Do you hear that?

frontdoor
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That's the sound of
opportunity knocking

The front door is where we open ourselves up to the world every day.
It’s the place we welcome friends and family and greet new people.
It’s also where our company meets homeowners face-to-face to help
them deal with the hassles of owning a home.

That’s the opportunity that knocks for us every day ... we make
homeownership simple.



Frontdoor™ is a company that’s obsessed with
taking the hassle out of owning a home. That’s
the North Star that guides us — and it’s why
we're on a mission to transform our business

and the entire home services industry.

As the largest provider of home service plans
in the country, our customers depend on us to
provide quality, professional repairs and to
protect them against the cost of unexpected
breakdowns of their home systems and
appliances. We respond to more than four
million service requests annually, and in the
past five years, we have paid over $2 billion in

covered claims.

But that’s just the beginning. With the energy
and mindset of a billion-dollar startup, we're
building a future that puts more than 45 years
of expertise and industry leadership to work
for homeowners in all 50 states, in new and

innovative ways.

Welcome to our Frontdoor!
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TO OUR STOCKHOLDERS

A Message from Rex Tibbens

‘ ‘ Our strong national brand recognition,
industry-leading contractor base and
commitment to taking the hassle out of
owning a home will allow us to invest in

the future growth of the company. , ,

REX TIBBENS

President and Chief Executive Officer



The name Frontdoor is a great fit for our new company. Not only is the front door of our home
where we open ourselves up to the world every day, it's the place where we welcome friends and
family — and it’'s where our company meets homeowners face-to-face to deal with the hassles of
owning a home. The name also encapsulates our broader vision to tackle the $400 billion U.S.
home services market space. We will leverage our expertise as the leader in the home service

plan industry to solve our customers’ home repair, maintenance and improvement needs.

WHAT WE DO FOR CUSTOMERS TODAY AND WHY IT’S VALUABLE

Frontdoor owns multiple home service brands including American Home Shield® the largest
provider of home service plans in the nation, as well as HSA®™, Landmark Home Warranty® and
OneGuard®. With our network of more than 16,000 pre-qualified professional contractor firms,
we respond to over four million service requests annually (or one every eight seconds) from
homeowners who have experienced a breakdown of a major home system or appliance. Not
only do customers enjoy convenient access to quality repair services, but our customizable
home service plans help protect their budgets from the costly expense of unexpected
breakdowns. We facilitate these interactions through our customer and service delivery
platform, and will continue to leverage this technology-enabled and people-driven platform
as a catalyst for sustained growth. Our strong national brand recognition, industry-leading
contractor base and commitment to taking the hassle out of owning a home will allow us to

invest in the future growth of the company.

2018 HIGHLIGHTS AND OPPORTUNITIES

2018 was an exciting year for our company. Not only did we complete our Spin-off from
ServiceMaster Global Holdings, Inc. and become an independent public company, we also
grew annual revenue 9 percent to $1.26 billion, and strengthened our operations and
infrastructure to help drive continued success. Additionally, we improved our customer
experience, grew our number of service plans to 2.1 million, and added key members to our

already strong executive leadership team.

However, our systems and processes have simply not kept up with our strong year-over-year
growth. In fourth-quarter 2018, we embarked on a new strategy to move dated technology
systems to the cloud and began to shore up the foundation of our infrastructure so we can
operate more nimbly and efficiently. This foundational work will not only help to continue to

propel our core business, but it will also be the catalyst for our new on-demand services.
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As a new company, we were challenged by lower margins. We “weathered the storm” of
higher claim incidences due to extreme temperatures, pressures from higher inflationary
network costs and a higher replacement versus repair ratio on appliances. This compression
on margins turned out to be a rallying cry for the company as we made a series of rapid

changes to drive improvements across the business. These highlights include:

= Pricing: We raised prices across all channels in 2018, an action that had not been taken for
three years in some channels. These increases were, on average, in the mid-single digits - well
above the typical low-single digit increases we implemented in the past. It was a bold bet, but
we have confidence in our customer retention models and 67 percent of our customers are on
autopay and evergreen contracts, which renew at a higher rate than other customers. One of
the virtues of our business is that it is primarily subscription-based. However, it's important to
remember that because of this, it will take time to fully realize the pricing increases we
recently implemented, as we recognize the annual value of a service plan as monthly revenue
or one-twelfth at a time. We expect about half of the price increase benefits to be realized in

2019, with the full benefit coming in 2020.

Another pricing action we took late in the year involved what we call “dynamic pricing.”

In this industry, home service plans have historically been priced on a statewide level.
Whether your California home was in Silicon Valley or Stockton, they were priced the same,
even though labor rates vary significantly. In 2018, we began piloting pricing service plans on
a ZIP Code plus four-digit basis, allowing us to adjust pricing based on labor rates. We are just
scratching the surface on dynamic pricing, but in the long-term, we see an opportunity for
gross margin expansion and a further opportunity to leverage our data to make more

informed decisions.

= Business processes and cost-containment: When | joined the company in May 2018, | was
surprised by the absence of data-driven metrics and limited accountability. We were running
the company on a series of averages that did not allow us to optimize our performance and
forecasting capability. | am relentless about our team managing the business to the inputs.
Only by understanding the underlying data can we gain true visibility into how our business

operates and be more responsive to adjust and improve operations in real-time.

To that end, we have formed a group called a “Tiger team” that is intensely focused on
improving profitability. This team includes me, other senior leaders and key talent across the

organization. We meet regularly to prioritize and advance initiatives that can make the largest
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measurable impact on the business as soon as possible, such as pricing implementation and
managing contractor labor and parts costs. Some areas of the business have operated the
same way for years, and this effort shines a spotlight on how we can improve them. We
expect to utilize this approach to drive further benefits throughout 2019 and beyond. Over
100 team members have participated on one of the Tiger team workstreams, and | can’t tell
you how exciting it is to see the level of involvement and commitment among the team, as

well as the resulting benefits we are already beginning to experience.

Two early Tiger team wins: As we looked across the business, we identified an opportunity to
better utilize our preferred contractor network by making changes to the algorithm that
selects which contractor responds to a specific service request. This is critical because our
preferred contractor labor rates are nearly half that of other contractors in our network, and
they also have superior customer service quality scores. When you consider that we send
about 80 percent of our service work orders to our preferred contractors and they comprise
roughly 20 percent of our total contractor base, it's easy to understand the impact of this
change. We are also making progress on our appliance replacement versus repair ratio, which
stabilized in the fourth quarter of 2018. We worked with our contractors and parts suppliers
and have improved our business processes to mitigate an industry-wide trend toward

increased appliance replacements. We continue to make strides in this arena as well.

= Leadership: We made several key hires this year, including our chief financial officer, general
counsel, chief technology officer and chief marketing officer, as well as senior vice presidents
for both business development and customer experience. We are building a team focused on
serving customers, building innovative products and leveraging technology to grow our
business. These members bring a wealth of industry and innovative knowledge to an already

strong team.

