	followed	by	a	detailed	review	of	our	financial	

results,	including	our	outlook	for	the	balance	of	2017.	I	will	then	turn	it	over	to	Ben	to	discuss	our	

strategic	and	operational	results.	

Overall,	 we	 are	 tremendously	 pleased	 with	 our	 performance	 in	 the	 second	 quarter.	 To	

start,	I	want	to	highlight	a	few	key	events	in	the	quarter.	

On	April	28th,	Spin	Master	acquired	certain	assets	of	Marbles—a	leader	in	brain-building	

and	 high-quality	 games—for	 $4.7	 million,	 which	 was	 paid	 in	 Q1	 and	 funded	 from	 existing	 cash	

resources.	The	 total	 cash	consideration	 for	Marbles	was	approximately	$6	million,	as	we	 incurred	

approximately	 1.2	million	 in	 transaction-related	 costs.	Marbles	 will	 be	 reported	 in	 the	 Activities,	

Games	&	Puzzles	and	Fun	Furniture	business	segment.	

On	 May	 24th,	 the	 three	 founders	 of	 Spin	 Master	 completed	 a	 public	 offering	 of	

approximately	3.7	million	subordinate	voting	shares	of	the	Company	at	a	price	of	C$40.75	per	share	

for	 gross	 proceeds	 to	 the	 founders	 of	 approximately	 C$150	 million.	 The	 founders	 remain	 fully	

committed	to	Spin	Master	and	its	long-term	success	and	are	active	in	all	aspects	of	the	business.	

After	the	quarter	end	on	July	28th,	we	acquired	the	outdoor	sports	toy	assets	of	Aerobie,	a	

leading	producer	of	outdoor	flying	discs	and	sports	toys.	We	did	not,	to	be	clear,	acquire	their	coffee	

business.	 Aerobie	 was	 founded	 in	 Palo	 Alto,	 California	 in	 1984,	 and	 their	 outdoor	 products’	
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exceptional	performance	has	been	widely	recognized.	The	purchase	price	of	the	outdoor	toys	asset	

was	satisfied	by	10.65	million	in	cash	and	was	financed	from	internal	resources.	

We	will	also	pay	a	small	royalty	on	sales	for	three	years	following	the	close.	

Aerobie’s	 annual	 gross	 sales	 have	 historically	 been	 in	 the	 5	million	 to	 $6	million	 range.	

Aerobie’s	 gross	 margins	 are	 similar	 to	 Spin	 Master’s.	 Sales	 of	 the	 Aerobie	 product	 line	 will	 be	

reported	in	our	Outdoor	business	segment.	We	expect	to	be	able	to	grow	Aerobie	annual	sales	to	

the	10	million	to	$11	million	range	in	the	next	12	to	24	months.	

As	 Ben	 will	 discuss	 later,	 profitability	 will	 be	 attractive	 once	 growth	 initiatives	 are	

implemented	by	significantly	reducing	Aerobie’s	operating	expenses	using	both	Swimways	and	Spin	

Master’s	existing	global	infrastructure.	We	do	not	expect	Aerobie	to	have	a	significant	impact	on	our	

profits	this	year,	but	that	it	will	be	modestly	accretive	to	our	2018	earnings.	

Turning	 now	 to	 our	 results.	 In	 Q2	 2017,	 our	 revenues	 increased	 54.2	 percent	 from	 last	

year,	 growing	 from	 179.4	 million	 to	 276.7	 million.	 Revenue	 growth	 was	 driven	 by	 Hatchimals,	

Hatchimals	Colleggtibles,	PAW	Patrol,	and	Swimways.	Excluding	Swimways,	revenue	increased	37.4	

percent.	

FX	 headwinds	 reduced	 overall	 revenue	 by	 $2.9	 million.	 In	 constant	 currency	 terms,	

revenue	increased	by	55.9	percent	compared	to	2016.	

Q2	2017	gross	product	sales	increased	52.2	percent	to	283.2	million	from	186	million	last	

year.	Excluding	Swimways,	gross	product	sales	increased	35	percent.	
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On	a	geographic	basis,	Spin	Master’s	global	platform	drove	gross	product	sales	increases	of	

60	 percent	 in	 North	 America,	 32	 percent	 in	 Europe,	 and	 42	 percent	 in	 the	 rest	 of	 the	 world.	

Combined,	international	gross	product	sales	were	31	percent	in	the	quarter	compared	to	34	percent	

last	year.	

The	decline	was	due	 to	 Swimways	 gross	product	 sales—which	 are	predominantly	 in	 the	

US—being	included	in	the	current	quarter,	but	not	in	the	comparable	quarter	in	2016.	

Other	 revenue,	which	primarily	 reflects	merchandising	 royalty	and	television	distribution	

income	from	products	marketed	by	third	parties	using	Spin	Master’s	 intellectual	property	and	app	

revenue,	increased	42.2	percent	from	12.4	million	in	Q2	last	year	to	17.6	million	this	quarter.	

Sales	 allowances	 as	 a	 percentage	 of	 gross	 product	 sales	 decreased	 to	 8.5	 percent	 this	

quarter	from	10.2	percent	last	year.	

Our	gross	profit	 for	Q2	 increased	 to	141.4	million,	 representing	51.1	percent	of	 revenue	

compared	with	91.6	million,	with	margins	flat	at	51.1	percent.	The	steady	gross	margin	rate	reflects	

higher	sales	of	owned-IP	products	and	reduced	sales	allowances,	offset	by	the	sales	of	lower	gross	

margin	products	from	Swimways	and	foreign	exchange.	

As	a	reminder,	Swimways	is	a	lower	gross	margin	business	compared	to	Spin	Master,	but	

also	has	the	benefit	of	lower	selling,	marketing,	and	administration	costs.	This	is	true	for	Cardinal	as	

well.	
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Excluding	Swimways,	gross	margin	for	the	quarter	was	52.9	percent	of	revenue	compared	

to	51.1	percent	last	year,	which	indicates	the	underlying	health	of	our	business.	

Total	 SG&A	 expenses	 for	 Q2,	 excluding	 share-based	 compensation	 expenses,	 were	 109	

million,	 up	 47.3	 percent	 from	 74	 million	 last	 year.	 The	 increase	 in	 dollar	 terms	 was	 driven	 by	

investment	 in	marketing	 initiatives,	 increased	warehousing	 costs	 as	 a	 result	 of	 growing	 domestic	

business,	and	the	inclusion	of	Swimways’	expenses,	which	were	not	included	in	Q2	2016.	

SG&A,	 excluding	 share-based	 compensation	 expenses,	 represented	 39.4	 percent	 of	

revenue	compared	to	41.3	percent	last	year,	highlighting	an	increase	in	our	operating	leverage.	

Within	SG&A,	marketing	expenses	represented	7.4	percent	of	revenue	compared	with	6.8	

percent	last	year.	The	increase	was	attributable	to	Easter	falling	into	Q2	this	year	compared	to	Q1	

last	 year,	 with	 the	 additional	 spend	 primarily	 supporting	 the	 launch	 of	 Hatchimals	 Colleggtibles,	

Swimways,	and	the	PAW	Patrol	Road	Tour.	

Product	development	expenses	were	1.6	percent	of	 revenue	compared	with	2.8	percent	

last	 year,	 primarily	 due	 to	 the	 timing	 of	 projects	 within	 the	 Remote	 Control	 and	 Interactive	

Characters	business	segment.	

Selling	expenses	represented	6.6	percent	of	revenue	compared	to	7.6	last	year,	reflecting	

the	higher	proportion	of	sales	related	to	owned-IP	products	in	this	quarter.	

Distribution	expenses	were	3.9	percent	of	 revenue	compared	with	3.6	percent	 last	year.	

The	slight	increase	is	attributable	to	our	growing	domestic	business,	primarily	in	Europe.	
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Admin	 expenses	 represented	 20.9	 percent	 of	 revenue	 versus	 24.4	 percent	 last	 year.	

Excluding	the	impact	of	share-based	compensation	expenses,	admin	expenses	were	19.9	percent	of	

revenue	compared	with	20.5	percent	in	2016,	reflecting	increased	operating	leverage.	

This	resulted	in	net	income	of	22.1	million,	or	$0.22	per	share	for	the	quarter,	which	was	

significantly	 higher	 than	net	 income	 for	Q2	2016	of	 3.6	million,	 or	 $0.04	per	 share.	Adjusted	net	

income	 for	 the	 quarter	was	 22.2	million,	 or	 $0.22	 per	 share,	 almost	 double	 2016’s	 level	 of	 11.7	

million,	or	$0.12	per	share.	

