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INDUSTRY UPDATE AND EVOLUTION
OVER THE PAST DECADE

Service contract finance providers for the automotive finance & insurance (F&l)
and home warranty sectors have grown from a niche, cottage industry into a well-
established component of the specialty finance landscape. These specialty finance
businesses offer compelling opportunities for investors, characterized by high yields
and low losses through the origination and servicing of short-duration, collateralized
receivables.

Historically focused on financing vehicle service contracts (VSCs), these companies
have, over the past decade, expanded to include financing for the purchase of
home warranties by leveraging shared infrastructure and distribution, operational
processes, and credit risk frameworks to support multiple product lines under a
unified platform. The adjacent home warranty sector exhibits similar dynamics and
structural characteristics to the VSC market: high upfront retail costs and the need
for flexible financing solutions outside of traditional credit models, backed by strong
underlying collateral. Today, home warranty accounts for an estimated one-third of
the portfolios of the leading service contract finance companies. The growth
trajectory of service contract finance companies tracks both the underlying VSC
and home warranty markets, each of which continues to benefit from significant
market tailwinds. See our previous reports on Payment Plan Providers (2013), DTC
Home Warranty M&A (2024), and DIC Vehicle Service Contract M&A (2024).

In this report, we cover:

Total Addressable

Asset Class Strength Market Size ($ in Billions)

o Market Growth $825
e Major Players $4.00
o Recent M&A Activity -

2012 2024
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https://coladv.com/industry_reports/payment-plan-providers/
https://coladv.com/industry_reports/home-warranty-2/
https://coladv.com/industry_reports/home-warranty-2/
https://coladv.com/industry_reports/direct-to-consumer-vehicle-service-contract-sales/

€@ ~sseTcLass STRENGTH

A Valuable Service to Consumers and Industry Partficipants

Installment financing plays a vital role in facilitating the sale of both VSCs and home
warranties. The high cost of a VSC, averaging $3,200 industry-wide, leads to many
consumers being unable or unwilling to pay in a single lump sum. Installment
financing makes these products more accessible, supporting broader market
adoption. This is particularly relevant in the fast-growing direct-to-consumer (DTC)
segment, where both VSCs and home warranties are increasingly marketed and
sold outside of fraditional point of sale channels. The DTC channel now comprises
an estimated 90% of the financed market, compared to roughly 75% a decade
ago.

Service contract finance companies offer an alternative to paying in full or rolling
the cost into an auto loan, providing flexible, often interest-free, financing options.
These typically require a 5% down payment and allow the remaining balance to be
paid over six fo 36 months, depending on the term of the underlying service
confract. By enabling consumers to spread payments over fime without relying on
traditional credit, installment-based financing expands access to coverage,
improves affordability, and drives sales across both the VSC and home warranty
markets.
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How do Service Contract Finance Companies Operatee

When a customer chooses to finance a service contract, they make an initial down
payment (typically 5% of the total contract value) collected by the seller at the fime
of sale. The remaining balance is financed by a service contract finance company,
which typically purchases the receivable at a discount from the seller or auto
dealer. Once the first installment payment is received from the customer, the
finance provider disburses funds to the seller and administrator, net of the down
payment, its own financing fee, and a reserve or holdback of funds due to the seller
(in the DTC channel). The finance company assumes responsibility for billing and
collecting monthly payments from the customer.

Importantly, service contract finance companies do not assume claims risk
associated with the underlying service confracts. They bear only the risk of customer
payment default, mitigated through structured agreements with sellers and
administrators, who are contractually obligated to refund the unearned portion of
the contract in the event of default. Most sellers lack the infrastructure to manage
payment plans or pre-fund administrators, making them willing fo cede a portion of
their commission to the finance company in exchange for a seamless, turnkey
financing solution that drives sales.
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High-Yielding, Short Duration Assets with Strong Risk-Adjusted Returns

Service contract finance companies serve an attractive asset class, offering a
combination of high-yields, short asset duration, and strong collateral protections.
These assets have an average life of six fo 12 months and generate unlevered
annualized yields of 15%-20%.

The strong yield profile is supported by a disciplined disbursement structure to
mitigate risk. Funds are generally not advanced to sellers and administrators until
after receipt of the customer’s first installment payment, reducing early default risk.
Yields are also enhanced through reserves, late fees, and other service charges. The
uniformity of contract terms and the small-ficket size of each contract make the
asset class well-suited to efficient transaction processing and securitization.

Through prudent structuring, service contract finance companies maintain
consistent overcollateralization. The refundable value of the service contfract
typically exceeds the provider’s outstanding receivable balance, ensuring
coverage in nearly all scenarios. Accordingly, these receivables function more like
secured institutional assets than fraditional unsecured consumer loans, making them
highly attractive to specialty finance investors.