WHAT YOU CAN EXPECT IN 2019
We have established six key strategic initiatives for 2019 which we believe will be the catalyst for

continued growth and innovation. Some of these initiatives build on the work we began in 2018:

1. Customer experience: We have made great strides in customer experience in 2018, but we

are just scratching the surface when it comes to removing the friction from doing business

with our four brands. Our plan for 2019 revolves around moving to a single platform for taking
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care of customers so we can then build technology that allows customers greater access

to self-service options. Today, roughly 60 percent of our contacts are phone-based. This is
expensive and suboptimal when it comes to serving customers. | can’t tell you the last time |
got excited when | had to call a company to get the help | needed. Customers need quick and
efficient access when requesting service, and when our customers contact us, we want them
to have confidence in knowing that we’re handling their requests in a timely and efficient
manner. To that point, we are upgrading our customer care center technology to allow our
team to handle customer needs more effectively and efficiently. This “workflow” type of

system is already in place with two of our brands and the results have been dramatic.

Once all of our brands are on the same platform, we will leverage the content we're building
to improve our online processes for helping customers. Increasing self-service not only
provides a better experience, it allows us to deploy artificial intelligence to continue to predict

customers’ needs and lower our cost to serve.

2. Pricing: Along with realizing a portion of the 2018 price adjustments mentioned earlier, we
will continue to build technology around dynamic pricing. By leveraging our decades of cost
data, we believe we can continue to optimize dynamic pricing at a ZIP Code plus four-digit
level. Imagine a world where we can begin to predict the appliance and system types in
subdivisions or change pricing based on recent services performed at an address. These are
all longer-term goals of dynamic pricing. 2019 will be focused on the technology solutions to

move from pilot to production.

3. Business processes and cost containment: Our mantra of “manage to the inputs” will continue
throughout 2019 (and probably beyond), especially for our next round of Tiger teams. These
groups will be focused on finishing the work we started in 2018, tackling new areas of cost
containment and growing customer retention, especially as it relates to our first-year real
estate renewals. We will continue to focus on cases that revolve around moving into a home,
looking for more opportunities like our lock re-key service, which we expect will improve

customer renewals among those who use the service by approximately 10 percent.

Beyond Tiger teams, we see further opportunities to leverage analytics and technology to

manage our parts costs. We will continue to revise and refresh outdated algorithms to

minimize costs and improve quality of service.
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4. People: We're building a culture of ownership and accountability and providing employees
with the tools and training they need to deliver a great customer experience. Together with
the technology investments | described earlier, actionable metrics, process improvements and
other resources, we will continue to reduce the layers of complexity that stand in the way of

our employees as they serve our customers.

BUILDING THE FRONTDOOR CULTURE

We are passionate about empowering our people, and we're creating an environment where
our employees are engaged and excited to be part of something great. We are building a
strong, action-oriented culture that other companies will envy and emulate. Creating and
establishing this type of culture does not happen overnight, nor is it single-faceted. One of our
first steps was creating our Frontdoor “house rules” — or leadership principles — four of which
are pictured below. Some may look familiar to you, but | think they transcend industries. Over
time we will continue to refine and hone our house rules. Just like our culture, the leadership

principles will continue to evolve. Here are four that resonated the most with our employees

and leaders:

Obsess over our
customers’ problems.

We wake up every day and obsess about
how to remove the hassle out of our
customers’ lives. We start with the customer
and work backwards.

Be transparent,
build trust.

Transparency builds trust, where strong teams
and great ideas are born and freely shared.
We treat others with respect and win together.
We check egos at the door, and have no place
for politics or personal agendas.

< Be an owner,
not a renter.

We own our actions, and don’t make excuses
or accept them. We’re good stewards of our
energy and resources. We set high standards
and hold ourselves and each other accountable.

N

Do great things
every day.

We give our best and work with integrity and
purpose. We believe a diversity of people, talent
and ideas makes us stronger. We’re inquisitive
and innovative, never satisfied with the status
qguo. We solve problems, make lives better, and
enjoy what we do.
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5. Technology: As I've shared previously, technology is an area that has been underinvested for
a number of years and we are now focused on advancing our systems and platforms. Some of
our key technology systems were developed in the 1990s, and over the course of 2019, we will
continue to move to a cloud-based infrastructure which will further enhance our ability to
grow and scale efficiently. I'm pleased with the velocity in which the team is making

improvements and moving forward, but we are still in the early innings.

We are excited about the possibility of leveraging the wealth of data we’'ve collected over the
years to further our efforts around dynamic pricing, providing insights on a geographic or ZIP
Code basis, leveraging predictive analytics and eventually providing pricing transparency for
customers. We continue to see areas of opportunity from a technology and aggregated data
perspective that will allow us to leverage machine learning to improve how we manage costs

and improve the overall customer experience.

6. On-demand services: We made key hires with pedigrees from top companies like Apple,
Google, Amazon and McKinsey to develop and lead our on-demand effort and establish the
on-demand playbook in 2019. We view 2019 as a research and development year and do not
believe on-demand will have a material in-year financial impact in year 2019. Once the playbook
has been established and proven, we will scale the offering to major targeted cities in 2020 and

optimize across 2021.

Although we will be testing a variety of ideas in the coming year, customers especially value
two things when needing home services: pricing and scheduling transparency. Given that we
perform over four million service calls a year, we have amassed an incredible data set that
should allow us to provide customer insight on how much home repairs should cost. We will
need to build this muscle for home improvement and maintenance, but we feel repair is a
great place to start. Today, we don’t have a great mechanism around up-to-date scheduling.

This is something that we will contemplate in 2019, but it may take longer to solve.

BENEFITS OF OUR ON-DEMAND MARKETPLACE

Along with the pricing and scheduling transparency, homeowners will benefit from convenient
access to quality services delivered by our pre-qualified professionals. Contractors will benefit
from the opportunity to expand their businesses through on-demand. Outside of the steady
volume that preferred contractors receive from us today, they face the “pain point” of having
to buy leads from other home service providers and work to turn those leads into revenue.

We believe Frontdoor is uniquely positioned to sit between consumers and contractors to offer
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contractors specific jobs, such as repairing a refrigerator or a furnace, at a fixed or “not to
exceed” amount. This would allow contractors to have the choice of selecting a more
guaranteed revenue stream versus gambling on paying for leads that don’t always materialize.
These types of businesses are not built overnight, and 2019 will be a year of discovery and

intense prioritization of our pilot programs to get to a product that we want to scale.

On behalf of the team and myself, we thank all of our employees, contractors and directors for
their hard work throughout the year as well as you, our stockholders, for being fellow owners.
We are building something unique and special that leverages over 45 years of expertise with a
new mindset of being technology-driven and people-enabled. We look forward to the year

ahead and the additional progress and success we can achieve. We especially look forward to

you being a part of our success as a long-term owner.