Adjusted	EBITDA	for	Q2	increased	72.3	percent	to	43.7	million	from	25.4	million	last	year.	

Adjusted	 EBITDA	 margins	 increased	 to	 15.8	 percent	 compared	 with	 14.2	 percent	 last	 year.	 The	

increase	was	due	in	part	to	lower	product	development	costs,	lower	selling	expenses,	and	improved	

operating	leverage,	partially	offset	by	higher	marketing	and	warehousing	and	distribution	costs.	

Before	 I	begin	the	business	segment	discussion,	 I	wanted	to	remind	you	that	this	will	be	

the	 last	 quarter	 for	 which	 we	 break	 out	 Swimways’	 results.	 As	 you	 may	 recall,	 Swimways	 was	

acquired	in	early	Q3	2016,	and	our	results	for	next	quarter	will	be	on	a	comparable	basis.	

Looking	at	our	business	 segments	 for	Q2,	gross	product	 sales	 in	 the	Activities,	Games	&	

Puzzles	 and	 Fun	 Furniture	 segment	 increased	 8	 percent	 to	 57.8	 million,	 primarily	 due	 to	 steady	

growth	in	Cardinal,	Etch	A	Sketch,	and	Kinetic	Rock,	which	offset	declines	in	Kinetic	Sand	and	Kinetic	

Foam.	
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In	 the	Remote	Control	and	 Interactive	Character	 segment,	 gross	product	 sales	 increased	

311	percent	to	$84	million,	driven	by	the	ongoing	success	of	Hatchimals,	Hatchimals	Colleggtibles,	

and	Zoomer	Zupps,	which	offset	declines	in	Air	Hogs.	

Gross	product	sales	in	the	Boys	Action	and	High-Tech	Construction	segment	decreased	53	

percent	to	$17.6	million,	primarily	due	to	the	decline	in	Secret	Life	of	Pets	and	Angry	Birds	licensed	

products,	 partially	 offset	 by	 an	 increase	 in	 sales	 of	 Meccano,	 Tech	 Deck,	 and	 Pirates	 of	 the	

Caribbean	licensed	products.	

In	 the	 Pre-School	 and	 Girls	 segment,	 gross	 product	 sales	 increased	 21	 percent	 to	 90.2	

million	driven	by	PAW	Patrol,	offset	by	declines	in	Brightlings	and	Little	Charmers.	

In	the	Outdoor	segment,	we	generated	$33.6	million	 in	gross	product	sales,	mostly	 from	

sales	of	Swimways’	group	brands.	

Free	 cash	 flow	 was	 24.8	 million	 in	 Q2	 compared	 to	 negative	 11	 million	 last	 year.	 The	

increase	is	primarily	attributable	to	an	increase	in	cash	from	operating	activities,	partially	offset	by	

higher	internally	developed	television	show	production	spend.	

I	also	want	to	remind	you	that	in	Q2	2016,	we	paid	C$15.5	million	to	the	Canada	Revenue	

Agency	to	settle	a	long	outstanding	tax	matter.	

Net	working	capital	for	Q2	as	a	percentage	of	revenue	increased	from	8.7	percent	of	LTM	

sales	 in	2016	to	10.8	percent	of	LTM	sales	 in	2017.	This	was	due	primarily	to	an	 increase	 in	trade	

and	other	receivables	and	Swimways	working	capital,	which	was	not	included	at	Q2	2016.	
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Other	receivables	continued	to	grow	faster	than	revenue,	and	increased	year	over	year	by	

approximately	 $28	 million,	 driven	 by	 eligible	 tax	 credits	 on	 our	 entertainment	 television	 show	

production	spend,	which	is	typically	collectible	on	a	longer	cycle	than	trade	receivables.	

Briefly	 turning	 now	 to	 the	 six	 months	 ended	 June	 30,	 2017,	 Spin	 Master	 generated	

revenue	 of	 504.4	million,	 an	 increase	 of	 47.9	 percent	 from	 341.1	million	 in	 2016.	 Excluding	 the	

acquisition	of	Swimways,	year-to-date	revenue	increased	29.1	percent	to	440.3	million.	

In	constant	currency	terms,	revenue	increased	by	49.6	percent	year	to	date	relative	to	the	

comparable	period	in	2016.	Gross	product	sales	increased	42.4	percent	to	512.3	million	from	359.8	

million	last	year.	Excluding	the	acquisition	of	Swimways,	gross	product	sales	increased	23.5	percent	

to	444.3	million.	

On	a	geographic	basis,	gross	product	sales	 increased	by	47	percent	 in	North	America,	36	

percent	 in	 Europe,	 and	 30	 percent	 in	 the	 rest	 of	 the	world.	 Year-to-date	 combined	 international	

gross	product	sales	were	32	percent	compared	to	34	percent	last	year.	The	decline	was	due	to	the	

inclusion	of	Swimways	gross	product	sales,	which	are	predominantly	in	the	US	being	included	in	the	

year-to-date	results,	but	not	in	the	comparable	period	in	2016.	

Year-to-date	gross	profit	increased	to	254.7	million,	or	50.5	percent	of	revenue,	compared	

with	 177	 million,	 or	 51.9	 percent	 in	 2016.	 The	 slight	 reduction	 in	 gross	 margin	 was	 primarily	

attributable	 to	 acquisition-related	 product	mix	 and	 foreign	 exchange.	 This	was	 partially	 offset	 by	

higher	licensing	and	merchandising	revenues	and	lower	sales	allowances.	



 

 12 

"Though CNW Group has used commercially reasonable efforts to produce this transcript, it does not represent or warrant that this transcript 
is error-free. CNW Group will not be responsible for any direct, indirect, incidental, special, consequential, loss of profits or other damages or 
liabilities which may arise out of or result from any use made of this transcript or any error contained therein." 

« Bien que CNW Telbec ait fait tous les efforts possibles pour produire cet audioscript, la société ne peut affirmer ou garantir qu’il ne 
contient aucune erreur. CNW Telbec ne peut être tenue responsable de pertes ou profits, responsabilités ou dommages causés par ou 
découlant directement, indirectement, accidentellement ou corrélativement à l’utilisation de ce texte ou toute erreur qu’il contiendrait. » 

FINAL TRANSCRIPT 

August 2, 2017 — 9:30 a.m. E.T. 
Spin Master Corp. Second Quarter 2017 Earnings Conference Call 

Excluding	 Swimways,	 year-to-date	 2017	 gross	 margin	 was	 53.1	 percent	 of	 revenue,	 an	

increase	of	1.2	percent	over	2016.	

Looking	at	SG&A	for	the	first	half	of	2017,	which	would	net	out	the	impact	of	the	timing	of	

Easter,	marketing	expenses	were	6.4	percent	of	revenue	compared	to	7.7	percent	in	2016.	This	is	a	

function	of	sales	coming	in	higher	than	expected.	

Year-to-date	 2017	 adjusted	 EBITDA	 increased	 to	 74.5	 million,	 up	 51	 percent	 from	 49.4	

million	in	2016.	Year-to-date	adjusted	EBITDA	margins	increased	slightly	to	14.8	percent	from	14.5	

percent	in	2016,	reflecting	lower	selling,	marketing,	and	product	development	spend,	and	continued	

positive	operating	leverage,	partially	offset	by	lower	gross	margins	and	higher	warehousing	spend.	

Year	to	date,	free	cash	flow	was	29.8	million	compared	to	5.3	million	for	the	same	period	

in	2016,	driven	by	higher	net	income,	partially	offset	by	increased	TV	show	production	spend.	

I	will	conclude	now	with	our	outlook	for	2017.	For	the	full	year	2017,	excluding	Swimways,	

Spin	 Master	 now	 expects	 organic	 gross	 product	 sales	 growth	 to	 be	 higher	 than	 the	 guidance	

provided	in	connection	with	the	release	of	Q1	2017	results	in	May	2017,	with	organic	gross	product	

sales	growth	now	expected	to	grow	in	the	mid-20	percent	range	relative	to	2016.	

Previous	 guidance	 provided	 expected	 organic	 gross	 product	 sales	 growth	 to	 be	 at	 the	

upper	end	of	the	Company’s	mid	to	high	single-digit	long-term	growth	target	range.	
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Including	Swimways,	 Spin	Master	now	expects	gross	product	 sales	growth	 in	 the	 low	30	

percent	range	compared	to	2016.	Previous	guidance	provided	expected	gross	product	sales	growth	

in	the	low	teens	compared	to	2016.	

