


Closer to the customer

Strategic Investments

PETsMART, Inc. PETsSMART, Inc. is a leading retail supplier of pet food, supplies and
complete veterinary, grooming and training services. The company operates more than 500 pet
superstores in the United States and Canada, has a large pet supply and equine catalog busine
and is a major investor in PETsMART.com, a leading pet e-commerce company.

PETsMART Direct, Inc. PETsMART Direct, a wholly owned subsidiary of PETsMART,
Inc., provides direct marketing services for the corporation and order fulfillment for PETsSMART.com.
Through branded catalogs and its State Line Tack direct mail and e-commerce divisions, PETSMART

Direct carries more than 50,000 pet and equine products.

PETsMART Charities, Inc. PETsMART Charities is a 501(c)3 organization dedicated to
saving the lives of homeless and abandoned pets. Since 1992, PETsSMART Charities has donated
more than $10 million to animal welfare programs and, through its “Luv-A-Pet” Adoption
Centers in PETsSMART stores, has saved the lives of more than 700,000 companion animals.

PETsMART.com, Inc. MART.com is the Internet’s most popular pet-related consumer
site. The site, which was developed in partnership with IdeaLab!, provides visitors with
convenience, security and service. It features a broad range of merchandise, expert advice and
community activities for consumers who care about pets. At the end of 1999, PETsMART, Inc.

owned approximately 49 percent of the outstanding equity of PETsMART.com.

Medical Management International Medical Management International (MMI) is

the world’s largest provider of veterinary services. The company operates full-service veterinary
hospitals and wellness clinics inside PETSMART stores. MMI is an industry leader in “human”
quality veterinary care, and has pioneered pet wellness programs and the world’s first pet
insurance plans based on actuarial data. PETsMART owns approximately 36 percent of the
outstanding equity of MMI.
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Moving ahead ot the pack
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May 1, 2000

Dear fellow shareholders:

Our Vision 1999 was a watershed year for PETsMART. In the face of the many challenges that
come with rebuilding a business, we maintained our company’s fundamental strength
PETsMART has the - ’ '

and stability. We fortified our retail operations, reshaped our portfolio and, perhaps
services and solutions to

most importantly, we outlined a vision for the future — a vision we believe will translate into

belp you be a responsible measurable value for our customers, our associates and our shareholders.

pet owner by fulfilling Operating income from our North American stores grew almost 39 percent over 1998,

the total lifetime needs margins continued to improve, and comparable store sales increased 4.6 percent.

of your pet. On a comparable basis, PETSMART’s net income also grew, coming in at 33 cents per
share, versus 23 cents last year, excluding the impact of losses from the operation and
sale of our retail store subsidiary in the United Kingdom, and from our investment in
PETsMART.com. While tough to face in the short term, these portfolio changes took an
under-performing asset off the books and gave us another customer touch point via a

strong and synergistic presence on the Web — both important investments in the future.

We also continued to invest in our infrastructure. Improvements to our supply chain began
to come on line and early results show these changes have real power to reduce inventory
and better our in-stock position over time. New information systems refined our operations,
while our corporate brand program, unique retail mix and customer service initiatives

drove traffic and sales.

Despite that ongoing stability and growth, and the completion of a $25 million
common stock purchase program, the PETsMART share price reached a low of
$2.63 in October 1999. The performance of our stock was our biggest disappointment

and reflected a great deal of change in our industry.

During 1999, discounters and grocery stores began to offer a broader range of

specialty items, including premium pet foods and expanded pet supplies. Consumers

(front row~-left to right):
Philip L. Francis
Chairman, President and CEO

grew increasingly savvy and the pace of change intensified, presenting new challenges and
Robert F. Moran - o : . - -
President, North American Stores
(back row~left to right): significant opportunities for retailers.

Scott A. Crozier

Senior Vice President and General Counsel

Neil T. Watanabe . . . . . .
Exceutive Vice President and CFO In this environment, only companies that understand how to capitalize on change will
Marcia R. Meyer

President, PETsMART International . .

Supply Company win. PETsMART plans to be one of them.
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Most analysts estimate the size of the annual market for basic pet products and services at about

$31 billion. At PETsMART, we see it differently. If you look at the total lifetime needs of pets —

things like adoption, nutrition, health and medical care, shelter, and pet and owner education €€Over the next three
and entertainment — the market grows substantially. PETSMART is in a much stronger position

. - . years, we will align
than any other retailer to capitalize on that potential.

- S . . each aspect of our
Our vision for our company and our future is simple, powerful and achievable: PETsSMART will P f

be the preferred provider for the lifetime needs of pets. business with the

To make that vision a reality, we must reshape our business. Our customers, and what they want, )
needs, desires and
show us the way.

