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We signed up for Trupanion right
after we adopted our Kitty, Clover.
We are so grateful we did as she
had a post-surgical complication
after her spay at & months that
required a second surgery and
follow-up care. We were able to
just focus on Clover getting back
to herself and let Trupanion look
after the rest!

— CRYSTALL.

tropanion’

Medical insurance for the life of your pat.

We use Trupanion to continue to
let Presley do the things Presley
loves to do without the worry of

‘what if'. This way, Presley can go
for boat rides, participate in his

favorite doggy activities, and
just be the active boy he is.
Thank you, Trupanion, for giving
us the peace of mind we need to
keep up with this guy!

- AMBER K.
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To Our Shareholders

It is an honor to be writing this, my first shareholder letter to you. After over a decade
of working alongside our founder, Darryl Rawlings, | am excited to be at the helm of
Trupanion as we continue to compound and grow globally, and to be leading a team
with such enormous potential in o vast and globally untapped market.

Those who have had the pleasure of meeting any one of our 1,200+ pet passionate
team members will know that it is our mission that drives us. A mission fueled by
long-held ambitions to support the health and well-being of the pets that share our
beds and give us unconditional love. Indeed, our mission is global, one that
transcends country and other boundaries, and unites us in our love for our four-
legged companions.

We are a proudly Canadian-founded company, equally proud to operate across the
United States and with a growing presence globally. As markets evolve and new
dynamics emerge, we remain grounded in our mission and focus on those we serve:
our team, members and partners. Amidst change and uncertainty is where we most
comfortably sit. Our very goal is to serve as a robust and dependable support system
to pets, their families and the veterinary teams that care for them. This remains
unequivocally our purpose and ever more impertant.

Throughout this year's letter, | will touch on our progress in 2024 and revisit some of
our reqular features: highlighting our field performance, retention by cohort and
provide a progress repert on some of our initiatives in our 60-month plan. Before | go
into the details of the year, I'd first like to take the opportunity to provide insight into
where we are in our journey, how we think about growth, the impact of retention and
dive into one of the less well understood concepts of the business: Pricing the
Trupanion way. | hope after reading this letter, you leave with a greater
understanding and a reinforcement of your excitement for what's ahead for our
business.

With thanks,

Margi Tooth
Chief Executive Officer & President
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The Trupanion Experience

trapanien

#1'pet insurance

Here's a glimpse into what our members experience every day with
Trupanion — from real-time vet payments to compassionate support and
peace of mind when it matters most. This is what sets us apart, and why

pet parents continue to trust us with their best friends.
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A Category
Coming of Age
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A Category Coming of Age

The market we entered 25 years ago looked quite different from today's evolving animal health
landscape. While adoption of pet insurance has historically been measured and steady, we're now
seeing encouraging signs of momentum. Despite early challenges — including low awareness, limited
product coverage, confusing messaging, and underpriced offerings — the category has continued to
build a strong foundation. Mow, as penetration approaches the 4% mark, macro signals suggest that
longstanding barriers are beginning to lift, paving the way for broader acceptance and growth.

In many situations, regulatory oversight provides both credibility and o foundation for sustainable
growth. In 2024, after nearly two decades of discussion, the National Association of Insurance
Commissioners (MAIC), officially recognized pet insurance as a category — classifying it as its own
line of business under the Property and Casualty umbrella. This recognition came alongside welcome
relief in risk-based capital requirements from the MAIC and with it, greoter leverage for our New York
domiciled insurance entity, APIC, which is now $140 million over-capitalized.

Combined, these adjustments will promote increased transparency across the industry, which we
believe should, in-turn, support better conversion and retention for Trupanion. This move by the NAIC
and the changes it enables are strong signals that the category is finally “coming of age™

Qur Large, Under penetrated Market

In North America alone — where I'll focus this discussion given our stronger foothold — there are an
estimated 180 million cats and dogs living in our households. In 2020, 40 years after the beginning of
pet insurance across North America, there were just 3 million pets insured. Today, only five years later,
this number has grown to an estimated 7 million. The category continues to compound, finally gaining
momentum. At 4%, the market potential is significant, and as the need for high-quality pet medical
insurance grows rapidly, we believe that it has the potential to reach equal, if not higher, levels of
penetration as seen in the UK, which stands at approximately 25% today.

The Problem of How to Budget for Unexpected Veterinary Care is Increasing

For the 40 years prior to 2022, veterinary inflation was consistent and low — typically around 5 to 7%
per year. For over 40 years and up until 2022, there was a much-needed shift across the veterinary
industry to take more price. This has led to double-digit inflation for three consecutive years,
compounding to over 40%, and so far, 2025 looks set to continue the same double-digit trend.

This ence in a generation inflationary period has increased the cost of veterinary care to a point
where more pet parents recognize the need to plan for the unexpected. At the same time, the human-
animal bond has deepened, and advances in veterinary medicine have given us so much more to
solve for, If our problem was once a perceived lack of value in pet insurance, that is, in our experience,
most definitely not the case today.

2024 TRUPAMION SHAREHOLDER LETTER 7



Historically, some pet parents believed a savings account could bear the brunt of an unexpected
veterinary invoice. But with invoices now regularly moving into the thousands, the segment of the
population who will find a solution in a “piggy bank” or who can afford to self-insure are now few
and far between. When an uninsured client visits their veterinarian and is faced with an invoice that's
greater than $1,400, there is ample evidence to show that all too often pet parents are left with no
choice but to tragically euthanize their pet. Without insurance, there is often no option. With high-
quality insurance, we can help pet parents avoid such tough decisions.

Our solution to the unexpected cost of veterinary care (our lifetime product design and our patented
vet direct payment solution) aligns perfectly with the pressures of rising veterinary costs and
increased financial strain on the pet parent. The pull to help pet parents understand the value of high
-guality medical insurance for their pets becomes even stronger. It's at this point that our growth
engine truly kicks in.

Moving Beyond The Early Adopters

Pet insurance remains in the early stages of adoption and over time, as the market matures, we are
witnessing more pet parents actively seeking information about pet insurance.

Classical growth models, such as Rogers’ Diffusion of Innovation theory, help frame where we are in
our category's development.

$4BN Industry

InREVaTons of Malorty Laggards
% 4% 3% 5%

2.5%

Insurance Penatration

0% 0% Today 12.5% 5%
Fig 1.0 Diffusion of Innovation Model

With pet parents in North America now opting to insure approximately 4% of pets — and similar
levels in our newer European territories — we believe we are on the cusp of broader adoption —
entering the early majority phase of growth.

If we think about growth along this classic adoption curve, North America alone could see the number
of insured pets rise to 45 million, akin to other countries, such as the UK. This would translate into a
potential industry value of over $30 billion (assuming every percentage of penetration = $1.2 billion),
and this doesn't even take into account further growth opportunities from our European markets.

[1] Rogers, EM (1962} Diffusesn of Innavotions.
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Expanding
Growth in an
Untapped
Market
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Expanding Growth in an Untapped Market

At Trupanion, across all products, we pursue disciplined growth with strong,
sustainable returns. Compounding that success has big advantages as we reinvest
our growing adjusted operating income (AQI) to support our aggressive growth
targets each year. In our large and under penetrated market, sustainable growth
requires a clear understanding of the who, what, how and when. Over the coming
pages, we'll explore our approach to growth in more detail.

The Sales Funnel

We first begin by thinking about the people we are trying to reach, which, in our case, is the pet
parent. Once we have identified our target audience, we work through ways in which we can reach
them to bring them into our ecosystem and ultimately, our sales funnel.

In a new or unknown market, awareness is low, and as such, few pet parents are in, or near, the
funnel. Over time, as the market comes of age and matures, awareness grows and an increasing
number of pet parents naturally enter the funnel.

The two diagrams below in Fig 2.0 demonstrate the difference between the two phases of market
maturity. Understanding this behavior and need to drive education to bring an increasing number of
pet parents into the funnel has been an important driver behind our core distribution strotegy — most
critically, driving awareness where it matters most — in the veterinary hospital.

L Pat Parent P Pat Parent
Ecosystem Under Ecosystem
penetrated Maturing
In an under-penetrated morket ond unknown category, we have to As the category grows and the need becomes more obvious, pet
work hord 1o get peoaple near the top of the funnel, In this example, parents learn and understond the value of insurance and moke
fewr pet parents are in 0 position 10 CRGOge — MOt are unowarn, their way toward the top of the funnel. It's our role to engage

encugh to pull them inte the conversation — to 'lead generate’,

Fig 2.0 Sales Funnel in Under penetrated vs Maturing Ecosystems
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Qur Distribution Heartland: Veterinary Hospitals — The Power of Partnership

Weterinary hospitals sit at the heart of Trupanion's distribution strategy. We aim to provide products
that enable veterinarians to practice their best medicine and position veterinary teams as trusted
advisors to pet parents and advocaotes for pets. Through the pet itself, our interests align with the
veterinary community, sharing the same clients with the same goal, and we strive to protect this
bond.

It would be impossible to talk about the importance of the veterinary hospital without also discussing
Trupanion's Territory Partners (TPs) and their teams (Territory Partner Associates - TPAs). This group
of close to 200 people across Morth America and Europe has been established now for over 20 years.
Combined, they have made hundreds of thousands of in-person visits and created a deep moat
around our business through the power of their partnership with hospital teams.

Last year, our Territory Partners enabled us to provide on-the-ground support and in-person
connections to 27,200 hospitals across Morth America and the rest of the world.

e oten |y TSRS D, semseer SRS e

el by = o % mux‘lﬂﬂ'ﬂ ﬂfﬂ:xlm [ wm e
Fir] i 25,000 24 5000 Fiorde ] H034 0818 n'a
Ny 2 15000 40 VB 200 I 000 551 1008 nla
raai b 2 25,000 58 ¥5.400 404,000 B038 Los3 n'a
G i Fd a4 000 A50L00 TA59 Lk na
L] 2 25,000 ] 0300 STT000 TETS LOEG na
F i 25,000 wr L B00 0,000 8243 1063 na
Lol 2 L5000 3 20200 TELO00 pLkoi 1133 Alga
xone 3 28,000 130 2,600 852000 035 141 4,534
2030 3 TR0 %2 1R300 0000 nsr 10 5,442
raar il 3 TR.000 561 TR0 BTLOD 14,738 L2360 B.420
32 7 AL000 159 23,900 1CEE,000 15,0452 32 005
073 9 58,000 8% 28900 L1G1000 15914 1378 9,504
2024 b 58,000 i 00 1325000 V5168 1280 10,513

*Hospitals ore added when we get a new enrollment fram a new hospital thot we haven't seen before o if we're alerted by o Territory
Fartner that a new hospital has opened up in their arca

** North America only

***Includes all hospitals with the ability to pay the veterinarian directly, through Vet Portal {software), Vet Portal Lite {software lite) and
FIMS [Patient Information Monogement System)

Fig 3.0 Veterinary Hospital Metrics
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In recent years, we have stepped up our visit frequency to

reiterate the importuf]ce of high-quality med Ef:cl insurance and Our first shareholder
leaned more heavily into the moat of our Territory Partners. As letter as a public
our pet acquisition spend ebbs and flows, TP Nation has been company in 2014
tl;l: foyndr::-tmn that remains unta?ched. Our simple yet hlgh!y outlines this model in
effective model compensates Territory PFII“tr’IEI‘S when a |:rret IS greater detail — and it
enrolled, and for every month they remain enrolled, creating remains a core

alignment beme:en the busuqes_s and TPs. If we don’t generate competitive moat.
revenue, we don't pay commissions.

“Who is your medical insurance with?”

We know that if a veterinary team simply asks “Who is your medical insurance with?" at check-in,
this unimposing and straightforward question normalizes the concept of pet insurance and often
mobilizes a pet parent on their quest for information. While our same store sales metrics came down
in 2024 (as expected with fewer pets enrolling), it moved less than our overall growth rate, which, we
believe, reflects the strength of our veterinary connections and our ability to fill the funnel at the
wveterinary level.

Territory Partners help to create awareness = they start the conversation above and around the
funnel, pulling people in. From there, we need to create leads, convert those leads and work tirelessly
in support of our members.
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Lead. Convert. Keep.
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Lead. Convert. Keep.

Those familiar with Trupanion will have heard
these words in virtually every conference call,
investor day and in most of our past
shareholder letters. These words serve as a
growth mantra to many in our team and are
at the core of our go-to-market strategy.

While simple in expression, the steps involved
at each stage to guide people through the
funnel are not entirely intuitive. To execute
well, we require clear communication to
ensure we operate within our internal rate of
return guardrails of 30-40%. Over time, we
have had our share of learnings when it
comes to execution, and we will no doubt
have more,

Lead

To us, a lead is defined as a quote, i.e.
someone receiving a price for coverage for
their cat or dog. Like many in our industry, we
measure and obsess over the quote stage of
the funnel — understanding that those taking
out a quote are “in-market”. Most of these
“leads"” originate in the veterinary hospital,
some come from friends of our existing
members and some from breeders, shelters,
partner brands, or social media. Each
represents a distribution channel through
which a pet parent hears about Trupanion for
the FIRST time. As we have expanded the
business, we have invested in creating new
and complementary distribution channels to
the veterinary heartland. Some of these are
more expensive than others to support.

Historically, lead, or quote volume, follows the

level of investment we make in pet acquisition.

As we invest consistently, our lead volume
shows ongoing and steady expansion month
over month, building on the brand presence
from the prior month.

Not all leads are
created equal

N

Phone leads convert at
roughly three times the rate
of web leads.

Q0
C/A\O
(ar)

Leads originating from
exam day offers issued at
the veterinary hospital are
often easier to convert than

those generated from other
SOuUrces.
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In 2024, as our margin compression necessitated the need to pull back our pet acquisition investment,
we doubled-down our focus and support of TP Mation and reduced investment in newer and less
effective distribution channels. As a result, our total lead volume was rather consistent throughout the
year, with moderate spikes during big activity periods at the hospital level.

Veterinary leads performed well, largely stemming from a higher rate of new entrants into the funnel
through our exam day offer. This helped sustain a steady monthly run rate of approximately 100,000
quotes, with conversion of those leads at a little less than 20%. Yet our lead volume from non-vet
channels did not grow through the year given our lower pet acquisition spend (which | will discuss
maore in the financial review of 2024).

The varying characteristics of each distribution channel call for tailored messaging to suit the point of
introduction. This bespoke approach necessitates a collaboration between our growth insights team,
TP Mation and our market and marketing teams, to drive lead performance within our guardrails.
While the effectiveness of these introductions varies depending on the vehicle we use (for example,
this could be an exam day offer or often just a brochure), in most cases, the lightest touch from each
channel lends credibility to our category and plants o seed of awareness early on. These channels
spark the conversation — but they are not responsible for converting leads. Once a pet parent has
been introduced to Trupanion, they move into our conversion pathway — where we work to answer
the most important question: “Why Trupanion?”

Convert

At Trupanion, we see conversion as a journey that begins with early interest and continues through
education and engagement. It does not literally mean ‘enroll’ at every step, although that is our
eventual goal with any conversion tactic. Ultimately, this relates to the tactical plans designed to
deliver relevant and meaningful messaging, with an objective each time to ‘convert’ a pet parent to
the next stage in their decision-making. Every tactic should be designed to meet the pet parent where
they are at, easing them closer to making that final purchase decision.

Tactics such as TV, radio, paid search, direct mail and affiliates are, for Trupanion, part of our
conversion toolkit. We do not think of them as lead generating (although this will change in a more
heavily penetrated market with higher awareness). Rather, these are tools that enable us to convert a
lead through the funnel, building on a pet parents’ understanding in a way that resonates.

For example, when a pet parent searches for “Trupanion” in their search engine of choice — we know
they've heard about us from somewhere or someone. We know this because Trupanion isn't a term in
everyday vocabulary — yet! As a result, we invest our AOI dollars in search engine marketing,
essentially picking up the “conversation” started in the distribution channel.

Similarly, in a market with low awareness and education, aon advertisement on TV isn't usually
enough to trigger the purchase decision, but it does serve as a reminder to the pet parent about the
conversation they had with their veterinarian, a friend, or their breeder, and often moves them
forward in their consideration process, meaning they may call us back after an earlier quote, or they
may just enroll following a timely reminder.

2026 TRUPANION SHAREHOLDER LETTER 15



Each tactic needs to be carefully layered together using the right medium, at the right time, with the
right message to convert. Through our deep insights, we assess each territory, its penetration rate
and the lifetime value of a pet (LVP) to ensure we spend within our guardrails (more on that below),
and we put that all together to create what we aim to be sufficient engagement to drive an actual
enrollment. As we assess our data and develop Al based tools to support our understanding, it's clear
that not all markets behave consistently, nor do all channels.

For example, the following chart (Fig. 4.0) highlights blended phone and web conversion rates by
territory. Performance can be directly influenced by the Territory Partner or penetration rate among
veterinary hospitals AND indirectly, by additional conversion investment (the brand being present in
the market).

The variability below makes it clear that managing all of these factors efficiently requires a high
degree of diligence and skill to stay within our internal rate of return (IRR) guardrails — it also gives
us a variety of experiences to learn from as we work with Territory Partners to help them grow their
territories.

40.0%
35.0%
30.0% W
25.0%
20.0% —
15.0% e S
1000%

5.0%

0.0%

Jon 24 Feb24 Mor24 Apr24 Moy 24 Jun24  Jul24 Augld4 Sep2d4 Oct24 Mov24 Dec2d
® TP TP 2 ®TFP3 ®TP53 ® TP

Fig 4.0 Blended Phone and Web Conversion Rate by Territory

Conversion tactics, by their nature, are generally more expensive and can be easier to dial up or
down. As our adjusted operating income oscillates, so to does our pet acquisition cost per pet (PAC).
In 2024, our conversion marketing investments dropped disproportionately, which in turn slowed
growth as fewer people were being pulled through the funnel,
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Daily, we see both the amazing
stories of pets covered by
insurance, but also the sad
reality of the difficult decisions
made for those who do not have
insurance. Our hope is that
every pet would be covered by
insurance from birth.