Given	the	increase	in	guidance	for	2017,	I	want	to	remind	you	that	over	the	long	term	we	

continue	to	expect	our	organic	gross	product	sales	growth	rate	to	converge	towards	our	long-term	

target	of	mid	to	high	single-digit	growth.	

Sales	seasonality	for	2017	is	expected	to	be	consistent	with	prior	years.	Adjusted	EBITDA	

margins	are	also	expected	to	increase	compared	with	prior	guidance.	

Including	Swimways	and	Toca	Boca,	adjusted	EBITDA	margins	in	2017	are	now	expected	to	

increase	 by	 approximately	 100	 basis	 points	 over	 2016.	 Previous	 guidance	 expect	 that	 adjusted	

EBITDA	margins	for	2017	to	be	in	line	with	2016.	

Please	recall	that	adjusted	EBITDA	margins	are	calculated	as	a	percentage	of	revenue,	and	

not	gross	product	sales.	

I	would	now	like	to	turn	the	call	over	to	Ben	Gadbois.	Ben?	

Ben	Gadbois	—	Global	President	and	Chief	Operating	Officer,	Spin	Master	Corp.	

Thank	 you,	 Mark.	 We	 are	 very	 pleased	 with	 our	 financial	 results	 and	 operating	

performance	this	quarter.	There	were	several	factors	that	influenced	our	exceptional	performance.	I	

will	 walk	 you	 through	 these	 and	 how	 they	 tie	 back	 to	 the	 successful	 execution	 of	 our	 four	 key	
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growth	 strategies,	 which	 are	 to	 innovate,	 grow	 our	 international	 sales,	 create	 successful	 global	

entertainment	properties,	and	identify	and	execute	strategic	acquisitions.	

I	 would	 like	 to	 start	 with	 a	 quick	 note	 about	 the	 industry.	 Although	 the	 toy	 industry	

continues	to	demonstrate	steady	growth,	it	is	at	a	slower	pace	than	what	we	saw	in	2016.	Per	NPD,	

year	to	date	the	US	industry	is	growing	at	a	rate	of	3	percent	per	annum	compared	to	approximately	

5	percent	last	year.	This	is	expected	to	increase	slightly	for	the	second	half	of	the	year.	

As	 Mark	 mentioned	 earlier,	 our	 growth	 for	 2017	 is	 far	 outpacing	 the	 growth	 of	 the	

industry.	Keep	 in	mind,	however,	that	our	US	market	share	 is	only	around	3	to	4	percent	and	our	

international	market	share	 is	 less	than	1	percent,	so	we	have	a	tremendous	amount	of	runway	to	

continue	to	grow.	

Through	our	innovation	strategy	and	our	other	growth	strategy,	our	growth	is	not	directly	

correlated	to	the	industry	growth	rate.	We	closely	monitor	POS	supply	and	demand	because	POS	is	

not	only	an	important	metric	of	brand	health,	but	also	a	key	metric	for	managing	the	Company	and	

our	balance	sheet.	

Overall,	we	are	very	pleased	with	the	way	we	have	managed	our	inventory	during	Q2.	We	

rigorously	measure	beginning	inventory,	shipment	in,	POS,	and	ending	inventory.	

During	 the	 second	 quarter,	 our	 POS	 growth	 was	 in	 line	 with	 our	 shipment	 growth,	

reflecting	positive	consumer	engagement	with	our	product	 line,	while	our	retail	 inventory	 level	 in	

dollars	at	the	end	of	Q2	were	flat	to	barely	up	compared	to	retail	inventory	level	at	the	end	of	Q2	
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2016.	We	are	pleased	with	our	mix	and	overall	inventory	position	at	retail	going	into	Q3,	and	we	are	

focused	on	ensuring	that	inventory	levels	at	retail	remain	healthy,	especially	going	into	our	higher-

volume	quarters.	

From	an	operational	standpoint,	we	have	focused	on	productivity	improvements	that	drive	

cost	reductions	in	products	and	our	supply	chain.	These	include	building	automated	interface	with	

our	logistic	providers,	distribution	centre	consolidation,	and	leveraging	frank	spending.	

We	are	also	concentrating	on	service-level	improvements	tied	to	infrastructure	investment	

we	 already	 made	 in	 Q1	 2017.	 Specifically,	 we	 have	 improved	 availability	 in	 Europe	 to	 our	 key	

retailers	and	distributors	to	our	investment	in	warehousing.	

We	have	also	consolidated	Cardinal	 into	Spin	Master	distribution	centres,	allowing	us	 to	

better	leverage	carrier	appointments	and	maintain	a	standard	Spin	Master	level	of	service.	

At	the	end	of	the	quarter,	we	opened	an	office	in	Vietnam.	The	office	will	provide	support	

to	our	suppliers	based	in	Vietnam	in	the	areas	of	product	development,	quality,	and	supply	chain.	

Overall,	 our	 productivity	 initiatives	 are	 working	 and	 are	 on	 track	 to	 continue	 to	 deliver	 margin	

expansion.	

Our	 first	 growth	 strategy,	 to	 continue	 to	 innovate	 the	 core	 product	 line,	 relies	 on	 our	

ability	 to	 consistently	 infuse	 innovation	 into	 our	 portfolio	 and	 branded	 products.	 For	 the	 year	 to	

date	we	are	very	pleased	with	the	performance	of	our	product	portfolio.	Here	are	a	few	highlights	in	

each	business	segment.	
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In	 the	 Activities,	 Games,	 Puzzles	 and	 Fun	 Furniture	 segment,	 we	 continued	 to	 see	 very	

strong	growth,	especially	in	Europe	with	Cardinal	and	Bunchems.	Cardinal	is	launching	a	new	line	of	

adult	puzzles	that	will	span	all	price	points	and	be	available	across	major	retailers.	

In	 Remote	 Control	 and	 Interactive	 Characters,	 we	 have	 seen	 demand	 for	 Hatchimals	

continue	to	increase	in	2017.	We	have	received	another	US	patent	for	Hatchimals	which	extend	the	

various	 breakout	 mechanisms	 associated	 with	 hatching,	 and	 further	 protects	 our	 intellectual	

property.	

We	launched	Hatchimals	Colleggtibles	this	quarter,	and	the	response	has	been	incredible.	

They	 are	 selling	out	 at	 retail	 around	 the	world.	 Colleggtibles	 have	been	 added	 to	 the	Hatchimals	

licensing	program,	and	we	are	seeing	strong	retail	support	for	Colleggtibles	and	Hatchimals	puzzles	

and	games.	

Since	 Q1,	 we	 have	 further	 expanded	 the	 Hatchimals	 licensing	 program,	 including	

Hatchimals	 Colleggtibles	 to	 30	 North	 American	 licensees,	 and	 we	 have	 partnered	 with	 licensing	

agents	in	Europe,	Australia,	and	other	select	market.	Products	include	backpack,	apparel,	bedding,	

posters,	and	many	more.	Some	of	the	licensed	products	are	already	at	retail,	and	early	data	shows	

strong	sell-through.	

In	Boys	Action	and	High-Tech	Construction,	Meccano	is	growing	in	the	US,	UK,	France,	and	

Australia.	 We	 have	 spent	 the	 past	 few	 years	 reinvigorating	 the	 brand	 while	 staying	 true	 to	 the	

Meccano	heritage.	The	new	designs	on	the	core	line	are	easier	to	build	and	are	driving	POS.	
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We	have	also	delivered	new	 robotics	at	 lower	price	point	with	 the	Micronoids	at	39.99,	

making	this	item	more	accessible	to	consumer.	

Last	week	we	 announced	 a	 global	 10-year	 licence	with	 Feld	 Entertainment	 beginning	 in	

2019	for	Monster	Jam.	Spin	Master	has	been	built	on	the	success	of	our	strategic	partnerships,	and	

we	seek	to	combine	our	strength	and	innovation	with	Monster	Jam	larger-than-life	experiences.	

As	 we	 continue	 to	 diversify	 our	 product	 offering,	 this	 long-term	Monster	 Jam	 licensing	

partnership	will	provide	us	a	significant	recurring	revenue	base,	which	we	will	use	as	a	catalyst	for	

innovation	in	the	die-cast	and	vehicle	categories	and	to	continue	to	grow	internationally.	