- - . . R aspirations of the
PETsMART has identified a large segment of customers we call the “pet enthusiast” This group

is passionately committed to their pets, and to serve them, we must be just as passionate. We pet enthusiast.”
must nourish the pet enthusiasts’ relationships with their pets. We must provide solutions, expert
advice, and an environment that enhances and facilitates the bond between pets and people.

PETsMART has the experience and basic infrastructure to do these things well.

Better yet, we have found that creating value for the pet enthusiast allows us to capture
important secondary customer segments and achieve a large share of the best customers using

a single investment strategy.

o
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connect
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Over the next three years, we will align each aspect of our business with the needs, desires and

aspirations of the pet enthusiast.

Product selection The pet enthusiast — not our suppliers — now drives merchandise €€Our vision for our
management. This dramatic shift represents our single biggest opportunity to lower costs

company and our future

and at the same time, give customers the value and the products they want throughout
is simple, powerful and

the lives of their pets.
achievable: PETsMART

From there, we will move into category management, where everything we do, from the structure

will be the preferred

of the organization to our business processes, is built around how our customers shop.

provider for the lifetime
Professional services No other retailer can match the scale of grooming, pet training

needs of pets>?
and veterinary services currently offered by PETsSMART. In 2000, we plan to develop these core fo

services to their full potential.

Strong professional pet services are required to fulfill the lifetime needs of pets. They help
customers find solutions and expert advice. They provide multiple touch points with customers,
encourage destination shopping and position PETsSMART as the authority in pet care. We
believe that, when fully developed, our core services will be an engine of profit and growth.

Then, we plan to go after new, breakthrough services that will further set us apart.

Customer service To win, PETsMART must change its focus from the tasks we accomplish
to the customers we serve. We are tapping into the passion and expertise of our 21,000 associates
to make PETsMART a customer-centered, sales-focused company. Our substantial investment

in our people will pay dividends in the form of better convenience, information and service for

our customers and a sustained competitive advantage for our shareholders.

Customer experience I[n PETsMART stores, customers can shop with their pets, adopt
a homeless animal and watch grooming and pet training in action. We are building on those
unique strengths to create the pet-caring atmosphere our customers crave, make PETsMART

stores more fun to shop, enhance sales productivity and reinforce the strong PETsMART brand.

Loyalty By keeping the promises we make to customers, we earn the right to serve them for
a lifetime. Our singular focus is meeting our customers’ needs — spoken and unspoken — every
time we interact with them. In the next year, we will develop a targeted loyalty program that

supports our relationship with our best customers.

o
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perform

Getting to the vision is a journey — one that starts with strengthening the core of our business.
We gained ground in 1999 with successful behind-the-scenes work to build a solid infrastructure.
€€By keeping the In 2000, we will drive operating excellence in every core business practice that touches the pet

enthusiast customer.
promises we make

By the end of this year, we will:

to customers, we

Enhance the pet-caring, customer-focused atmosphere in our stores. Our associates will greet
. AVET ~ ~ A avs 1 51 - activelv chare e AnQive - ~f . cervice . ~ N
earn the right to serve every customer. They will gain and actively share extensive product and service knowledge

and focus on convenience.
them for a lifetime

Make sure the items customers want are in stock.

Grow grooming and pet training sales. We will treat our services business with a start-up

mentality, making substantial investments to drive rapid, profitable growth.

Boost premium and corporate brand sales. We will encourage customers to move from grocery
- & ted J

to premium food and supplies, and continue to offer excellent value through our own brands.

Manage our costs aggressively, driving operating expenses down and maintaining an extremely
competitive price and value position.

e Drive a culture of excellence. We will create rigorous operating procedures and key performance
indicators, develop business-driven information systems that provide the data we need to

make sound decisions, and share best practices chain wide.
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succeed

Success in developing our core businesses gives us the foundation. From there, we will continue
the journey toward realizing our vision, expanding the core to fulfill the needs of our best

customers and to create new demand. €€The vision shifts our
Achieving these goals will fundamentally change the way PETsMART does business. The vision focus from transactions
shifts our focus from transactions to relationships. It makes us a trusted authority, rather than

simply a seller of goods. And ultimately, it builds the brand, making PETsSMART not just a to relationships. It

place to shop, but the ultimate symbol of caring for pets.

builds the brand,

By creating a new kind of company, PETsMART will move ahead of the pack and be extremely
making PETsMART
difficult to catch. We will be the kind of company that exploits, rather than reacts to market

turbulence. As the preferred provider for the lifetime needs of pets, we will create significant not just a place to

and sustainable value.
shop, but the ultimate

i bol of caring
ﬂ/l.,éf o Fracs o

for pets.”
Philip L. Francis

Chairman, President and CEO
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Fultilling the needs of a lifetime

From the moment a pet joins a family, PETsMART is there,
providing the products, services and solutions to nourish successful

relationships and build powerful bonds between pets and people.