Sincerely,

REX TIBBENS

President and Chief Executive Officer
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Quality repairs and great service. It’s what
we require from our Frontdoor contractors,
and it’s what they deliver. Our contractors’
customer satisfaction scores were up seven
percent in 2018, a year when they
responded to a record-high four million
service requests.



BUILDING A STRONG FUTURE

On a Growing
Core Business

As the industry leader in home service plans,
Frontdoor is a difference-maker for
homeowners, delivering solutions enabled by
technology and powered by people.

Frontdoor has a strong and growing core business and
a dynamic vision for the future. We have earned the
leading position in a large, underpenetrated market and
we are leveraging our diverse customer acquisition
channels to grow revenue. With a high-value product
that appeals to an increasingly broad range of

demographics, we're adding innovative new services

é‘:!] and investing in our people, processes and technology
to create an improved customer experience and drive
[?@m@ﬂg continued growth in our home service plan business.

Our subscription-based pricing model provides strong,

stable and predictable revenue. With our dynamic
pricing strategy that we began testing in 2018, we
gﬁ@g expect to achieve more consistent margins at a micro-

geography level. Our nationwide network of more than

16,000 pre-qualified contractor firms is a key
ﬂ @ @@@ differentiator for us. Our highly selective onboarding
Q process and rigorous performance metrics, including
Contracter Firms

customer feedback, ensures that our contractors meet

our high standards for quality and service.

A~
American H s A @% ©OneGuard

Home Shield HOME WARRANTY HOME WARRANTY + SERVICE PLANS
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THE DOOR IS WIDE OPEN TO

Opportunity

At Frontdoor, we think big — especially when
it comes to growing our company.

Frontdoor is changing the landscape of the $2.4 billion
U.S. home service plan category by increasing our
leadership position while continuing to expand the overall
category. With significant opportunity to increase
penetration in an environment where less than five million
of the 120 million homes in the U.S. are covered by a
home service plan, we are leveraging our scale, investing
in our infrastructure and introducing innovative new

services to our customers and the market.

More broadly, Frontdoor is uniquely positioned to
transform the highly fragmented $400 billion U.S.
home services industry, which includes home repair,
home maintenance and home improvement categories.
We are a marketplace business with expertise in
connecting our network of contractors with demand
for home repairs. In 2018 we began laying the
foundation for digitally-enabled on-demand services.
Not only will this expand our ability to reach
homeowners with convenient, hassle-free solutions for
their home-related needs, but we will also deepen and
extend our relationships with contractors to provide a

growing variety of services.

INCLUDED IN

500,000<>

REAL ESTATE
TRANSACTIONS PER YEAR
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45,000

Technicians

2,100,000

Customers

65,000,000

Service requests since 1971

Frontdoor has managed over 65 million
service requests since American Home
Shield, our flagship brand, founded the home
warranty industry in 1971. When it comes to
repairing major home systems and appliances
for homeowners, no other home service plan
provider has done more.
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PEOPLE-POWERED

Exceptional Talent
and a Unigue Culture

We wake up every day and obsess about

how to remove the hassle out of our

JEFF FIARMAN (Second from left)
Senior Vice President, General Counsel and
Corporate Secretary

customers’ lives.

RAJ MIDHA (Far right)

Chief Marketing and Strategy Officer As a new independent company, we're leaning into this

great opportunity to build a strong, action-oriented team

culture that other companies will envy and emulate.

We're passionate about what we do. We're building on an
already strong team and we're excited about the top-tier
talent that has joined us with experience from some of
the world’s leading consumer brands such as Amazon,
Google, Starbucks and Apple. They, along with our more
than 2,200 employees, are focused on transforming our

organization, our industry and our customers’ lives.

We're creating clear expectations around what it means
PIRAS THIYAGARAJAN (viddie) ) )
Senior Vice President, Chief Technology Officer to be part of the Frontdoor team; things such as being
an owner, thinking big, building trust, moving fast and
SCOTT BROWN (right)
Senior Vice President, Customer Experience doing great things every day are quickly becoming part

of the fabric of who we are.

One of the most important tenets of our culture is that
we start with the customer and work backwards. This is
why we're reducing the layers of complexity that stand
in the way of our frontline employees and engaging
cross-functional Tiger teams to dive deep and create
breakthrough strategies for process improvements.
These strategies, combined with the great work of a
talented team, will allow us to create even more value

for our company, customers, employees and stockholders.

BRIAN TURCOTTE (.cfo
Senior Vice President and Chief Financial Officer

BRETT WORTHINGTON (sccond from lefty
Senior Vice President, Business Development
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2018 Financial Summary

As of and for the years ending December 31,

(in millions, except per share data) 2018 20177 Change

Operating Results

Revenue $1,258 $1,157 9%
Net Income 125 160 (22%)
Adjusted Net Income? 150 158 (5%)
Adjusted EBITDAS 238 259 (8%)
Earnings Per Share 1.47 1.90 (23%)
Adjusted Diluted Earnings Per Share* 1.77 1.87 (5%)

Financial Position

Total Assets 1,041 1,416
Total Debt 984 9
(Deficit) Equity (344) 661

Cash Flows

Cash provided from operating activities 189 194 (3%)
Free Cash Flow® 163 179 (9%)
Revenue (in $ millions) Adjusted EBITDA/Margin® (in $ millions)

ELZ, szs ELIZ N 179/22%
(205 e EC e 205/22%
L. 1,020 ELe 218/21%

1157 259/22%
EL 1258 EIDeey 238/19%

'Financial data presented as of and for the year ended December 31, 2017 is combined and may not be comparable. See Note 1. Basis of Presentation on
page 53 for additional information.

2 Adjusted Net Income is defined as net income before: amortization expense; restructuring charges; Spin-off charges; affiliate royalty expense; interest
income from affiliate; gain on insured home service plan claims; the tax impact of the aforementioned adjustments; and the impact of tax law change on
deferred taxes. The company’s definition of Adjusted Net Income may not be comparable to similarly titled measures of other companies. See reconciliation
of net income to adjusted net income following our Form 10-K.

* Adjusted EBITDA is defined as net income before: provision for income taxes; interest expense; interest income from affiliate; depreciation and
amortization expense; non-cash stock-based compensation expense; restructuring charges; Spin-off charges; affiliate royalty expense; (gain) loss on
insured home service plan claims; other non-operating expenses; and non-cash impairment of software and other related costs. The company’s definition
of Adjusted EBITDA may not be comparable to similarly titled measures of other companies. See “Item 6. Selected Financial Data” on page 27 in our
Form 10-K for non GAAP reconciliation.

4 Adjusted Diluted Earnings per Share is defined as Adjusted Net Income divided by the weighted-average diluted common shares outstanding of 84.7
million in 2018 and 84.5 million in 2017.

SFree Cash Flow is defined as net cash provided from operating activities less property additions. See “Item 6. Selected Financial Data” on page 27 in our
Form 10-K for non-GAAP reconciliation.