- TRENTOMN PET HOSPITAL
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Throughout 2024, our conversion performance trended quite well relative to the reduction in spend.
The biggest variance came from our new, less developed distribution channels where focus was
pulled back or paused. That said, we have several opportunities to improve our messaging (more on
that below) and we have some programs in flight that are designed to create a more cohesive
experience for a prospective pet parent as they mowve through the funnel. These things combined give
us confidence that our conversion rate, most notably anline, will improve in the coming months and
years.

The chart below highlights the conversion difference between phone (blue line) and web (orange line)
for one of our strongest channels.
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Fig 5.0 Phone and Web Conversion Rates for One Channel

This chart demonstrates some choppiness between periods which is largely driven by changes in our
marketing approach. For example, aside from a one-off technical issue in February €, which caused
an increase in traffic to the phone, we can otherwise track what happens when we increase our
spend. This first occurred at the end of Q1 @) , which initially impacted the web. In June E) we
increased spend again. Initially, our increased investment in June yielded a small spike which is not
maintained. This is not an uncommon occurrence. When additional investment brings in a broader
mix of traffic, our phone and web teams learn how to speak to and convert the newly generated lead
traffic through continuous evaluation and enhancement of our year-end and tactics. By year-end, our
online conversion testing had stepped up further, driving even higher levels of traffic to the website.
As the year ended, we were still working on the art of converting at higher levels and are continuing
to focus here.
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We are never
seeking to “grow
at all costs”

Instead, we are always
looking for the right
enrollments. Adding pets
and pet parents in a way
that creates a foundation
for true advoecacy;
lifetime membersiand pet
parents willing tl_:!_-_;éf_
educate others aba@t the
merits of high-quality

r - g
medical msumnm
3

Keep

in a Monthly Subscription Model, Retention Power Is Everything

It's this final component, members referring their friends and adding pets, that is so critical to our
model. These pets often have the highest lifetime value and act as a catalyst in our business. Our
members referring their friends and adding more pets is essentially our perpetual flywheel, and that
starts with retention,

One can see from the table below how much a step up or down the retention curve can move the
needle for the business. What appears to be a rather small difference between 99.00% and 98.30% is
42 months of income difference!

. SB.00% SBI0% 8.20% 9.30% 98.L0% 98.50% 98.60% SETO% B.00% GBS0% SR.00%
Tonure . . - .
(moriths) 50 52 55 58 &2 e 7 % 83 %0 100

Fig. 6.0 Retention rate and the implied average subscriber life

2024 TRUPANION SHAREHOLDER LETTER 19



Our 60-month plan {which can be read, in full, in our 2021 shareholder letter) set out a retention
target of 99%, a lofty goal that would have required some exceptional execution, coupled with more
than a smattering of good luck. Despite it's near perfect appearance, this goal was, at the time,
considered to be a stretch, yet achievable. This was based on our historically steady, predictable
inflation, increasingly strong distribution partnerships and the knowledge that some of our existing
markets were already experiencing monthly average retention of 99.3%!

Yet 48 months in, we ended 2024 with an average monthly retention rate of 98.35% for our core
Trupanion product, and nearly half of our member base sitting in a cohort of renewing members
receiving rate increases of over 20% — up from 7% in 2022, Not least, close to 50% of these received
rate adjustments of over 30%! The compounding, high rates of inflation flowing through the
veterinary industry meant we had to charge more to live up to our value proposition. Unsurprisingly,
with this necessary upward price adjustment came a reduction in our member retention. The chart
below shows the retention rate by % increase cohorts.

W First Year 0-10% 10-20% W 20-30% W 30-40% M 40-50% Ower 50%

100.00%

98.00%

96.00%

94.00%

Fig 7.0 2024 Average Monthly Retention Rate by Pricing Buckets for Core Trupanion

Compounding increases at that level present a more challenging renewal communication to deliver to
our members, yet failing to push these rates through was never a choice, It had to be done. That said,
as is very apparent above, the outcome of our retention efforts yielded some very strong results.

So here we are today — with just 8 months left to run in our strategic plan. We know we will fall well
short of our 60-month target, yet | am encouraged by our progress and the team's ability to test and
refine our messaging to ensure members understand the cause of our rate increases. While we sadly
can't “save” everyone from cancelling, the data shows the exceptional staying-power of our member
base.
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Comparing Trupanion

According to third-party researcher, 9%
Recurly, subscription businesses can

face monthly churn of 7.2%. If you
look at this on an industry basis, o

monthly churn ranges from 5.6% to B L 7.5% |

8.3%. In comparison, a dip of less S

than half a point in our monthly churn, o
in the context of the price increases ' :

we have been required to take, s

demonstrates the value of Trupanion

to our member base and the -

importance pet parents place on

being able to take care of their pet.

79%

4%

All B2B B2C

Fig 8.0 Recurly B2B vs. B2C Potential Subscriber Loss

Consurmer Business Consumer Edutation Heahhoore OTTEVOD Medio & Soas
Services Servioes Gonds Entertainment

This metric quantifics what poncentoge of totol subsoribens oould be keat cach manth ta ivoluntory churn if dediine managoment strategies ane not used.

Fig 9.0 Recurly Potential Subscriber Loss by Industry

[1] Regurly Reteorch sudied 1200 tubsernplion butinetses over @ Tour-manth porisd ond

estoblshed benthimaris includang anobes memmmw(mw.
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Members are our Priority

If 2024 was a year mainly focused on margin
restoration, over the next several years, we will
look to get ourselves back on track to our
historical average.

When approximately 90% of our core business
revenue is locked in at the start of the year, if we
want to grow, then retention is power. This is
why we sweat every basis point and agonize
every lost pet and in deing so, we make member
satisfaction and honoring our promise our
obsession. It's for good reason.

In 2024, we generated a monthly profit per pet
of $9.15. Over the current expected lifetime of 57
months, this will yield us $522 over the life of
that pet. Yet without further margin expansion,
if we can increase our retention rate to 65
maonths, this contribution jumps up to $595. If
we then expand member tenure back to 70
months (our average retention period over the
last 10 years), this contribution per pet becomes
an even healthier $641.

When you calculate that difference across our
existing member base of one million pet parents,
we would generate over $119 million more in
adjusted operating income.

As an example, if we assume a pet acquisition
cost of $235, the average in 2024, this
incremental amount alone will give us the fuel to
add another 506,400 pets to our book ($119
million / $235), or would be further cash to our
bottom line.

When we think about growth — we have to
start here — because retention power really is
everything.

We measure our pet
acquisition investment by
tracking our internal rate of
return per pet. The
calculation for this is shown
on page 26. We target returns
of between 30 - 40%.

In 2023, we adjusted the way we
measure our internal rate of return
given the volatility of our margin and
subsequent retention rate. At the time,
we chose to elect a more conservative
IRR methodology that smoothed out
year-over-year fluctuations and

leveraged a more stable 3-year trend.
While we use this when it comes to
pet acquisition dollar deployment, we
recognize the true return on dollars
spent today creates a more
pronounced improvement than the
three-year lag.

\
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Retention Cohort Performance

With that thought in our mind, we will be doubling down our efforts across each retention cohort.
Below is our annual table of members by cohort for our Core Trupanion product.

2024 :f""mi ﬁ:ﬁ'&' Distribution | Monthly Ghum ”"“"“:__“ Yo Ghange
Mo rate change 157,883 52,330 16.6% 2.88% amIz% -0.41%
Rate change < 200 358 907 49,728 ATE% 114% 9R.BEY = 015%
Rate Change »20% 432148 82,904 45.5% 164% 08.36% +0.08%
Total 848,938 184,962 100.0% 165% 98.35% - 0.23%

Fig 10.0 2024 Average Monthly Retention Rate for Core Trupanion

Just two years ago, this table reported less than 7% of subscription members in the over 20% cohort.

[ Number of cancelled
2022 Churn Active pets atyearend | "P i Distribution
No rate change 198,611 ’ 48,106 2361%
Rate Change < 20% 585,043 61828 | 69.56% =
Rate Change >= 20% 57,385 10594 6.82%
Total 841,039 120,528 100.00% |

Fig 1.0 2022 Average Monthly Retention Rate for Core Trupanion

We intend to continue to execute tactics to further enhance our member experience, largely through
increased use of our patented direct payment software, Vet Portal, and continued leverage of our
“Wision™ platform. Vision enables us to serve members more quickly with enhanced claims
automation. It also creates convenient online access that we believe will drive a better member
experience and reduce our cost to process inveices. Recall that driving efficiencies in our ¢claims
process and reinvesting those savings back to members was a key pillar of our 60-month plan.
Although record levels of veterinary inflation temporarily slowed our progress, we're now beginning to
see a clearer path to delivering on that commitment.
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Enhancing our first year member experience

With so many members moving into the over 20% rate change cohort, our efforts, and budgets, were
distracted from that all important onboarding and first-year member experience. As we prepare to
increase the number of pet parents in this first cohort, we have stepped up attention in this area,
adding resources and realigning our organizational structure to bring our acquisition and retention
marketing teams together — joining our prospect and member experiences together more seamlessly.
Ower the next several years, with an anticipated return to our regular monthly payment adjustments
below the 20% level, combined with the efforts from the team, | expect that we will see improvements
in our member tenure and return closer to our historical 70-month average.

44

Trupanion became our family the
day Mia came into our lives, in
February 2018. At less than 8
weeks old, Mia joined our family
and has been our greatest good
morning and sweetest goodnight
kisser ever since. With Trupanion,
we never have to worry about
financials and can focus on

Mia's health. All vet visits and
claims are processed in a timely
manner, allowing Mia to receive
the best care possible. Thank
you, Trupanion, for being a part
of our extended family for 6 years
and counting.

— KIMBERLY S.
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Internal Rates
of Return
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Internal Rates of Return

The biggest influence over our deployment of pet acquisition spend is our decision to stay true to our
internal rate of return guardrails of 30-40%. These guardrails are an immensely helpful measure of
self-imposed discipline which requires us to consistently assess and prioritize areas of spend, pushing
us to be efficient, yet aggressive.

If we find a channel where IRR is measured at 50%, we invest more aggressively in this channel to
maximize return at our accepted levels. Conversely, if we find a channel that performs at 20% IRR, we
will stop spending (until we adjust components that impact IRR, such as retention rate, profit per pet
etc.) to move the needle closer to 30%.

ANGTQQE FEVENUS DAr NEW pat 56900

Estimated trailing 3-yoar

+ {Lifatime value of a pet,
profit per pet per manth 5813 X 64,9 months = $528 including fixed expanses)

(11.8% margin}

Yoar ] 1 2 3 4 ]

Months® 3] 12 12 12 12 10.9 649
Estimated profit per pet

per month 58 8 ] ] §8 58

Estimated profit per pet 549 598 598 598 598 589 5528
Capital chargo®** S(4) $i8) 518} £(8) 8(8) 5i8)

Pt acquisition cost S[235) 2024 1RR
Cash flows shen) 590 £90 590 590 81 3TN

*This represents the average subscriber life in months, for the period presented, which is calculated as the quotient obtained by dividing one
by one minus the overage monthly retention rate

**We include a capital charge in this calculation to estimate cost of capital on reserves which must be set aside to meet regulatory capital
requirements. These reserves are included on our bolonce sheet.

Fig 12.0 2024 Internal Rate of Return for our Subscription Business

For each channel, product and geography (so essentially, for each pet) there is a lifetime value per
pet, which, in turn allows us to back into a target pet acquisition investment to operate within our IRR
guardrails. These vary wildly for our different products, as one might expect. For example, within our
core Trupanion product, we have, at times, spent well over $300 to acquire a pet that will remain with
us for upwards of 65 months with a solid margin. However, for PHI Direct with ARPU (Average
Revenue Per Pet) in the $20 per month range, the lifetime value is lower and is not yet at scale, so the
allowable PAC is significantly smaller.

2024 TRUPANION SHAREHOLDER LETTER 26



Measuring all of our product lines consistently
helps us to identify opportunities for growth —
adjusting our approach to the performance of
each product.

In 2024, the team managed overall investment
thoughtfully, ending the year within our
guardrails at 37%. We're pleased with the
overall IRR result, which reflects strong
performance at the subscription segment level.
That said, a more granular look reveals areas for
improvement — particularly in how we allocated
adjusted operating income among P&Ls.

For example, had we evaluated IRR solely on our
core Trupanion product, we would have invested
more aggressively in that area — even if it
meant accepting a slightly lower overall blended
IRR. The strength of the blended number, which
includes newer product areas that are not yet
operating at scale, made it less obvious that
additional investment in core would have been
both appropriate and beneficial.

That said, it's encouraging to see the meaningful
progress in these other areas, which have
advanced a little quicker as a result of the
investment they received. We're still working to
improve the granularity of how we allocate
capital across the portfolio. In the year ahead,
we'll continue refining our approach to AOI
deployment to ensure we're making precise,
data-driven investment decisions across brands,
geographies, and product types.

| have been asked recently if these guardrails
hold us back from growing quicker. When PAC
investment is consistent quarter by quarter,
accelerating at the pace of AOI growth, and we
can continuously invest more each month to
build our brand in the market, these guardrails
are incredibly helpful. However, during times like
today, moderating spend within these brackets
does somewhat limit our ability to drive
maximum brand engagement. Pet parents do
not necessarily “buy in a quarter” and
measuring each quarter independently means it
will take longer to build up our brand presence
once again.

IRR

It's worth noting that our IRR
guardrails were adjusted from a
twelve-month metric base to a three-
year look back, consistent with our
intrinsic value measurement.

We applied this adjusted formula in
2023 when our margins in that time
frame had moved so erratically it
would have led to a virtually
impossible pet acquisition target.
Today, we err on the side of caution
as both our margins and our retention
rates improve while we still lean into
the 20-40% return.

If we see an opportunity for growth,
then we may look to step over, or

under, the IRR guardrails in the short-
term (Q by Q) to meet them in the
midterm (full year) to maintain our
annual discipline of capital
investment. This approach may give
us a longer runway, throttling
investment up and down to allow us
to push more aggressively outside of
natural market cycles. That said, in
the event we choose to make
quarterly adjustments, we will not be
changing our overall approach to seek
those strong (between 30-40%)
returns across our expanding
addressable market.
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Common Confusion about Trupanion
Top 10, Best Pet Insurance, The right policy for vour cat or dog..Where's Trupanion?

While our journey begins with our core distribution channels, many competitors rely more heavily on
direct-to-consumer marketing to fill their funnels. As an industry, we've yet to experience consistent,
multi-million-dollar ad spend. When that day comes, we believe it will significantly boost category
awareness. In the meantime, some competitors turn to higher-cost acquisition tactics to drive their
lead volume. Among these are Google (by far the largest), price comparison sites and the growing
affiliate marketing space. With only a few exceptions, we've made a deliberate choice to limit our
presence on these platforms. Participation is typically pay-to-play and often structured in ways that
prioritize provider incentives over pet parent needs. When someone searches for "what is the best
pet insurance?” they often assume the rankings are objective, not realizing how commercially driven
many of these sites are. As a result, pet parents may be steered toward what's cheapest, rather than
what offers the best value.

(44

The $4,000 claim was approved immediately and
paid directly to the vet. | didn't have to worry about
paying and eventually getting reimbursed like
most insurance companies. | am extremely happy
with Trupanion and tell everyone how easy the
process was.
= JAMICE K.
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How We Are
Different

2024 TRUPANION SHAREHOLDER LETTER 29




How We Are Different

While | can point to general lack of education
around the benefits of high-quality medical
insurance and the under-appreciation of the
value of being able to pay the veterinary hospital
directly at check-out, the biggest consumer
confusion, in my opinion, is the uniqueness of our
approach to pricing — our lifetime product
structure. Ironically, this is, | believe, the most
impactful component of what makes us better.

The average pet parent, without accurate
information, may naturally think {and as noted
earlier, be “coached” by third party content) to
believe that all products are created equal. Yet
our market is not commoditized. There are
fundamental differences between key players.
We need people to understand the problem
we're solving and the reason we stand apart.

Cost of Care & Trupanion’s Problem-
Solving Experience

Talk of inflation has been front and center for
our business since the summer of 2022. | won't
dwell on the story of inflation and its impact on
our margin, but | think it's important to note why
Trupanion's experience of veterinary inflation is
that much higher than an average “basket of
goods approach” showing up in CPI data points.

A Trupanion member doesn't wait to take their
pet to the hospital. Qur per condition, lifetime
deductible means that we reduce barriers to
care (= increase in frequency). That, coupled
with the breadth of our coverage (diagnostics,
specialty and emergency care, chronic
conditions, etc.) means we enable treatment, no
matter the cost or the duration (= increase in
severity).

1

*

The Consumer Price Index
(CPI) measures the average
change over time in the
prices paid by consumers
for a basket of consumer

goods and services.

The CPlis calculated by comparing
the prices of a fixed basket of
goods and services over time, but
not changes in wages or salaries,
which at times, are costs not
directly passed through to
CONsSuUmers.
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Most of all, our ability to pay the veterinary hospital directly at the time of check cut removes that
final, critical hurdle that often prevents a pet parent from saying “yes" to the optimal care path for
their much-loved family member (= increase in frequency and severity).

When the average point at which treatment stops is around $1,400, there is no benefit to having
insurance if you must first pay and then wait for reimbursement. Finding access to large amounts to
pay for unexpected care is hard for the average person who lives month-to-month, regardless of
income. Having a smaller, budgetable monthly poyment makes things much easier.

