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Table 1. Key Metrics

2014 2015 2016 2017 2018 2019

Revenue $115.9M $147.0M $188.2M $242.7M $304.0M $383.9M 

YoY revenue 
growth 38% 27% 28% 29% 25% 26%

Adjusted operating 
income (AOI) $0.9M $3.6M $14.8M $23.4M $31.9M $44.2M 

Adjusted 
Operating Margin 

(AOM) 1% 2% 8% 10% 10% 12%

Pet acquisition cost $11.1M $14.8M $14.7M $18.4M $23.7M $33.3M1 

Internal rate of 
return (from new 

subscription pets) N/A N/A 31% 35% 37% 40%2

Free cash flow ($16.4M) ($15.3M) $3.1M $6.5M $8.3M3 $10.8M 

1The $33.3M acquisition spend noted in this table includes spend in our other business segment, 
$32.9M of which was spent acquiring subscription pets in 2019.

2In 2019, we began to use the per pet unit economics specific to our subscription business as an 
input for our internal rate of return calculation. Prior to 2019, per pet unit economics reflected our 
consolidated business. 
32018 free cash flow of $8.3 million reflects free cash flow of ($44.3) million, adjusted to exclude 
the $52.5 million used to purchase our building.

Table 2. Financial Metrics/Performance 2012-2019

Year Enrolled pets Revenue YoY revenue 
growth

Adjusted 
operating 

income

Invested 
capital to 

acquire new 
pets

IRR on an 
average pet

Cash, short-term 
investments, our 
building assets, 

minus debt

Earnings (Net 
Loss)

2012 127,704 $55.5M 50% $3.0M $6.7M N/A $5.1M ($8.1M)

2013 182,497 $83.8M 51% $4.3M $8.4M N/A $7.9M ($8.2M)

2014 232,450 $115.9M 38% $0.9M $11.1M N/A $60.6M ($21.2M)

2015 291,818 $147.0M 27% $3.6M $14.8M N/A $43.2M ($17.2M)

2016 343,649 $188.2M 28% $14.8M $14.7M 31% $48.8M ($6.9M)

2017 423,194 $242.7M 29% $23.4M $18.4M 35% $54.4M ($1.5M)

2018 521,326 $304.0M 25% $31.9M $23.7M 37% $134.7M ($0.9M)

2019 646,728 $383.9M 26% $44.2M $33.3M 40% $139.4M ($1.8M)
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Table 3. Key Financial Metrics Per Share

Year Total share 
count plus 

options, awards 
and warrants 

granted1

Revenue 
per share

YoY 
growth

Adjusted 
operating 

income  
per share

YoY 
growth

Cash, short-term 
investments, our 
building assets, 
minus debt per 

share

YoY 
growth

Earnings 
(loss) per 

share2

2012 22,467,205 $2.47 53% $0.13 -7% $0.23 -30% $(9.76)

2013 24,889,316 $3.37 36% $0.17 31% $0.32 39% $(6.23)

2014 33,813,736 $3.43 2% $0.03 -82% $1.79 459% $(1.64)

2015 34,138,237 $4.31 26% $0.11 267% $1.27 -29% $(0.62)

2016 34,879,610 $5.40 25% $0.42 282% $1.40 10% $(0.24)

2017 35,444,460 $6.85 27% $0.66 57% $1.53 9% $(0.05)

2018 37,862,666 $8.03 17% $0.85 28% $3.56 133% ($0.03)

2019 37,951,839 $10.12 26% $1.16 37% $3.67 3% ($0.05)

1Share count includes outstanding shares plus unexercised options and unvested restricted stock, 
as well as shares granted in subsequent year pertaining to the year’s performance. 
2Loss per share is calculated using the GAAP basic weighted-average shares at year end.
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Table 4. Business Segments

Subscription 
Business

Other Business Total 
Business

Subscription 
Business

Other Business Total 
Business

Revenue 100% 100% 100% $321.2M $62.8M $383.9M 

Less: Paying Veterinary Invoices 72% 61% 70% $231.7M $38.5M $270.3M 

Less: Variable Expenses 9% 29% 12% $29.4M $18.3M $47.7M 

Less: Fixed Expenses 6% 6% 6% $18.2M $3.6M $21.7M 

Equals Adjusted Operating Margin 
(AOM) or Income (AOI) 13% 4% 12%  $41.9M  $2.3M  $44.2M 