We	 recently	 relaunched	 Tech	 Deck	 in	 North	 America,	 and	 we	 are	 pleased	 to	 see	 that	

consumers	have	reengaged	with	the	brand,	as	 indicated	by	strong	growth.	We	are	driving	toward	

relaunching	the	brand	globally	in	2018,	and	plan	to	be	well-positioned	for	the	2020	Olympics,	which	

will	include	skateboarding	as	an	official	sport	for	the	very	first	time.	

In	 Pre-School	 and	 Girls,	 PAW	 Patrol	 product	 continues	 to	 have	 global	 success	 with	

continued	strong	positive	year-over-year	growth.	Year	to	date,	PAW	Patrol	is	ranked	number	one	in	

the	infant,	toddler,	pre-school	toy	super-category,	and	POS	globally	continues	to	grow.	

The	Rusty	Rivets	toy	line	just	launched	exclusively	at	Toys	“R”	Us.	It	combines	an	easy	click	

system	allowing	each	piece	to	work	interchangeably,	encouraging	open-ended	creative	play	in	line	

with	the	ethos	of	the	show.	As	a	reminder,	we	typically	wait	9	to	12	months	from	the	launch	of	a	

pre-school	show	to	introduce	a	toy	line.	
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In	 our	 Outdoor	 segment,	 the	 baby	 and	 adult	 Spring	 Floats	 are	 two	 strongly	 performing	

products,	 and	 we	 are	 positioning	 all	 the	 Swimways	 brands,	 including	 Kelsyus	 and	 Coop,	 for	

international	growth	beginning	in	2018.	

We	are	hard	at	work	on	a	deep	pipeline	across	all	our	business	segments	for	2018	to	2020	

using	our	rolling	36-month	brand	innovation	process.	We	continue	to	feel	positive	with	respect	to	

both	the	large	number	of	projects	and	the	level	of	innovation.	

Our	product	 line	 in	2017	 is	strong	across	all	our	business	segments.	Here	are	key	drivers	

going	 into	 fall:	 Hatchimals	 Colleggtibles,	 an	 exciting	 brand	 extension	 offering	 the	 hatching	

experience	 at	 a	 low	 price	 point	 and	with	 over	 75	 items	 to	 collect;	 a	 new,	 innovative	 Hatchimals	

product	 being	 launched	 on	 our	 second	 annual	 Hatchimals	 Day	 on	October	 6th	 a	 new	 compound	

under	 the	Kinetic	brand	Kinetic	Rock;	Air	Hogs	VR	racing	drones	at	various	price	points	under	 the	

DR1	 licence—the	 DR1	 is	 a	 world-class	 drone	 racing	 organization;	 a	 three-foot	 tall	 PAW	 Patrol	

lookout	 tower	 and	 the	 entire	 Sea	 Patrol	 product	 line;	 Luvabella,	 a	 sophisticated	 doll	 with	

animatronic	 technology	 that	 creates	 a	 real	 life-like	 nurturing	 experience;	 the	 Meccano	 M.A.X.	

Robot,	one	of	our	most	advanced	products	ever,	which	draws	on	advanced	robotic	technology	that	

combines	artificial	intelligence,	learning,	and	customizable	programming;	a	life-sized	version	of	BB-

8,	which	 is	 featured	 in	 the	next	 installment	of	 the	Star	Wars	series,	The	Last	 Jedi,	which	opens	 in	

theatres	 on	December	 15th	 in	most	 countries;	 the	 Etch	A	 Sketch	 Freestyle,	 incorporating	 an	 LCD	
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screen	and	a	 stylus	 for	drawing;	and	 Junior	Etch	A	Sketch	with	a	new	 joystick	 for	easier	drawing,	

making	the	magical	drawing	experience	accessible	to	the	younger	kids.	

Our	second	growth	strategy	is	to	grow	our	international	sales.	As	Mark	mentioned	earlier,	

we	grew	Europe	at	over	35	percent	and	the	rest	of	the	world	at	30	percent	compared	to	2016.	

In	Europe,	Spin	Master	is	one	of	the	fastest-growing	children	entertainment	companies	in	

most	 markets,	 and	 is	 taking	 share	 from	 global	 competitors	 and	 local	 players.	 Increasing	 digital	

marketing	influence	and	channel	diversification	are	having	a	positive	impact	on	our	growth,	and	we	

are	responding	to	those	movements	by	executing	global	digital	campaigns	and	expanding	coverage	

by	our	sales	team.	

The	 brands	 that	 are	 resonating	 particularly	 well	 in	 Europe	 are	 PAW	 Patrol,	 Bunchems,	

Hatchimals,	Zoomer,	Perplexus,	and	Cardinal	games	and	Meccano-licensed	products.	

Our	 decision	 to	 convert	 Central	 Eastern	 Europe	 and	 Australia	 into	 a	 direct	 market	 is	

working	very	well.	Both	are	tracking	ahead	of	launch-year	expectation,	and	the	reaction	by	retailers	

has	been	positive	with	strong	product	placement	for	this	fall.	In	Australia,	we	are	already	the	eighth	

largest	 toy	manufacturer	according	 to	NPD,	despite	only	establishing	our	direct	presence	 there	 in	

January	this	year.	

The	most	 significant	new	 initiative	of	our	 international	 growth	 strategy	 this	quarter	was	

our	 launch	 in	 China.	 We	 are	 leading	 with	 a	 core	 group	 of	 products,	 including	 PAW	 Patrol,	

Hatchimals,	Bunchems,	and	Sew	Cool.	
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PAW	Patrol	is	airing	on	China	Central	Television	Network	every	Saturday	and	Sunday,	four	

episodes	per	day.	We	have	an	e-commerce	distribution	model	with	a	dedicated	storefront	on	Tmall	

Alibaba,	as	well	as	a	distributor	who	handles	select	brick-and-mortar	retail	relationships.	

We	are	focused	on	growing	our	business	in	China	with	existing	e-commerce	and	physical	

distributors,	 as	 well	 as	 continue	 to	 broaden	 our	 distribution.	 So	 far	 the	 show	 is	 running—is	

resonating	 very	well	with	 viewer,	 and	while	 still	 small,	 PAW	Patrol,	Hatchimals,	 and	other	POS	 in	

China	are	already	exceeding	our	early	internal	expectations,	and	we	have	a	positive	long-term	view	

of	the	potential	in	this	large	market	of	over	11	billion	and	second	largest	in	the	world.	

Our	third	growth	strategy	 is	 to	develop	evergreen	global	entertainment	properties.	PAW	

Patrol	 continues	 to	 be	 a	 global	 success	 and	 airing	 over	 160	 countries	 around	 the	world.	 It	 is	 the	

number	one	show	across	all	kids’	networks	in	the	US.	

In	North	America,	season	four	is	currently	on	air,	season	five	is	in	production,	and	season	

six	 is	 development.	 In	 Europe,	 PAW	 Patrol	 is	 the	 leading	 pre-school	 property	 in	 most	 markets.	

Germany	 is	a	 season	behind	 the	 rest	of	Europe,	as	 they	are	currently	airing	 season	one	and	 two.	

However,	the	partnership	with	Super	RTL	TV,	a	free-to-air	broadcaster,	has	given	PAW	Patrol	a	very	

significant	growth	trajectory,	and	it	is	already	the	number	five	pre-school	show	and	the	number	two	

licensed	property	pre-school	show	in	Germany.	
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Outside	of	North	America	and	certain	markets	in	Europe,	many	countries	are	in	an	earlier	

stage	of	the	evolution	of	the	TV	show.	In	the	past	12	months,	PAW	Patrol	has	begun	airing	in	China,	

Vietnam,	South	Korea,	Czech	Republic,	Hungary,	and	Romania.	

We	 have	 continued	 to	 be	 creative	 with	 PAW	 Patrol	 content	 and	 the	 format	 we	 use	 to	

deliver	 it.	Ratings	for	the	Sea	Patrol	special	that	recently	aired	on	Nickelodeon	posted	the	highest	

kid	rating	in	three	years	and	the	best	boy	rating	in	two	years.	

This	 summer	 and	 fall,	 the	 third	 annual	 PAW	 Patrol	 Road	 Tour,	 a	 multicity	 life-sized	

activation,	will	travel	across	North	America,	allowing	kids	to	connect	with	their	favourite	PAW	Patrol	

characters	through	an	immersive	PAW	Patrol-branded	experience	with	more	stops	being	added	due	

to	the	demand.	

