Lemonade, Inc. (NYSE: LMND) $634iz)

Equity Research | Al-Native P&C Insurance (Insurtech)

Investment horizon: 12-24 months | Report date: 23 July 2026
RATING: WATCHLIST

Rating Watchlist Market cap ~$4.9B
12-mo fair value $62 (base) Cash + investments ~$1.14B
Fair-value range $38 - $95 Total debt Negligible
Street consensus Hold (~$60-64 avg) Shares out ~76.8M
Investment score 54 /100 2026E revenue ~$1.20B

Investment Thesis

Lemonade has evolved from a story stock into a credibly improving insurance operator. In-force premium (IFP) reached
$1.33 billion in Q1 2026, up 32% year over year, revenue jumped 71% to $258 million, and the gross loss ratio
compressed to 62% from 78% a year earlier - the single most important proof point that its Al-led underwriting is finally
scaling without runaway claims. Management reiterates a Q4 2026 adjusted-EBITDA breakeven target and carries
roughly $1.14 billion of cash and investments against negligible debt, so solvency is not the debate. The debate is price.
After an approximately 50% run into early July, the shares trade near 4-5x sales versus a peer average closer to 1.7x,
the business is still GAAP loss-making (net loss of $35.8 million in Q1), Morgan Stanley stepped to the sidelines on 8
July with a $75 target, and insiders have been selling. At $63.42 - roughly in line with the Street's average target and
below the July high near $81 - the risk/reward is balanced rather than compelling. This is a high-quality watch candidate
best bought on weakness or on confirmation that low-60s loss ratios hold through a catastrophe season, not chased
after a run.

1. Business & How Lemonade Makes Money

Lemonade is a digital, vertically integrated property-and-casualty insurer that acquires and services customers almost
entirely through an app and Al chat interface. It writes renters, homeowners, pet, term-life, and auto ('Lemonade Car’)
policies across the United States and parts of Europe. Revenue is driven by gross earned premium (a function of
in-force premium and retention) plus net investment income on its float and reserves. Under a reinsurance-heavy
model, Lemonade cedes a large share of premium to reinsurers via quota-share treaties, keeping capital requirements
light while sharing both premium and losses; its July 2026 renewal cut the quota-share cession to about 18% from
roughly 20%, improving retained economics and capital efficiency.

The strategic wedge is customer acquisition: Lemonade lands young, digitally native renters at low premiums, then
cross-sells and 'graduates' them into higher-value home, pet, life, and auto products as their needs grow. Premium per
customer rose 7% to $424 in Q1 2026 while the customer count grew 23% to 3.14 million - evidence the
land-and-expand motion is working. The core competitive claim is that a modern data-and-Al stack lets Lemonade
underwrite, price, and settle claims at lower expense than legacy carriers burdened by agents and old systems. The
counterpoint: insurance is a scale-and-trust game dominated by giants, switching is easy, and brand-driven acquisition
can be reversed by competitors' marketing budgets.

2. Industry & Positioning
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The U.S. personal-lines P&C; market is enormous but mature, cyclical, and fiercely competitive. Progressive, GEICO
(Berkshire), State Farm, Allstate, and USAA command dominant share, deep capital, and pricing sophistication.
Insurtech peers such as Root and Hippo have struggled to reach durable profitability, which colors how the market
values the category. Lemonade is a sub-1% niche player whose thesis rests on growing faster than incumbents while
converging to their underwriting discipline. The macro backdrop is mixed: elevated but normalizing catastrophe and
auto-repair inflation pressures loss costs industry-wide, while higher investment yields boost income on float.
Lemonade's tilt toward catastrophe-exposed homeowners (including California) makes weather volatility a recurring
swing factor in any given quarter.

3. Financial Performance

The trajectory is unambiguously improving: rapid top-line growth, a step-change in loss ratios, expanding gross profit,
and a shrinking cash burn - but the company remains GAAP unprofitable and is not expected to be adjusted-EBITDA
positive until Q4 2026.

In-force premium $1.33B $1.01B +32% Durable double-digit growth
Revenue $258.0M $151.2M +71% Retention + earned-premium lift
Customers 3.14M 2.55M +23% Land-and-expand intact
Premium / customer $424 $396 +7% Mix shift to higher-value lines
Gross loss ratio 62% 78% -16 pts Core underwriting proof point
Gross profit ~$100M $39.7M +155% Operating leverage emerging
Net loss ($35.8M) ($62.4M) +43% Still GAAP loss-making

Adj. EBITDA ($17.1M) ($47.0M) +64% Breakeven targeted Q4 2026

Balance sheet: ~$386.5M cash & restricted cash plus ~$751.3M investments (~$1.14B liquidity), negligible debt. FY2026 guidance: IFP
$1.63-1.64B, gross earned premium ~$1.37B, revenue up to ~$1.20B, adjusted-EBITDA loss $47-51M, with Q4 2026 adjusted-EBITDA
breakeven reiterated.