On this basis, one might naturally assume all insurance can solve this problem, but it doesn't. With
traditional insurance, the problem is the same, as the pet parent still has to come out of pocket or

seek emergency financing at the time of that upfront bill payment. Reimbursement does not solve the
problem.

To solve this problem a scalable solution is needed that truly removes friction at checkout. That's

where our patented direct payment software comes in. We're the only ones in North America who can
pay veterinarians directly at checkout,

Adoption of our software continues to grow, alongside the number of claims we're paying directly on
behalf of our members. The chart below highlights just how dramatically direct payments have
increased since 2022 — a powerful signal that our solution is resonating.
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Fig 13.0 Software Paid Claims %
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Pricing the Trupanion Way

What is notably different for Trupanion is that when we quote for a pet, we will lock in that age factor
at the time of enrollment. For example, a dog who enrolls as a puppy at Trupanion will always be
sharing risk with all other puppies, regardless of how old they live to be. What this means is that if all
things are equal (no inflation, change in cost of care or increase in coverage), then compared to
competitors, our pricing would likely start out with a higher price and — and this is the bit people
don't understand — remain consistent for the life of the pet. Every single competitor starts with a
lower age curve which means the price for that pet is guaranteed to increase as the pet ages. In every
instance, that age-related increase can be dramatic!

Competitor A
Competitor B
Competitor C
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This example is based on a Labrador puppy in Califernio, where we compared Trupanion’s lifetime cost with a group of competitors.
Information was pulled from public filings as of March 1, 2025 and includes assumptions based on annual inflation.

Fig 14.0 Monthly Premium over Lifetime for Pet enrolling as a Puppy in California

In most cases, the quicker the pet is treated (during signs of early onset) the better the chance of
recovery, with better long-term health and longer life expectancy.

You put all of this together, and you're left with high retention for Trupanion and increased practice

revenue (by approximately 2x compared to an uninsured client) for the veterinary hospital —
a win: win for everyone.
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Now it must be said, this level of coverage comes at a cost, which is why we have seen our costs
impacted so aggressively over this period. It's our job to make sure that the price associated with this
genuine and reliable coverage is accurate and aligned to our value proposition. Critically, as the
average monthly charge across the industry has increased over the last three years — the pet parent
deserves to understand that in pet insurance, you get what you pay for. To do this, we have to be
better at explaining why Trupanion costs what it does.

Here's a walk through of what this looks like today:

Early Years

In the early years (typically when the less catastrophic health issues crop
up), prices stay somewhat close. But by the time a pet reaches 4 or older, a
pet parent should expect some very large automatic and guaranteed
pricing adjustments (these price adjustments are called "attained age
pricing"). With this example in Fig. 14.0, taken from real 2025 rate filings, a
pet with competitor A increases from less than $600 per year to over
$9,000.

Later Years

Now if you layer in Trupanion's age rate (in blue), it's clear to see the
dramatic change attained age pricing has on monthly premiums over a
lifetime. We believe that the impact of using the Trupanion approach —
age-at-enrollment — allows for a more stable (budgetable) monthly cost.

Important to Note: Age at enrollment pricing doesn't mean a monthly rate remains locked in. As care
for pets evolves and expands, and with typical inflationary impacts, prices do change. Trupanion's

approach removes one of the biggest variables to provide a smoother, more predictable experience
for our members over the life of the pet. We put some of the strength of our retention rate down to
this point of difference because our prices don't escalate when you need us most.

_j 7
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The Impact of Age

We all inherently know that the older we get, the harder it is to keep our body and mind in good
shape. Our (mostly) fur-covered companions are no different.

We have a choice as an insurer to let the pet parent take more of that cost on as the pet ages (which
shows up in the age factor over time) or contemplate more of a shared risk approach to smooth out
the effect of aging on costs. Trupanion has opted to stand alone in the latter approach.,

As the previous chart showed us, using data from our competitors, the monthly costs and thereby the
associated costs and exposure for an older pet can be multiples more at the time of enrollment.

Why does this matter?

In such a heavily under penetrated market, education is key. We don't yet have high penetration rates
and therefore lack an abundance of consumer experience that would otherwise organically educate
the mass market on our behalf. We have to push this information out into the market to help pet
parents understand the nuances as they do their research.

Without acknowledging this key point of difference, it means pet parents can't accurately compare
prices on websites — because pricing isn't broken out in this way and regulators don't require it be
addressed at the point of sale.
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So Why Be Different?

As we've discussed, our business model is built
on the ability to deploy our ADI at high internal
rates of return. Our measurement for IRR
considers our retention rate over time.
Developing a member experience that enhances
this key metric is a critical component of our
lifetime value per pet, which in turn, creates the
opportunity to earn a profit per pet over a longer
time frame. This maximizes our AQI to invest
and our payback period.

When the age curve increases every year,
typically two things happen:

1. Pet parents who have pets with pre-existing
conditions have no choice but to stay —
which drives up the risk even higher for the
pool of pets in that age group because
they're all “claimers”, or,

2. Pet parents cancel, and often the healthy
pets — leaving the sick pets on cover —
further exacerbating the pricing issue.

In either case, the pressure on those pet parents
that stay through to later life is far greater and
the prices need to increase to offset the
increased risk pool. And thus, a cycle begins —
ending in cost-prohibitive coverage for those
that are well.

If we are to see this category reach its potential,
globally, it's imperative that providers seek to
inform and present their coverage with
consistent and transparent policy wording. As
we witness a shift in the attention from the
MNAIC, | am hopeful that consistency and clear
disclaimers around coverage become part and
parcel of the consumer buying process and thaot
at last, we play on an even playing field.

f
L)

We have recently been more
aggressively testing
messaging, specifically
honing in on these key unique
selling points.

Early indications suggest that while
development of initiatives was slow to
get started, so far this year we are
making some steady progress,
gradually increasing that all important
web conversion rate as we test along
the way. When we get this right, we
believe this will be the key to unlocking
our stronger same store sales and
online conversion rate improvements,
and will lead to higher retention rates.
While we still have some way to go,
the team is on the right track and look
forward to sharing more at our 2025
Investor Day.
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2024 in Review

2024 TRUPANION SHAREHOLDER LETTER 36




2024 in Review

So armed with that as a backdrop to our business, I'm pleased to provide a comprehensive overview
of our 2024 results.

veor | ENvoled | Total Yo Im m Yo . h:;;“ . J:Ku “‘::‘" m Net

Pots Rovernwe  growth toccquie “Pll M growth P share ot incoms  cash®

naw pats | count peir share

2014 232,450 159 38% e ] “B0% f21.2) 338 $3.43 £003 615
2015 201,818 $147.0 2T% 14.8 36 0% 72 341 $4.30 $0.10 455
2006 343,649 1882 26% 14.7 148 e [6.9) 34.9 55.40 20.42 516
2017 423194 2427 0% 18.4 23.4 58% (1.5 35.4 $6.85 $0.66 578
208 521,350 £304.0 25% 237 IR sk 0.9 e £8.03 20,84 1352
2019 G46.728 £381.9 26% 333 44,7 39k 1.8 38.0 21002 27 140.2
2020 862,928 %5020 nx 451 571 20% 5.8) 42.4 £185 %135 3026
200 1176778 26090 0% 609.5 785 ark {35.5) A28 £16.32 5183 043
2022 1537573 50805.2 20% 804 893 14% {a4.7) 42.8 a7 5209 2390
2023 1,714,473 $1.108.6 22% 0.4 B35 -6% {44.7) 43.5 £25.47 £1.92 2420
2024 16TLST0 51,2857 6% §4.5 4.5 IrH 5.6 dad.4 $28.96 £2.58 2752

Mote: Total revenue, invested capital, adjusted operating income, net income (loss), and net cash shown in $ millions.
*Total share count plus options and warrants granted, which includes outstanding shares plus unexercisedfunvested optiens and RSUs.
** Cash, investments, and our building assets minus debt.

Fig 15.0 Key Consolidated Financial Metrics

2024 was a year of strong operational and financial progress. Total revenue was up 16% year-over-
year to $1.286 billion, and AO| crossed the $100 million mark for the first time, reflecting a year-over-
year jump of 37%.

AQI represents the funds we have to invest in our business and in 2024, we put only $70 million of
this to work in our growth and development initiatives. The majority of this was aimed at adding pets
in our subscription business, and we also made strides in developing certain of our pre-revenue
initiatives.
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Primarily non -cash items such as depreciation
and amortization ($16 million) and stock-based
compensation ($32 million) help bridge to our
$9.6 million net loss — a significant and very
intentional improvement over the prior three
years.

Our capital expenditures reduced by almost 50%
year-over-year from $18.3 million in 2023 to
%$9.7 million, below $10 million for the first time
since 2020, As a result, we generated over $38
million in free cash flow, representing a margin
of 3.0% on total revenues, above our new annual
target of 2.5%.

As for the Balance Sheet, we ended 2024 in a
stronger financial position with over $275 million
in net cash. Qur largest insurance entity, APIC,
maintained over $245 million of capital surplus,
an excess of $140 million over our estimated
minimum regulatory requirement. We continue
to work with the New York Department of
Financial Services to assess our financial
position over the long-term and are assured we
have significant headroom for growth available.

.

R
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Trupanion’s Subscription
Business

Let's take a closer look at the financials of
our Subscription segment. While our
Other Business Segment generates
substantial revenue, its contribution to
AOI and intrinsic value is limited given its
low profit margins.

The table on the next page provides
insight into how we've evaluated our
business since our IPO — focusing on the
Subscription segment, with the Other
Business Segment included only for its
cash flow contribution.
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(i 5 rnillions) 2004 2015 2006 2017 2008 2018

Enralied Pats in Subseriplion Segmant 21549 2728638 323,233 3nes3 430,770 404,028
Subscription Revenud $103.5 $1334 1734 284 52637 3.2
o Changt a5k 28% 30% 26% 2% 225
Minus paid ve1erinary invoices (7400 [95.21 124.4) 155.21 [180.5) {2317
Minus vaniabhe cxpenses (109 {14.00 {16.8) 2 [24.8) {29.4)
Minus fixed cxponses 23 [LE:E:]] (7.3} 18.2) &7 a2
Subscription Adjusted Opoerating Prafit (&01) 13 4.3 5.0 38 3.0 419
Yot Change 231% 249% S9% 0% 35%
Adjusted Operating Profit Margin (A0M) 1L3% 325 8.7% 10.8% nrs 13.0%
Minus Subscriplion PAC * (10.9) (4.7 [14.5) (18.4) {23.3) {32.9)
Add Other Adjusted Operating Profit [A01 [[:1:}] (0.8) [0.2] 0.5 0.8 24
Minus Othar PAC * o (01 [0.2] 0.2 {0.4) (0.4}
Minus capital expenditures ** 15.6) 14.9) [1}:] (31 {4.8) [5.4)
Cash generated | (Cash usod) *** 15.49) [} [%i] [LE:] 16 X 56
{in  millions} e 2023 203 10-yrCAGR
d Pats in Subserip Segment 577957 704,333 BE9,BE2 881,426 1,041,212 %
Subseription Revenus 53877 54948 £596.6 £7128 £856.5 235%
fif Changs nx 28% 1% 19% 20%
MiInUS pakd veLeMnary invoices (2779 [351.9) (432 8) 1539.7) (B211)
MinuS varatie sxpansas (35.4) [a8.5) (58.6) (622} (80.7)
Minus fixed coponses (2008} [23.4) (25.9) (337 [a6.4)
Subseription Adjusted Oparating Profit (01 54.0 o 78.3 0.2 1083 55.6%
Yo Change 9% nx 12% -12% 54%
Adjusted Operating Profit Margin (A0K) 13.9% 14.3% 133% 9.8% 126%
Minus Subscription PAC * (44.2) (69.0) (70.8) (ro.z) (Ga.4) 10.4%
A Other Ajusted Operating Profit (A0I 30 5 a8 154 6.2
Minus Other PAC * (11 (0.5) [ou6) 10.2) ooy
Minus capital expenditures ** (5] 12.4) LA FA) (a.3) (o7
Cash gonerated [ (Cash uzed) *** a5 (3.4) [8.3) (511 403

*Pet acquisition cost (PAC) represents the capital we deploy to ocquire new pets ** Excludes 2018 purchose of headquorter building
*o* Simplified measure of cosh flow, does not tie to our Free Cosh Flow metric which is defined as cosh provided by operating
activities minus capital expenditures

Fig 16.0 Key Financial Metrics for our Subscription Business and Total Cash Generation

2024 TRUPANION SHAREHOLDER LETTER 39



Subseription revenue for the year came in right on target, growing 20% to $856 million. Histarically
growth in pet count has been the primary driver of revenue, followed by growth in ARPU. This year,
reflecting our tough but necessary pricing actions, ARPU did the heavy lifting, increasing 12% year
over year. It's frankly a blessing and brilliant part of our business that enables us to seek growth
through a number of means. Often we grow with pet count, last year we grew with ARPU,
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Fig 17.0 Subscription Revenue (in 3 millions)
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Fig 18.0 Subscription Revenue by Cohort (in $ millions)
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Most notably, our core subscription segment AOI
grew 54% year-over-year and subscription
Adjusted Operating Margin (AOM) expanded
nearly 300 basis points to 12.6% (up from 9.8%
in 2023). This improvement came from two

distinct areas:
Al @
1. The rightsizing of our pricing to match the N

increased cost of care (the truest form of a
cost-plus model) and,

2. Some healthy operational efficiencies through
the advancement of our veterinary-facing
direct payment software, claims automation,
Al development and the aforementioned
launch of our new, internally named “Vision™
platform to our member-facing teams.

I've been impressed with how our data
science and technology teams have not
only significantly increased our
machine learning output but have

applied long-developed machine —
learning algorithms to all parts of the
organization.

So long as veterinary inflation remains
consistent, we are now in a solid position to
perform consistently closer to our margin target.
In general, 2024 put into play a balance between
margin recovery and growth. To this end, we
began the year cautiously with significantly
reduced acquisition investment (23% down in
Q1 over the prior year). At the mid-point of the
year, concurrent with margin recovery, the team
gradually increased spend — to over $16
million per quarter for both Q3 and Q4,
beginning the deliberate and steady
reintroduction of marketing investment — the
sign of things to come.

We've always been an industry
leader in this space, and we will be
continuing to support this

development to realize e

opportunities in our b

creative design, to messaging, to
data analysis and inspection.
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Fig 19.0 Subscription PAC Investment (in $ millions)
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Core Trupanion [

In 2024, as in prior periods, the majority of our
revenue was created from our flagship “core”
Trupanion monthly subscription product. This
offering not only generates over 95% of our
subscription adjusted operating income — the
essential fuel for our growth — but also reflects
the strongest attributes of our model: deep
moats, a highly aligned value proposition, and
enduring member loyalty. And, with its high
lifetime value and consistently strong internal
rates of return, it remains the most strategically
impactful part of our portfolio. Because of this, it
has — and will continue to be in 2025 — the
focal point of our subscription business.

Having been surprised with the first inflationary
hike two years prior, we doubled-down our
pricing analysis and continued with our steady
assumption of mid-teens inflation through the
first quarter of the year. We were right,

The member rate changes set in late ‘23 to flow
through our books in H1 of *24, enabled strong
ARPU growth and o steady continuation of our
margin expansion. Growth in ARFU for the Core
Trupanion product hit an all-time high in Q4 of
2024 - increasing over 14% year-over-year. And
while we landed shy of our long-term margin
target for the year, we made significant strides
returning our business to double-digit adjusted
operating margin and exited the year with over
90% of our book priced to target.

Growing in territories where our margins are
temporarily too low creates a sub-par member
experience as pet parents are virtually
guaranteed to receive a 20%+ rate increase after
their first year. As noted earlier, first year
attrition is always a challenge = and combining
this with higher-than-average rate increases
naturally leads to higher churn. Given the need
across all regions to right-size our margins we
made the decision to hold back some of our pet
acquisition dollars to prioritize delivery of the
best -in-class member experience.,

The beauty of a strong monthly recurring
revenue business is the assurance that the
machine keeps running — even when the
power is turned off. In our case, we slowed

spend due to margin compression, yet

revenue from our existing members and
newly referred pet parents continued to grow
— driven by our strong distribution channel,

brand awareness, focus on member

experience, and ongoing demand for our
product. However, as we found through the
year, our historical brand presence began to
fade, signaling the need for reinvestment. As

a result of the reduced spend, year-end pet

count additions came in light by Trupanion

standards, with only a modest increase in

total subscription pets for the full year (see
the financial table on page 39).

While we are far from satisfied with the
reduced pace of pet growth, this year's
performance is encouraging — especially
against the backdrop of two years of
receding acquisition dollars, and once-in-a-
generation rate increases driven by
veterinary inflation. It underscores the huge
opportunity ahead for Trupanion, as we plan
to increase the deployment of our growing
adjusted operating income once again.
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While we continue to refine and adjust our pricing te align to our long-standing goal of 15% adjusted
operating margin, we have made Trupanion immeasurably and sustainably healthier exiting 2024,

It is from a position of strength that we look to achieve the primary goal for our core business in 2025
to improve our core Trupanion retention, with a fast-follow secondary initiative to reignite our “gross
adds” pet engine.

(14

Trupanion recently saw
Watson through a bout of
bronchopneumonia. Two
emergency visits, four
X-rays, and more than 2
months of medication later
and Watson is back to his
happy self. Are we ever glad
we had insurance. Thank
you Trupanion!

- CAROLYN S.
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A 60-Month
Plan Update
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A 60-Month Plan Update

In our 60-month plan we outlined intentions to grow and expand our insurance offerings into new
distribution channels and geographies. The plan was ambitious by design = not every initiative was
expected to succeed; we believed in testing and learning from each. And we did.