¢ Adjusted EBITDA margin is defined as Adjusted EBITDA as a percentage of revenue.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2018

or
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
Commission file number 001-36507
frontdoor, inc.
(Exact name of registrant as specified in its charter)
Delaware 83-3871179
(State or other jurisdiction of incorporation or organization) (IRS Employer Identification No.)

150 Peabody Place, Memphis, Tennessee 38103
(Address of principal executive offices) (Zip Code)

901-701-5002

(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12 (b) of the Act:
Common stock, par value $0.01 per share NASDAQ
(Title of Each Class) (Name of Each Exchange on which Registered)

Securities registered pursuant to Section 12 (g) of the Act:
None
(Title of class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes O No
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. YesO No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the
preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90
days. Yes No O

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be submitted pursuant to Rule 405 of Regulation S-T
during the preceding 12 months (or for such shorter period that the registrant was required to submit such files). Yes No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of the
registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, smaller reporting company, or an emerging growth

company. See the definitions of “large accelerated filer,” “accelerated filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the

Exchange Act.

Large accelerated filer Accelerated filer Non-accelerated filer Smaller reporting company [
Emerging growth company 1

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for complying with any new or revised
financial accounting standards provided pursuant to Section 13(a) of the Exchange Act. Yes O No O

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes O No

As of June 29, 2018, the last business day of the registrant’s most recently completed second quarter, the registrant’s common stock was not publicly traded.
As of February 22, 2019, there were 84,614,884 shares outstanding of the registrant’s common stock, par value $0.01 per share.

Documents incorporated by reference:

Portions of the registrant’s proxy statement to be filed with the Securities and Exchange Commission in connection with the registrant’s 2019 annual meeting of
stockholders (the “Proxy Statement”) are incorporated by reference into Part III hereof. Such Proxy Statement will be filed within 120 days of the registrant’s fiscal year
ended December 31, 2018.
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frontdoor, inc.
Annual Report on Form 10-K
GLOSSARY OF TERMS AND SELECTED ABBREVIATIONS

In order to aid the reader, we have included certain terms and abbreviations used throughout this Annual Report on Form 10-K

below:

Term/Abbreviation Definition

2026 Notes 6.750% senior notes in the aggregate principal amount of $350 million

AOCI Accumulated other comprehensive income or loss

ASC FASB Accounting Standards Codification

ASC 605 ASC Topic 605, Revenue Recognition

ASC 606 ASC Topic 606, Revenue from Contracts with Customers

ASC 740 ASC Topic 740, Income Taxes

ASU FASB Accounting Standards Update

ASU 2014-09 ASU 2014-09, Revenue from Contracts with Customers (Topic 606)

ASU 2016-01 ASU 2016-01, Recognition and Measurement of Financial Assets and Financial Liabilities

ASU 2016-02 ASU 2016-02, Leases (Topic 842)

ASU 2017-01 ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of a Business

ASU 2017-09 ASU 2017-09, Stock Compensation—Scope of Modification Accounting

ASU 2017-12 ASU 2017-12, Derivatives and Hedging (Topic 815): Targeted Improvements to Accounting for Hedging
Activities

ASU 2018-02 ASU 2018-02, Income Statement—Reporting Comprehensive Income (Topic 220): Reclassification of
Certain Tax Effects from Accumulated Other Comprehensive Income

ASU 2018-03 ASU 2018-03, Technical Corrections and Improvements to Financial Instruments

ASU 2018-09 ASU 2018-09, Codification Improvements

ASU 2018-16 ASU 2018-16, Derivatives and Hedging (Topic 815): Inclusion of the Secured Overnight Financing Rate
(SOFR) Overnight Index Swap (OLS) Rate as a Benchmark Interest Rate for Hedge Accounting Purposes

Credit Agreement The agreements governing the Term Loan Facility and the Revolving Credit Facility

Credit Facilities The Term Loan Facility together with the Revolving Credit Facility

Exchange Act Securities Exchange Act of 1934, as amended

FASB U.S. Financial Accounting Standards Board

HVAC Heating, ventilation and air conditioning

Indenture The indenture and supplemental indenture between Frontdoor and Wilmington Trust, National
Association as trustee, that governs the 2026 notes

IRS Internal Revenue Service

NASDAQ Nasdaq Global Select Market

Omnibus Plan frontdoor, inc. 2018 Omnibus Incentive Plan

Parent ServiceMaster's wholly-owned subsidiary, ServiceMaster Global Holdings, Inc.

Registration Statement

Revolving Credit Facility

SEC

Securities Act
ServiceMaster
SVM

Term Loan Facility
U.S.

U.S. GAAP

U.S. Tax Reform

Registration Statement on Form 10 (File No. 001-38617), filed with the SEC, for frontdoor, inc., as
amended, on August 1, 2018

$250 million revolving credit facility

U.S. Securities and Exchange Commission

Securities Act of 1933, as amended

ServiceMaster Global Holdings, Inc.

The ServiceMaster Company, LLC

$650 million senior secured term loan facility

United States of America

Accounting principles generally accepted in the United States of America

The Tax Cuts and Jobs Act enacted on December 22, 2017, which includes significant changes to the
U.S. corporate tax system

The following terms in this Annual Report on Form 10-K are our trademarks: frontdoor™, American Home Shield®, HSA®,
OneGuard®, Landmark® and the frontdoor logo.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains certain forward-looking statements within the meaning of Section 27A of the
Securities Act and Section 21E of the Exchange Act, regarding business strategies, market potential, future financial performance and
other matters. The words “believe,” “expect,” “estimate,” “could,” “should,” “intend,” “may,” “plan,” “seek,” “anticipate,” “project”
and similar expressions, among others, generally identify “forward-looking statements,” which speak only as of the date the
statements were made. The matters discussed in these forward-looking statements are subject to risks, uncertainties and other factors
that could cause actual results to differ materially from those projected, anticipated or implied in the forward-looking statements.
Where, in any forward-looking statement, an expectation or belief as to future results or events is expressed, such expectation or belief
is based on the current plans and expectations of our management and expressed in good faith and believed to have a reasonable basis,
but there can be no assurance that the expectation or belief will result or be achieved or accomplished. Whether any such forward-
looking statements are in fact achieved will depend on future events, some of which are beyond our control. Except as may be
required by law, we undertake no obligation to modify or revise any forward-looking statements to reflect new information, events or
circumstances occurring after the date of this Annual Report on Form 10-K. Factors, risks, trends and uncertainties that could cause
actual results or events to differ materially from those anticipated include the matters described under “Risk Factors” and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” in addition to the following other factors,
risks, trends and uncertainties:
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e changes in the source and intensity of competition in our market;

o weakening general economic conditions, especially as they may affect home sales, unemployment and consumer
confidence or spending levels;

e our ability to successfully implement our business strategies;

o our ability to attract, retain and maintain positive relations with third-party contractors and vendors;
o adverse credit and financial markets impeding access and leading to increased financing costs;

o adverse weather conditions;

e our ability to attract and retain key personnel;

e our dependence on labor availability, third-party vendors and third-party component suppliers;

