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Market Cap: $2,532m (06/03/24)

Current SP: $31.14
Target SP: $46.47
Rating: BUY
SP Upside (2yrs): ~53%
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• Frontdoor (FTDR) is the industry leader in the US home warranty business generating >20% ROIC in an industry with high barriers to entry and 
strong revenue visibility. 

• The company took decisive actions to improve execution and combat a challenging macroeconomic environment in the last two years, leading to 
record adj. EBITDA and a 9-year high gross margin level in the most recent quarter/YE update. 

• Management are now focused on top-line growth with key opportunities in: (1) Retention increase (2) Home service plan volume recovery (3) 
Claims efficiency  

• Key risks include continued inflationary pressure and further declines in the demand for home warranties across the different verticals, primarily 
Real Estate.  

• I recommend a BUY on the stock with a TP of $46.47 a c.53% upside to the current SP and c.26% TSR PA over the next two years which includes a 
c.4% yield from share buybacks announced for FY24 – offsets downside risk.

• Whilst the risks are well understood by the market, I believe the strength of the business model continues to be overlooked despite the robust 
execution under CEO Bill Bobb in the last six quarters. Moreover, I expect the FCF of the company to improve significantly over the next few 
years, following a couple years of investment.

• I view the recent weakness in the SP following FY24 guidance as overblown and a good entry point for a LT holding. Sentiment is gradually 
improving along with the competitive advantage of FTDR with each earnings release. 

• ESG: No major flags on ESG. One area for improvement could be separate CEO and Chairman roles. 

• Questions for management: M&A plans, marketing trends and consumer behaviour. 

Investment Overview
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Market Overview 

3

Home warranties are not home insurance. Unlike insurance companies they don’t write cheques they take care of the repairs. Warranties does not cover 
catastrophes but are higher frequency with 2 claims per year on avg. and settled within 3 months.

• FTDR is 3x larger than the #2 competitor. AHS has led the industry for 50+ years, with limited differentiation in the category. 
• Current FTDR verticals (within repair and maintenance) is worth $100b TAM and represents 20% of the wider $500b home improvement, repair and 

maintenance market. (Source: US Census and IBIS World).

Market drivers: (1) compelling value proposition (2) larger and diverse target audience (3) favourable macro and demographic trends 

Upselling/cross selling products 
and servicesEfficient servicing of customersHigh retention rates and efficient 

cash collectionLow CAC costs
Optimal model to 
generate profit in 

the market
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Frontdoor has been providing home service plans (warranties) in the US for over 50+ years, covering the repair or replacement of up to 23 essential 
household systems and appliances. It serves homeowners under  the American Home Shield label (core home service plans – legacy brand) and 
Frontdoor (digital home services membership – relatively new). 

Business Model

• Category leader with c.2m members 
• 4m service requests last year
• 86% of customers on autopay

• Rated 4.5 on the app store
• Prices starting from $25 per year
• DTC 50% renewals margin & LTV/CAC ~3x

Significant benefits of scale  – growing the competitive 
advantage 

16k qualified contractors with 4k preferred 
contractors

Preferred contractors enjoy FTDR work 
(consistent) which in turn gets FTDR lower 

prices and more highly engaged technicians 

Highly engaged technicians translates into 
better customer service. Customers don’t 
get ripped off or receive any unexpected 

repair costs

Lower cost per claim ~45% than non-
preferred contractors

Business Divisions
(1) Renewals (77% of rev) – strong pricing 

power
(2) Real Estate (8% of rev) – structurally 

declining
(3) DTC (11% of rev) – 2x the LTV as RE

(4) Other (4% of rev) – on demand services 

FTDR aligns with the 
optimal model to 

generate profit and is 
capital light
(see page 3)
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Stock Performance
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• FTDR was formerly part of ServiceMaster (pest and franchise services group) but was spun off in Q1’19. The stock has underperformed the S&P 500 over this time, with a total 
return of -3.63%, against14.77%. 

• In the last 2 years since CEO Bill Bobb took over, results have exceeded the high-end of top & bottom-line guidance six quarters in a row (or every quarter) and sentiment has 
gradually improved – see appendix (page 19).