Existing Pets      New Pets

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

$120.00

$100.00

$80.00

$60.00

$40.00

$20.00

$0

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

$120.00

$100.00

$80.00

$60.00

$40.00

$20.00

$0
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Table 5. Predictive Accuracy Of New Pet Assumptions 

Year Number 
of 

Territory 
Partners

Estimated 
number of clinics 

we are visiting 
every 60-90 days

Estimated 
aggregate 

number of face-
to-face visits

Actual 
average 
number 

of active 
hospitals

YOY 
percentag 

change

Actual average 
number of new 

pets per Hospital 
per month

YOY 
change

Predicted 
new pets

Actual 
number 

of new 
pets

Predictive 
accuracy

2012 34 15,000 262,000 5,034 5% 0.918 0.100 - - -

2013 40 16,200 324,000 5,531 10% 1.008 0.090 - - -

2014 58 15,400 404,000 6,098 10% 1.053 0.045 82,969 77,066 93%

2015 84 19,000 490,000 7,359 21% 1.093 0.040 89,704 96,556 108%

2016 105 21,300 577,000 7,875 7% 1.066 -0.028 115,568 100,692 87%

2017 107 19,800 662,000 8,242 5% 1.063 -0.002 115,465 105,180 91%

2018 123 20,200 751,000 9,279 13% 1.133 0.070 116,899 126,182 108%

2019 130 21,600 852,000 10,315 11% 1.141 0.008 137,981 141,283 102%

98.2%
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Step 2: 9,279 active hospitals ‘18 
x 8.1% predicted avg. growth rate ‘19 

751 predicted new active hospitals ‘19 

Step 1: 7% avg. growth rate ‘16 
5% avg. growth rate ‘17

+ 13% avg. growth rate ‘18 

25
÷ 3 years

8.1% predicted avg. growth rate ‘19 

Step 3: -0.028 YoY change of pets in enrolled ‘16 
- 0.002 YoY change of pets in enrolled ‘17 

 + 0.070 YoY change of pets in enrolled ‘18 

0.040
÷ 3 years

0.013  avg. YoY change ‘16-’18 

+1.133 avg. new pets per hospital per month ‘18 

1.146 predicted same store sales ‘19

9,279 active hospitals ‘18 
+ 751 predicted new active hospitals ‘19 

10,029 total active hospitals ‘19 

Step 4: 10,029 predicted total active hospitals ‘19 
x 1.146 predicted same store sales ‘19 

11,498 predicted new pets per month ‘19 

11,498 predicted new pets per month ‘19 
x 12 months

137,981 predicted new subscription pets ‘19 

1
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Table 6. 2018 Churn By Rate Change

2018 Churn Active Pets at Year 
End

Number of Cancelled 
Pets

Percentage of Pets in 
2018

Monthly Churn Monthly 
Retention

No Rate Change 
(New Pets) 86,914 26,960 20.18% 2.79% 97.21%

Rate Change < 20% 290,719 30,000 67.49% 0.93% 99.07%

Rate Change > 20% 53,137 10,135 12.34% 1.69% 98.31%

Total 430,770 67,095 100.00% 1.40% 98.60%



Step 1: 11,498 new subscription pets in Jan ‘19
x 2.79% monthly churn with no rate change in ‘18 (see Table 6)

321 predicted cancellations in Jan ‘19

Step 2: 11,177 remaining pets enrolled from this cohort at the end of Jan ‘19
x 2.79% monthly churn with no rate change (‘18)

312 predicted cancellations in Feb ‘19 for new subscription pets in Jan ‘19

11,498 new subscription pets in Jan ‘19
– 321 predicted cancellations in Jan ‘19

11,177 remaining pets enrolled from this cohort at the end of Jan ‘19

11,177 remaining pets enrolled from this cohort at the end of Jan ‘19
– 312 predicted cancellations in Feb ‘19 for new subscription pets in Jan ‘19

– 321 predicted cancellations in Feb ‘19 for new subscription pets in Feb ‘19

+ 11,498 new subscription pets in Jan ‘19

22,042 remaining pets enrolled from this cohort at the end of Feb ‘19

Step 3: Repeat Step 2 for every month through December to calculate the total 
retained pets who enrolled in the first year: 115,341.

