
 
    

 

 

Company Description: Trupanion provides medical insurance plans for cats and dogs throughout North 

America. The company utilizes a data driven, vertically integrated approach to provide customers with 

high quality pet insurance. 

 

HOLD 
Current Price:  $27.74 
Target Price:  $33.60 
Market Cap:  $836 Million 
5 Year Rev CAGR:      34% 
Average Monthly Retention: 98.63% 
Policy Benefits/Revenue: 70% 
2017 Cash EBITDA:    1.1% 
 

 

 

 
 

Thesis: Trupanion operates in an 

underpenetrated market and has a platform that will 
likely capture a large portion of the market. I believe 
that they are facing downward pressure due to a lack 
of cash flow, I recommend TRUP as a hold until 
financial results indicate a shift towards profitability. 
 
 
 
 
 

Catalysts: Forward looking projections that call 

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

 Short Term (within the year): Continuation 
of strong revenue growth, increasing market 
penetration. 

 Mid Term(1-2 years): Reductions in 
operating costs and a shift towards 
profitability 

 Long Term(3+): Potential to be the top 
player in the North American Pet Insurance 
Market 

 

Earnings Performance: 
Trupanion has had varied success compared to earnings estimates over the past two years. For reported 

EBITDA, they have beaten 5 of their last 7 estimates, with analysts anticipating an increase in quarterly 

EBITDA to around $2M quarterly by Q4 2018. This is nearly double what Q1 EBITDA estimates are, and is 

a sign that analysts expect to see an increase in operational efficiencies.  
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Source: Bloomberg Terminal 

 

Trupanion has consistently operated at a 70% Policy Benefits to Policy Revenues ratio. Out of every dollar of 

revenue they take in, they are paying $.70 to cover the medical costs for a client’s pets. This pricing model 

indicates that significant improvements to margin are attainable with scale. A major operating cost is the cost 

to acquire customers. From 2013 to 2017 the cost of acquiring customers has improved from 10% of 

revenues to 8% of revenues. 

 

Revenue growth has been a strong and consistent factor for TRUP, with 41 consecutive quarters of over 25% 

revenue growth, and beating estimate revenue in 8 of the 8 last earnings releases. Guidance and estimates 

have historically been accurate when compared to actual results, with none of the earnings surprises being a 

major deviation. 

 

 
 Source: Bloomberg Terminal 

 

 

Business Model 
Trupanion operates with a competitive business model that positions them among the highest quality pet 

insurers in the market. With Trupanion service, pets are covered for life. Aside from pre-existing conditions, 

TRUP comprehensively covers hereditary and congenital conditions, which are the most likely conditions to 

occur. The Policy owner is allowed to choose any location for the treatment of pet, and 90% of the veterinary 

costs are covered by TRUP, with no payout limits. They offer competitive services by not increasing pricing as 

pet’s age or require treatment. This quality service has led to a 98.63% client retention ratio in 2017. 

 

Over 49% of client acquisition is driven by veterinary leads, who are able to treat pets more effectively when it 

is covered by insurance. An additional 27% of new pets come from existing members getting new pets or 



 
    

 

referring Trupanion to another pet owner. As of 2016, over 8000 vets were actively recommending Trupanion’s 

services. 

 

Pricing Model 

Trupanion has an adjustable and customizable pricing model that allows them to appropriately price different 

plans for the wide variety of cats and dogs covered. Utilizing data from over 18 years of claims data, TRUP 

has developed millions of unique pricing categories. Factors such as breed, postal code, and age are among 

the different factors used to measure the risk of insuring each individual pet. Based on these risk factors, 

TRUP calculates a monthly fee that allows them to make a 30% return after policy costs are incurred. The 

average monthly cost for each cat or dog is $52.95  

 

Source: TRUP Investor Presentation 

  

Revenue Forecast 

In their February investor presentation, TRUP outlined the massively unpenetrated market (Pictured Below). 

While I agree that there is a significant opportunity to grow into this market, I do not agree with the use of 

the pet insurance market in the U.K. as a proxy. Based on information presented by TRUP, they believe that 

the market in the U.K. can be mimicked in the United States as they offer a similar type of product to the 

services offered abroad. Due to the geographical and sociocultural differences between the North American 

market and the U.K. I have conducted research on the American veterinary market, and created my own 

revenue and market share forecast. 

 

 



 
    

 

 

Source: TRUP Investor Presentation 

In my forecast, I took an estimate that there were 190 million cats and dogs as pets in the U.S. and Canada, 

with that number holding steady through the forecast (Data from Statista). Based on that number, I calculated 

that 75% of those pets actually visit the vet at least 1 time per year. This is based on a publication from the 

American Veterinary Medical Association. From that portion of pets, I found the % of pets likely to be 

insured by taking 63.2% of that number. This is based on a publication from the American Veterinary 

Medical Association that states that 63.2% of pets are considered to be members of the family they are owned 

by. Using this a base to build TRUP’s market penetration as well as the $52.95 of revenue per pet per month, 

I was able to forecast their revenues for the continuing period of my Pro-Forma. 

 

 

 

Target Margins 

With a 30% margin after policy benefits are paid, TRUP has the opportunity to improve bottom line margins 

as they gain efficiency. The cost of acquiring new clients is a major factor that drives down margins, but this 

has been improving over the past few years. After the cost of acquiring a pet ($184 on average), Trupanion is 



 
    

 

able to breakeven after 18 months. With operating margins being negative in the past, they have given 

guidance on future margins upon achieving economies of scale. After taking out the cost of acquiring new 

clients, they had a 9.6% operating margin in 2017. They have indicated a long term target for this margin to 

be 15%. If they are able to attain this 15% margin, and the cost of acquiring clients remains steady at 8% of 

revenues, the expected EBITDA margin is 7%. 

 

Source: TRUP Investor Presentation 

 

Sensitivity Analysis 

Trupanion is highly sensitive to shifts in margin assumptions. The base case that my price target is based on is 

what I have determined to be the most likely option as a result of my analysis. The revenue forecast in the 

base case assumes a 17% CAGR over the next 14 years, and a 2% CAGR in the continuing period. The target 

operating margin this this scenario is 6% by the end of the continuing period. This yields an expected return 

of around 20%. 

In the bear case, I reduced the target operating margin to 4%. This assumes that the Operating margin 

without the acquisition cost of new clients only reaches 12% instead of their stated target of 15%. In this 

scenario, the expected 1 year return is around -20%. 

In the bullish forecast, I assume that TRUP is able to reach their stated goal of 15% operating margin before 

the costs of acquiring new clients. This means that the target operating margin in my forecast is 7%. The 

expected 1 year return in this scenario is around 41% 

 

Conclusion:  

Despite the clear potential for outstanding returns, I am rating TRUP a hold until there is further evidence of 

margin improvements in line with management’s long term targets. They operate in an underpenetrated 

market, and have a platform that will allow them to capture a significant share of the potential market. They 

have indicated financial targets that will see them operating at a healthy margin in the future, but at the 

current time, my sensitivity analysis indicates that there is too much risk associated with margin assumptions 

in the long term to recommend a buy for the Bjorklund Fund. 

 



 
    

 

 

 

 



 
    

 

 

 