• Most recently the stock dropped 6% on Q4’23 earnings (Feb 24) despite reporting record adj. EBITDA and a 9-year high gross margin. The negative reaction was down too top-
line estimates being revised down from the CMD 2022 guidance – no longer hitting 2bn in revenue in FY25, updated guidance TBC.

• Negative sentiment has historically presented a good entry point for the stock, and this has traditionally been due to higher operating costs. Seasonality in results also presents 
opportunity with q1 results being weaker than q2/q3 over the last few years

• Averaged 3.7% yield from share buybacks in the last 3 years, already guided for $100m in FY24 (~4% yield)
• Viewed as a value stock based on activity by holder style
• Momentum of the S&P homebuilding index (S15HOME) has influenced the stock in the past

Labour 
constraintsBad weather 

Supply 
chain issues

Higher 
marketing 

costs

+11% share buybacks announcement 
$400m

-11% on 2Q rev miss 
& FY rev forecast cut FY forecast 

missed 
consensus

-17% on Q4 earnings 
miss

S15HOME index rises Cuts FY rev 
forecast

Boosts FY rev 
forecast, beats 

estimates

Rates start to 
come down

CEO transition during 
this period

Period of positive 
updates

The following updates have weighed down 
on the stock in the past - good entry 

points. I view these reactions as 
overblown, as they have not impacted the 
LT model or mgmt. have addressed them 

effectively. 
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Key Opportunities
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Key opportunities for FTDR are centred around managements priority for top line growth. This focus comes after 2 years of successful margin work

Increasing market penetration 
for warranties 

Turnaround in the real estate 
market – buyers regaining power 

in transactions

AI adoption – better pricing of 
policies and claims analysis

Retention increase

• Improving through customer experience –
understanding customer better and their needs

• Autopay increases retention. 86% of customers
now on autopay in FY23

• Dynamic pricing helps retain customers and offsets
inflationary costs

• Retention opportunity in the real estate side at
27% versus 75% for D2C.

• FTDR estimates that every 1% of retention
improvement produces $8m in additional revenue

Home service plan volume recovery

• Relaunching the AHS brand to help increase
volumes in renewals segment – celebrity
endorsement, new website, new logo and better
communication with clients

• On demand initiatives (other segment) is growing
significantly. Opportunities to monetise app
engagement to ensure upselling in areas like HVAC

• Volume increases in renewals (retention
opportunities) and on demand initiatives will help
offset structural declines in Real Estate

Claims efficiency

• Optimising claims routing – match claim with most
appropriate technician based on location,
technician preference, and labour rate

• Improve replacement vs. repair ratios - E.g. do
more first-dispatch replacements based on claims
data to improve cycle time and customer
satisfaction

• Improve demand forecasting to buy contractor
time in advance and material costs

• Optimal servicing of customer increases profits

Increases revenue Increases margin 

FTDR seem to be ticking all the boxes for how to successfully make money in this sector (discussed on page 3). Both the increase of revenue and margin from these 
key opportunities leads to increased FCF

Alongside the opportunities which the 
company are in control of, the 
following could also work in its favour
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Investment Risks
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Negative 
NAR data

Inflationary 
pressures 
continue

Flat pricing 
growth

Unfavourable 
costs to 
margin

Technological 
change

Extreme 
weather 

Increased 
Competition

Regulation

Poor capital 
allocation

Mortgage application activity is subdued, inventory 
significantly below historical average and mortgage rates 
remain high – weighing heavy on real estate division
And is a drag on the top-line

Management have done well to control costs with 
pricing power and have also been fortunate with 
claims. Risk of unfavourable claims going forward 
and continued inflation without the lever to 
increase prices DD again
Could impact margins

Some potential structural risks around 
extreme weather, technological 
change and regulation remain LT 
threats. Increased competition more a 
derivative of technological change and 
poor capital allocation

Improved supply chain management 

Increased spending should keep 
competitive advantage

Positive track record to date and 
clear policy going forward

Shift towards on demand and DTC 
to offset decline

Dynamic pricing to help offset 
costs



For internal use only.