Table 7. Net New Subscription Pets, Year 1 Churn

 Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec 2019

Remaining 
subscription 

pets from prior 
month 11,177 22,042 32,604 42,871 52,852 62,554 71,986 81,155 90,068 98,732 107,154

New 
subscription 

pets 11,498 11,498 11,498 11,498 11,498 11,498 11,498 11,498 11,498 11,498 11,498 11,498

Monthly churn 
For new pets 

added in year 1 
at 2.79% (321) (321) (321) (321) (321) (321) (321) (321) (321) (321) (321) (321)

Monthly churn 
for remaining 

subscription 
pets at 2.79% - (312) (615) (910) (1,196) (1,475) (1,745) (2,008) (2,264) (2,513) (2,755) (2,990)

Total 2019 
cohort of new 

pets 11,177 22,042 32,604 42,871 52,852 62,554 71,986 81,155 90,068 98,732 107,154 115,341 115,341

The above shows 2019 gross pet adds averaged throughout the year. In reality, new pets 
added build throughout the year and vary based on seasonality and the number of days in a 
month. The variable enrollment growth within a year adds complexity without any meaningful 
change to the ultimate calculation.

2
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Table 8. Monthly Retention of Existing Pets

 Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec 2019

Pets who 
have been 

enrolled 
longer 
than a 

year 430,770 426,247 421,771 417,342 412,960 408,624 404,333 400,088 395,887 391,730 387,617 383,547  

Monthly 
churn of 

1.05% (4,523) (4,476) (4,429) (4,382) (4,336) (4,291) (4,245) (4,201) (4,157) (4,113) (4,070) (4,027)  

Remaining 
pets who 

have been 
enrolled 

longer 
than a 

year 426,247 421,771 417,342 412,960 408,624 404,333 400,088 395,887 391,730 387,617 383,547 379,520 379,520 

Step 1: 430,770 subscription enrolled pets as of December 31, 2018
x 1.05% monthly churn

4,523 Jan churn

430,770 subscription enrolled pets as of December 31, 2018

 – 4,523 Jan churn
426,247 remaining pets who have been enrolled longer than a year at the end of Jan ‘19

Step 2: 426,247 remaining pets who have been enrolled longer than a year at the end of Jan ‘19
x 1.05% monthly churn

4,476 Feb churn

426,247 remaining pets who have been enrolled longer than a year at the end of Jan ‘19

– 4,476 Feb churn

421,771 remaining pets who have been enrolled longer than a year at the end of Feb ‘19

Step 3: Repeat Step 2 for every month through December to calculate remaining pets who have 
been enrolled longer than a year at the end of 2019: 379,520.

3
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Table 9. Subscription Pet Months

 Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec 2019

Total 2019 
cohort  

retained 
new pets 11,177 22,042 32,604 42,871 52,852 62,554 71,986 81,155 90,068 98,732 107,154 115,341  

Total 
retained 
existing 

pets 426,247 421,771 417,342 412,960 408,624 404,333 400,088 395,887 391,730 387,617 383,547 379,520  

Total 
retained 

pets 437,424 443,813 449,946 455,831 461,476 466,887 472,074 477,042 481,798 486,349 490,701 494,861

5,618,202  
Pet 

Months

Note that the sum of the bottom row of Table 9 is 5,618,202, which is what we call pet months. 
The above calculation is a simplified illustrative example compared to our actual model, and 
when we factor in the impact of new pets added in 2018 that have higher cancellations for 
a portion of 2019; the total pet months projected for 2019 was 5,602,431 in our model. This is 
the number of subscription “pet months” we would use to project 2019 in our DCF model. Pet 
months is a metric that we commonly use within the company and it will come up later in the 
model analysis.