Rusty	 Rivets,	 which	 was	 launched	 in	 November	 2016,	 continues	 to	 do	 very	 well.	 It	 is	

currently	 the	 number	 three	 show	 for	 kids	 aged	 two	 to	 five	 and	 boys	 aged	 two	 to	 five	 across	 all	

networks	 in	 the	US.	 Rusty	 Rivets	 is	 currently	 on	 air	 in	 eight	 countries,	 including	 the	US,	 Canada,	

France,	and	the	UK.	

The	 pre-school	 toy	 line	was	 launched	 yesterday	 exclusively	 at	 Toys	 “R”	Us	 across	North	

America	and	online.	The	Rusty	Rivets	toy	line	will	be	launched	globally	in	2018.	

We	have	several	other	exciting	 television	properties	under	development	 for	2018,	2019,	

and	beyond,	including	the	relaunch	of	Bakugan.	
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Our	 forward	 growth	 strategy	 is	 to	 identify	 and	 execute	 strategic	 acquisitions.	 We	 are	

continuing	to	make	progress	on	Cardinal	margins	and	growth	model.	

Much	 of	 the	 back-end	 integration	 work	 on	 the	 acquisition	 is	 complete.	 The	 Cardinal	

business	 is	 starting	 to	 get	 solid	 traction	 in	 Europe,	 and	 we	 continue	 to	 be	 excited	 about	 the	

potential	for	Cardinal	to	expand	globally	over	time.	

Swimways	is	now	live	globally	on	our	SAP	platform.	This	will	allow	us	to	begin	to	leverage	

our	 global	 system	 to	 Swimways’	 benefit,	 and	will	 drive	margin	 expansion	 and	 other	 productivity	

improvement	over	the	next	few	years	in	line	with	our	acquisition	thesis.	

In	 the	 mobile	 digital	 space,	 we	 are	 seeing	 strong	 growth	 in	 the	 core	 app	 business.	 In	

addition,	 we	 are	 in	 the	 early	 stage	 of	 executing	 our	 strategy	 to	 use	 the	 Toca	 Boca/Sago	 Mini	

intellectual	property	to	develop	physical	products.	

Since	 closing	 the	Marbles	 acquisition	 on	April	 28th,	we	have	 successfully	 integrated	 the	

Marbles	business	into	Spin	Master’s	infrastructure.	

Marbles	 is	up	and	running	 its	SAP,	and	we	are	actively	shipping	products.	We	acquired	a	

large	library	of	Marbles’	titles	that	we	are	currently	reviewing	to	determine	what	will	be	added	to	

Spin	Master	Marbles	line.	We	have	already	begun	taking	orders	for	Marbles	game	globally.	

As	Mark	mentioned	 earlier,	 subsequent	 to	 quarter-end	 we	 acquired	 Aerobie,	 a	 leading	

product	producer	of	outdoor	flying	discs	and	sport	toys	since	1984.	The	Aerobie	portfolio	includes	
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the	 Pro	 Ring,	 Superdisc,	 and	 Sprint	 ring	 flying	 disc,	 as	 well	 as	 the	 Orbiter	 boomerang,	 a	 high-

performance	boomerang.	

The	Aerobie	line	will	be	managed	by	Swimways	as	part	of	the	Coop	line	of	outdoor	lifestyle	

products.	This	highlights	the	strategy	we	announced	in	Q3	last	year	whereby	we	said	we	wanted	to	

use	Swimways	as	a	beachhead	for	further	acquisitions	in	the	Outdoor	category	when	it	makes	sense	

to	do	so.	

Our	acquisition	thesis	 for	Aerobie	 is	 to	 innovate	around	the	existing	product	 line,	 launch	

new	 products	 leveraging	 the	 Aerobie	 brand,	move	 distribution	 from	 third-party	 distribution	 onto	

our	global	 sales	and	marketing	 infrastructure,	 increase	US	mass	market	distribution,	and	 increase	

marketing	spend,	including	revamping	packaging.	

Finally,	when	you	have	a	quarter	like	this	one,	even	though	we	are	only	halfway	through	

the	year	and	have	a	long	way	to	go,	it	is	important	to	stand	back	and	acknowledge	the	global	team	

effort	that	is	allowing	us	to	execute	as	we	are	currently	doing.	

Innovation,	 collaboration,	 and	 entrepreneurial	 spirit	 continue	 to	 be	 at	 the	 core	 of	 our	

company	 culture.	 Our	 team	 is	 performing	 really	 well,	 and	 we’re	 proud	 of	 our	 employees	 and	

colleagues	around	the	world	that	are	executing	on	our	four	key	growth	strategies	so	successfully.	

That	 concludes	 our	 formal	 remarks.	 Mark	 and	 I	 will	 now	 be	 pleased	 to	 answer	 your	

questions.	Operator,	please	begin	the	question	period.	
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Q&A	

Operator	

And	at	this	time,	I’d	like	to	remind	everyone	in	order	to	ask	a	question	over	the	phone,	you	

may	press	*,	1	on	your	telephone	keypad.	We’ll	pause	for	just	a	moment	to	compile	the	Q&A	roster.	

And	your	 first	question	 comes	 from	 the	 line	of	 Sabahat	Khan	with	RBC	Capital	Markets.	

Your	line	is	open.	

Sabahat	Khan	—	RBC	Capital	Markets	

All	 right.	 Thanks,	 and	 good	morning.	 So	 you	 provided	 some	 colour	 on	 the	 contribution	

from	the	Hatchimals	products	that	did	well.	Can	you	maybe	talk	about	how	you	expect	that	product	

to	 contribute	 maybe	 at	 a	 high	 level	 over	 the	 next	 couple	 of	 years?	 I	 know	 in	 the	 past	 you’ve	

mentioned	you	have	a	three-year	pipeline	for	that	product,	so	maybe	what	your	expectations	are	

for	back	half	of	this	year	and	into	the	next	two	years?	Thanks.	

Ben	Gadbois	

Okay.	Good	morning,	Saba.	Okay.	So	I	can	take	the	…	I	can	definitely	start	answering	this	

question;	Mark,	feel	free	to	add.	So	when	it	comes	to	Hatchimals,	as	everybody	knows,	we’ve	had	

tremendous	success	last	year	around	the	original	products.	We	since	then	have	continued	to	have	

great	success	with	the	original	product.	

We’ve	 subsequently	 launched,	 recently,	 the	 Hatchimals	 Glitter	 that	 is	 also	 experiencing	

tremendous	 POS.	 We	 have	 also	 launched	 the	 Colleggtibles	 line	 at	 a	 lower	 price	 point	 with	 75	
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characters	 with	 several	 waves	 planned	 ahead	 well	 into	 the	 future.	 We	 have	 also	 secured	 some	

technology	and	patents	around	the	hatching	mechanism	and	others	in	Hatchimals,	which	in	our	36-

month	brand	innovation	pipeline	we	plan	on	leveraging	further	through	more	innovation	under	the	

Hatchimals	brand	and	others.	

So	we’re	really	treating	Hatchimals	as	a—we	have	all	the	plans	internally	to	treat	it	as	an	

evergreen,	not	just	relying	on	the	current	format—form	factor	that	you	see	in	the	market,	but	also	

we	have	lots	of	plans	to	continue	to	innovate	around	the	technology.	

Sabahat	Khan	

All	 right.	Thanks.	And	 then	 just	on	China,	as	you	 look	out	 to	 future	years—I’m	assuming	

this	may	not	be	that	material—but	what	are	some	of	maybe	the	other	brands	or	product	lines	that	

you’re	looking	to	introduce	there	over	the	future	years?	

Ben	Gadbois	

Yeah.	So	what	we’re	doing,	Saba,	is	we	have	been	saying	for	several	quarters	now	that	we	

were	 studying	China;	 that	we	wanted	 to	walk	before	we	 run;	 that	we	 really	wanted	 to	 study	 the	

right	business	model	that	works	best	to	serve	the	Chinese	consumer	base.	So	what	we’re	doing	at	

this	point	is	we	are	happy	with	the	product	portfolio	I	mentioned	earlier.	We	are	studying,	we	are	

continuing	to	fine	tune	the	business	model,	and	from	there	we	will	then	decide	what	we	add	going	

forward.	
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And	 there	will	 obviously	more,	 but	we’re	 still	 now	at	 the	 stage	of	making	 sure	 that	 the	

model	 that	we	have	established	 is	 the	one	we	want	 to	go	going	 forward.	And	to	 this	point,	and	 I	

think	you	mentioned	that	as	well,	Saba,	is	China	is	still	small	for	us,	but	we	plan	on	growing	it.	But	at	

this	point,	it	is	still	small.	