Throughout 2024 we deliberately refocused our attention toward our core Trupanion product in Morth
America. As a result, progress across many of these new initiatives was slower, yet still meaningful.
As we look to close 2025 strong, our energy is aligned behind the areas with the greatest near-term
impact — with a renewed attention to double-down on our core Trupanion business. We do so
without losing sight of the broader vision, and with a proactive mindset as we look to the next decade
and beyond — creating optionality through our pool of AQOL

As part of our broader international update, and following year-end, we modified our structure in
Australio, where we have operated through a joint venture partnership since 2018. After a lot of
thoughtful discussion, we decided to transition to a licensing model. This approach lets us keep the
Trupanion brand presence in Australia and continue participating in the region's growth, while
keeping our attention on the parts of the business where we can make the biggest impact. As part of
the transition, we transferred our ownership stake to our former joint venture partner, in an effort to
set the local team up for success.

J:ll' gn [HiDIRECT Trupanion

PET INSURANCE Fluff-free Pet Health Insurance for Chewy Health

Af¥ac. & PetExpert trupanion

Trupanion in Germany and Switzerland ¥ )

In the last 12-months we successfully launched our first European Trupanion branded product to
market in Germany and Switzerland, a market with approximately 12,000 veterinary hospitals
combined and an estimated pet population of 29 million. While it is still early days, the reception from
the veterinary community has been positive, and we are pleased to bring a direct payment solution to
a market that, we believe, is unrivaled. Our investment since launch has been negligible (less than 2%
of PAC in H2 last year) and will likely remain at similarly low levels throughout 2025. This year, it's our
intention to test and refine this new P&L, in support of moving closer to our target operational
metrics, and before we drive growth more aggressively.
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PetExpert: Czechia, Slovakia and Belgium I Em B

Our market-leading team across Czechia, Slovakia and Belgium continue to expand across direct-to-
consumer and veterinary channels. While we have yet to introduce the Trupanion brand to these
European markets, we are making strong progress by deepening veterinary moats with key animal
health partners and offering our unrivaled level of direct veterinary payment on behalf of our
members.

In time, we will introduce the Trupanion-style product into these geographies; howewver having
recently launched in Germany and Switzerland, we are mindful of the internal resources and support
required to have two brand-new insurance products in market, and we will bide our time to ensure
we can be confident in our market delivery.

As our company expands, we are pleased to now have alternative channels for capital deployment.

Our goal is to double our addressable market and ultimately to diversify our growth options. With

strong foundation in several key European markets, we've built meaningful optionality. These efforts

are helping to establish a more flexible platform for growth, giving us the ability to pivot or reallocate

as needed to maintain momentum. And as we look toward our next strategic plan, they will allow us
to expand our active hospitals and same store sale metrics in multiple ways.

Distribution with Partners and Products

Much like our core product, we have been focused on accurate pricing and strong member support for
Chewy, Aflac and State Farm (State Farm promotes the core Trupanion product).

In all instances, therefore, we have seen moderate growth, Between these three brands we have 8
different product types consisting of both insurance and wellness components. Every product has
performed differently and are generally accretive to our intrinsic value, and we will continue to look at
expansion in-line with our partners’ ambitions and to bring them quickly to scale.

Medium and Low ARPU Products: Furkin and PHI Direct

Having launched into Canada in 2021, PHI Direct and Furkin have become more deeply rooted in the
Canadian market, Designed specifically to showcase different “swim lane” products sold direct-to-
consumer, we have been gradually iterating with both brands and have had seme good learnings,
albeit with mixed results,

Furkin is further along the path towards scalability, with encouraging signs around cost-effective
customer acguisition and retention tracking at, or above, expectations. PHI Direct, as a lower ARPU
offering, naturally demands a more measured approach. We have learned the importance of
maintaining discipline in spend, ensuring it aligns with our expectations of pet lifetime value. These
insights have helped us better calibrate our investment strategy across both brands, optimizing for
sustainable growth.

Soon, Furkin and PHI Direct will fall under our new underwriting entity in Canada, GPIC. This structure
not only brings operational and regulatory alignment, but also supports long-term scalability and
flexibility in how we manage and grow our Canadian business.
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Food Brand Landspath

One of the more unique components of our 60-month plan was the introduction of a bold new
product line in our pet food brand, Landspath. 2024 was a good year for this incubation project.
Created using new food processing, this unique pet food recipe is really taking shape after having
been painstakingly crafted. The food itself is the result of “Test 73" (think WD40 +33l). In fact, aside
from standard pet food testing, it has also passed stringent AAFCO testing — no mean feat and an
example of the standards we are intending to operate this new line of business to.

Designed with the sole purpose of helping increase the health and wellbeing of our pets, when we
demonstrate a pet is healthier when eating Landspath, we expect we can, in-turn, reduce monthly
insurance premiums and increase the value provided to the pet parent. As a reminder, this product
has also been designed to be sold exclusively through the veterinary channel, which will return a
long-lost revenue stream back to the hospital through monthly recurring commissions. As hospitals
struggle with the slower frequency of visits, this is yet another way the broader Trupanion business
will align to the needs of the veterinary community.

When launched, Landspath will represent a meaningful step forward in the value we deliver to our
members, the veterinary community, and in Trupanion's overall share of the pet wallet. While | won't
go into detail for competitive reasons, our pet food team, consisting of Darryl (who's having a lot of
fun with this new project!) and a collection of brilliant global pet nutrition and other gurus are making
big strides forward. We have developed plans to build out capacity and look forward to sharing more
at our up-and-coming investor day in September.

Long-term, having a diversified product portfolio creates choices for investment and reduces singular
category risk. What unifies all our efforts is the mission to help pet parents to budget and care for
their pets, and food is most definitely a component of that!
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Intrinsic Value Per Share
Throughout 2024 we believe the team added meaningful value to our business — value we continue
to assess using our long-standing discounted cash flow model.

While our mission drives us forwards, as a public company we always are striving to expand our
intrinsic value per share. As a reminder of our 2019 letter, the drivers that increase this value per
share are:

1. Number of Active hospitals (hospitals that have

at least one pet assigned to them every three months) For ease of reference, we have
2. Same Store Sales reattached the 2019
3. ARPU and its increase over time with inflation 5‘h0|"‘=h0|‘dl‘=r letter, which
4. Adjusted Operating Income (which requires us to provides a view of how one may

price appropriately and to operate within our choose to calculate their model.
guardrails for variable and fixed expenses)
5. Retention Rate (the most impactful metric of all).

In our prior 2019 letter, we explained how we use a three year look-back for cur key metrics to predict
the future. This model, in many ways becomes something of a radar for judgment for how we may
perform in the future. Given we have a framework previously outlined, | won't reconstruct the model
and will leave it to our investors to model their own DCF.

Measuring intrinsic value per share remains an important part of how we evaluate our performance
and align team compensation, and we remain deeply focused on tracking the underlying levers over
time. This year’s increase in intrinsic value per share resulted in a share pool of 630,000 shares —
approximately 1.5% of outstanding shares — which we believe appropriately reflects our strong
performance and the team's contributions towards that performance.
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Fig 20.0 Impact of Retention on Tenure and Intrinsic Value per Share

By comparison, when and if we can bring retention rate back to 88.7% — and model that
assumed impact — the impact to intrinsic value per share would add another 15
percentage points. 'll reiterate, retention is power, and this is why it's our number one focus.
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The Team
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The Team

In 2024, our team, which now exists in 9 countries around the world, performed incredibly well.

Like a proud parent, one might argue most leaders would say the same, but beyond good results, the
Trupanion community showed up in ways it never has before. It cannot be underestimated how
difficult it is for a team so accustomed to managing rapid growth to instead take a pause, close our
margin gap, learn new approaches and processes, and say farewell to their founding leader — all in a
single year. And yet, they did.

For a company that has grown 20%+ in 9 of the last 10 years, whose psyche is always to help more
pets, we took time in 2024 to bolster our structures and introduce processes that support a more
streamlined and organized workflow. Culturally, this has marked a shift for the business. But with it
comes a sense of awareness and an enhanced platform for reviewing and assessing the business to
ensure it continues to thrive and allows us to execute with the same tenacity and proactivity as
befaore.

Every single team member played a role, and | am immensely proud of how they rallied and
showcased their commitment to maintain growth and enhance our financial position while
simultaneously remediating two material weaknesses. These are not tasks for the faint-hearted, and
I'm tremendously grateful for their commitment to our mission.

It's for this reason that we were pleased to share an allocation of stock-based compensation with the
team, based on our per-share-growth in intrinsic value, as mentioned above. Looking ahead, | intend
to be deliberate in maoking sure our global teams are set up for success.

This means greater recognition for team members, expanding learning and development programs,
clearer paths for growth and collaboration, and a renewed focus on role clarity — to reinforce
accountability, cross-functional execution, and the ability to move with speed, accuracy ond diligence.

While | don't have the chance to see and talk with every team member, | say this from the heart when

| say we are committed to them — wherever and whoever they are — we will do what's right for our
people.
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Finishing
Strong
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Finishing Strong

With just 8 months left in our current strategic plan, the team is focused on ending the year, and the
plan, strong. We will double-down on our core Trupanion brand, through prioritization of retention
and gross pet adds, leaning especially into the veterinary channel and the moat that has made us the
leading brand in the industry. Returning to our roots is a welcome reset, and I'm looking forward to
seeing the team operate with increased fluidity as they move into their more natural, growth-oriented
habitat.

While our 60-month plan presented an exciting and ambitious array of market opportunities to roll
out over a 5-year period, this final stretch calls for focus to execute on the initiatives that we have
now put in place. We will operate with a "less is more" mentality to achieve high quality execution.
We will continue integrating our automation and tech platforms, with a goal of further enhancing our
member experience, marketing performance and operational efficiency, and we look forward to
ending this year with a virtually completed integration of all Morth American products onto our new
Wision platform.

Trupanion turns 25 this year and one quarter of a century in, we now support over 1 million pets and
their families. By the end of the year, we'll have paid out well over $3.5 billion in invoices — helping
our members access care and enabling countless veterinary teams around the world to practice their
best medicine.

61 Months and Beyond...

As we have discussed, our current strategic plan is steeped in opportunity, bold expansion and
tenacious growth; this ambition will be consistent in our next chapter, building on the foundations of
the last plan. We are excited to be setting the stoge for what's to come, now that the foundations
have been laid. We will exit 2025 with a global TAM of over 50,000 veterinary hospitals ond an
addressable market of over 300 million pet parents. If the current plan is considered as laying the
groundwork, the next will be a springboard for growth.

To grow our intrinsic value per share, we will look to expand our active hospital count and same store
sales. Combined with our North American market presence, our European endeavors unlock
significant opportunity to do so in a consistent and compounding manner, setting up strong growth
plans consistent with our past.

While the next strategic plan is in the early stages of development, investors should expect that we
will double-down our focus on increasing the penetration of our core Trupanion product

across North America. The market is ripe for growth and with our compounding adjusted operating
income — which we expect to reach $200 million in the next few years — we will have ample
resources to drive greater brand awareness in-parallel to the market adoption curve. We will bring
the Trupanion brand in front of pet parents wherever they may be and stay true to our alignment and
support of the veterinary industry through our Territory Partners to grow our same store sales metrics
across North America and into Europe.
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Now that many of our newer initiatives are built and at varying degrees of scaling, expect us to make
updates to how we think about these fledgling lines. For competitive reasons we'll keep our specific
plans under wraps but needless to say, we have worked hard to give ourselves options and we will be
selective and deliberate with our approach to allow us to seize the moment as the market expands.
Outside of insurance, our food opportunity is starting to take shape, and we will continue to think
proactively and innovative to evolve our technology and share our data insights that continue to
enable our mission.

In the closing of our 2023 letter we purposefully discussed the impact of a more mature balance
sheet:

“As we continue to grow and mature, we recognize our growth levers will modulate and
expand. We don't always anticipate every dollar will be reinvested to add pets (although
the majority likely will), when we know the longer-term benefit to our mission is to
enhance our balance sheet, enabled by cur new free cash flow target. We are excited to
do this for the long-term benefit of Trupanion and all of those in our ecosystem.”

We have built on this concept in 2024 and it's right to expect that the same ambition will be present
in the next strategic roadmap. We look forward to sharing more a year from now in our 2025 letter.
Until then, we have every intention of continuing to be bold and aggressive in our chosen markets,
proactively targeting growth opportunities and maximizing our returns.

Reflecting on my past 13 years with Trupanion, it's hard to remember a moment when we have been
quite as primed for strong execution and performance as we are today. We have never had more
hospitals within reach, as many people in the field, been in such a strong capital position, or had as
much money to invest in growth. Perhaps most impactful of all, we have certainly never seen a global
need as prevalent as today.

Since our inception, we've weathered recessions, political instability and emerged stronger while
others have come and gone. We've been the first to respond, the most transparent, and we've grown
through the hardest of times.

Twenty-five years in, our model is proven. We are well established, with deep moats and strong,
protected points of difference. In our large, under penetrated market spanning multiple, global
territories, our simple and repeatable monthly subscription model demonstrates, time and again, our
pricing power and our member resilience.

Whether you read this as a shareholder, team member, veterinarian or member, know that we exited

2024 stronger, in every way. This resilient business is coming of age, and we look forward to you
being part of our journey.
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End Notes

This letter and other publicly available reports include certain non-GAAP financial measures. These
non-GAAP financial measures may not provide information that is directly comparable to that
provided by other companies in its industry as other companies in its industry may calculate or use
non-GAAP financial measures differently. In addition, there are limitations in using non-GAAP
financial measures because the non-GAAP financial measures are not prepared in accordance with
GAAP, may be different from non-GAAPR financial measures used by other companies 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 reconciliation 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 subscription pets we enroll during the
period will behave like an average subscription pet. Cash outflows from an average pet include
average pet acquisition cost for the applicable period. Cash outflows also include a monthly capital
charge, which we estimate as 1% of the monthly average revenue per pet for the four quarters
preceding the period end date. Cash inflows from an average pet are calculated based on
subscription revenue less cost of revenue from our subscription business segment for the 12 months
prior to the period end date excluding stock-based compensation expense related to cost of revenue
from our subscription business segment, sign-up fee revenue and the change in deferred revenue,
minus fixed expenses related to our subscription business, which are the pro rata portion of general
and administrative and technology and development expenses, less stock-based compensation,
based on revenues. Further details on the calculation for 2024 are included within our Supplemental
Financial Information provided on Trupanion's Investor Relations website. Because of varying
available valuation methodologies, subjective assumptions and the variety of equity instruments that
can impact o company's non-cash expenses, Trupanion believes that providing various non-GAAP
financial measures that exclude stock-based compensation expense and depreciation and
amertization expense allows for more meaningful comparisons between its operating results from
period to period. Trupanion offsets new pet acquisition 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 new pet acquisition
expenses. Trupanion believes this allows it to calculate and present financial measures in o consistent
manner across periods. This letter also presents new pet acquisition expense on an after-tax basis,
which management believes facilitates comparisons to companies that grow inorganically.
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.
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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, our 60-month plan, our market opportunity, our capital allocation strategies, effects of
inflation, future results of operations and financial position (including ARPU, AOM, AQI, 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.

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 ability 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;

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 risks, 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.
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Disclaimer (ctd.)

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 accur. We undertake no obligation to update publicly any
forward-looking statements for any reason, except as required by law.
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Please note that this letter is intended for an audience of
shareholders, team members, and veterinarians, and may
include individuals who are being introduced to Trupanion's
shareholder letters for the first time. In order to make this
material accessible to all of these audiences, | have included
plain-English infended meanings of certain terms along the
sidebar. These definitions are highlighted in green throughout
the text. These definitions differ from and are nof to be
cenfused with the technical definitions that may appearin cur
public filings with the U.S. Securities Exchange Commission.

| have also indicated numbers in blue in instances where
they appear in both a description as well as in a table or an
equation, to help the reader follow my logic.



To Our Shareholders

@ If we dare to understand, progress is possible in all fields, scientific, political and moral.
Problems are inevitable, because our knowledge will always be far from complete. Some problems
are hard, but it is @ mistake to confuse hard problems with problems unlikely to be solved.

=DAMID DEUTSCH

When | first drafled this letter, we were still very early into whal has evolved infe
global health pandemic. | had intended 1o open with the lollowing:

Trupanion's mission is simple: helping loving, respansible pet owners budge! and
care for their pels,

Today. our mission feels particularly ralevant. Providing pet owners peace of mind
in periods of uncerlainty is why Trupanion exists! | can think of several other "crises”
or pericds of uncertainty in our 20 year histary, but not one that so clearly embodies
the challenges of an unexpecled heallh crisis,

Flanning for the unexpected is the heart of the problerm Trupanion was designed
to solve. How do pet owners budget for veterinary expenses if and when their pet
becomes sick or injured?

30, how do we know if we are progressing or doing well? The basic answer. like our
mission, is simple: the more pet owners and pels thot we are helping. the better
wa are doing. In addition, we have key meltrics, which when monitored on annual
intervals, provide insight inte the overall strength and health of our business.

We have three key financial goals. We don't expect we will achieve them ecch
and every year, but you can be assured that we will iry our best. These three primary
annyal goals are:

Grow total revenue between 20% and 30% annually.

Compound the cash from exisling and new pets. The keys to compounding
cash flow are growth in pels, average revenue par pet, and our adjusted
aperating margin per pel. For our monthly subscription pets, we target an
adjusted operaling margin of 15%.

Re-invest our discretionary cash at internal rates of return between 30% and

40%. At these internal rates of return, we aim to invest as much discretionary
cash a3 possible, while remaining free cash flow posifive,

[1]]

Adjusted Operaling Margin (AOM):
The amount of Adjusted Oparating
Income [delinad balow) o o
parcentage of revenug genanabed
from oar members during the
pariod.