« compliance with, or violation of, laws and regulations, including consumer protection laws, increasing our legal and
regulatory expenses;

o adverse outcomes in litigation or other legal proceedings;
e increases in tariffs or changes to import/export regulations;

e  cyber security breaches, disruptions or failures in our information technology systems and our failure to protect the
security of personal information about our customers;

o increases in appliances, parts and system prices, fuel prices and other operating costs;

o our ability to protect our intellectual property and other material proprietary rights;

e negative reputational and financial impacts resulting from future acquisitions or strategic transactions;
e requirement to recognize and record impairment charges;

o failure to maintain our strategic relationships with the real estate brokerages and agents that comprise our real estate
customer acquisition channel;

o failure of our marketing efforts to be successful or cost-effective;

o third-party use of our trademarks as search engine keywords to direct our potential customers to their own websites;
e inappropriate use of social media by us or other parties to harm our reputation;

e our limited history of operating as an independent company;

e inability to achieve some or all of the benefits that we expected to achieve from the Spin-off;

o tax liabilities and potential indemnification of ServiceMaster for material taxes if the distribution fails to qualify as tax-
free;

o the effects of our substantial indebtedness and the limitations contained in the agreements governing such indebtedness;
e increases in interest rates increasing the cost of servicing our substantial indebtedness;

e increased borrowing costs due to lowering or withdrawal of the ratings, outlook or watch assigned to us, our debt
securities or our Credit Facilities;



e our ability to generate the significant amount of cash needed to fund our operations and service our debt obligations; and

e other factors described in this Annual Report on Form 10-K and from time to time in documents that we file with the
SEC.

You should read this Annual Report on Form 10-K completely and with the understanding that actual future results may be
materially different from expectations. All forward-looking statements made in this Annual Report on Form 10-K are qualified by
these cautionary statements. These forward-looking statements are made only as of the date of this Annual Report on Form 10-K, and
we do not undertake any obligation, other than as may be required by law, to update or revise any forward-looking or cautionary
statements to reflect changes in assumptions, the occurrence of events, unanticipated or otherwise, and changes in future operating
results over time or otherwise. For a discussion of other important factors that could cause our results to differ materially from those
expressed in, or implied by, the forward-looking statements included in this report, you should refer to the risks and uncertainties
detailed from time to time in our periodic reports filed with the SEC as well as the disclosure contained under the heading “Risk
Factors” included in Item 1A of this Annual Report on Form 10-K.

References in this Annual Report on Form 10-K to “Frontdoor,”, the “Company”, “we,” “our,” or “us” refer to frontdoor, inc.
and all of its subsidiaries. Certain amounts presented in tables are subject to rounding adjustments and, as a result, the totals in such
tables may not sum.



PARTI
ITEM 1. BUSINESS

Overview

Frontdoor is the largest provider of home service plans in the United States, as measured by revenue, and operates under the
American Home Shield, HSA, OneGuard and Landmark brands. Our home service plans help our customers maintain their homes and
protect against costly and unexpected breakdowns of essential home systems and appliances. We maintain close and frequent contact
with our customers as we respond to over four million homeowner service requests annually (or one every eight seconds on average)
utilizing our nationwide network of over 16,000 pre-qualified professional contractor firms. Our value proposition to our professional
contractor network is providing them access to our significant work volume, increasing their business activity while enhancing their
ability to manage their financial and human capital resources. We realize significant economies of scale as a result of our volume of
service requests and we intend to leverage our advanced customer and contractor-centric technology platform, expanding independent
contractor network, existing customer base, purchasing power for replacement parts, appliances and home systems and extensive
history and deep understanding of the home services market to generate sustained growth of our core home service plan business as
well as to develop a new on-demand home services business.

We serve over two million customers annually across all 50 states and the District of Columbia. Our home service plan
customers subscribe to a yearly service plan agreement that covers the repair or replacement of major components of up to 21 home
systems and appliances, including electrical, plumbing, central HVAC systems, water heaters, refrigerators, dishwashers and
ranges/ovens/cooktops. Product failures can pose significant emotional and financial challenges for our customers as these items tend
to be the most critical and complicated items in a home. Given the potentially high cost of a major appliance or home system
breakdown, the cumbersome process of vetting and hiring a qualified repair professional and, typically, the lack of formal guarantee
for services performed, our customers place high value on the peace of mind, convenience, repair expertise and service guarantee our
home service plans deliver. As homes become increasingly complex and connected, our ability to innovate, both through upgraded
product offerings and through channel diversification, has allowed us to grow the home service plan category as well as our share of
that category.

Our service plans appeal to the growing category of U.S. homeowners who seek financial protection against unexpected and
expensive home repairs and/or the convenience of having a single home service provider that delivers pre-qualified, experienced
professionals and service guarantees. Our multi-faceted value proposition resonates with a broad customer demographic, regardless of
home price, income level, geographic location, or age. We acquire our customers through our partner real estate brokers and directly
by advertising and marketing through our direct-to-consumer (“DTC”) channel. As a result of our strong customer value proposition,
66 percent of our revenue in 2018 was recurring, in line with historical averages, driving consistency and predictability in our
revenues. In addition, a significant majority of our home service plan customers automatically renew on an annual basis.

From 2013 to 2018, our network of high-quality, pre-qualified professional contractor firms has grown from approximately
10,000 to over 16,000, all of which have performed a service order for us in the past 12 months. We are highly selective with
onboarding new contractor firms into our service network and continuously monitor service quality through a set of rigorous
performance measures, relying heavily on direct customer feedback. We are more than four times larger than the next largest provider
of home service plans in the United States, as measured by revenue. We believe our scale affords us significant competitive
advantages, as it would require substantial time and monetary investment to develop a comparable contractor base with national reach,
experience and service excellence. We classify a subset of our independent contractor network as “preferred,” representing firms that
meet our highest quality standards and are often long-tenured providers with us. Historically, approximately 80 percent of work orders
are completed by our preferred contractor network, driving higher customer satisfaction and retention rates. We intend to leverage our
leading contractor base to expand into home improvement and maintenance services through both our home service plans and future
on-demand services.

For the year ended December 31, 2018, we generated revenue, net income and Adjusted EBITDA of $1,258 million, $125
million and $238 million, respectively. For a reconciliation of Adjusted EBITDA to net income, see "Item 6. Selected Financial Data".



Our Opportunity

Frontdoor operates within the $400 billion U.S. home services market, of which the U.S. home service plan category
currently represents $2.4 billion. We view increased penetration of the U.S. home service plan category as a long-term growth
opportunity. This category is currently characterized by low household penetration with approximately five million of nearly 120
million U.S. households (owner-occupied homes and rentals), or approximately four percent, covered by a home service plan. In
addition, we believe that increasingly complex home systems and appliances, as well as consumer preference for budget protection
and convenience, will emphasize the value proposition of pre-qualified professional repair services and, accordingly, the coverage
benefits offered by a home service plan.