Table 10. 2019 Churn By Rate Change

2019 Churn Active pets at 
year end

Number of 
canceled pets

Distribution Monthly 
Churn

Monthly 
Retention

No Rate Change
100,008 30,155 20.24% 2.70% 97.30%

Rate Change < 20%
306,681 34,138 62.08% 1.00% 99.00%

Rate Change > 20%
87,337 13,734 17.68% 1.41% 98.59%

Total
494,026 78,027 100.00% 1.42% 98.58%

437,424 Jan
Feb
Mar
Apr
May
Jun
Jul
Aug
Sept
Oct
Nov
Dec

443,813
449,946
455,831
461,476
466,887
472,074
477,042
481,798
486,349
490,701

+ 494,861

5,618,202 pet months ‘19

4
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Table 11. 2018 Per Pet Monthly Economics

2018

Average monthly cost (ARPU) $54.34 100.0%

– Paying veterinary invoices (COGS) ($39.33) 72.4%

– Variable expense (fast, 24/7 service) ($5.08) 9.3%

= Contribution profit $9.93 18.3%

– Fixed expenses (G&A + IT) ($3.65) 6.7%

= Profit per pet per month $6.28 11.6%

– a 1% capital charge  ($0.54) 1.0%

= the cash generated per month for the average pet $5.74 10.6%

5
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Table 12. Cash Flow Per Month Margin Examples

Example 1 Example 2 Example 3

Average monthly cost (ARPU) 100% 100% 100%

– Paying veterinary invoices (COGS) 68% 71% 73%

– Variable expense (fast, 24/7 service) 11% 9% 8%

– Fixed expenses (G&A + IT) 6% 5% 4%

= Adjusted operating margin 15% 15% 15%

– Capital charge for money we are required to hold in cash or assets   1% 1% 1%

= Cash generated per month for the average pet after a capital charge 14% 14% 14%
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Table 13. Per Pet Unit Economics–Predicated Vs Actual

 2018 Actuals 2019 Predicted 2019 Actuals

Average monthly cost (ARPU) $54.34 100.0% $57.32 100.0% $57.52 100.0%

– Paying veterinary invoices (COGS) ($39.33) 72.4% ($40.99) 71.5% ($41.56) 72.2%

– Variable expense (fast 24/7 service) ($5.08) 9.3% ($5.45) 9.5% ($5.27) 9.2%

= Contribution profit $9.93 18.3% $10.88 19.0% $10.69 18.6%

– Fixed expenses (G&A + IT) ($3.65) 6.7% ($3.29) 5.7% ($3.26) 5.7%

= Profit per pet per month $6.28 11.6% $7.59 13.2% $7.43 12.9%

- Capital charge for money we are required to hold in cash or assets ($0.54) 1.0% ($0.57) 1.0% ($0.58) 1.0%

= Cash generated per month for the average pet $5.74 10.6% $7.02 12.2% $6.85 11.9%



Table 14.  Predictive Accuracy Of Cash Generated By The Average Subscription Pet

 Monthly cash generated from 
the average subscription pet

Total Pet Months Total cash generated 
from subscription pets

2019 Predicted $7.02 5,602,431 $39.3M 

2019 Actual $6.85 5,575,670 $38.2M

Table 15. Discounted Cash Flow Model Inputs 1.1

 Monthly cash generated from the 
average subscription pet

Total pet months Total cash generated 
subscription pets

2018 Actual $5.74 4,843,802 $27.8M

2019 Actual $6.85 5,575,670 $38.2M

2020 $7.78 6,407,329 $49.9M

2021 $8.47 7,280,343 $61.7M

2022 $9.18 8,242,219 $75.6M

2023 $9.81 9,304,305 $91.3M

2024 $10.32 10,479,007 $108.1M

2025 $10.86 11,781,547 $127.9M

2026 $11.43 13,230,666 $151.2M

2027 $12.04 14,850,112 $178.8M

2028 $12.68 16,667,751 $211.4M

2029 $13.37 18,707,901 $250.1M

2030 $14.09 20,997,766 $295.9M

2031 $14.86 23,567,914 $350.1M

2032 $15.67 26,452,650 $414.4M
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Table 16. Discounted Cash Flow Model Inputs 1.2