Discretionary Cash: This i o term
Thal vl w10 QSSRGS W COth
flowr 1hat could be refurned

B whcaris lehers in R ey of
dividands. or reinvesied 1o grow The
COMpany.

Internal Rale of Retuin (IRR): A
caleulotion uped to evaluale the
raburn on an invesimant ower fEmae,

Frae Coth Flow: Coth we genaraled
frorm operations, net of any cash
wused on copiial axpendipnes

swech os purchoses of properly of
aquipmint and riinvaited bo grow
the business.,



| am pleased to report that based on these three linoncial goals, 2019 was o good
year. Compared to the prior year, revenue grew 26% and the cash we generated from
our existing pets, belore investmant in new pel acquisition (which we refar 1o as our
adjusted operaling income], grew 39% fo $44.2 million. We were able to invest $32.9
million of this discretionary income to acquire 141,283 new subscription pets, where we
cotculate we will earn o 40% internal rate of return for the average pet,

Adjusted Opaating Income
[AOI): The profit we goenorate
fozm our membaers during o
prricd, adjuibed bo romove
acquisition cadls and Gerlain
non-cash items.

Subsieription Pals: Palt fhat

o anolied with Trupanion,
goenenolly whare ihe member
poys Trupanion direcly evary
monih o opposed o our other
business segment.

Key Metrics

AS in previous years, here are our key meltrics. My intention is to share the same (or

Sl-milﬂﬂ ke}l' metrics with YGU e\"el"f ?ear. Other Business: In addilion o our

lirgpcl 10 confurnar jubscription
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Table 1. Key Mefrics
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Revenue S5 S147.0M $168.2M $242.70 | 3304.0M | 33839 W cogs not pay us direelly:
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growth Kl 5] R % iy 25% 247 migngin, our olher busingss adds
Adjusted operating T to our dola cdvantage. provides
Imcoma [AC1) 0.4 360 S14.8M £23.4M 3098 544.2M us insights info altarmalive
- peaducts and channdls and
Dp-orolin;i»\'grlg.ﬁ ollows us o sthane in the succass
[ACM) 1% % B% 0% 107 12% of the broader calegony. Wa alio
spand vary lithe 10 ocquine pols
Fet acqulsilion cost LATATYY $14.80 $14.7M $18.4M $23.9m | 33 wilhin this segment.
Int 11t
m::.r:r?[?g: :gf.- Pt Acquisition Spend: Our total
subscription pets) MfA MfA n% 35% e 4094 salet ond morketing oxpente
for our subscripion business,
Ll
Frae cosh flow | ($16.4M] ($15.3m) $30m $6.5M $B8.3M 310.8M S el

oo auchedes stock-based
compansalion larour sales and
makating eam maembers, Whan
divided by The ool numbar of
subgcriplion pets enrolled ing
givan period, we reler to this os
o Pet Acquisition Cost [PAC].
Thils I3 @ G -timd Gapdenids,

The 333.3M acquisition spend noled in Ihis lable includes ipend in our olher busingss segmant,
532.9M of which was spent acquiring subscription pels in 20157,

A 2019, we Begon 10 use 1he par pal unil economics specific 16 our subtcriphion busingts as on
input for our infernal rote of refern colowlation. Pricr to 2009, per pet unit economics reflected our
consolidaled business,

Y2018 lrae cash flow of 38.3 milion raflects frae cash flow of [$44.3) million, adjusted to exclude
the $52.5 millon wsed fo purchose our bullding.

Sign-Up Foen Ao thal wi
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Table 2. Financial Melrics/Parfarmance 2012-2019

Year| Enrcllad pals Ravenue Yo revenue Adjusted Invastad | IRR on an| Cash, short-term | Earnings (Med
growih operating capilol o overage pel|  investments, our Loss)

income | acquire new puilding assets,

pals minug dott
2002 127704 $55.5M 50% $3.0m $4.7M MiA $5.1M ($8.00)
2003 182,497 $63.8M 51% $4.30 $8.4M MfA S7.9M 1$8.2M)
2004 232,450 215.5m I6% 300 31.0m LY S60.4mM 1$21.2m)
2015 291818 SL47.0M 7R §3.6M 4,80 NiA $43.2M [317.2M)
2014 343,449 $188.2M 8% $14.8M $14.7M % $48.8M [84.9M)
2m7 423,194 $242.7M | 0% $23.4M S18.4M 35% 54.4M ($1.5M)
2018 521,326 $304.0M 25% 319 $23.7m IR $134.70 [$0.9M)
2009 446,738 L383.9M 285 54400 £33.3m 40% L13%am {51.8M)




Per-Share Performance

We closely rack stock-based compensalion and dilution, Al the end of 201%, our
fully diluted share count, including oplions and unvested restricted stock units, was
37,951,839 In 2019, we calculoled an increase in Trupanion’s intrinsic value per shore
for compensation purposes (bosed on o two-yeor compounded annual growth raote)
of 24.1% before slock gronls. In cccordonce with our Inlrinsic Value Incentive Plan,
a porlion of this inlrinsic value growth is shored with our teaom members, with the
remainder benefiting shareholders. Given our 24.1% infrintic value per share growlh in
2009, we shared 1.6% of this increase in value with the team, with the remaining 22.5%
increase per share beneliting sharenolders, Please see o full description of gur Intrinsic
Valve Incentive Plan in the Compensation Discussion and Analysis seclion of our 2020
Proxy Statement, In order 1o share 1.6% with the team, the total size of the grant pool
in 2009 wos 479,039 shares. 154,138 were allocated during the year for new hire grants,
individual periormonce aowords and boord compensation, leaving 324,900 shares thol
were issued in 2020 for our Performance Grant Program related o the 2019 liscol year.

Our key inancial meatrics on a per share bosis:

Table 3. Key Financicl Metrics Per Share

Year Total share| Revenue Yof | Adjusted Yot | Cash, shorl-term Yo | Earnings
counl plus| per shore growth operafing growih | invesiments, our | growih |loss) per
oplions, owarnds income building assels, shore®
and warnants par share mings debt per
granted’ shane
2002 224467205 $2.47 53% 3003 -TE 2023 | -30% | ST
2013 24, 869318 3$3.37 | 4% 3007 | 3% 5032 | WL §(6.23)
2014 33.813.736 $3.43 % $0.03 | -82% 179 | 459% | &[1.64)
2015 34.138.237 $4.31 | 24% 001 | 247TR $1.27 | -29% | $[0.42)
2008 34.879.410 $5.40 5% 3042 | 28F% 2140 10% | §[0.24)
2007 35,444,440 $6.85 7% $0.66 | 5T% £1.53 9 | $(0.08)
2018 37.862.666 5803 17% $0.85 | 8% $3.56 | 133% | (30.03)
2009 37,951, 83% 1002 % 3116 3% $3.67 3% (50.05)

‘Share count includes outstanding shores plus unexercized oplions and unvested restricted stock,
s well gt shares gronted inubsegquent yeor paraining 1o the year's perlermanca,
Logs per share s calculoted using Ihe GAAP bosic welghted-overage shores al yeor end.

A quick note on the difference belween GAAP earmings and cash flow. Unlike earnings.
which is subject to GAAP accounting, cosh llow represents the actual cash llowing
into the compony. Accounting slandards, like the treatment of deferred revenue
and depreciation, impact earnings, bul are excluded from cash llow. We manage
the business on a cash flow basis. The guardrails we have put in place regarding
deployment of our copital are to do so al high internal rates of return (between 30
and 40%), while maintaining positive free cash flow,
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Today. as we enter our third decode, most of Trupanion Inc.'s business ond intrinsic
value are derved from our direct-lo-consumer monlthly subscriplion busingss, which
has two key atiributes; high retention rates and a large underpenetrated markel.

Below is 0 break-down batween our two segments of business:

Table 4. Business Segments

Infrinsic Value: Qur colculation
of how much ouwr business
i worlh, ingipechive of the

determination of the public
markels.

Subscription| Other Busingss Tatal Subscription | Qther Busingss Total
Business Business Business Business
Revenue 100% 100% 100% $321.2m S62.8M | 3383.9M
Less: Paying Veterinary Invoices 7% 4% 0% 23070 $38.5M 0 $270.0M
Less: Varioble Expenses L] % 12% $25.4m $18.3M 47,70
Less: Fined Expensas &% &% 6% $18.2m 5160 $21.7m
Equaols Adjusted Oparating Margin
[ACM) or Income [AOI) 13% A% 12% $401.9m £2.3M 440
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My Report Card on the Year

Same Store Sales B

This was an oreg of good progress and learning in 2017, Some store sales meosures the
penetralion rate of Truponion insured pels among our existing aclive hespital bose.
We endeavor fo grow our aclive hospital count, while simultaneously increasing the
rate al which pets are enrolling with Trupanion at veterinary hospitals. Doing sois really,
reqlly hard!

The rate at which we add aclive hospitals con influence growth in same store sales.
Hospitals further down the adoplion curve naturally carry a lower penetration rate of
Trupanion insured pets., In 2019, we were able to deliver 115 growth in aclive hospitals,
while increasing the number of pels that enrolled per active hospital per monthto 1,14
fram 1.13in 2018,

Growth in same slore sales was driven by increased leads, benefiting from the number
of hospitals that have installed our soffware and have an assigned inside Account
Manager to act 0s a hospitol’s point of contact in between Territory Partner visits, We
ended the year with over 4,850 hospitals wilh our software, and about three dozen
inside Account Managers. For those hospilals that hove had our software and an
assigned inside Account Manager for at least six months, we're seeing a consistent
48% increase in the number of pets enrolled per hospital, per month.

Conversion Rates C

Our primary challenge in increasing conversion rates lies in more effectively
communicoling our value proposition to prospective members. Our efforts to do so
during 201¥ did not move the needle, despite a significonl investment year over yeor.

Q3 wos a good quarter, where certain tesls and inilialives worked well, In G4, our tests
did not work well, We have plenly of reasons to be oplimistic; as | write this letter, we
have seen some encouraging improvemaents 1o this metric. Execution, howeaver, is nol
always up and to the right. We will hove to put 2009 down os o yeor of lzaming.

Alloched and linked to this year's letter is o member focing document lilled: “Why
Trupanion.” This document provides some of the key content thal we need lo learn
how to share more effectively wilh pet owners who are trying o decide if they should
choose Trupanion. We are already exceptionally skiled ot delivering this content over
the phone. The teom needs 10 become more proficient ot delivering this content
via multiple formats and delivery mechanisms. This information needs 1o then be
reinforced for new members to help increase retention during the first year, Mot all
new meambers will take the time to digest this information. but I'm confident that those
who do will not only be more likely o converl, they are also more likely to become
brand ambossadors.

Some Store Soles: The average
numbar of pets andolled per
activie haspital par month,

Penelratlion Bate; In this contaxd,
o penairation rale i the
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Nirvana B

Gelling closer lo achieving Nirvana was a major focus in 2019, There were o lew areas
to celebrate—ask for details al the Shareholder Meeting! We made progress in some
categorias [ond terrtories). and overall, this melric improved slightly from 2018, We
deling Nirvana as the referrals from members adding pets orreferring Iriends offselling
churn in the business. In 2019, our monthly average of pet owners adding pels or
referring friends represented 0.74% of our overall book, Churn for the yeor averaged
1.42% per month, The difference between the two wos 0.68%, whereos in 2018 the
difference wos 0.72%. This is o 0.04% improvement over 20181

Automating claims  A-

We made lols of progress here in 2019. We increased the percentage of oulomated
claims through our software from 4.7% in 2018 to 32.2% in 2019—with an average
processing fime of less than 15 seconds, Like conversion rales, aulomating claims
provides benefils across the organization. | am pushing the team 1o gel above 50%
in 2020!

Adjusted Operating Income/Margin B

Adjusted Operaling Income grew 39% year over year which, on its own, was fanloshic,
and in my opinion, deserves a grade of “A+". But we must also consider our resulls os
a percent of revenue.

As a percent of revenue, performoance was mixed. Adjusted operating margin,
including our other business, which runs al o lower margin, was 12% for the year.
Within our direct fo consumer monthly subscription business. we target a 15% adjusted
operating margin,

I 2019, our adjusled operating margin for our subscripfion busingss wos 13%, comprised
ol 72% paying velerinary invoices, %.1% variable expenses and 5.7% fixed expenses,
For the second consecutive year, we were able lo scole variable expenses below our
historical 10%. We're now able to target #% maoving forward—this is great for the pet
owner, and greal for us!

Cur fixed expensas were 5.7% in the year and 5.2% in the back half of the year, We are
pleased to announce thal we are approoching operaling scole, which we define as
keeping fived expenses at 5% of revenue. This should hoppen when we reach the low
end of our targeled range of 650,000 to 750,000 total enrolled pats. Even so, results
could hove been better considering that we benefited from a 1% savings after diluting
the company to buy our building.

Mevertheless, our run-rate as of year end implies combined variable and fixed
expenies of 148, leaving 71% availoble o pay velerinary invoices while meeting our
15% adjusted operating margin target. Let me be clear. our ability to hit 71% todoy
is no greoter thon our ability to hit 70% last yeor—they both require a great deaol of
execution. Consislently, over the past few years. we have operated aboul 2% above
our target poyout ratic—not below. A 2% miss is okoy bul somelhing to improve upon.

Migvana: The redamats om
mambars adding pols of relaring
fibands, olfselting chumm in tha
Bousinagis,

Churn: MambBan who arg
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We have three items that make it difficult for our teams 1o hit our target of using 71% of
our revenue 1o pay vaterinary invoices for the average pet owner. They have been at
play for the last couple of years and will continue to be o challenge for the next few
years, They include:

Installing more of our software, which facilitates our ability o pay veterinarians
directly and helps increase same store sales. When we install our software,

the number of invoices we receive per 1,000 pets increases, nol because there
are more "unlucky” pets, but because in areimbursement model, some small
invoices never get submilted. Because our software is deployved af the hospital
level, we cannot effectively price in advonce of this deployment and it takes us
about 18 months to fully roll through the one-lime slep up in velerinary invoice
expense incurred at these hospitals. It"s worth repealing that this is 100% the
righl thing to do for pet owners and veterinarans and we would loke this
trade-olf avery fime. As we look to accelerale the number of hospitals with our
software over the next several years, we expect this headwind to persist,

Increasing the percentage of invoices that are processed and paid within
seconds via avtomation. 100% of the invoices submitled to us via our software
are routed through our arlificial intelligence automation tool. Some are
processed via aulomation, ond olhers are passed on to our claims team, which
aperales 24/7/345. As we Iry 1o increase the percentage of claims thal are
processed through our outomation tool, we expect there will be mislakes as we
place greater conlidence in this machine to moke the right decisions.

Continvally improving the accuracy of our pricing calegeries in a more
granular way. Said simply, we hove some sub-categeries thot ore priced ot
65% and others ol 75%. It would be easier to hit our target if we allowed those
at 65% to stay low while we increase pricing for those at 75%, but that is not the
right thing te do, and it nel consistent wilh our pricing promise [you can leam
more about our pricing promise in the altached “Why Trupanion” booklet),
We lower the monthly cost for members in the sub-catlegory priced at a 45%
payoul. while raising the monlhly cosl for members in the sub-caolegory priced
at a 75% payoul. in order to achieve our overall target of paying out 71% of
our revenue towards velerinary invoices in each pricing category, insteod of
allowing one group to subsidize another.

For me. the three toclics described above—direct pay, avtemation and pricing—are
stratagically important moats for our business. When slack-ranking them against hitting
our near-term pricing/margin targets, they win, Thot being soid, we strive to both build
compelilive moals and hit our margin targets at the same time.

In the waords of one of my favorite business guru's, Dr. Edward Daming.

@ Good companies keep improving, and the most important knowledge that they embody is
how to detect and eliminate errors.
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Culiure & Team B+

2019 was a mixed year for me on this front, Our culture of Trupanion is unique. We
don't embrace status or typical hierarchy. Trust is @ minimum requirement. During the
yeor we hit a few bumps, made a few course comections and ended the yeor back
on track, Qur people. cullure and communications need to constanlly evolve and
improve—at fimes, we could have moved faster, My role is to lead by exomple: o times
I have struggled fo evolve.

During the year, | istened 1o o podoast interview of Shopify CEO Tobias Litke, where
he exploined:

@ In a company that's growing, significantly, 50% a year or something like this.._that means

that everyone has to get 509 better at their fob just to stand scill. If you want to grow and make
it further, you have to outpace the growth of the company and that s tough. It's tough to do. You
have to be really commirted.

wWhen it comes to our team, there are three critical areas of focus: bringing in amazing
team members, offering best-in-class learning and development oppartunities, and
praviding an environment that best encourages team members” fulfillment, In 2019, our
teom wos able to occelerate the time it fook to find and onboard key positions. We
were impressed by these resulls in o yeor when most companies were having difficully
odding to their teams. | om especiolly proud thal for cerlain key positions where we
undertook nalionwide searches and identified very skilled people, our side-by-side
comparisons confirmed that our internally developed candidales were slill the beslt
pecple for the jobs.

In fact, 123 team members advanced their careers last year and our overall team
member retention rale increcsed by more than 3%. This makes me smile &. | believe
that the ability 1o attract and retain amazing people is an underoppreciated strength,
Al the end of the day, our cullure and mission are paying dividends,

Qwr mission is strong. and our addressable market is lorge, Our core business model is
compeling: our moals are deep. Metrics infarm us of our progress and our underlying
heaith. Strong execution, leadership and culture are difficult to achieve yet rewarding.

Annual Shareholder Meeting

We intend o discuss these initialives, and maore, during our upcoming Annval
Shareholder Meeling on June 11™. It had been our hope to host you all again af our
headguarters in Seattle, bul becouse we are prioritizing the health ond safely of our
team members and communily, we will be moving to an online format this year.