4. Competitive Landscape

Progressive / GEICO Incumbent, data-driven Highly profitable Vastly larger High
State Farm / Allstate Incumbent, agent + digital Profitable Vastly larger High
Root (ROOT) Insurtech, auto-first Near/at breakeven Comparable Medium
Hippo (HIPO) Insurtech, home-first Loss-making Smaller Low-Med
Lemonade (LMND) Al-native, multi-line Loss-making, improving - -

Lemonade's moat is narrow but real: a recognizable brand skewing younger, a genuinely differentiated Al/automation
stack, and a proprietary behavioral dataset that compounds with scale. What it lacks is the capital depth, distribution
reach, and multi-decade loss-cost data of the incumbents. The moat is best described as a growth-and-efficiency edge,
not a durable pricing fortress.

5. Management

Co-founder-led (CEO Daniel Schreiber, CFO Tim Bixby) with meaningful insider ownership and a clear, consistently
repeated narrative around Al-driven efficiency and a defined path to profitability. Recent execution has been strong: loss
ratios improved materially, growth reaccelerated, and the reinsurance renewal was completed on better terms.
Credibility risks remain - the company has a long history of losses and pushed out profitability timelines in earlier years,
and insiders have sold shares over the past quarter, tempering the signal from operational progress. Guidance accuracy
has improved, but the Q4 2026 breakeven target is the promise the market will judge management on.
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6. Growth Drivers

Sustained low-60s loss ratio Medium-High High Unlocks the path to GAAP profit
Cross-sell into car / home / life Medium High Raises premium per customer and LTV
Q4 2026 adj-EBITDA breakeven Medium High Key re-rating catalyst if hit

Al expense-ratio leverage High Medium Premium grows faster than headcount
European expansion Medium Medium Optionality, longer-dated

Higher investment income on float Medium Low-Med Yield-dependent tailwind

7. Risks

Valuation de-rating High High ~4-5x sales vs ~1.7x peers; priced for execution
Catastrophe / weather losses Medium High Home book incl. California can spike loss ratio
Still GAAP unprofitable High Medium Breakeven is a target, not a result
UMM L G Medium Medium Easy switching; incumbents outspend
pressure

Reinsurance availability / cost Low-Med Medium Model depends on favorable quota-share
Insider selling / sentiment Medium Low-Med Recent sales; Street rating is Hold

8. Valuation

Because Lemonade is unprofitable, sales-based and forward-scenario methods are most appropriate; earnings
multiples are not yet meaningful. On ~$1.20B of 2026E revenue and a ~$4.9B market cap, the stock trades near 4x
forward sales (and ~5x trailing), against a peer group averaging closer to 1.7x and a broad insurance industry near ~1x.
Net of ~$1.14B liquidity, enterprise value is ~$3.7B, or roughly 3x forward sales - a growth premium the market will only
sustain if loss ratios stay low and breakeven arrives on schedule. Against its own history the multiple is mid-range rather
than cheap. A scenario-weighted fair value lands around $62, essentially in line with the current price and the Street's
average target near $60-64. Conclusion: fairly valued to modestly rich - the improvement is real but largely in the price.

Method Key assumption Implied value

EV /forward sales ~3.0x on $1.2B rev, plus net cash $55 - $70
Price / sales vs peers Premium justified by growth & margin path $45 - $75
Scenario-weighted (sec. 11) 25/50/25 bull/base/bear ~$62

Street consensus target Hold; range $33 - $92 $60 - $64

9. Sentiment

Analyst consensus Hold; avg target ~$60-64 (range $33-$92) Neutral
Recent rating action Morgan Stanley cut to Equalweight, $75 (8 Jul) Negative
Insider activity Net selling over past quarter Negative
Price momentum +~50% into early July, then pulled back Cooling
Next catalyst Q2 2026 results (imminent) Binary

Lemonade, Inc. (LMND) - Equity Research - informational use only, not financial advice Page 3