 Monthly cash 
generated from 

the average 
subscription pet

Total Pet 
Months

Total cash 
generated 

subscription pets

Total cash 
generated 
other pets

Total cash 
generated

2018 Actual $5.74 4,843,808 $27.8M $0.5M $28.3M

2019 Actual $6.85 5,575,676 $38.2M $1.7M $39.9M

2020 $7.78 6,407,329 $49.9M $1.6M $51.5M

2021 $8.47 7,280,343 $61.7M $2.3M $64.0M

2022 $9.18 8,242,219 $75.6M $3.1M $78.7M

2023 $9.81 9,304,305 $91.3M $4.0M $95.3M

2024 $10.32 10,479,007 $108.1M $4.8M $112.9M

2025 $10.86 11,781,547 $127.9M $5.7M $133.6M

2026 $11.43 13,230,666 $151.2M $6.9M $158.1M

2027 $12.04 14,850,112 $178.8M $8.2M $187.0M

2028 $12.68 16,667,751 $211.4M $9.9M $221.3M

2029 $13.37 18,707,901 $250.1M $11.8M $261.9M

2030 $14.09 20,997,766 $295.9M $14.3M $310.2M

2031 $14.86 23,567,914 $350.1M $17.2M $367.3M

2032 $15.67 26,452,650 $414.4M $20.8M $435.2M

Note that actual cash generated by our other business in 2019 was $1.7M—an increase of $1.1M 
over what the model would have predicted in 2018, because this segment grew more than 
20% in 2019.
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Table 17. Discretionary Cash Available For Acquisition Spend, Per Pet 

Contribution profit over the 
life of an average pet

Fixed expenses over the 
life of an average pet 

Total profit over the life of 
the average pet*

PAC Lead1 Convert2

2016 $631 $341 $290 $123 85% 15%

2017 $727 $318 $409 $152 75% 25%

2018 $710 $261 $449 $164 60% 40%

2019 $753 $230 $523 $212 50% 50%

1Please note that in our filings, we refer to this as our key metric called “LVP, including fixed 
expenses.” We have titled this column to align with the row titled “Profit Per Pet Per Month” in 
Table 11 of this letter.
2Historically, we have not tracked the attribution between our lead and conversion costs. 
Therefore, the percentages in Table 17 are internal management estimates. 

7
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Table 18. Discounted Cash Flow Model Inputs 1.3

Monthly cash generated 
from The Average 

subscription pet

Total Pet 
Months

Total cash 
generated 

subscription 
pets

Total cash 
generated 
other pets

Total cash 
generated

Acquisition spend 
minus sign up fee

Cash after 
acquisition 

spend

2018 Actual $5.74 4,843,802 $27.8M $0.5M $28.3M $21.1M $7.2M

2019 Projected $7.02 5,602,431 $39.3M $0.6M $39.9M $30.4M $9.5M

2019 Actual $6.85 5,575,670 $38.2M $1.7M $39.9M $30.4M $9.5M

2020 $7.78 6,407,329 $49.9M $1.6M $51.5M $38.4M $13.1M

2021 $8.47 7,280,343 $61.7M $2.3M $64.0M $46.7M $17.3M

2022 $9.18 8,242,219 $75.6M $3.1M $78.7M $56.5M $22.2M

2023 $9.81 9,304,305 $91.3M $4.0M $95.3M $67.4M $27.9M

2024 $10.32 10,479,007 $108.1M $4.8M $112.9M $79.1M $33.8M

2025 $10.84 11,781,547 $127.9M $5.7M $133.6M $93.0M $40.6M

2026 $11.43 13,230,666 $151.2M $6.9M $158.1M $109.5M $48.6M

2027 $12.04 14,850,112 $178.8M $8.2M $187.0M $129.3M $57.7M

2028 $12.68 16,667,751 $211.4M $9.9M $221.3M $153.0M $68.3M

2029 $13.37 18,707,901 $250.1M $11.8M $261.9M $180.9M $81.0M

2030 $14.09 20,997,766 $295.9M $14.3M $310.2M $214.2M $96.0M

2031 $14.86 23,567,914 $350.1M $17.2M $367.3M $253.4M $113.9M

2032 $15.67 26,452,650 $414.4M $20.8M $435.2M $300.0M $135.2M
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Table 19. Discounted Cash Flow Model Inputs 1.4