How We Make Strategic Decisions

When we are making strategic decisions, or choosing how to
deploy our discretionary cash, we use a 15-year discounted
cash flow (DCF) model to determine the value we expect to
create,

This 15-year discounted cash llow (DCF) model informs whaol we believe is the intrinsic
value of our company and how it chonges over fime. These chonges, when positive,
result in value crealion. Building and using our DCF model not anly keeps us honest
about our value creation per share, bul it also reinforces the importance of our key
metrics and informs our decision making.

Said another way, our model is o tool to help track our progress as well as chart
our future, Qur model does not determine our destinalion, nor does it reflect
our aspirations. Qur aspirations are 1o outperform our model! Rather, it acts as o
compass, helping us navigalte and plot our course.

Qur melnics, how they have trended histerically, and our conviction around how they
will trend in the fulure, are the building blocks of our infrinsic value model, For me,
using the post as o guide is the single best method for trying to predict the fulure, If
the past waos consistent and prediclable. ihen one con reasonably expect il to be
a useful forecasting tool.

We believe all companies should be valved on fulure cash flows. To accomplish
this task. one needs to build a DCF model. When an informed investor builds such
a model lor Trupanion, we believe they will better undersland how and why our
business is differentiated, Absent this exercite, one is only speculating as to how best
to value o company.

There is no such thing as the perfect DCF model, but | am confident that when it
comes to our business, our interpretation is well thought out ond defensible, Our goal
is to be fransparent to our shareholders, employees (who are also shareholdersl),
Territory Parlners, velerinorions, ond members. We share what we believe are cur
key metrics and how they impact our intrinsic value. With that explonalion os o
backdrop, et me tell you how we build it and why.



How we build our 15-year DCF model:

Alter years of monitoring whot we believe is our inlrinsic value and building our DCF
model using our key metrics, we have learned a lot, We expect our knowledge to
continue to grow and our methodology. key melrics and models to continue 1o evolve
and improve, Over the last few years, our inputs are more rule-based, and although
they have shown a slightly more conservalive view of our estimoted infrinsic value, we
believe they are more defensible. Every year we reploce our model's forecast for the
current year with actual results, and then project cash figws for the remaining 14 yaars,
including the terminal period inyear 15, Al the end of each year, we measure the year
over yaor change in infrinsic value, compared 1o the prior model, indicating how much
per share valve we created.

To demonsirate how gur model works, we are going 1o turn the clocks back to January
1%, 2019 and show you whal our 2018 model forecasted for 2019, This practice informs us
of what we would have expected our infrinsic value per share to be ot the end of 2019,
we'll also compare owr projected 2019 resulls to our oclual performance, cllowing the
reader the ability o measure the occuracy of the ossumptions used to project future
periods.

Al the end of this exercise. we will have provided you wilh the roodmap of how we
internally updale our model each year.

I"ll reiterale that the following analysis is simply a projection opplying a set of rules
thal relabe 1o assumplions aboul our business bosed on historical performance. As
our analysis will show. our actual results will be different than what is predicted by
the model, Therefore, any numbers represented herein should not be interpreted as
guidance, nor do they represent our strategic goals,

1"l al3o note that we aspire to outpertonm our model through both great execution and
a bit of lyck. but we are mindful that we may underperform if we take our eye off the
ball. Many of our strategic investments—taday ond in the future—are gimed ot driving
improved resulls ocross our key metrics. This model, driven by key melrics, informs us of
the past and tells us what we need lo do in the future—sometimes years in odvonce
{more on thal in o momenitl).

We have severol facels of our current business. Qur direct to consumer monthly
subscriplion business is the largest component ond where the most value is created. |
will start with this facet of the business first: we will then add olher business, and when
summad together, this will provide a valuation for the entire organization.



How many new pet enroliments should we include in future
years when building our model?

We focus on the number of velerinary hospilals recommending Trupanion [active
hospitals), the average number of new pels per hospital per month that @nroll in our
subscription product (same store sales), and their underlying trend lines. See below:

Active Hospitals Mew Pels per Hospilal Per Manth
1.2

1:'1..: —
o /‘“‘L_/

2017 201372014 2015 208 2017 2018 FIF

As | stated before, we believe the best predictor of future performance is past
perfmmonce. For future new enrgliments, we 1ok at the growlh rate inour number
of active hospitals and the change in the number of enroliments per hospital per
month, Goeing back to 2014, and using 3-year averages for both metrics, our prediclive
accuracy using this methodology hos been 98.2%.

Table 5. Predictive Accuracy Of New Pet Assumptions

Yaar| Humber Estimated Estimoled | Actual ¥OY | Actual average YOY Predictad aclua[ll’rauicli\ra
ol number of clinicy aggregale |average |percentag  number of new | change | new pels| number accuracy

Territory wie arg visiting | number of foce- | nember,  chonge | pots per Hospital of new

Paringrs | gvery 40:90 days to-foce visits [of active per month pots

haspitals

02 34 15,000 262,000 5034 5% o8 | 0100 - -
2013 40 16,200 324,000 5.531 0% 1.008 | 0.0P0 - - -
2014 58 15,400 404000 | s0%8 10% 1053 | 0045 | 82989 | 77.066 93%
2015 84 19,000 490,000 7359 2NE 1OFY | 0040 | BR704 | 9455 108%
2006 105 21,300 S7R.000 2875 TR 1.066 | «0.028 | 115,568 | 100.672 8%
oy 107 19.800 662,000 8242 5% 1.063 | .0.002 | 115465 | 105180 1%
2018 123 20,200 F5L.000 are 13% 1133 0070 | 116,87F | 124182 108%
2009 130 2,600 52000 | 10315 n% 1141 0008 | 137981 | 141,283 102%
78.2%

n




STEP @

When building the 15-year discounted cash flow model, we
first calculate how many pets we're adding in the first year.

Toble 5 shows that we averaged 9,279 active hospilals with averoge some store soles
of 1.133 pets per month in 2018, Our 3-yeor trend line for adding active hospitals in
2018 predicts an 8.1% growth ralte per year. Our same store soles J-year lrend line
shows a growth raole of aon additional 0.013 pets per month or o 1.2% increase in
same store sales for 2019, Bosed on these assumptions, we can project 137,981 gross
new subscriplion pels in 2019

Step 1 Th avg, growth rate *16
5% ovg. growth rate "I7
+13% avg. growth rote *18
25
+3 years
B.1% predicted ovg. growth rate 19

Step 21 9.27% active hospitals "18
_x8.1% predicted avg. growth rote “13

751 prodicted néw active hospitals *1%

%279 active hospitals *18
__+ 751 prodicted new active hospitals *1¥
10,027 total active hospitals "19

Step 3 -0.028 Yo¥ chonge of pels in enrolled '14
-0.002 Yo chonge of pets in enrclled "17
+0.070 Yo¥ chonge of pets in enrolled '18
0.040
+3 yaars
0.013 avg. Yo change *14-'18
+1,133 avg, new pols por hospital par menth ‘18
1144 predicted same slore sales '19

Step 4 10,027 predicted total active hospitals 19
% 1.144 predicted some slore sales 19
11,498 predicted new pals per month *19
11498 predicted néw pali per month *19
% 12 months
137.%81 predicted new subscription pefs "1%

Compare this to our actual gross new pels in 2019 of 141,283, which exceeded our
predicled gross new pels by 2%. In our 2019 model, this additional growth would be
incorporated into future assumplions. as the melrics for predicling new pets is bosed
on the most recent 3-year frend,

Before we move an to retention, | want lo point oul how we look to the model to
help inform strategy. Recall the 8.1% predictive growth rate in aclive hospitals noted
above, Assuming we grow oyr velerinary hospital base by 8.1% for 15 consecutive
years, we're left with approximately 30,000 active hospitals in 2033, That's quite a
feat considering there are only 25,000 veterinary hospitals in Morth America today.
Indeed, the model demonstrates that in order lo achieve this level of success,



expansion beyond Morth America will be necessary. In this example, forecasted
growth in active hospitals illustrates how our model can help inform our decision
making yaars in advance.

Mext, we will lurn o retention. As introduced in our shareholder letter last year. |
beligve the following is the most helplul view of retention for the purposes of steps
2ond 3,

Table 4. 2018 Churn By Rate Change

2018 Chuen Active Pats of Yeor Number of Canceliad Parcanlage of Pats in Manihly Chum
End Pals 20018
No Rate Change
[Maw Pats) B4.914 26,940 20.18% 2.79%
Rate Change < 20% 280719 30,000 ETA9% 0.93%
Rate Change > 20% 53.137 10,135 12.34% 1.695%
Total 430770 47095 100.00% 1.40%

We just started reviewing churn by the above member groupings in 2018, As
meantioned. this model prograsses as we conlinue to develop and refine assumplions
with fime. In the fulure, with more historical data, we may use a blended rate or
another approach if those methodologies prove more accurate for copturing
refention rates,

To project cancellations we consider that retention in the lirst year is different than
refention after the first year o member enrolls. For this reason. concellations are
projected by using our historicol experience for first year retention [ond applying
that rate to new pets odded during the year). Reducing the number of pels that
cancel within the first year, ond belfore they ever receive a rale change, remains our
biggest oppaortunity. After the first year, historical experience for retention is opplied
to our existing book of business each year, This better reflects the expected overall
retention rate based on the number of new enrallments,

Manlhly
Retantion

FRIE
PRO7TE
PB.3T |
PB.60% |



STEP @)

Calculate how many of the pets enrolling in the first year will

also cancel in that first year.

Use the “Monthly Churn” for “Pets with Mo Rate Change” of 2.79% from Table & to

calculate,

Table 7. Net New Subscription Pets, Yeor | Churm

Jan Feb Mar Apr Moy Jun Jul Aug

Remaining
subscription
pets from prior
rmonth NMA7F7 | 22,042 | 32404 | 42,871 | 52852 | 62,554 TFL986

M
subscriplion
pets) 11,498 | 10498 | 10498 | 10,498 | 11,498 | 1,488 11,498 | 10498

Monihly churn
For nevw pals
added inyear |
at 2.7%% (321) [321) [321) [321) {321) {3} 1321) [321)

sonthly churn

ler remaining

subscription

pots ot 2.79% - (32 1415] [P10] | (LIR&) | [1.475) | [1.745) @ (2.008)

Total 2019
cohort of new
pels| MI77 | 22,042 | 32404 | 42,671 | 52,852 | £2.554 71984 | 81155

Sapt Qo HMow Dec

81055 | 90068 98731 | 107154

11,408 | 11,498 11498 | 10,498

(321 | a2y | [@EEy | (am)

[2.264) | (2513) | (2755 | (2.890]

90,068 | 8732 107154 | 115341

The abowve shows 2017 gross pet adds averaged throughout the yaar. In raality. naw pets

added build throughout the year and vary bosed on seasenality and the number of daysina
manth, The variable enrolimeant growth within o year adds cemplaxity wilhout any maeaningful

change o tha ultimate colculation.

$tep 1! 11,498 new subscription pets in Jan ‘1%
x 2. 7%% monthly churn with no rate change in *18 [sea Table &)
321 predicted cancellations in Jam *1%

11,498 new subscriplion petsin Jon '1%
=321 predictad cancellations in Jan ‘19
177 remaining pels enrolled from this cohort at the and of Jan '17

Sep 2t 11,177 remaining pets enrolled from this cohort at the end of Jan *1%
% 2.7%% monthly churn with no rate change ('18)

32 predicled concellations in Feb *19 for new subscriplion pets in Jan "19

1177 remaining pets enrolled from this cohort of the end of Jan *1%
=32 predicled cancellotions in Fab 19 for new subscription petsin Jan "9
=32 pradicted cancallations in Fab 17 for ndw subscrplion pets in Fab 19
+ 11,478 new subscription pels in Jan 19
22,042 remaining pets enrolied from this cohort ot the end of Feb ‘19

Step 3 Repect Step 2 for avery month through Dacember to calculale the total
retaingd pats who anrolled in the fiest year: 115,341,

2me

115,341



STEP @

Project monthly cancellations of the pets who have been
enrolled longer than a year.

Qur blended average between the 87.49% of pet owners who received a rate increase
thal was less than 20% in 2018 (see Table &) with a 0.93% monthly churn ralte and the

12.34% of pel owners who received a role change of greater than 20% in 2018 wilh o
monthiy churn of 1.49%, is a 1.05% monthly churn for existing pets.

Table 8. Monthly Retention of Existing Pets

[ Jan Fob Mar Apr May Jun Jul Aug Sopl Qet Mawv Dec| 2009
Pats who
| have been
enrclled
longar
than a
yaar) 430,770 426,247 421771 417342 412940 408424 404,333 400088 3IP5.EB87 3ITLTI0 IETLIT 383547

Manthly
chum of
| 1.05% (4.523) (4.476) (4.429) (4.38F) ([4.338) [4.291) (4.245)] (4.200) [4.057) (4.N3] (4.070) (4.027)
F T -+ 1 + + t+- T T 1 1 + - 1
Ramaining
| pats whe
| have been
| enrolled
langar
thama
year| 426,247 421,771 417343 412,960 408,624 404,333 400088 3IP5887  INTI0 28717 383547 379500 379520

Step 11 430,770 subscription enrolied pets os of Decembar 31, 2018
% 1.05% monthly chum
4,523 Jan chumn

430,770 subscripfion enrolled pets as of December 31, 2018
- 4.523 Jon churn
424,247 remaining pats who have been anfolled longer than a yeor at the end of Jan ‘19

Sep 2 424,247 remaining pets who hove been enrolled longer than a year at the end of Jan '19
% 1.05% monthly churm

4,474 Feb churn

426,247 ramaining pats who have bean enrolled longar than o year at the end of Jan '19
_=4.476 Feb churn

421,771 remaining pets who have beaen enrolled longaer than o year at the end of Feb 19

S$tep 3: Repeoct Step 2 for every month through Dacember to calculale remaining pets wive have
been enrelled longer than a yeor at the end of 2019; 379,520,



sTEr O

Predict total number of pets enrolled in each month of the
first year. Sum each month of total retained pets through the

year to calculate total pet months for the year. Pel Months: The sum of cdding
'-n-gelhnr fhe ending anollad pals
Compare this to actual pet months of 5,575,676 in 2019 —slightly below our prediction. each month aver o porod of lime,

due to a slight decline in our actual retention rates in 2019, shown below:

Table %. Subscription Pet Months
Jan Fab Mar Apr Moy Jun Jul Aug sept Ot Mow Dec 0%

Total 2019
cohort
retained
newpets| 11077 22042 32404 42871 52,852 2554 L9584 BLISS) 90,088 98732 107054 115341

Total
retained
existing
pofs| 424.247| 420,771 417342 412950 408,624 404333 400,088 IP5.E87 391730 3BTSIT| JBI.S4T 37520

Talal 5,418,202
ratained Pel

P15 | 437424 443,813 449944 455,831 461,476 445887 472074 A77.042| 481,798| 486,349 490,701 494,881 Monihs

Mate thal the sum of the botlom row of Table 9 is 5,818,202, which is what we call pet monihs,

The above colculation is a simplified ilustrative example compared 1o our actual model. and 437424 jagn
whenwe foclor in the impoct of new pels added in 2018 Ihat hove higher cancellafions for 443,813 Feb
@ porlion of 201%; the total pet months projected for 2009 was 5,602,431 in our model. This is 449,944 Mar
the number of subscription “pet months” we would use o project 2019 In owr DCF model. Pat 455831 Aor
monihs is @ mefric thal we commonly vse within the company and it will come up later in the ::E:;;; ’;:'::""’
madel analysis. 2,074 Jul
477,042 Aug
4p1. 798 Sept
484,349 Oct
: . : .- 490,701 Mov
Compare this to actual pet menths of 5,575.670in 2019—slightly below our prediction, + 494,861 DOC
due to a slight decling in our actual retention rates in 2019, shown Below: 5,818,202 pet months ‘19

Table 10, 2019 Churn By Rate Change

2019 Churn|  Actlive pels at Number of| Distribulion  Monthly Manthly

yeaf end | concelad pats Churn| Retention

Ho Rote Change 100,008 30,155 2024% | 270% 97.30%

Rote Change < 20% 304,481 34,138 sp08% | 100% | se00n

Rate Change > 20% 87,337 13,734 7665 | L41% | 98.50%
Tobal .

494,026 78007 100.00% 1.42% 98.58%



STEF @

Isolate the cash earned from a single average subscription
pet per month.

Below is our monthly per-pet economics, or cash flow prior 1o new pet acquisition,
for our average subscription pet in 2018:

Table 11. 2018 Per Pet Monthly Economics

l | _ w0
l Avarage monthly cost [AFIPLIF‘ 554,24 | 100.0%
| - Paying velerinary involces [COGSl‘ ($38.33) TEA%
| = Voriable expense (fasl, 24/7 service) [$5.08) PI%
| = Contribution profil | $2.93 | 18.9%
| = Finerd eupensas (GEA +IT) 153.45) &%
| = Profit per pat per rm:rn1i1‘ 56,28 | 1.6%
| -a 1% capital chorge [$0.54) 1.0%
! = Ine cosh generated per menth for ihe average pal_ 55.74 | 10.6%

Why we add a 1% capital charge

Im 2018, we eamed 56.28 per month for the average subscription pel. From a cash
perspective $4.28is correct, but becauvse we own aninsurance enfity with the goal
of lowering frictional costs. we are required fo hold assets in case every enrolled pet
became sick or injured at the same time. Some types of insurance businesses need
to hold considerable amounts of cash in surplus, for unprediclably expensive events
like Hurricaone Katring. Other types of insurance businesses need to hold less surplus,
like dental insurance. Regardless of the ratio. this surplus (of assets or llabilities) is
required, sensible and necessary.