Creating unique and exclusive products

PETsMART has the industry’s broadest line of products for every stage of a pet’s life.

Our strength lies in creating innovative pet products, a capability that separates PETsMART

from any other retailer. In 1999, our corporate brand program generated many of these breakthroughs.

PETsMART Premier Oven-Baked® dog food is more nutritious and better tasting than other
premium brands because it is baked, rather than extruded and coated with fatty substances.

Launched in January 2000, Premier is selling extremely well, even without wide-scale advertising.

Another industry first is Shareables.Recognizing that people often share their food with pets,
PETsMART developed the Shareables line of snacks to be healthy and good tasting for both.
We believe Oops!{ a plastic-backed paper towel for cleaning pet accidents, is another first-

of-its-kind product with strong cross-over appeal.

In 2000, we will build on the success of these products with new offerings such as “Toy

Shoppe”-a concept that brands our own line of toys and has significant customer appeal.

PETsMART offers each of these exclusive products and product lines at substantial value,
a proposition supported by our solid relationships with suppliers around the world,

cost-control initiatives and a double-the-difference price guarantee.

o
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Providing services and solutions

Our ability to participate in the bond between pets and people makes PETsMART different,

and nowhere is that difference more visible than in the professional services we offer.

Through partnerships with local humane organizations, we make pets available for adoption
in every PETsMART store, meaning the customer’s bond with PETsMART can begin the

moment a pet joins the family.

Pet training classes, from basic puppy to adult obedience, help pets stay in families and
out of shelters by teaching them appropriate behaviors. In 2000, we are taking bold steps

to strengthen and expand training, with the goal of becoming the industry leader.

PETsMART already is the nation’s largest provider of professional pet grooming, and we
continue to develop this piece of our business. This year, PETsMART signed an agreement
with the Nash and Paragon schools —the “Ivy League” of grooming —to provide training

for all our pet stylists, ensuring consistent quality and service at all PETsMART salons.

Through our unique partnership with Medical Management International (MMI), PETsMART
provides full-service veterinary care. MMI is an industry pioneer, applying standards for
“human” care to pets and managing pet care through wellness and insurance programs.
These high standards for quality, combined with convenient locations inside our stores,
increase the likelihood that pet owners will seek veterinary care and give PETsMART

another touch point with our customers.

Building customer loyalty

Relying on a single company to serve all the needs of a family member takes trust. PETsMART

is building that trust—and a large share of loyal customers—in a number of ways.

Most important, we are making substantial investments in our people. In July 1999, the
PETsMART Learning Institute opened its doors. This activity-based training program
gives associates the skills and expertise to forge positive relationships with customers, and
to become the source for information and advice. Our compensation system is built on

rewarding performance in this area.

Operationally, we made strides in attracting and keeping the best customers. Our
Universal Return Program, for example, allows consumers to return pet items purchased
from any retail store, catalog or Web site to PETsMART stores for a refund, store credit
or exchange. The policy brings luxury service to our value-based business, capitalizes on

the synergy of our “bricks and clicks” model and drives traffic and sales.

Going forward, we will develop programs that allow us to gain a detailed understanding
of our customers and build loyalty with offerings specifically targeted to their needs,

habits and patterns.

o
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Promoting responsible ownership




Directors and Officers

Directors

Corporate Offices
19601 North 27th Avenue
Phoenix, AZ 85027

Transfer Agent and Registrar
Norwest Bank Minnesota, N.A.
161 North Concord Exchange
P.O. Box 738

South St. Paul, MN 55075-0738
www.stocktransfer@norwest.com

Independent Accountants
Deloitte & Touche LLP
2901 North Central Avenue
Suite 1200

Phoenix, AZ 85012

Shareholder Inquiries
Investor Relations

1212 Avenue of the Americas
24th Floor

New York, NY 10036

Fax: 212-704-0917

E-mail: petsmart@mww.com

Executive Officers

Investor Information Line
623-587-2025

PETsMART Common Stock
The company’s common stock
is traded on the NASDAQ
National Market under the
symbol “PETM?

Annual Meeting

The Annual Meeting of
Stockholders of PETsMART,
Inc. will be held on June 22,
2000, at 10:00 a.m. at the
Boston Marriott Longwharf,
296 State Street,

Boston, MA 02109.
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19601 North 27th Avenue
Phoenix, AZ 85027
(623)580-6100
WWW.petsmart.com