 Monthly cash generated from the 
average subscription pet

Total Pet Months Total cash generated 
subscription pets

Total cash 
generated 
other pets

Total cash 
generated

2019 Actual $6.85 5,575,670 $38.2M $1.7M $39.9M

2020 $7.78 6,407,329 $49.9M $1.6M $51.5M

2021 $8.47 7,280,343 $61.7M $2.3M $64.0M

2022 $9.18 8,242,219 $75.6M $3.1M $78.7M

2023 $9.81 9,304,305 $91.3M $4.0M $95.3M

2024 $10.32 10,479,007 $108.1M $4.8M $112.9M

2025 $10.86 11,781,547 $127.9M $5.7M $133.6M

2026 $11.43 13,230,666 $151.2M $6.9M $158.1M

2027 $12.04 14,850,112 $178.8M $8.2M $187.0M

2028 $12.68 16,667,751 $211.4M $9.9M $221.3M

2029 $13.37 18,707,901 $250.1M $11.8M $261.9M

2030 $14.09 20,997,766 $295.9M $14.3M $310.2M

2031 $14.86 23,567,914 $350.1M $17.2M $367.3M

2032 $15.67 26,452,650 $414.4M $20.8M $435.2M

Terminal year $16.51 27,978,852 $461.8M $23.9M $485.7M

Table 20. Terminal Year Cash After PAC Spend

 New enrollments, 
terminal year

PAC  

Terminal year cash generated   $485.7M*

Refer-a-friend & add-a-pet 
acquisition spend 195,852 ($310) ($60.7M)

New pet acquisition spend 151,411 ($620) ($93.9M)

Net profit in terminal year $331.3M

*Excludes sign-up fees.
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Table 21. Discounted Cash Flow Model Inputs 1.5