10. Technicals (as of 22 Jul 2026 close, $63.42)

The medium-term trend is constructive but the short term has rolled over. LMND sits below its 20-day average (~$67.3)
after a sharp pullback from the early-July high near $81, yet remains above its rising 50-day (~$60.5) and 100-day
(~$60.3) averages - a healthy-uptrend-cooling picture rather than a breakdown. RSI(14) at ~47 is neutral, while MACD
has produced a bearish crossover (MACD 1.73 below signal 2.64, histogram -0.92), confirming near-term momentum
has faded. ATR(14) of ~$4.23 (6.7% of price) signals high volatility, so position sizing should account for wide swings. A
200-day average could not be computed from the available 100-session series; over that window the stock ranged
roughly $49-$81, so it trades in the upper half of its recent band. Technicals argue for patience on entry, not for chasing.

Close $63.42 RSI(14) 46.6 (neutral)
SMA20 $67.32 MACD / signal 1.73/2.64
SMA50 $60.53 MACD histogram -0.92 (bearish)
SMA100 $60.33 ATR(14) $4.23 (6.7%)
EMA20 / EMA50 $66.3 / $62.96 Support / Resistance ~$55 / ~$72-81
Scorecard

6/10

Business Quality 12%
Financial Strength 6/10 _ 12%
Competitive Advantage 5/10 ] 12%
Management 6/10 ] 10%
Growth Potential 8/10 ] 18%
Valuation 3/10 [ ] 20%
Risk (higher = safer) 4/10 ] 10%
Technical Setup 5/10 ] 6%

Overall Investment Score 54/100 100%

Weighted score = sum(score/10 x weight). Growth and valuation carry the heaviest weights given a high-growth, unprofitable business trading
at a premium multiple over a 1-2 year horizon.

Recommendation: WATCHLIST

Lemonade is doing the hard part right - loss ratios are falling, growth is reaccelerating, liquidity is ample, and a credible
breakeven target is in view. But at $63.42 the shares already reflect much of that progress: the stock sits near the
Street's average target, trades at a rich multiple, just absorbed a downgrade, and faces a binary Q2 print. That is a
hold-and-watch setup, not a buy. The recommendation is Watchlist with a bias to buy on weakness.

Valuation reset Pullback toward $48-$52 (~3x forward sales, prior base)
Underwriting durability Two-plus quarters of gross loss ratio held in low-60s through cat season
Profitability proof Q4 2026 adjusted-EBITDA breakeven confirmed, GAAP loss narrowing
Underwriting relapse Gross loss ratio back above ~75% on catastrophe losses
Growth stall plus burn IFP growth decelerating below ~20% while cash burn re-widens
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11. Scenario Analysis

IFP compounds above 30%, loss ratio holds low-60s, breakeven arrives

~ 0,
2l early, re-rates on line of sight to GAAP profit $95 25%
Executes to guidance: IFP ~$1.63B, revenue ~$1.20B, Q4 adj-EBITDA _ o
Base breakeven, still a GAAP loss in 2026 222 S
Bear Catastrophe losses lift the loss ratio, growth decelerates, burn extends, ~$38 25%

multiple compresses toward peers

Probability-weighted fair value approx. 0.25 x 95 + 0.50 x 62 + 0.25 x 38 = ~$64, consistent with a Watchlist stance at the current $63.42.
Probabilities sum to 100%.

12. Final Verdict

Would an experienced investor put fresh money into Lemonade at $63 today? Not compellingly. The operating story has
genuinely turned - a 16-point loss-ratio improvement in a year is the kind of evidence bulls waited five years for, and it
moves Lemonade from ‘unproven concept' to 'plausible eventual winner.' The problem is the market already knows: the
stock ran ~50%, trades at a premium multiple, is still GAAP loss-making, and offers roughly symmetric upside/downside
into a binary Q2 print. The single biggest concern is valuation risk layered on top of catastrophe-exposed underwriting -
one bad weather quarter could reset both the loss-ratio narrative and the multiple at once. The most attractive path is to
let Q2 pass, watch whether low-60s loss ratios hold, and accumulate on a pullback toward the low-$50s, where
risk/reward would clearly favor the long side. Until then: watch, don't chase.

This report is for informational and educational purposes only and does not constitute investment, financial, legal, or tax advice or a
recommendation to buy or sell any security. Figures are as of the dates noted (price 22 Jul 2026; fundamentals Q1 2026). Data sourced from
Alpha Vantage (price) and public company filings and financial sources; accuracy is not guaranteed. Investing involves risk of loss. Conduct
your own due diligence.
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