Real Estate Data
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Existing home 
sales were <4m in 
Q4, showing early 
signs of recovery

Units available 
for sale Jan 14 –

Jan 24. Makes for 
a sellers' market 

which is less 
favourable for 

warranty 
attachment

Mortgage rates 
have more than 
doubled since 
2021 but are 

down from Nov 
peak

Mortgage 
application activity 

is subdued and 
likely to continue 
until rates come 

down more

Real estate data is key to monitor going forward for the investment case. Mixed indicators for now and still uncertainty around the no. of rate cuts (if any!) 
for 2024.   
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Key Financials

9



For internal use only.

Key Financials
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Valuation

11

I recommend a BUY on the stock with a TP 
of $46.47 a c.53% upside to the current SP 
and c.26% TSR PA over the next two years 
which includes a c.4% yield from share 
buybacks announced for FY24 – offsets 
downside risk

Downside Scenario – 10% weighting

•Macro: Hard landing and further decline in housing 
market 

•Multiple: 10x historical trough multiple. 12x another 
c.10% decline from current levels 

•Revenue: Estate declining 30% in FY24 
•Margins: Bad claims year, increased marketing & 
restructuring

Base Scenario – 75% weighting

•Macro: Soft landing with the housing market showing 
signs of recovery

•Multiple: 13.3x current PE, 16x c.20%+ on top line 
growth coming through early 

•Revenue: Estate declining no more than 20% in FY24 
and pricing in renewals still coming through

•Margins: Another year of operational efficiency 

Upside Scenario – 15% weighting

•Macro: Soft landing with housing market rebounding 
earlier than FY25/26

•Multiple: Closer to historical averages
•Revenue: Volumes flattish 
•Margins: Market rebound leading to lower CAC and 
another year of operational efficiency 

FTDR trading at historical lows
• TFDR shares are trading at 5-year trough multiples despite strong execution in recent quarters
• EV/EBITDA peak of 18x and average of 13x 
• Previous listed comp Homeserve was acquired by Brookfield's in 2022 at a 12.9x EV/EBITDA (c70% premium to price) 17% EBIT margin, 1.3bn 

revenue, 4bn deal
• Discount seems to have widen since the rate cycle began in March 2022 – see appendix page 20
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Valuation
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EPS CAGR 12.3%
Limited risk given pricing power and 
scale. Compound earnings from here 

onwards

Multiple rerating +20%
Justified with growing FCF yield and 

competitive advantage 

Share buybacks 4% yield
$100m announced for FY24, consistent 

delivery in last 2 years

46.5% of TSR 46.5% of TSR 7% of TSR 

FTDR remains cheap with significant capital return
• FTDR continues to trade at a 47% discount P/E ratio to the peer group which is a combination of 

insurance, home service and building/installation product companies. 
• I believe this discount is unwarranted given the FCF yield potential of the company over the 

next year. I view this yield as a strong indicator of the competitive advantage of the company 
and a good indicator of cash flow that investors will be entitled to. 
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Investment Conclusion
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Three questions for management:
• M&A – what does M&A look like?

• Spoke about it being in the core business but what size and quality of business? 
• Marketing – How does CAC trend over a cycle? 

• One area which helps me better understand the strength of the flywheel and true competitive advantage the company is building.  
• Consumer behavior – How do you expect the adoption of warranties and level of claims to change in a recession? 

• Still trying to understand the net impact for the consumer in different economic situations. Do they spend more on warranties as a downside 
protection, or do they claim more? Energy bills also may trend down eventually, can that spend switch into warranties?

Investment decision:
• I recommend a BUY on the stock with a TP of $46.47 a c.53% upside to the current SP and c.26% TSR PA over the next two years which includes a 

c.4% yield from share buybacks announced for FY24 – offsets downside risk

• Whilst the risks are well understood by the market, I believe the strength of the business model continues to be overlooked despite the robust 
execution under CEO Bill Bobb in the last six quarters. Moreover, I expect the FCF of the company to improve significantly over the next few 
years, following a couple years of investment.