 Monthly Cash Generated 
From The Average 

Subscription Pet

Total Pet Months Total Cash Generated 
Subscription Pets

Other 
Pets

Total Cash 
Generated

PAC spend minus 
sign up fee 

Cash after 
PAC spend

2019 Actual $6.85 5,575,670 $38.2M $1.7M $39.9M $30.4M $9.5M

2020 $7.78 6,407,329 $49.9M $1.6M $51.5M $38.4M $13.1M

2021 $8.47 7,280,343 $61.7M $2.3M $64.0M $46.7M $17.3M

2022 $9.18 8,242,219 $75.6M $3.1M $78.7M $56.5M $22.2M

2023 $9.81 9,304,305 $91.3M $4.0M $95.3M $67.4M $27.9M

2024 $10.32 10,479,007 $108.1M $4.8M $112.9M $79.1M $33.8M

2025 $10.86 11,781,547 $127.9M $5.7M $133.6M $93.0M $40.6M

2026 $11.43 13,230,666 $151.2M $6.9M $158.1M $109.5M $48.6M

2027 $12.04 14,850,112 $178.8M $8.2M $187.0M $129.3M $57.7M

2028 $12.68 16,667,751 $211.4M $9.9M $221.3M $153.0M $68.3M

2029 $13.37 18,707,901 $250.1M $11.8M $261.9M $180.9M $81.0M

2030 $14.09 20,997,766 $295.9M $14.3M $310.2M $214.2M $96.0M

2031 $14.86 23,567,914 $350.1M $17.2M $367.3M $253.4M $113.9M

2032 $15.67 26,452,650 $414.4M $20.8M $435.2M $300.0M $135.2M

Terminal 
Year $16.51 27,978,852 $461.8M $23.9M $485.7M $154.4M $331.3M

Table 22. Terminal Year P&L

Subscription revenue $3,393M

Other revenue $874M

Total revenue $4,267M 100%

Cash earned after capital charge $486M 11%

- PAC ($154M) 4%

=Net profit before taxes $331M 8%



Table 23. Valuation Sensitivity Analysis

Discount rate 9.8% 10.8% 11.8%

Terminal 
growth rate

4.5% $1.56B $1.20B $0.96B

5.0% $1.69B $1.29B $1.01B

5.5% $1.86B $1.38B $1.07B





END NOTES
In this letter and our other publicly available reports, we present certain non-GAAP measures, 
including adjusted EBITDA, variable expenses, fixed expenses, adjusted operating income, 
adjusted operating margin, acquisition cost, and free cash flow. These non-GAAP financial 
measures may not provide information that is directly comparable to that provided by other 
companies in our industry as other companies in our industry may calculate or use non-GAAP 
financial measures differently. In addition, there are limitations in using non-GAAP financial 
measures because they are not prepared in accordance with GAAP and exclude expenses 
that may have a material impact on Trupanion’s reported financial results. The presentation 
and utilization of non-GAAP financial measures is not meant to be considered in isolation or 
as a substitute for the directly comparable financial measures prepared in accordance with 
GAAP. Trupanion urges its investors to review the reconcil iation of its non-GAAP financial 
measures to the most directly comparable GAAP financial measures in its consolidated financial 
statements, and not to rely on any single financial or operating measure to evaluate its business. 
These reconciliations are included within our Supplemental Financial Information provided on 
Trupanion’s Investor Relations website.

Our internal rate of return is calculated assuming the new pets we enroll during the year will 
behave like an average pet. Specifically, our 2019 calculation assumes adjusted operating 
income (calculated as the average monthly revenue for new pets of $57.52 factored by the 
adjusted operating margin of 11.5%) for an average subscriber life of 70.4 months (calculated as 
the quotient obtained by dividing one by the churn rate, which equals one minus the average 
monthly retention rate of 98.58%).

Because of varying available valuation methodologies, subjective assumptions and the variety 
of equity instruments that can impact a company’s non-cash expenses, Trupanion believes 
that providing various non-GAAP financial measures that exclude stock-based compensation 
expense and depreciation and amortization expense allows for more meaningful comparisons 
between its operating results from period to period. Trupanion offsets sales and marketing 
expense with sign-up fee revenue in the calculation of net acquisition cost because it collects 
sign-up fee revenue from new members at the time of enrollment and considers it to be an 
offset to a portion of Trupanion’s sales and marketing expenses. Trupanion believes this allows it 
to calculate and present financial measures in a consistent manner across periods. Trupanion’s 
management believes that the non-GAAP financial measures and the related financial measures 
derived from them are important tools for financial and operational decision-making and for 
evaluating operating results over different periods of time. 



DISCLAIMER
This letter contains forward-looking statements within the meaning of Section 21E of the Securities 
Exchange Act of 1934, as amended, and section 27A of the Securities Act of 1933, as amended 
(Securities Act). All statements contained in this letter other than statements of historical fact, 
including statements regarding lifetime values of a pet, discounted cash flows and our intrinsic 
value model, future results of operations and financial position (including ARPU, AOM, AOI, IRR, 
PAC, new pets enrolled, retention and churn, active hospitals, international expansion, veterinary 
invoices, and variable and fixed expenses) our business strategy and plans and our objectives 
for future operations. In particular, this letter extensively discusses our internal discounted cash 
flow model, and you should regard substantially all parts of this discussion as forward-looking 
statements. In addition, the are forward-looking statements. The words “anticipate,” “believe,” 
“continue,” “could,” “estimate,” “expect,” “intend,” “may,” “model,” “plan,” “potentially,” “predict,” 
“project,” “target,” “will,” “would,” and similar expressions that convey uncertainty of future events 
or outcomes, are intended to identify forward-looking statements.