Sabahat	Khan	

All	 right.	 Thanks.	 And	 then	 just	 on	 the	 EBITDA	margin	 guidance	 revision,	 is	 that	 largely	

driven	 by	 the	 operating	 leverage	 off	 of	 higher-than-expected	 sales?	Or	maybe	 how	much	 of	 it	 is	

some	of	the	operational	changes	that	you	mentioned	during	your	commentary	a	little	earlier?	

Mark	Segal	

I	 think,	 Saba—good	 morning—it’s	 a	 combination	 of	 both.	 It’s	 sales	 growth.	 It’s	 also	

operating	 leverage.	And	so	we	see	as	a	kind	of	a	holistic	 increase,	not	 just	purely	driven	by	 sales	

growth.	If	we	hit	our	numbers,	hopefully	you’ll	see	some	operating	leverage	on	the	cost	side	as	well.	

Sabahat	Khan	

All	right.	Thank	you.	

Operator	

And	your	next	question	comes	 from	the	 line	of	Kenric	Tyghe	with	Raymond	James.	Your	

line	is	open.	

Kenric	Tyghe	—	Raymond	James	
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Thank	 you.	Good	morning.	 Just	 on	 the	 Colleggtibles	 story,	 clearly	 the	 incredibly	 success	

and	sell-through	was	a	key	part	of	 the	quarter.	Could	you	speak	to	your	 in-stock	position	 in	retail	

exiting	the	quarter	and	 into	Q3	 in	Colleggtibles?	And	also,	would	 it	be	a	 fair	characterization	with	

respect	 to	 the	 quarter	 to	 say	 that	 a	 lot	 of	 the	 Hatchimals	 growth	 in	 quarter	 was	 Colleggtibles-

driven?	

Ben	Gadbois	

Okay.	 So	 good	 morning,	 Kenric;	 I	 will	 answer	 the	 first	 part	 of	 your	 question	 with	

Colleggtibles	 inventory	position	at	retail.	So	we	have	actually	been	selling	out	of	Colleggtibles	at	a	

faster-than-	anticipated	rate.	We	have	subsequently	increased	capacity,	and	we’re	continuing	…	We	

continue	to	work	with	all	the	retailers	on	their	forecast,	what	we	see,	the	POS,	also	managing	the	

upcoming	waves	that	will	be	coming	into	the	market.	So	it’s	a	complete	partnership.	The	demand	is	

very,	 very	 strong	 around	 the	 world,	 so	 we	 continue	 to	 expect	 positive	 momentum	 with	

Colleggtibles.	

And	 then	 related	 to	your	 second	question	 is	 if	we’re	only	 really	 seeing	growth	 from	the	

Colleggtibles	versus	the	original	Hatchimals,	and	we’re	actually	seeing	the	growth	on	both	the—we	

had	seen	the	original	Hatchimals	egg	that	was	launched	last	year	that	was	still	in	the	market;	we’ve	

then	launched	the	Glitter,	which	was	a	follow-up	to	the	original	launch	that	is	also	seeing	incredible	

POS,	so	really	if	you	break	it	down	it’s	all	of	these	three	items	that	are	doing	very	well.	So	the	whole	

portfolio	of	Hatchimals	is	doing	very	well.	And	we’re	heading	now	into	our	second	global	Hatch	Day	



 

 28 

"Though CNW Group has used commercially reasonable efforts to produce this transcript, it does not represent or warrant that this transcript 
is error-free. CNW Group will not be responsible for any direct, indirect, incidental, special, consequential, loss of profits or other damages or 
liabilities which may arise out of or result from any use made of this transcript or any error contained therein." 

« Bien que CNW Telbec ait fait tous les efforts possibles pour produire cet audioscript, la société ne peut affirmer ou garantir qu’il ne 
contient aucune erreur. CNW Telbec ne peut être tenue responsable de pertes ou profits, responsabilités ou dommages causés par ou 
découlant directement, indirectement, accidentellement ou corrélativement à l’utilisation de ce texte ou toute erreur qu’il contiendrait. » 

FINAL TRANSCRIPT 

August 2, 2017 — 9:30 a.m. E.T. 
Spin Master Corp. Second Quarter 2017 Earnings Conference Call 

on	October	 6th,	 and	we	 have	 a	 new	 surprise	 that	we	 haven’t	 told	 anyone	what	 it	 is,	 and	we’re	

getting	ready	for	that.	

Kenric	Tyghe	

Great.	Thank	you.	And	 then,	Mark,	 if	 I	 can	 just	 switch	 to	you	on	your	…	the	 revisions	 to	

your	outlook.	Is	the	sort	of	the	magnitude	of	the	change	reflective	of	very	high	levels	of	confidence	

and	 conviction	 around	Hatchimals	 specifically	 and	PAW	Patrol,	 given	 the	 Sea	Patrol	 read-through	

and	reception	and	that’s	what’s	anchoring	the	magnitude	of	the	change	specifically?	Or	 is	 it	more	

broad-based	 and	 then	 is	 this	 really	 a	 step-change	 across	 every	major	 category	 of	 your	 business?	

Could	 you	 sort	 of	 speak	 to	 you	 how	we	 should	 think	 about	 just	 the	 order	 of	 change	 or	 rate	 of	

change	there	in	terms	of	your	guidance	and	outlook	for	the	rest	of	the	year,	particularly	given	the	

broader	sort	of	toy	market	backdrop?	

Mark	Segal	

Okay.	 Thanks,	 Kenric.	 So	 the	 answer	 to	 your	 question	 is	 that	 it’s	 really	 a	 multifaceted	

approach	 that	 led	 us	 to	 increase	 our	 guidance.	 Couple	 of	 factors;	 obviously	 we	 launched	

Colleggtibles	in	May,	as	been	described,	and	the	results	have	been	incredible,	so	that’s	been	part	of	

it,	as	well	as	the	continued	success	of	the	Hatchimals	line.	That’s	only	part	of	the	story.	

The	reality	is	that	PAW	Patrol	is	doing	very	well.	Swimways	from	a	seasonality	perspective	

ships	most	 of	 their	 volume	 in	 the	 first	 two	 quarters	 of	 the	 year,	 so	 we	 have	 confidence	 on	 the	

Swimways	numbers.	And	then	there’s	a	lot	of	new	products	that	Ben	just	described	earlier	that	are	
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still	to	ship:	Luvabella,	Meccano,	M.A.X.,	a	whole	bunch	of	these	products.	And	the	reality	is,	Kenric,	

if	 you	understand	our	 sales	 seasonality,	we	are	 very	much	a	business	 that	actually	 ships	 the	vast	

majority	of	our	sales	for	the	year	in	Q3	and	so	around	40	to	45	percent	of	our	business	is	in	Q3.	And	

so	 given	 the	 orders	 that	 we	 have	 we	 have	 a	 sense	 of	 confidence	 as	 to	 what	 we’re	 going	 to	 be	

shipping	for	the	balance	of	the	year.	

Obviously	we	don’t	know	precisely,	particularly	because	we	still	don’t	know	what	Q4	sell-

through	 is	 going	 to	 be,	 but	we	were	 comfortable	 enough	 given	what	we’ve	 seen	 so	 far,	 both	 in	

terms	of	historical	 reaction	to	product	sales,	as	well	as	the	orders	that	we	have	and	the	POS	that	

we’ve	seen,	to	raise	the	guidance	in	the	manner	that	we	did.	

Kenric	Tyghe	

Great.	I’ll	leave	it	there.	Thanks	very	much,	Mark.	

Mark	Segal	

Thank	you.	

Operator	

And	your	next	question	comes	from	the	line	of	Derek	Dley	with	Canaccord	Genuity.	Your	

line	is	open.	

Derek	Dley	—	Canaccord	Genuity	

Yeah.	Hi,	guys.	Congrats	on	the	strong	results.	Just	a	question	on	capital	allocation;	I	mean	

given	 the	 strong	 free	 cash	 flow	 generation	 you	 guys	 have	 had	 over	 the	 course	 of	 this	 year	 and	
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presumably	 heading	 into	 the	 back	 of	 the	 year	 and	 a	 very	 healthy	 leverage	 position,	 can	 you	 just	

remind	us	of	your	pecking	order	for	capital	allocation	going	forward?	