• I view the recent weakness in the SP following FY24 guidance as overblown and a good entry point for the stock. Sentiment is gradually improving 
with each earnings release, but I expect further volatility given the seasonality in earnings and tough macro environment – use these as buying 
opportunities to build a LT position. 

ESG consideration:
• No major flags relating to ESG. One area of concern may be the joint Chairman-CEO role held by Bill Cobb. This risk is offset by the company 

maintaining an independent majority board and fully independent key committees (nomination, audit, risk and pay).
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Investment Conclusion
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Areas for further work:
• LTIP and management succession plans (current CEO 67)
• Research calls, would like to speak with experts/individuals for the following:

Ø Better understanding of the US real estate market and rate cycle
Ø Recent former employees – culture and turnaround 
Ø Contractors/technicians – experience of platform
Ø Technology experts – to see where AI can impact this market and model

• Digging more into the customer experience: claims process, app, customer reviews compared to competitors etc.
• More work on competitors and comps – particularly companies with similar impact from real estate market

Where can I be wrong (considered in my 10% weighting of the downside scenario):
• Tougher macro environment continues to be a drag on volumes
• Management don’t control costs in the same way – tailwinds become headwinds around favorable claims, higher marketing costs
• Disruptive M&A – bloats operating costs, kills FCF

Other catalysts for momentum (considered in my 15% weighting of the upside scenario):
• Updated FY25 guidance, previously stated $2bn of revenue won’t be achieved 
• Positive news flow in the housing market – should re-rate with a decline in interest rates (see appendix page 20)
• Better disclosure of financials in key areas like margin breakdown, marketing spend and volume/pricing mix for the divisions 
• Mgmt. pushing the narrative around FCF potential of the company and disclose more plans on capital allocation – dividends?  
• Additional brokering
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Investment Checklist
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Conclusion:
77%, BUY 
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Management
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• Previous CEO Rex Tibbens departed in May 2022. He was pivotal in starting the 
turnaround of the company. He was replaced by the current CEO/Chairman William 
Cobb. 

• During the ~2 years of management under Cobb, the company has continued to 
transition well towards a more digitally driven company with brand refreshes across 
the portfolio. 

Notable management appointments:
• Lara Balasz to the board, previously CMO of Intuit.
• Newly created positions of Chief Revenue Officer and Chief Operating Officer to 

further streamline and strengthen the AHS and Frontdoor brands.

Capital allocation:
• 1st priority – invest for growth. Organic through modest capex requirements. M&A 

focused on core business.
• 2nd priority – maintain prudent levels of debt. Currently have prudent levels of debt 

after completing the refinancing and debt repayment in 2021. 
• 3rd priority – return capital to shareholders. 
• Bought back around 10% of the outstanding shares since initiating the programme in 

2021 8.1m shares and $280m retuned 

Guidance:
• In the last 2 years since CEO Bill Bobb took over, results have exceeded the high-end 

of top & bottom-line guidance six quarters in a row (or every quarter)  - see charts 
on the right
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ESG

18

No major flags picked up on ESG screen

Areas for further engagement on ESG will include:
• Company’s policies related to collection, use and retention of customer information
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Stock Sentiment
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Q4’23 (Feb 24)

Q3’23 (Nov 23)

Q1’23 (May 23)

Q2’23 (Aug 23)

Q3’22 (Nov 22)

Stock sentiment is gradually improving with each 
update. From -60 (negative) to -23 (neutral), based 
on a FactSet scoring
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Stock Charts
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Traded below S&P500Value since Jan-March 2022 (rate cycle began)  across most of the key valuation metrics. Should re-rate from a decline in interest 
rates 
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Debt
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Share Ownership
Credit rating is stable, expect the company to generate cash to pay down 
debt

Short interest is below 10%, liquidity should not be an issue
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Competitors
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Broker Outlook

Mixed views from brokers, roughly in line with PT for those who have the 
stock on a buy rating

Competitors seem to be products/divisions with bigger companies who 
are less likely to deploy the same level of resources as FTDR