These forward-looking statements are subject to a number of risks, uncertainties and assumptions, 
including risks relating to: 

• our net losses since inception, our ability to maintain revenue growth, maintain profitability, 
obtain returns on our investments in pet acquisition, and other financial risks;

• our ability to attract online visitors, grow or member base, and maintain retention rates;

• our ability to maintain relationships with Territory Partners, veterinarians and strategic partners;

• our ability to remain competitive and maintain brand recognition;

• our abil ity to scale our infrastructure, manage our growth, budget for veterinary invoice 
expenses, and other business risks;

• our other business;

• security breaches, payment processing, and related technology and intellectual property 
matters;

• compliance with risk-based capital and other regulations;

• litigation or regulatory proceedings; 

• dependence on key personnel;

• compliance with covenants in our credit agreement;

• international operations, including exchange rates;

• investments or acquisitions, owning an office building, and other strategic matters;

• tax, accounting and general economic matters;

• being a public company; and

• ownership of our common stock; and

• those described under the heading “Risk Factors” in our Annual Report on Form 10-K and other 
filings we make from time to time with the Securities and Exchange Commission.

Moreover, we operate in a very competitive and rapidly changing environment, and new risks 
emerge from time to time. It is not possible for our management to predict all r isks, nor can we 
assess the impact of all factors on our business or the extent to which any factor, or combination of 
factors, may cause actual results to differ materially from those contained in any forward-looking 
statements we make. In light of these risks, uncertainties and assumptions, the forward-looking 
events and circumstances discussed in this letter may not occur and actual results could differ 
materially and adversely from those anticipated or implied in the forward-looking statements.

You should not rely on forward- looking statements as predictions or guarantees of future 
events. Although we believe that the assumptions and expectations reflected in the forward-
looking statements are reasonable based on our historical experience, these assumptions and 
expectations involve significant judgment and uncertainty, and in some cases these assumptions 
and expectations (and therefore the judgment and uncertainty) have been projected over an 
extended period of time. Future results, levels of activity, performance or events and circumstances 
reflected in the forward-looking statements may not be achieved or occur. We undertake no 
obligation to update publicly any forward-looking statements for any reason, except as required 
by law.


	2019_Shareholder_letter_8.25x10.75_PRINT.pdf
	10-K 2019.pdf
	Cover Page
	Table of Contents
	Item 1. Business
	Item 1A. Risk Factors
	Item 1B. Unresolved Staff Comments
	Item 2. Properties
	Item 3. Legal Proceedings
	Item 4. Mine Safety Disclosures
	Item 5. Market for Registrants's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities
	Item 6. Selected Financial Data
	Item 7. Management's Discussion and Analysis
	Overview
	Key Operating Metrics
	Components of Operating Results
	Factors Affecting our Performance
	Results of Operations
	Quarterly Results of Operations
	Liquidity and Capital Resources
	Contractual Obligations
	Critical Accounting Policies

	Item 7A. Quantitative and Qualitative Disclosures about Market Risk
	Item 8. Financial Statements and Supplementary Data
	Report of Independent Public Accounting Firm
	Consolidated Statement of Operations
	Consolidated Statement of Comprehensive Loss
	Consolidated Balance Sheets
	Consolidated Statements of Stockholders  Equity
	Consolidated Statement of Cash Flows
	Notes to the Condensed Consolidated Financial Statements
	1. Nature of Operations and Summary of Significant Accounting Policies
	2. Net Loss per Share
	3. Property and Equipment
	4. Intangible Assets
	5. Fixed Maturity Investments
	6. Other Investments
	7. Fair Value
	8. Commitments and Contingencies
	9. Reserve for Veterinary Invoices
	10. Debt
	11. Stock-based Compensation
	12. Leases
	13. Stockholders' Equity
	14. Segments
	15. Dividend Restrictions Statutory Surplus
	16. Income Taxes
	17. Employee Benefits
	18. Quarterly Financial Information


	Item 9. Changes in and Disagreement with Accountants on Accounting and Financial Disclosures
	Item 9A. Controls and Procedures
	Item 9B. Other Information
	Item 10. Directors, Executive Officers and Corporate Governance
	Item 11. Executive Compensation
	Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters
	Item 13. Certain Relationship and Related Transactions, and Director Independence
	Item 14. Principal Accountant Fees and Schedules
	Item 15. Exhibits, FS Schedules
	Item 16. Form 10-K Summary
	Signatures
	Schedule I - Condensed Financial Information of Registrant
	Parent Company Financials

	Blank Page