We also believe that we are well-positioned to capitalize on our leading position in the home service plan category to provide
services to consumers in the broader home services segment. As consumer demand shifts towards more convenient, outsourced
services, we believe we have an opportunity as a reliable, scaled service provider with a national, licensed independent contractor
network to expand into on-demand services.

Our marketplace-based approach to home service delivery requires us to continue to grow our supply side, and we remain
committed to attracting high-quality independent contractors to our network of professional service providers. As we continue to scale
our contractor network, we in turn expand our breadth of potential services and enhance our ability to execute an on-demand service
delivery model.

Our Competitive Strengths
We believe the following competitive strengths have been instrumental to our success and position us for future growth:

Leader in Large, Fragmented and Growing Category. We are the leader in the U.S. home service plan category. We are
more than four times larger than the next largest provider of home service plans in the United States, as measured by revenue. Over
the past four decades, we have developed a marketplace reputation built on the strength of our brands, our customer and contractor
value proposition and our service quality. As a result, we enjoy industry-leading brand awareness and a reputation for high-quality
customer service, both of which are key drivers of the success of our customer acquisition and retention efforts. Our size and scale
provide us with a competitive advantage in contractor selection and purchasing power for replacement parts, appliances and home
systems, as well as the ability to extract marketing and operating efficiencies compared to smaller local and regional competitors.

High-Value Service Offerings. We provide our customers with a compelling value proposition by offering financial
protection against unexpected and expensive home repairs, coupled with the convenience of having repairs completed quickly and by
experienced professionals. In contrast with insurance products that have low frequency of use, we pay claims on behalf of our home
service plan customers more than once per year, on average. We believe this high level of engagement reinforces our customer value
proposition and leads to higher renewal rates. We believe our annual customer retention rate is further evidence of the value our
customers place on our service and the quality of execution that we provide.

Technology-Enabled Platform Drives Efficiency and Quality of Service. We are focused on constantly improving the
customer and contractor experience. We continuously develop and refine our advanced customer- and contractor-centric technology
platform to enhance the experience for our customers, our contractors and our partner real estate brokers and agents. Our platform
allows customers to purchase and utilize a home service plan, electronically chat with a representative, pay bills and track the progress
of their service requests, all from their mobile device or personal computer. Our contractors use this platform to interact with us and to
more efficiently and effectively serve our customers. In addition, real estate brokers utilize our platform to facilitate the purchase of
home service plans. We believe our technology-enabled platform provides a foundation for operational and customer service
excellence, ultimately driving customer retention and contractor growth.

Multi-Channel Sales and Marketing Approach Supported by Sophisticated Customer Analytics. Our multi-channel sales
and marketing approach is designed to understand the key decision points that our customers face during the purchase of home
services to generate revenue and build brand value.

In the real estate channel, we leverage marketing service agreements and a team of field-based account executives to train,
educate and market our plans through real estate brokers and agents at both a local and national level. We have long-standing strategic
relationships with seven of the top ten real estate brokers in the United States and we view these strategic relationships as a key
competitive advantage.



In the DTC channel, lead generation has benefited from increased and more efficient marketing spending as well as improved
digital marketing. Our internal testing demonstrates that a customer’s intent to purchase a home service plan increases by
approximately two times after being presented with a basic description of how our home service plans work. We increasingly utilize
sophisticated consumer analytics models that allow us to more effectively segment our prospective customers and deliver tailored
marketing campaigns. In addition, we have deployed more sophisticated marketing tools to attract customers, including content
marketing, online reputation management and social media channels. The effectiveness of our marketing efforts is demonstrated by
our ability to generate quality leads and online sales on a cost-effective basis.

Diverse, Recurring and Stable Revenue Streams. We are diversified by customer acquisition channel and by geography,
with operations in all 50 states and the District of Columbia. Customers acquired through the real estate channel and DTC channel
represented 47 percent and 53 percent, respectively, of our customer base in 2018. We believe our ability to acquire customers through
the DTC channel mitigates the effect of potential cyclicality in the home resale market and our nationwide presence limits the impact
of poor economic conditions or adverse weather conditions in any particular geography. We benefit from predictable and recurring
revenue as our customers sign twelve-month contracts and 66 percent of our revenue was generated through existing customer
renewals in 2018, in line with historical averages. In addition, our business model has proven resilient through various business cycles
as evidenced by our growth each year during the 2008 financial downturn and compound annual revenue growth rate of approximately
four percent from 2007 to 2011 and approximately nine percent from 2011 to 2018.

Capital-Light Business Model. Our business model generates strong Adjusted EBITDA margins and negative working
capital and requires limited capital expenditures. As such, we have a capital-light business model that drives potential for strong
generation of cash flow. We may, from time to time, make more significant investments in capability-expanding technology, including
investments to develop a world-class data platform to fuel our growth. Net cash provided from operating activities was $189 million
for the year ended December 31, 2018 compared to $194 million for the year ended December 31, 2017 and $155 million for the year
ended December 31, 2016. Free Cash Flow was $163 million, $179 million and $144 million for the years ended December 31, 2018,
2017 and 2016, respectively. For a reconciliation of Free Cash Flow to net cash provided from operating activities, see “Item 6.
Selected Financial Data.”

Experienced Management Team. We have a management team of highly experienced leaders who have strong track records
in a wide variety of industries and economic conditions. Our management team is highly focused on execution and driving growth and
profitability, and, as such, our compensation structure is tied to key performance metrics that are designed to incentivize senior
management to drive the long-term success of our business. Our chief executive officer brings direct experience from industry-leading
companies like Lyft and Amazon. He is well versed in scaling large businesses, leveraging technology to innovate and grow and
building on-demand marketplaces. Our chief financial officer has over 20 years as a finance executive and six years with our core
business, bringing deep industry insights, continuity and financial acumen. We believe our management team has the vision and
experience to position us for continued success and to implement and execute our business strategies over the long term. Further, we
believe that we have a deep pool of talent across our organization, including long-tenured individuals with significant expertise,
knowledge of our business and experience building and scaling technology-enabled businesses.

Our Business Strategies
We intend to profitably grow our business by:
Increasing Our Home Service Plan Penetration

Between 2012 and 2018, we increased our share of home service plan category revenue while the overall size of the home
service plan category increased from approximately three million to five million households over the same period. We intend to
further increase our home service plan penetration by making strategic investments to educate consumers on our compelling value
proposition, target homeowners more effectively, further improve the customer experience and attract new real estate brokers and
contractors. In addition, we see an opportunity to expand our repair services to property managers who currently use our services
through individual home service plans by helping them aggregate such plans and better manage their utilization of our services.

Deliver Superior Customer Experience. We will continue to improve the customer experience by investing in our integrated
technology platform, self-service capabilities, business intelligence platforms, customer care center operations and contractor
management systems. These targeted investments are expected to result in an enhanced customer experience by providing a more
convenient service and improving contractor efficiencies and engagement. We believe these initiatives will lead to improved retention
rates, more grassroots marketing and the opportunity to deliver additional services to satisfied customers.