Mark	Segal	

Yeah.	So	our	primary	focus	is	to	maximize	our	free	cash	flow.	Obviously	we	have	a	bunch	

of	areas	that	we	continue	to	invest	in.	We	continue	to	invest	in	acquisitions,	we	continue	to	seek	the	

right	kind	of	acquisition,	we	continue	to	invest	in	our	entertainment	area	and	to	build	that	out,	we	

continue	to	 invest	 in	 innovation	and	technology,	and	then	we	continue	to	 invest	 in	our	people	as	

well.	

And	so	those	are	primarily	the	areas	that	we	invest	in.	Ben,	do	you	want	to	add	anything	to	

that?	

Ben	Gadbois	

No,	I	think	it’s	good.	

Derek	Dley	

Okay.	 So	 no	 plans	 for	 …	 in	 the	 near	 term	 for	 a	 dividend	 or	 a	 return	 on	 capital	 to	

shareholders?	

Mark	Segal	

No,	 not	 at	 this	 point,	 Derek.	 I	 think	 that	 if	 you	 look	 at	 our	 growth	 rates,	we	 still	 see	 a	

tremendous	amount	of	opportunities	to	continue	to	grow	both	organically	and	through	acquisition.	

And	I	think	we’re	going	to	continue	to	use	our	cash	flow	to	do	that	and	to	drive	that	growth.	
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If	at	some	point	well	into	the	future	we	don’t	see	those	opportunities,	then	we’ll	obviously	

look	at	a	dividend	or	a	return	of	capital,	but	at	this	point	that’s	not	on	the	cards.	

Derek	Dley	

Okay.	And	 just	 perhaps	 if	 you	 could	provide	 an	update	on	 your	 e-commerce	 strategy?	 I	

know	 it’s	 early	 days,	 but	 how	 was	 the	 initial	 response	 to	 the	 soft	 launch	 of	 the	 e-commerce	

platform?	

Ben	Gadbois	

Yeah.	So	overall	I	think,	Derek,	as	we’ve	discussed	previously	and	just,	I	guess,	to	connect	

back	to	where	we	were	before,	 is	over	the	 last	 few	years	we’ve	 internally	really	 invested	 into	our	

capabilities	 not	 only	 for	 today,	 but	 for	 the	 future.	 And	 we’ve	 been	 rewarded	 with	 a	 significant	

increase	[audio	glitch]	into	our	mixed	sales	being	e-commerce.	We	used	to	be	very	low	single-digit;	

we’re	now	at	industry	average	at	approximately	22,	23	percent.	

The	industry	is	expected	to	continue	growing	this	year,	and	in	the	future	to	approximately	

28	percent	is	the	latest	projection	we’ve	seen.	Our	e-commerce	strategies	when	it	comes	to	how	we	

create	assets	to	reach	our	consumers,	as	well	as	how	we	invest	our	marketing	dollars	for	total	mixes	

has	 actually	 been	 improved	 tremendously.	 And	 as	 a	 result,	 year	 over	 year	 our	 e-commerce	 sales	

have	doubled.	
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And	I	don’t	want	to	get	to	specifics	at	the	retail	level,	but	overall	we’re	seeing	a	high	rate	

of	 success	 with	 our	 investment,	 and	 Mark	 talked	 about	 human	 capital	 allocation	 and	 internally	

we’ve	made	a	lot	of	those	changes,	and	it’s	paying	dividend	now.	

Yeah.	And	oh,	the	other	thing,	too,	that	…	the	other	thing,	too,	 is	 just	to	make	sure	that	

we’re	 clear,	we’ve	also	 started	our	D2C	website,	 and	 this	 is	 also	up	and	 running	now.	And	we’re	

continuing	to	…	continue	to	invest	in	the	platform,	learning,	tweaking,	and	we’re	going	forward	with	

it.	And	I	think	we’re	happy	with	where	we	are	so	far.	

Derek	Dley	

Okay.	Great.	Thank	you	very	much.	

Ben	Gadbois	

Thanks.	

Operator	

And	your	next	question	comes	from	the	line	of	Brian	Morrison	with	TD	Securities.	Your	line	

is	open.	

Brian	Morrison	—	TD	Securities	

Hi.	Good	morning.	I	want	to	go	back	to	the	China	market	discussion	because	clearly	that’s	

a	big	market	opportunity.	I	want	to—probably	a	question	for	Ben.	What	steps	differ	and	why	do	the	

steps	differ	from	entering	another	foreign	market?	
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And	 then	 secondly,	 this	 entry	 came	 a	 little	 bit	 sooner	 than	 we	 were	 expecting,	 so	 I’m	

wondering	if	this	played	a	role,	or	a	significant	role,	in	the	upper	revision	to	your	guidance?	

Ben	Gadbois	

Hey.	Good	morning,	Brian.	Okay.	So	when	we	look	at	China,	Brian,	what	is	different	with	

China	is	the	market	is	$11.5	billion,	but	it’s	very	big	geography.	And	the	demographic,	I	guess,	fabric	

of	China	is	significantly	different	where,	for	example,	although	the	market	is	over	$11	billion,	there’s	

only	10	percent	of	that	market	that	is	done	through	branded	product	that	we	would	recognize	here	

from	all	the	people	on	the	call.	

So	that	means	that	there’s	a	huge	locally	produced	market	of	approximately	10	billion.	So	

that	also	means	that	you’re	competing	against	non-branded	product	and	the	price	points	that	are	

available,	 or	 I	 guess	 for	most	 consumers	 in	 China,	 is	 different	 than	what	 we	would	 see	 in	most	

traditional	markets.	

So	the	whole	market	requires	a	 lot	of	care	and	planning	in	terms	of	how	we	go	forward.	

And	this	 is	also	why	when	going	back	to	the	second	part	of	your	question,	what	does	 it	mean	for	

your	guidance,	is	we	don’t	see	China	having	a	material	impact	in	the	next	one	to	two	years	to	our	

company	just	because	of	the	dynamics	I	just	described.	

Nonetheless,	it	is	a	market	that	will	continue	to	become	more	important,	that	we	expect	

to	continue	to	grow,	and	we	also	expect	the	Chinese	consumer	to	desire	more	and	more	brands	as	
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we	go	forward.	So	we	also	see	it	as	a	very,	very	important	strategic	investment	into	our	future	over	

a	medium	to	long	term.	

Brian	Morrison	

Okay.	 Thanks.	 And	 then,	Mark,	 I	 don’t	mean	 to	 nitpick	 on	 the	 guidance.	 Your	 first-half	

seasonality	target	was	31	to	33	percent	or	30	percent	ex-Swim.	And	now	it’s	changed	to	consistent	

with	prior	years.	When	I	look	up	the	prior	years	they’ve	been	sub-30	percent,	as	low	as	the	mid-20s,	

and	I’m	wondering	if	that’s	the	message	here?	

Mark	Segal	

Brian,	 just	 to	 clarify	 that—it’s	a	good	question;	 it’s	not	nitpicking.	The	guidance	and	 the	

results	historically	that	we’ve	given	you	has	been	H1	around	25	to	30	and	H2,	70	to	75.	So	I	think	the	

guidance	that	we’ve	given	you	is	around	30–70.	That’s	typically	kind	of	the	average	that	we	see	and	

that	we	expect	and	that	we’ve—just	given	the	result	that	we’ve	had,	Swimways	is	mostly	done	for	

the	first	half	of	the	year.	Most	of	their	sales	actually	happen	 in	H1.	And	based	on	the	results	that	

we’re	seeing	now	and	the	expectations	for	Q3	and	Q4,	we	see	that	31	to	33	percent	just	dropping	

down	a	 little	bit,	but	 it’s	not	material	either	way,	 right?	 It’s	 in	 the	30	to	70	range	that	 I’m	talking	

about.	

Brian	Morrison	
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Okay.	Last	question	on	the	progression	of	Rusty	Rivets.	I’m	glad	to	hear	it	remains	positive;	

physical	toys	are	now	on	sale.	You	did	make	a	comment	and	I	saw	the	press	release.	I’m	just	trying	

to	understand	the	rationale	of	going	exclusive	with	one	retailer?	

Ben	Gadbois	

Brian,	what	we’re	doing	 is	because	 the	 typical	 formula	 is	 to	wait	9	 to	12	months	as	 the	

show	 builds,	 the	 awareness	 builds.	 It	 is	 frequent	 for	 companies	 to	 actually	 just	 start	 slow	

somewhere	because	what	we’re	then	able	to	do	with	Toys	“R”	Us	in	this	case	is	we	can	really,	really	

test	the	mix,	we	can	understand	the	consumer	reaction,	as	well	as	just	making	sure	that	as	we	go	

forward	with	the	global	launch	in	2018	that	we	have	it	all	buttoned	down.	