Al Trupanion, we currently have o revenua to capital ratio of opproximalely 4.8:1.
This means that for evary pet wa enroll ot our avarage subscription cost of $54.34 per
month, we need to have $11.32 sitting in an insurance entity.

Over the yaars. we have used debt as o tool to help wilth our overall growth and.
whenrequired, help satisfy our capital requirements, This debt, when ulilized, is cash
collateralized by our cash surplus and our other assets, | view the servicing of this
debt to be a variable expense to operate our business. The spread between what
we are being chorged on o line of credit and whot we are earning on our cash
surplus works out 1o about 1% of revenue, thus the 1% capital charge.

Monlhly Cost; The amount an
average el owner pays par monih
tor @ Trupanion subicriplion,

Avgrage Revenue Per Unit (ARPU);
A term commonly usad inmnnrhl\r
wbieriplion Butnedd model. In
our cose, wi ireck and ropot the
average ravance of each pal par
month,

Cost of Goods Sold (COGE): For
ust, these are axpantas reloted ho
paying setarinary invoicasd,

General and Adminksirative Cosls
(GLA): Thiso eupensas support ouw
business operalions inoa way thats
Aol ddC iy Higecd 13 SuRROTling Gur
mambers (lor example, ourleagel
and fingned beamd wauld lallinte
this bucket].

Frictional Costs All of The direct ond
indirect cotls osrociolad wilh istuing
@ policy 1o an enrglled pel,



Back to our monthly subscription economics. In 2018, our pet owners paid us an
average $54.34 per pet. Our cost to deliver on our product, including a 1% charge for
our required surplus copital. was $48.60. This left us with $5.74 profit for the average
petin 2018 prior to invesiment in new pet acquisition.

Our average lifetime retention of a pet was 71.4 months in 2018, 71.4 months x $5.74 =
$409.84, We spent $23 million dollars one-time enroliing approximately 126,000 new
subscription petsin 2018 thal. excluding sign-up fees. averoges to $144 spent per pet.
Investing 164 once to get $409.84 in return is a 250% return on your invested capital.
Becausa il takes 71 months to earn back that capital, the 250% relurn equales to
an estimoted 46% average return per year, which we describe as our internal rate
of return [IRR).

As a reminder, in 2018 our reported internal rate of return was informed by our
blended adjusted operating income. Had we isolated per pet unit economics
specific to our subscription business, our estimated internal rate of return in 2018
would have been 46%. At o 46% IRR, there is room to be more aggressive in the
deployment of our acquisition spend!

Which margin matters, and why?

When building a DCF model, the breakdown of the margin above the “cash
generated” line does not maotter to me because it does not impact the cash flow.
See these three examples:

Takle 12. Cash Flow Per Month Margin Examples

Blended Adjusted Operating
Incamd: The AD1 for bath gur
wbscription busingss and our othar
Diginess. Moving lorwend, whan we
udi thde Barrm "AOH" [Of eppocad 1o
“dlendod AQI]. wa are refering to
thas MO &1 GUF SUBICHRNION BUSINELE
anly.

Although these three examples would yield the same cash flow per month, they
would likely have different culcomes. Example | would be the easiest to manoge as
you would have more money for operating both your varioble and fixed expeanses.
Example 3 would be the most difficult to execute but would likely yield the best
long-term value as the pet owner would be receiving the best value proposition.
All glse being equal, over fime | would expect that Example 3 would have higher
conversion rates and longer retention rates than Examples | or 2, Example 3 has the
biggest moots and is therefore the most likely to have consistent growth over long
periods of time,

For the next several years, we will be targeting Example 2. Qur COGS target is the
most difficult to hit and we can expect fluctuations of +/- 2% for o yeaor if we are
execuling well,

| Example 1 [ Example 2‘ Example :i-J
Avarage monthly cost [ARPU) 100% 100% 100% !
- Paying vetarinary inveices ICOGSII 487 | % | 7i% !
= Variable expense [foslh, 24/7 mwicall nE [ R | 2% |
- Fixerd expensas [GAA +1T) &% 5% 4%
= Adjusted cperating mcrgin_ 15% [ 15% | 15%
= Capital charge for money we arg required to hold in cash or assets 1% 1% 1%
= Cash generated per month for the everage pet elter a copital charge | 14% | 14% | 14% !



Back to Step 5: Isolate the cash earned from a single
average subscription pet per month.

We have cur per pet unit economics for 2018. How do we determine what lo vse
as an average cash flow per pet in 2019 and in fulure years? We increase 2018
ARPU by 5.5% lo represent the projected annual increase in the cost of veterinary
care, Remamber, we're a cost-plus model, and we historically have seen the cost
of veterinary care rise 5-5% each year, We anticipate this frend to continue and will
rewvisit this melric again in our discussion of terminal year value,

We should oko include an assumption of our estimated profit per pet per month after
our fixed expenses and 4 one percent capital charge [prior 1o new pet acquisition
expense).

We project spend for paying veterinary invoices and variable expenses using a
3-year historical average of our subscription gross margin to ensure thot we do
not assume changes in gross margin until proven to be repeatable. Following this,
wa project thal our lixed expenses will continue to scale ol approsimately hall the
rate of revenue to 5.8% of revenue in 2019 and continued scale to our 5% target
thereafter. In future years. we do not allow our fixed expenses to scale beyond our
5% target, with the exceplion of gllowing the benefils of owning our home office
building to flow through. As a reminder, our building acquisition also was done to
provide surplus capital efficiencies and long-term space planning flexibility.

Based on the methodology discussed above, we would predict the following 2019
per-pet economics, compared 1o 2019 acluals,

Table 13. Per Pet Unit Economics=Predicated Vs Actual

Cot-Flus Model: Trupanion™s
pricing mathodology Invohags
tirst undersionding fhe coslof
paying bor ibems covered under our
policy, ihen odding in the cost of
Furifang Sur Eruingid plut g gmall
profit. which equals the monihly
cost of the indurance polcy. Most
indurance companios will instead
farget o wpecific monthly cost for
their cuglome s, and in doing 50,
thary must beiton thalr Covanoge
(somatimas annually] i order o
rignsl tHiS Qg et monthly o4,

Gross Margin: Qur perolit aftar
paying claims, os well 03 the
o8 atocialed willh poying oul
claims and wupporting mambars.,
axpratied 04 O peconioge of
fipeg gy, This margin does not
inclede our fived axpenses.

| 2018 Actuals 2019 Predicted e Mmolsl
Avifage monthly cost [ARPLIj. F54.34 100.0% $57.32 | 100.0% $57.52 100.0% |
- Paying veterincry invoices (COGS) | ($39.23) | T2.4% | ($40.89) | TLSE | [$41.56) | 72.2%
-Varioble expense (fos! 24/7 service) | ($5.08) FI% | (55.45) 5% | (35.27) IR
= Coniribution pmﬁl‘ $9.93 | 183% | 31088 | 19.0% | %1049 | 18.6% |
= Fixord gxponsos [GRA +I1T) | [§3.45) &7% | [$3.29) 57% | (33.24) TR
= Profil per pot per m-unih‘ $4.28 [ 1.4% §.5% 13.2% 37.43 | 12.9% |
- Copital charge lor money we are required to hold in cosh or assels | ($0.54) LO% | (8$0.57) 1.0% | [$0.58) 1.0%
= Cosh generated per monih for the averoge pal_ §5.74 [ 10.6% £7.02 | 12.2%m £6.85 | 1.%% ]

Viewing our per pet economics against 2019 actuals illustrates a predicted
improvement in our adjusted operaling margin that wasn't fully reclized by 0.3% of

margin in 2017,

1%



Bosed on the expected pet growth and churn determined in previous steps, the 2018
model predicled 491,440 total subscription pets enrclled by the end of the year 2019
with 5,602,431 pet months. wWhen mulliplied by the projected $7.02 of cash earned for
the avercge petin @ month in 201%. the totol cash generated from the subscription pets
would be $39.3M for the year. This projection is comparad 10 acluals below.

Table 14. Predictive Accuracy Of Cash Genarated By The Average Subscriplion Pat

Monihly cosh generaled from | Tolal Pet Months|  Total cosh generated

Ihe overage subscription pet fram subscription pels

201% Pradictad .02 5,602,430 S30.3M
2019 Actual $5.85 5.575.670 $38.2M

To determine the remaining fulure enroliments to add annually, we use the histarical
growlh assumplions to project the lirst 5 years afler the current year in the model. As o
rerminder, these assumplions are a combination of hwo drivers: (1) the 3-year average of
the historical growth rate in active hospitals, and (2] the 3-year average of the historical
same store sales growth in pets. Adding in our churn rates by new and existing pet
cohorts provides our pet month additions through year 5 after the current year.

To avoid creating too much volatility in the outer yaars of the model, we then project
pet months for the remaining years at a constant growth rate [until the terminal yaar)
based on the frend in pet months.

Using this methodology to caleulate our value in 2019, we updated for our 2019 actuals
ond projected future pet months and subscription cash generated based on the
methodology discussed above, resulting in the following (prior to the terminal year).

Table 15. Discounted Cash Flow Model Inpuls 1.1

Monihly cash generaled from the | Tolol pat moning Totol cash genarated
avarage subicription pet | | subgerniplion pnlsl
2018 Actual 2574 | 4,843,802 | $27.EM |
2018 Actual $4.85 5,575,670 $38.2M
2020 5778 5,407,329 S45.9M
2021 $8.47 7,260,343 $81.7M
2022 $018 8,242,219 §75.6M
2023 §0.81 7.304.305 3PLIM
2024 $10.32 10,479,007 $108.1M
2025 $10.86 11,781,547 $127.5M
2026 $11.43 13.230.666 $151.2M
2007 $12.04 14,850,112 $178.8M
2028 $12.68 16,667.751 5211.4M
200 $13.37 18.707.500 $250.1M
2030 $14.09 20997765 $295.9M
2031 $14.88 23,567.914 £350.1M
2032 $15.67 24,452,650 S414.4M




sTer @

Add the cash generated from our other business segment.

First, a quick refresher. In addilion to our direct to consumer subscription business, we
have a business to business component, which we refer to as our other business. Cur
other business segment comprises several iniliofives with one unilying choractaristic:
the pet owner does not pay us direclly, rather a business pays us. While this side
of our business operates at a lower margin, our other business adds 1o our data
advantage, provides us with insights into alternalive products and channels and
allows us to share in the success of the broader category. We also spend very little
to acquire pets within this segment. In 20019, ocquisition spend related to this segment
was aboul $400.000.

A sizable porlion of this segment of our business today octs like a traditionclinsurance
company. We have the capilal, underwiiling licenses, pricing expertise and the
capacity to help other companies underwrite more business [pets).

Like most insurance companies, the third parly company. or broker, is paid to bring
in the business and is paid o percentage-based commission. These commissions
canrange between 10% and 35% depending on what the broker contfributes. These
confracts tend to be annual, If you get the renewal business, you would have to pay
those commissions each yaar,

Similar fo our subscription business, we are required to put up capital, and in return
we earn some cash, The cash we earn becomes a relurn on equity, In 2019, revenue
for this segment was $462.8M and we earned profit of $1.7M. We put up $13.1M o
underwrite this business ot a 4.8:1 ratio. 31.7M on $13.1M produces o 13.0% refurn on
our equily. As we hove already said. this segment on its own produces OK resulls, but
Iwould certainly not describe it as compelling.

21



Mow bock to our exercise.

In 2018, we earned $0.5 milllon of cash on $40.2 million of revenue. As the Morth
American category has been growing inrevenue. af opproximately 20% for the lost
three years, we model our cash in this segment based on the 20% year over year
revenue growth rate in the category. net of the three year historical average gross
margin and a fixed expense percentage in line with the flixed expenses discussed in
Step 5. See below for results:

Table 14. Discounted Cash Flow Modeal Inpuls 1.2

Maninly cash Tatal Pat Tetolcash|  Total cmh! Total cash I
generated from Months generoted|  generated| generoted
tha oveoge subscription pels othear pels |
| subscription pet | | |
2018 Actual $5.74 4,843,808 $27.8Mm | $0.5M m..m*;
| 2019 Actual $6.85|  5.575.474 s38.2m | $1.7M sao.m]
2020 $7.78 &.407.32% $47.9M 140 $51.5M
2021 $8.47 T.280.343 S61.7TM $2.3M $64.0M
2022 $7.08 | 8242219 $75.6M $3.0M $78.7M
2023 $9.81 | 9304305 $91.3M $40M | $953M
2024 $10.32 | 10,479.007 $108.1M $4.8M | SHI29M
2025 $10.85 | 10,781,547 $127.9M $5.7M | $133.8M
2026 $11.43 | 13,230,666 S151.2M $6.9M $158.1M
2027 $12.04 | 14,850,112 $178.6M $8.2M | SI87.0M
2028 $12.48 16,647,751 $211.4M $2.9M $221.3M
2029 $13.37 | 18.707.901 $250.1M SILEM | $261.5M
2030 $14.07 | 20997766 $295.9M $143M | $310.2M
2031 $14.86 | 23.567914 $350.1M SIZ2M | $367.3M
2032 $15.67 | 26,452.650 $4l4.em $208M | $435.2M

Note thal oclual cash generated by our olher business in 2019 wos $1.7M—on increcse of $1.1M
ovir what the medel would have predicted in 2018, becouse this segmant grew more than
20% in 2019,



STEP @

Determine how much of our discretionary cash we should
expect to spend to grow the number of enrolled pets.

In our model, our total acquisition spend for the subscription butiness is based on
per pet acquisition cost [PAC). multiplied by the number of new pels in a given year.
We astimate this allowable pet acquisition cost based on the calculated internal
rote of return (IRR) of our average pet. Our target IRR is between 30% ond 40% for all
new subscriplion pets.

Our pel acquisition cost is @ one-lime expense that we pay 1o enroll @ new pet,
These expenses are recorded os sales and marketing in our income statement. Unlike
many business models, we do not hove ongoing soles and marketing expense for
renewing pets. Wa pay o smoll, on-going residual 1o our Territory Partners, but those
expenses are recorded as a part of our variable expenses.

For o given period of lime. we take our total sales and markeling expense minus our
one-time enroliment sign-up fee, and divide it by the number of new pels. This is our
meathodology to calculate our average pet acquisition cost [PAC). Several years
ago, the majerily of our sales and marketing spend wos directed at creating leads.
Todoy our pet acquisition costs are split between the costs ossociated with creating
long-term lead sources and the costs of converting these leads.

Table 17. Discretionary Cosh Available For Acquisition Spend. Per Pet

Contribulion profil over the | Fioed expenias over the | Total profit over tha life of PAC|  Lead'| Converl
. | lite of an overoge p-ﬂ_ life of an average pel_ the averoge pet® . .
2008 $431 | $341 | 290 | w123 eS| 15% |
w7 | sus| g0 ;2| gsm|  osm
2008, 710 20| sa | s gom| 0%
2009 §753 5230 | 23| s212| Som|  som

"Please note that in our filings, we reler to this o our key melric colled “LVP. including fixed
CXpOnses.” We have fitled this column to align with he row filled “Profit Per Pat Per Month” in
Tolde 11 of this letter,

Historically, we have not rocked the otiribulion Betwaon our leod ond conversion costs,
Therelore, the percentoges in Toble 17 are internal management estimates.

To determine the overall acquisition spend in the model. we break out our costs
into two buckets. The first bucket is for the new pets we estimate will enroll through
the reler-a-Iriend ond add-a-pel channels. This is an important cohort of our new
enroliments that we monitor and report regularly. For several years, 0.7% of our total
book consistently enrolled a new pet each month by either adding a new pel to
their policy or refering o friend with @ new pet. For this model, we calculate gur
cliowable spend at a 30% IRR and estimate that we will spend $0% of thot amount
on this first bucket of pets. We estimate this ot 50%. given that we incur virtually no
lead expense associoted with these new pets os they are directly referred from,
or added by, our existing members, and this level of spend is consistent with our
historical estimales.

Relor-A-Friend: Mamboar who
leomed obout Trupanion from

thei friend o relative, who
COmmanded ot thay oo enasd,
Reter-a-friand historically grows a1 o
pavcantoge of tolol pots endolod,

Add-A-Fel: Members who checdy
have a pat enfelliad and chooie
to enoll anather pel, Add.c-pet
higtorically grows 0 0 porconicg
of tobal pels enrolled.



For the remaining new pets that enroll, we assume they will come al the bottom
aend of our allowable IRR range, which is 30%. In 2018, approximately 74% of our new
enrclimenls were acquired outside of members adding pets or referring Iriends. It is
the blend of these two cohorts thal gave us o 46% IRE in 2018,

To break this down further, let me reference back to our earlier discussion beginning
on page 17, "Why we add a 1% copital charge.”

e Our average lifetime retention of a pet was 71.4 months in 2018. 71.4 months x §5.74
= $409.84, We spent $23 million dollars one-time enrolling approximately 126,000 new
subscription pets in 2018 that, excluding sign-up fees, averages to $164 spent per pet. fnvesting
$164 once to get $409.84 in return is a 250% return on your invested capital. Because it takes 71
ntonths to earn back that capital, the 250% return equates to an estintated 46% average return

per year, which we describe as our internal rate of return (IRR).