Grow Our Supply Network of Independent Contractors. We will continue to grow our network of pre-qualified professional
contractor firms while maintaining the high quality of our network. Our contractor relations team utilizes a highly selective process to
choose new contractor firms and continuously monitors their service quality. We believe growing our contractor base within existing
service locations and in new geographies, while maintaining service excellence, will drive further penetration of our home service
plans and differentiate our product offering relative to competitors.
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Continue Digital Innovation. We are continuing to invest in digital innovation to further increase the ease-of-use of our
technology platform for customers, contractors and realtors. In recent years, we have developed robust customer technology platforms,
which make it easy for customers to purchase from us, request service and manage their account from the convenience of a
smartphone or tablet. Our contractor technology platform makes it easier for contractors to work with us and improves communication
between contractors and our customers. Our realtor technology platform makes it easier for realtors to work with us and therefore
recommend our products to their clients. Approximately 55 percent of real estate channel orders were placed online in 2018. As we
continue to make investments in digital innovation, these enhanced digital platforms will be the foundation of both our home service
plan and future on-demand businesses.

Develop Dynamic Pricing. We are currently testing improvements to our customer acquisition and retention efforts through
the development of dynamic pricing capabilities. This capability will leverage our proprietary data platform to allow us to adjust our
plan prices based on factors such as the strength of our contractor network in a market, the grade of appliances in a home or
neighborhood and the labor costs within a market. We expect to utilize these capabilities to improve the profitability of higher risk
customers, while offering more attractive prices to lower risk and price-sensitive customers.

Expanding into Home Maintenance and Improvement Services

We intend to continue to leverage our existing sales channels and service platform to deliver additional value-added services
to our customers by expanding beyond repair services to offer home maintenance and improvement services. Repair services only
comprise approximately 25 percent of the U.S. home services market, and home improvement and maintenance work is highly valued
by our contractors. Our product development teams draw upon the experience of technicians in the field to both create innovative
customer solutions for the existing product suite and identify service and category adjacencies. For example, we are currently piloting
a new maintenance service offering of central HVAC pre-season checkups, which we expect to launch nationwide in 2019. In the real
estate channel, we have recently launched a successful nationwide service offering of re-keying locks for recent home buyers with a
home service plan. We are also testing smart home technology services, which we believe will add value to our plans and result in
increases in renewals. We believe these new service offerings will lead to higher customer engagement, ultimately leading to stronger
customer loyalty.

Providing Customers Access to Our High-Quality, Pre-Qualified Network of Contractors for On-Demand Home Services

We see a significant opportunity to leverage our existing contractor base to develop on-demand home repair, maintenance
and improvement services, which we believe will increase our customer satisfaction and contractor value proposition and provide us
with additional revenue opportunities. By offering on-demand services, we can provide additional services to our existing home
service plan customers and reach new customers, including those not currently interested in home service plans. The home service
plan category currently consists of five million homes, while the market for on-demand home services is approximately 120 million
homes. We are evolving with our customers’ ever-changing preferences, including demand for new services and how those services
are solicited and procured. For homeowners, we can provide benefits from our economies of scale and preferred rates, access to our
network of high-quality, pre-qualified contractors, pricing data, transparency and real-time tracking of service requests that they may
not get from going direct to a contractor. For contractors, we can provide actual revenue opportunities (not just leads), access to our
preferred pricing for replacement parts, appliances and home systems, as well as access to our scheduling services. We also believe
that our on-demand services offering will strengthen our core home service plan business by highlighting the value proposition of our
services and the convenience of our vast contractor network to new customers. We intend to launch our on-demand business with
repair services and then expand into maintenance and improvement services. We initially plan to market our on-demand service to our
2.1 million existing home service plan customers and then expand into additional marketing channels. We intend to pilot our on-
demand services in the second half of 2019 and begin expanding their scale in 2020.

Developing a World-Class Data Platform

We believe we have the opportunity to become the authoritative source of home service information. Since our founding in
1971, we have amassed a significant amount of data on historic maintenance trends, recall and repair history and parts and labor
pricing for most home repairs. We are constantly analyzing and using our data to make better business decisions and improve
visibility on future costs. We also intend to identify additional opportunities to use technology to capture valuable home data, making
it easier for customers and contractors to interact and ultimately enable us to anticipate repair needs. We intend for this aggregated
data platform to be the definitive source of information for homeowners to understand contractor quality and service trends in order to
make informed decisions on how to maintain, improve or repair their home. We believe these investments will both improve the
customer experience and reduce our operating expenses. We also believe this data platform will provide additional revenue
opportunities as real estate companies, manufacturers and other companies recognize the benefit of this aggregated data.



Pursuing Selective Acquisitions

We have a track record of sourcing and purchasing targets at attractive prices and successfully integrating them into our
business. In 2016, we made two key acquisitions. In June 2016, we acquired OneGuard Home Warranties (“OneGuard”), and in
November 2016, we acquired Landmark Home Warranty, LLC (“Landmark’), which together added over 100,000 new customers. We
anticipate that the highly fragmented nature of the home service plan industry will continue to create strategic opportunities for further
consolidation, and, with our scale, we believe we will be the acquirer of choice in the industry. In particular, we intend to focus
strategically on underserved regions where we can enhance and expand service capabilities. Historically, we have used acquisitions to
cost-effectively grow our customer base in high-growth geographies and we intend to continue to do so. We may also explore
opportunities to make strategic acquisitions that will expand our service offering in the broader home services segment.

Sales and Marketing

We market our services to homeowners on a national and local level through various means, including marketing
partnerships, search engine marketing, content marketing, social media, direct mail, television and radio, print advertisements and
telemarketing. We partner with various participants in the residential real estate marketplace, such as real estate brokers and insurance
carriers, to market and sell our home service plans. In addition, we sell through our customer care centers, mobile-optimized e-
commerce platform and national sales teams. Our marketing spend in 2018 was composed of digital (44 percent), direct (21 percent),
broadcast (18 percent) and social media and other (17 percent). We utilize the following customer acquisition channels:

Real estate channel. Our plans have historically been used to provide peace of mind to home buyers by protecting them from
large, unanticipated out-of-pocket expenses related to the breakdown of major home systems and appliances during the first year after
a home purchase. We leverage marketing service agreements and a team of over 150 field-based account executives and sales leaders
who focus on a defined geographic area to train and educate real estate brokers and agents within their territory about the benefits of a
home service plan and those brokers and agents then market our plans to home buyers. Our field-based account executives work
directly with real estate offices and participate in broker meetings and national sales events. In addition to our field-based account
executives, we have nine account managers who operate out of a customer care center and a team of seven providing sales and
marketing support.