So	 it’s	actually	…	It’s	consistent	with	our	company	overall	of	being	prudent	…	with	being	

prudent	on	how	we	look	at	the	property	going	forward.	

Brian	Morrison	

Great.	Congratulations.	

Mark	Segal	

Thanks,	Brian.	

Ben	Gadbois	

Thank	you,	Brian.	

Operator	

Again,	to	ask	a	question	over	the	phone,	you	may	press	*,	1	on	your	telephone	keypad.	
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Your	next	question	comes	from	the	line	of	David	McFadgen	with	Cormark	Securities.	Your	

line	is	open.	

David	McFadgen	—	Cormark	Securities	

Oh,	 great.	 Thank	 you.	 A	 couple	 questions;	 so	 first	 of	 all	 just	 on	 the	 Hatchimals	

Colleggtibles,	you	talked	about	it	selling	out	at	retail.	I	was	wondering	if	you	can	give	us	any	idea	of	

the	 missed	 revenue	 as	 a	 result	 of	 it	 selling	 out?	 Is	 it	 anything	 material?	 And	 then	 secondly	 on	

Swimways,	the	numbers	looked	light	relative	to	what	I	was	expecting,	and	I’m	just	wondering	if	that	

business	is	still	tracking	in	line	with	your	expectations	for	this	year?	

Ben	Gadbois	

Okay.	So,	David,	when	it	comes	to	Colleggtibles,	I’m	not	sure	that	we	can	actually	quantify	

how	 many	 sales	 we’ve	 missed,	 but	 more	 importantly	 what	 we’re	 doing	 is	 we’re	 really,	 really	

investing	 into	the	property	 to	make	sure	 it	has	a	 lot	of	 runway	with	not	only	 the	current	product	

being	offered,	but	the	next	several	waves.	

And	we	continue	to	work	hand-in-hand	with	the	retailers,	and	we	update	the	forecast	and	

then	we	address	the	demand	with	all	of	our	suppliers.	And	that’s	the	best	we	can	manage	it.	And	it’s	

near	impossible	to	truly,	truly	model	the	consumer	demand	when	something	becomes	such	a	…	in	

high	demand.	So	we’re	working	with	the	retailers.	

Mark	Segal	
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Yeah.	In	connection	with	the	second	part	of	your	question	on	Swimways,	David,	when	we	

acquired	the	company	in	Q3	last	year,	we	told	you	that	the	business	was	roughly	an	85	million	to	

$90	million	 business	 historically.	 And	we	 actually	 see	 the	 results	 so	 far	 this	 year	 in	 line	with	 our	

expectations.	 We’re	 continuing	 to	 build	 the	 platform.	 There	 are	 a	 lot	 of	 good	 things	 that	 are	

happening	there.	

Ben,	you	want	to	add?	

Ben	Gadbois	

Yeah.	The	only	thing	I	can	add,	Mark,	that	it’s	also	very	important	is	if	you	recall	some	of	

our	key	pieces	was	to	actually	increase	the	distribution	of	Swimways	on	an	international	basis.	And	

all	of	our	teams	 in	Europe	are	already	hard	at	work	for	2018	to	now	execute	on	that	strategy.	So	

everything	when	it	comes	to	Swimways	is	still	on	track.	

Mark	Segal	

And	 from	 a	 margin	 perspective,	 just	 to	 add	 to	 that,	 we	 recently	 completed	 the	

implementation	of	SAP	at	Swimways,	so	they’re	now	fully	globally	live	on	SAP.	And	that	will	allow	us	

to	continue	 to	drive	 some	margin	 improvements	and	 to	 increase	productivity	around	 the	system,	

supply	chain,	volume	rebates,	value	engineering.	

Having	them	all	on	the	SAP	system	now	allows	them	to	leverage	some	of	our	global	scale.	

So	we’re	excited	about	the	possibilities	of	EBITDA	margin	expansion,	as	well	as	the	sales	expansion	

that	Ben	just	described	over	time.	
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David	McFadgen	

So	 given	 your	 comments	 on	 Swimways,	we	 should	 then	 expect	 that	Q3	will	 be	 a	 pretty	

decent	quarter	for	that	business,	even	though	you’re	not	going	to	segment	it	out,	correct?	

Mark	Segal	

Well,	I	think	it’ll	be	in	line	with	Q3	last	year.	We	don’t	see	a	major	change	in	the	business.	

As	I	said	to	you,	around	70	to	80	percent	of	their	business	is	done	in	the	first	half	of	the	year,	and	so	

we	expect	Q3	and	Q4	to	be	in	line	with	prior	years,	which	we’ve	disclosed.	

David	McFadgen	

Okay.	 And	 then	 if	 I	 can	 just	 ask	 one	 other	 question	 on	 PAW	 Patrol.	 It	 looks	 like	 that	

business	is	growing	maybe	faster	than	your	expectations.	Could	you	give	any	comments	on	that?	

Ben	Gadbois	

Yeah.	I	think	we—one	thing	that	is	important	to	note	with	PAW	Patrol	is	that	the	way	we	

model	 the	 business	we’re	 very	 conservative	 on	 our	 forward	modelling	with	 PAW	Patrol.	 And	 yet	

what	we’ve	seen	this	year	is	the	POS	in	pretty	much	all	geographies	is	up	tremendously	year	over	

year.	

We’re	 seeing	 the	 show’s	 ratings	 increasing	 in	most	geographies	as	well,	 so	 the	property	

continues	 to	 be	 extremely	 strong.	 The	 special	 that	we	have	 done	 recently	with	Nickelodeon	was	

extremely	highly	rated,	and	the	ratings	were	very	high.	
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And	 yet	 in	 addition	 to	 this,	 as	we’ve	mentioned	 before,	 the	 show	 is	 in	 different	 stages	

throughout	 the	 world.	 So	 some	 places	 are	 just	 still	 showing	 season	 one	 and	 season	 two,	 which	

creates	 incredible	 momentum	 in	 these	 markets,	 and	 our	 more	 mature	 market	 still	 continues	 to	

show	positive	POS	and	POS	trends.	

So	 overall	with	 PAW	Patrol	 I	 think	 there’s—the	 results	 continues	 to	 be	 very	 strong.	We	

continue	 to	 launch	 in	 new	 countries.	 There	 is	 different	 timing	 of	 maturity	 in	 all	 the	 different	

countries.	 And	 then	 from	 a	 financial	 modelling	 we’re	 very	 conservative	 on	 how	 we	 look	 at	 the	

property.	And	we	look	at	really—and	I	think	it’s	important	to	also	note	that	when	we	look	at	all	of	

our—we	look	at	PAW	Patrol	being	obviously	our	flagship	entertainment	property	now,	but	we	also	

have	a	very	healthy	pipeline	of	properties	coming.	So	we	really	have	a	portfolio	approach	on	it	on	

entertainment.	

David	McFadgen	

Okay.	All	right.	Thank	you.	

Operator	

And	your	next	question	comes	from	the	line	of	Brian	Morrison	with	TD	Securities.	Your	line	

is	open.	

Brian	Morrison	
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Sorry,	 guys,	 I	 just	 had	 one	 follow-up	 housekeeping	 question.	When	 you	 sell	 a	 Cardinal	

puzzle	that	has,	say,	PAW	Patrol	stamped	onto	it,	does	that	get	allocated	through	Puzzles	&	Games?	

Or	does	that	go	through	Pre-School?	

Mark	Segal	

That	actually	goes	through	Games	&	Puzzles.	

Brian	Morrison	

Thank	you.	

Operator	

And	 I	 see	 no	 further	 questions	 over	 the	 phone.	 I’ll	 turn	 the	 call	 back	 over	 to	 the	

presenters.	

Ben	Gadbois	

Okay.	Thank	you.	

Mark	Segal	

Well,	 that	 concludes	 our	 call.	 If	 there	 are	 no	 further	 questions,	 we’ll	 now	 end	 it	 there.	

Thank	 you	 very	 much	 for	 participating,	 and	 we	 look	 forward	 to	 talking	 to	 you	 again	 at	 Q3	 in	

November.	

Thank	you	very	much.	

Ben	Gadbois	

Have	a	great	day.	
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Operator	

And	this	concludes	today’s	conference	call.	You	may	now	disconnect.	

*****	