Table 18. Discounted Cash Flow Model Inputs 1.3

Monthly cosh generated | Total Pot Total cosh Totol cosh|  Tolol cosh| Acquisitionspend  Cash nihefé
from The Average Months|  generated | generated | generoled| minussignuplee| acauisition
subscription pet subscription | other pels spand |
pals |
2018 Actual $5.74 | 4.843.802 $37.6M | $0.5M $28.3M 21M $7.2M |
2017 Projected $7.02 | 54602431 $30.3M $0.6M $IRFM 530.4M $7.5M
2017 Aclual $4.85 5575470 §36.2M $1.7M $IR.5M 530.4M $2.5M |
2020 3778 | SA0732F f45.9M £1.6M $51.5M £38.4Mm 313.0M
2021 $8.47 | 7280343 $61.7M $2.3M $464.0M $44.7M 317.3M
2022 $2.18 | B242.21% $75.6M $3.1M $78.7M $56.5M $22.2M
2023 $9.81 | 9.304.305 £91.3M $4.0M $95.3M $47.4M $a7.9M
2024 $10.32 | 10,479,007 $108.1M $4.8M 11290 A790M $33.8M
2025 $10.84 | 11,781,547 $127.9M $5.7M | §133.4M $93.0M $40.6M
2024 $11.43 | 13,230,566 $151.2M $69M | 5158.0M $109.5M $48.6M
2027 $12.04 | 14,850,112 $178.8M $8.2M $187.0M £129.3M $5L7M
2028 $12.48 | 15.4667.751 F200.40 2.9 $221.3M $I53.0M $68.3M
2029 £13.37 | 18707800 $250.1M 1.8 £241.9M $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 $350.0M $17.2M $367.3M $253.4M FN3EM
2032 $15.67 | 24.452.650 S414.4M $20.8M $435.2M $300.0M $135.2M

We highlight that actual acquisition spend in 2019, less sign-up fee revenue, was
$30.4M which is exactly whal we had projected in our model in 2018,



STEP @

The last component of the 15 year discounted cash flow
model is o determine the “steady” state or “terminal year”
value,

In the above model, we project pet [month) growth for the first five years [after
the current year) bosed on active hospital and same store sales assumptions. We
then project pet months in the remaining years at a constant grawth rate [until the
terminal year) based on the preceding trend in pet months, For 2019, this results in
an approximate 12.2% average pet (month) growth rate in the outer years. When
combingd with a 5,.5% annual increase in our cash earmed per pat [ARPU), this results
in an 18.4% year over year increase in revenue in these years.

In the remaining terminal yaar, we have assumed that our total enrolled pet count
remains flat ot 2.3M subscriplion pets enrolled, or zero net new pels. Assuming the
confinued 5.5% increoase in velerinary costs due to inflalion, the revenue growth rale
would drop from 18.4% to 5.5%. Note thal. despite zero net new pets. the pet monihs
increase slightly in the terminal year due to mid-year enrollments from the prior year
baing enrolled for a full yaar in the terminal year.

The terminal year assumptions for retention and expenses are consistent with the
methodology discussed in the previous steps. with the exceplion of the estimated
1% capilal charge and assumptions around other business.

Since the terminal year assumes less growth (2ero net new pets), the capital charge
assumption in the terminal year is reduced from 1% to 0.75% of revenue. Similar to
the subscription business, where minimal growth is assumed in the terminal year, the
other business revenue growth assumptlion is reduced from 20% to 5%.
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iy e laast year oF o DCF madel

to signify the madgin prolite of
Bruing s when it mevgd om o
growlh mode fo O sleody siohe,



In the terminal yaar, there would be $4561.8M in cosh earned from subscription pets
assuming a 5.5% increase in ARPU, resulling in $18.51 of monthly cash generated from
the average subscription pet.

Table 19. Discounted Cash Flow Model Inpuls 1.4

Manihly cosh genarated from the | Tolal Pal Menths| Tolal cash generated | Telol cash| Tolal cash
average subscriplion pet subscriplion pals| generated| generated
athar pets
2017 Actual $4.85 5.575.670 $38.3m $1.7m 3FM
2020 37.78 6407529 S4R5M $1.6m £51.5M
2021 $8.47 7,280,343 $61.7M $2.3M $64.0M
2022 5908 8,242,219 $75.5M $2.0M $78.7TM
2023 $9.81 9,304,305 $71.30 S40M | 595.3M
2024 $10.32 10,479,007 $108.18 §4.8M £112.8M
2025 $10.85 11.781.547 312790 $5.7M $133.6M
2024 $11.43 13,230,666 $151.2M $4.0M $158.0M
2027 $12.04 14,850,112 §178.8M $8.2M $187.0M
2028 £12.48 18,447,751 $211.4M 950 | $221.3M
2029 $13.37 18,707,901 £250.1M SILEM | $261.9M
2030 $14.09 208977656 FIP5. M $14.3M $310.2M
2031 $14.86 23.567.914 $350.1M $17.2M $347.3M
2032 $15.67 26,452,650 $414.4M $20.8M |  $435.2M
Terminal year 516.51 27578852 5451.8M $23.9M | S4B5.7TM

In the terminal year, at a 30% internal rate of return, our larget PAC spend would be
$620 per pet. To achieve steady state growth in our terminal yeor, we would need to
replenish 28,93% enrolled pels per month [the result of a 1.24% monthly churn rate). In
our DCF model, we assume that 16,321 new pels per month, or 0.7% of the book, will
come frem existing pet owners adding pets or referring their frignds. For the model,
we have assumed these pels were acquired at 50% of our allowable PAC [or $310),
as they would not require lead generation costs. The remaining 12,618 new pets per
month would come in at our allowable PAC spend of $620. This resulls in o blended

PAC spend of $445 per pet for the combined cohorts, See the chart below,

Table 20, Terminal Year Cash After PAC Spend

Naw anroliments, PAC
| tarminal yeor
Terminal yaar cash genarated S485.7M"
Reler-g-friend & gad-a-pet
acquisition spend 195.852 [$310] 1$60.704)
HNaw pat acquisition spand 151,411 (5620] [$73.9M)
Mel profil in terminal year S33.3M

*Excludes sign-up fees.




In the terminal year. the model would predict a $331.3M net profit before taxes.

Table 21. Discounted Cash Flow Model Inputs 1.5

Monthly Cash Ganeraled | Total Pat Month: | Tetal Coth Genaratad | Other| Total Cath | PAC spend minus|  Cash after
Fram The Avarage Subscripfion Pals Pats| Generaled signuplee| PAC tpend
Subscription Pat
2009 Aciual £4.85 5,575,470 £38.2m £1.784 L300 £30.4M £9.5M
2020 $7.78 §,407.32¢7 4990 | $lém $51.5M $38.4M $13.1m
2021 58.47 7.260.343 $E1.7M | SEa3M $54.0M 34670 $17.3M
2022 L AL 8242217 $T5.6M | 53.0M 78.7M $56.5M $22.2M
2023 3581 #.304.305 F3M | Sa0m £95.3mM S47.4M $27.5M
2024 $10.32 10,479.007 S10B.1M | 54.5M $2.5M 7710 $33.8M
2025 $10.86 11,781,547 $1279M | $5.7M | $133.4M $93.0M $40.6M
2026 $11.43 13,230,666 SIS1ZM | $55M | 3158.0M S107.5M 548.6M
2027 312.04 14,850,112 $I78.6M | $8.2M | $187.0M $IZF.3M $57.7M
2028 $12.68 16,667.751 $211.4M | 3998 | $221.3M $153.0M $48.3M
2029 $13.37 18,707,701 $250.0M | $11.8M $261.9M $180.5M $81.0M
2030 $14,08 20,997,756 $295.5M | $14.3M | 3310.2M $214.2M $96.0M
2031 $14.86 23,567,514 SI50.0M | SIZ2M | 53873 $253.4M | $113.5M
2052 15,47 24,452,650 S414.4M | S20.8M | £435.2M £300.0M 135,20
Tarminal
Year $14.51 27,978,852 S461.BM | §23.5M $485.7M $154.4M 5330.3M
Table 22, Terminal Year P&L
Subscription revenue $3.392M
Other revenue $874M

Tolal revanue S4.267TM 100%

Cath eorned ofter capilulchafqe. $4B6M . nE

-PAC [8154m) 4%

=Nat profit balore toxes 5331m 8%

7




In our 2019 model shown above, in 2033, the terminal year, we would have 2.3 million
subscriplion pels with an average monthly revenue per pet of 122, The model shows
total revenue of 54,267 milllon and a net profit before taxes of 5331 millien in the
terminal year of 2033,

Based on the present value of cash generaled each year, a discount rate of 10.8%
[which we consider oppropriate based on our caleuloted weighted average cost
of capital), and the terminal year resulls. the model would indicate an infrinsic value
in 20019 of $1.24 billion. Additionally, we include the present value of cosh flows we
expect to generote during the 15 year pericd from our insurance entity purchasing
full owenership of our home office building, which totals $25.7M. This is o total intrinsic
wvalee in 2019 of $1.29 billien. Our fully dilvted share count (which includes all unvested
shares and unexercised options) al the end of 2019 was 37.424,938. This equates to
an intrinsic value per fully diluted share of $34.21, since vsing the fully diluted share
count is the most conservalive view, If you wanted 1o calculate our infrinsic value
using outstanding shares instead, it would have been $34.45 at the end of 201%.
Internally, we are more focused on our intrinsic value using our fully diluted share
count when determining the value of our business, os well as the change from the
prioTr year.

One could argue our cost of equity should be higher or lower. While we view 10.8%
as conservative, a sensitivity analysis resulls in the following:

Table 23. Valualion Sensitivity Analysis

Discount rate 8% 10.8% 1.8%

4.5% $1.568 51208 | S0.96E
mnrl'wll'mlfr 1 [ | l

grewih rate | 5.0% $1.698 %1298 3L.01B

5.5% 51848 $1.388 | 51078

If going into a year, or a string of years, our model were to indicate that the
predicted yeor-over-year change in our intrinsic value per share was to be below an
acceplable relurn, then we would need to adjust our sirategy lo pasitively impact
our key metrics.

Whaot is an acceplable relurn? From my perspective, as a publicly fraded small-cop
company in o lorge under-peneirated market, we would expect to deliver out-sized
returns to thol of anlindex fund; otherwise. one would not accept the added risk. 15%
is our floor. Al 20% we are hoppy. and of 25% we are doing back-lips.

Common sense disclosure

We have provided this explonation of how we calculale infrinsic value for our
company o help you in your own analysis and investment process. Our method is
continually being refined. We hope we can share this information with you in a way
that does not resull in us, or other public companies, needing to be less Iransparent
in the future,

Cutslonding Shares: Stock
ol is fully owmed by all of our
stockhalds,

Teiminal Growlh Rale: The porpatual
rabe of growth we would sxpect of
ouf bunness whan il hils o steady
ROt

Emall-Cap Company: Publichy
raded company wilh o morkal
value of less than $5 Bilion.

Index Fund: Aninvesiment vehiche
whigre ong Con own an aqual
percanioge of ol of the public
companies included in the index
Tund, tharelore getling en overage
relurn on invesiment on all of those
publicly raded companias,



In Closing

As the CEO of Trupanion, it is my intention to share our key
metrics as transparently as possible.

It is not my intention to provide annual updates to our infrinsic value model analysis,
noris it rmy intention to share our perspective on the resulting value per share publichy
in the fl.lll.lre, Be con!idenl that we are monilor[ng our kE’Y metrics, the underlying
health of our business, and the year over year change inintrinsic value per share the
beshwoy we know how,

For me, our core monthly subscriplion business is like “groundhog month.” The
recurring nalure of our business model allows for incremental improvements of
individual inflialives. Higher ARPU, more active hospitals, improved some store sales,
expansion in our adjusted operaling margin, reduced churn, and grealter member
referrals and new pets added are the key melrics thal will help us outperform. When
successin each of thete areas is combined, it is not unthinkable o me that we could
achieve the near impossible, .or nirvana,

Kuyashii,

Darryl Rawlings

Founder & Chief Execulive Officer




END NOTES

In this ledtar and owr other publicly available reports, we prosent certain nen-GAAP maasures,
incleding adjusled EBITDA, variable axpenses. lixed expenses. adjusted operating incomae,
adjusted operating margin, acquisiion cost, ond free cash llow, These non-GAAP linoncial
migasures may nol provide information that is direclly comparable fo ihot provided by othor
companies in owr industry os other compaonles in cur induestry may calculate or use non-GAAP
financiol moeosures difforently, In addition, there ane limilations in using non-GAAF financial
mgaiures because thoy are nol preparad in accordance with GAAP and exclude expanias
thol may hove o matarial impact on Tropanion's reporled financial results. The presentation
and ulilization of nen-GAAP financial maasuras is not meant 1o be considerad in isolation or
as a substitute lor the directly comporatrle linonciol measures prepored In cccordance with
GAAMP, Trupanion urges ity invoestors o roview The reconciliation of ity non-GAAP linancial
measures fo the most direclly comparatle GAAP linoncial mecsures in iis consolidoted finenciol
slatemants, and not to rely on any single financial or operating maasure to evaluate its businass.
These reconciliations are incleded within our Supplemental Financial Informolion provided on
Trupanion's Investor Ralotions website.

Qur internal rate of return ks calculoted assuming the new pels we enroll during the year will
Barhave like on average pel, Specilically, our 2009 caloulalion assemes adjiuilod oporaling
income [colculated os the avarege monthly revenue lor new pets of $57.52 fociored by the
adjusted operaling margin of 11.5%) tor an average subscriber lite of 70.4 months (colculated o
the quotient oblained by dividing one by the churn rote, which equals one minus Ihe overage
monthly relention rate of 98.58%).

Becouse of varying avoilable valvalion methodolegles, subjective oswmptions ond the varety
of aquily instrumaents thal canimpac! o company's non-cash sxpontos. Trupanion boliovos
that providing various non-GAAP linancial maasures that exclude slock-bosed compensation
expense and depreciation and amartizalion expense allows lor more maaninglul comparisons
belweean its operaling resuils from period to period. Truponion offsels sales and markeling
axpanse with sign-up fee revenue in the calculofien of nel ccquisition cost becouse it collects
sign-up feo revenue from new membars at the time of enroliment and considers it to be an
offsel to a porlion of Trupanion's sales and morkeling expenses. Truponion belleves this ollows it
to colculote and prasent inonciol measuras in o consistent manner across pehods. Trupanion’s
managemant balioves that the non-GAAP inancial measwes and the ralatad linancial measwes
darived from them are imporiant loolks tor linancial and operational decision-moking and for
avalyaling eparaling rewits over diltaron! periods of tima.



DISCLAIMER

This letter contains lorword-lesking stalemants within the meaning of Section 21E of the Secwitia:
Exchange Act of 1934, ot omended, ond section 27A of the Securities Act of 1933, o omended
[Securities Act). Al statements containgd in this letter other than statements of historical fact,
including statoments rogarding lilotimo valuas of a pel, discountod cosh lows and ouf inlringie
wolue modal, lulure results of operations and finonciol position (including ARPU, AGKM, ADL, IRR,
PAC, now pots nnglbed, retontion and chumn, activie ROSpitals, intornaticndl aepaniion, walannary
invoicas. and variatile and fived expeanses] our businass siratagy and plan: and owr objectives
for fulure oparations. In particular, this lelter extansivaly discusses oun intarnal discounted cash
flew madel, and you should regord substantiolly all porls of Ihis discussion of forward-laoking
statemants. In addition, the are lorward-looking statemants. The words “anticipole.” "believe.”
“eonlinue,” “could,” “aslimale,” “expech” “inlend,” “may.” “medel,” “plan,” “potantiolly,” “prodict”
“projech” “torget.” =“will.” “would.” and similar exprassions thol convey uncertainty of fulure evants
or cutcomes, are inlended to identily lorward-looking stalemants.

These lorward-looking statemants are subject 10 a numbaer of fisks, uncarainties and assumptlions,
inclyding rsks relaling to:
= ouf net losses since inceplion, our ability fo maintain revenue growth, maintain profilability,
obitain retuing on our investments in pot acquisition, and other linancial risks:
our abllity to aliract online visitors, grow of membar base, and maintain retention rales;
eur abality 1o maintain relationships wilh Toditery Portnas, volennarians and slralogic porines:
our ability to remain competitive and mainlain brand recognition;
our ability to scale our inltaitruciure, manago our growth, budget lor velafinary invoics
axpansas, and other business risks;
our othar Busingss:
sacurity breaches, poyment processing, and related tachnology ond intelleciual property
matters:
complionce with risk-bosed capital ond other reguictions;
litigation of roguialory procoadings:
depandence on kay personnal;
complionca with covenants in our credil ogreemant:
inernational oparalions, including exchange rates;
investrmants or acquisitions, ewning an ollice building. and olher sirategic moatlers
tax, accounting and general aconomic maottars;
being o public company: and
ownarship ol our common stock: and
Phedsdr i SCrityaed undar Ihe haading “Risk Faclans™ in our Annual Repor on Foom 10-K and o1t
filings wa make from lime lo lime with the Securities ond Exchange Commission.

-

-

-

"

-

Moraover, wa operate in a very compelitive and rapidly chonging environment, and naw risks
amerge lrom time 1o ime. 11z not possible for our monagement 1o predict all risks, nor can we
assess the impoct of oll faclors onour business of the extant towhich any lactor, of combination of
factors. may couse actual resulls to differ moterialty from those contained in any lorward-looking
statérmants we mako. In light of thede fisks, vncanaintios ond asfumptions, the lorward-looking
avenls and circumstances discussad in ihis letter moy not occur and actual resulls could diffar
moteriolly and adversoly from those anticipotad of implicd in 1he lorward. ooking stalemants,

You should not rely on Inmord-iooking slatemaents of prediclions or guoaraniogs ol fulure
avanls. Although we believe that the assumptions and expactations reflectad in the lorward-
leoking stotements are reasonoble bosed on our hislarical experience, these cssumptions and
axpaclalions involve signitican! jedgmant and uncarlainty, and in some cases 1hete aisumplions
and expactalions (ond tharefore the judgment and uncertainly) hove been projecied over an
axtanded pariod of time, Fulure reuns, levels ol activity, perlormance of avents and circumstancos
raflected in the forward-locking statements moy not be achievad or occur. We underlake no
obligation lo updale publicly any lerward-looking statemants lor any reaien, oxcopt of required
by baw,