We have long-standing relationships with seven of the top ten real estate brokers in the United States and continue to improve
relationships with other key brokers. On average, we have been in business with these real estate brokers for 17 years, and we have
strategic partnership arrangements with many of these brokers. Our long-standing relationships help to secure and grow our position.
In addition, for 16 years running, we have had a strategic alliance agreement with the National Association of Realtors, which is the
largest real estate association in the United States representing approximately 1.3 million realtors.

We had a 33 percent share of plans sold in connection with a home resale transaction in 2018, up from 26 percent in 2012. In
2018, 1.5 million homes were sold with a home service plan out of the approximately 5.3 million homes sold. Customers acquired
through the real estate channel represented 47 percent of our customer base in 2018, down from 56 percent in 2007, as we have
rapidly grown our DTC customer base. In 2018, customers in this channel renewed at 29 percent after the first contract year. Revenue
from this channel, including associated renewals, was $578 million, $533 million and $449 million for the years ended December 31,
2018, 2017 and 2016, respectively. Overall revenues within this channel have grown at a five percent CAGR from 2007 through 2018.

Direct-to-consumer channel. Leveraging our experience in the real estate channel, we invested significant resources to
develop the DTC channel to broaden our reach beyond home resale transactions. Our value proposition resonates with a wide
demographic of homeowners who find security in a plan protecting against expensive and unexpected breakdowns in the home. This
strong value proposition is promoted to our potential customers through search engine marketing, content marketing, social media,
direct mail, television and radio, print advertisements and telemarketing and sold through our customer care centers and mobile-
optimized e-commerce platform. Over the past decade, we have strategically invested to expand the DTC channel given its high
retention rates and customer lifetime value. Our research indicates a relatively low home service plan penetration rate of four percent
of occupied U.S. households. We believe that penetration rates will increase over time as consumers become more aware of, and
educated about, home service plans.

Since 2012, we have maintained an over 50 percent share of home service plans purchased or renewed outside of a home
resale transaction. This industry remains underpenetrated, with approximately three million homes out of the 115 million U.S.
households (excluding home resales) having a home service plan. Customers acquired through the DTC channel represented 53
percent of our customer base in 2018, up from 44 percent in 2007. In 2018, customers in this channel renewed at 76 percent after the
first contract year. Revenue from this channel, including associated renewals, was $674 million, $618 million and $571 million for the
years ended December 31, 2018, 2017 and 2016, respectively. Overall revenues within this channel have grown at a nine percent
CAGR from 2007 through 2018.



Customer renewals. We generated 66 percent of our revenue through existing customer renewals for each of the years ended
December 31, 2018, 2017 and 2016. Our customer retention rate has grown from 73 percent in 2007 to 75 percent in 2018. We have
made significant investments in our integrated technology platform, self-service capabilities, customer care center operations and
contractor management systems, which we believe position us to further improve retention. We estimate that each one-percent
improvement in customer retention generates approximately $8 million of incremental revenue and $4 million of gross profit.

Customers, Contractors, Suppliers and Geographies

Customers. As our customers are predominantly owners of single-family residences, we do not have significant customer
concentration. We had 2.1 million, 2.0 million and 1.9 million customers as of December 31, 2018, 2017 and 2016, respectively.
Approximately 67 percent of our customers are on a monthly auto-pay program. Auto-pay customers are more likely to renew than
non-auto-pay customers.

Contractors. We have a network of over 16,000 high-quality, pre-qualified professional contractor firms that employ more
than 45,000 technicians. The qualification process for a contractor includes assessing their online presence and customer reviews,
gathering public information about the company, reviewing references from customers and other contractors, and confirming they
meet all insurance and licensing standards. In addition, contractors must agree to our service requirements, such as timely
appointments and follow-ups with all customers, guaranteed work, professionalism, and availability. Our contractors are supported by
a designated contractor relations representative who guides them through the process of working with us, from on-boarding, to the
first service call to continuous monitoring and training. No contractor accounted for more than five percent of our cost of services
rendered. We estimate that approximately 95 percent of our contractor base plans to maintain or expand their relationship with us over
the next two years.

Suppliers. We are dependent on a limited number of suppliers for various key components used in the services and products
we offer to customers, and the cost, quality and availability of these components are essential to our services. Supplier spend made up
approximately 20 percent of our cost of services rendered in 2018, and we have multiple national supplier agreements in place. We
have five national suppliers of repair parts and home systems and appliances that each account for more than five percent of our
supplier spend.

Geographies. A significant percentage of our revenue is concentrated in the southern and western regions of the United
States, including California, Texas, Florida and Arizona.

Technology

We are continuing to invest in digital innovation to further increase the ease-of-use of our technology platform for customers,
contractors and realtors.

Customers. In recent years, we have developed robust customer technology platforms, which make it easy for customers to
purchase from us, request service and manage their account from the convenience of a smartphone or tablet. Approximately 40
percent of our DTC sales in 2018 were entered online, and 55 percent of our total service request volume was entered online or
through our interactive voice response system. Our customer MyAccount platform had over one million active users at the end of
2018, allowing customers to pay bills, request service, review account information or chat with a representative online without having
to call our customer care centers.

Contractors. Our contractor technology platform makes it easier for contractors to work with us and improves
communication between contractors and our customers. Our contractor portal had nearly 6,500 active users at the end of 2018, and our
platform sent nearly 1.4 million “On-My-Way” notifications to customers, letting them know their contractor was en route to their
home.

Realtors. Our realtor technology platform makes it easier for realtors to work with us, and therefore recommend our products
to their clients. Approximately 55 percent of real estate channel orders were placed online in 2018. Our realtor portal had over 80,000
active users at the end of 2018, allowing realtors to enter, edit and pay for orders; view or print order confirmations, invoices, and
contracts for active customers; request service on behalf of their clients; and view and manage expiring orders.



Competition

We compete in the home service plan industry and the broader U.S. home services market. The home service plan industry is
a highly competitive industry. The principal methods of competition, and by which we differentiate ourselves from our competitors,
are quality and speed of service, contract offerings, brand awareness and reputation, customer satisfaction, pricing and promotions,
contractor network and referrals. While we compete with a broad range of competitors in each locality and region, we are the only
home service plan company providing home service plans in all 50 states and the District of Columbia. Our primary direct competitors
are First American Home Warranty Corporation and Old Republic Home Protection. We also compete in the broader home services
market with HomeAdvisor (who also recently acquired Angie’s List) and HomeServe. We believe our network of over 16,000 pre-
qualified professional contractor firms, in combination with our large base of contracted customers, differentiates us from other
platforms in the home services market.

Employees
As of December 31, 2018, we had approximately 2,200 employees, none of whom is represented by labor unions.
Intellectual Property

We hold various service marks, trademarks and trade names, such as Frontdoor and American Home Shield, that we deem
particularly important to our advertising and marketing activities.

Insurance

We maintain insurance coverage that we believe is appropriate for our business, including workers’ compensation, auto
liability, general liability, umbrella, cybersecurity and property insurance. In addi