COLLATERAL POSITION
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©) MARKET GROWTH

A Large, Growing Market with DTC VSC MARKET SIZE!
Limited Competition

($ in billions) . CAG
Ao
The total addressable market for service %

confract finance companies, $3. $3 4
encompassing both VSCs and home $24 g

warranty products, reached an

estimated $8.25 billion in 2024, up from . . -

$4 billion in 2012. It is important to

consider that home warranties, which 2018 2019 2020 2021 2022 2023

were not financed by these providersa  DTC HOME WARRANTY MARKET SIZE2
decade ago, now account for roughly

one-third of the total financed market, (¥ bilions) 7.0% CAGR

significantly contributing to the overall ms
growth of the industry. Supporting this ) .

expansion is the notable rise in average
confract values, which have increased

by over 50% since 2012, to $3,900 from
$2,500 per VSC at retail.
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CHANGING LANDSCAPE: 2012 VS 2024 DATA
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'NADA, Auto Rental News, Colonnade estimates
2Frontdoor Annual Reports and Colonnade Estimates
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€ MAIORPLAYERS

Only a handful of privately-held specialty finance companies serve the service
contract finance industry; several are off-shoots of insurance premium finance
companies, as the industries share similar risk profiles and structuring dynamics.

The landscape of significant service contract finance companies remains largely
familiar from our last report, although there's been considerable M&A and capital
formation activity in recent years. Mepco, PaylLink and Walco continue to lead in
the DTC channel and have expanded info home warranty in recent years. Lineb
and Service Payment Plan lead the auto dealer channel. Among this group, Lineb
uniquely offers financing in the form of installment loans directly to the contract

purchasers.
Focus on DTC Channel Focus on Auto Dealer Channel
Rapid growth since its . .
MEPCO S Rapidly growing consumer
acquisition by Seabury == installment lender; deeply
I_I N E-) integrated with dealers and
Formed by the merger of other partners
° PayLink and Omnisure.
Payl'lrgimka& Acquisition of Budco
2§C2|§sriac;tﬁs dealer channel SPP semuce Long term'focgs on dealer
P PLAN, NC. channel with significant
/X\ The Power of Zero: dealer integration
\X/ Rapid growth since its
WALCO formation in 2017

Additionally, several large, vertically integrated F&l products administrators and
sellers now also provide in-house financing options for at least a portion of their own
portfolios.

Consolidation and other frends have shifted market share among the leading

participants: the top three players now control an estimated 70% of the market,
compared to 90% a decade ago.
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@ RECENT M&A ACTIVITY

Since our last report, several M&A transactions and capital formation activities have
rebalanced the industry. We expect to see capital markets activity in this industry in
the coming years as the growth and profitability of the asset class attract large

pools of capital to the sector.
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CONCLUSION

The market for service confract finance companies addressing the Vehicle Service
Contract and Home Warranty sectors is sizable and expanding, presenting a
compelling investment opportunity. With total addressable market volume more
than doubling over the past decade, the industry is benefiting from long-term
structural tailwinds. The emergence of the home warranty segment as a meaningful
conftributor to market growth further broadens the opportunity set for platforms with
the ability to underwrite across verticals.

At the same time, the ongoing shift toward direct-to-consumer distribution enables
more agile, tech-forward providers to capture share and scale efficiently — while
avoiding the legacy limitations of dealer-based models. Although the industry
remains relatively concentrated, shifting market share among the top players
creates an opportunity for disruption and growth.

For investors and strategic acquirers, the sector offers an attractive combination of
high yield, low loss, short duration assets with operational scalability and a favorable
competitive landscape. Third party senior financing options for industry players
remains robust. Platforms that combine underwriting expertise with digital
engagement and strong compliance capabilities are well-positioned to capitalize
on continued market expansion. As consumer demand for VSCs and home
warranties continues to grow, service contract financing will play an increasingly
critical role, making now an opportune time to evaluate strategic participation in
this evolving market.
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COLONNADE IS A LEADING ADVISOR TO THE
AUTO & SPECIALTY FINANCE INDUSTRIES
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For more information on the Service Contract Finance industry,
please contact:

Gina Jeff Matt Derek Jack
Cocking Guylay Magee Spies Collins

Managing Director Managing Director Sr. Account Executive Senior Vice President Vice President
312.425.8145 847.452.8315 312.870-6204 312.544.8541 312.544.8543

gcocking@coladv.com jguylay@coladv.com mmagee@coladv.com dspies@coladv.com jcollins@coladv.com

[e]|[e]][e]|[e)[[e] [e}([®)

COLONNADE

Colonnade Advisors LLC ¢ 600 Cleveland Street o Suite 272
Clearwater, FL ¢ 33755
Investment banking services provided through
Colonnade Securities LLC, member FINRA

Colonnade is an independent investment bank focused on the financial services and business services sectors. Colonnade
provides expert, objective advice on mergers and acquisitions, private placements, fairness opinions, valuation opinions and
corporate finance issues for privately held businesses, publicly fraded companies and financial sponsors. Our senior bankers
bring extensive transaction experience, industry expertise, a process orientation and a sense of urgency fo each
engagement.

This advertisement was prepared April 2025. It is not investment advice, and Colonnade undertakes no obligation to update
the information contained herein.

Sources: NADA, Auto Rental News, Frontdoor Annual Reports, company presentations, public disclosure, and Colonnade
research

©2025 Colonnade Advisors LLC.

Copyright and Other Important Information

This document, including text, graphics, logos, icons, images and the selection and arrangement thereof, is the exclusive
property of Colonnade Advisors LLC and is protected by U.S. and international copyright laws. Colonnade hereby permits
you, unless you are an investment bank or other financial advisor, to download, copy, distribute, publish, reproduce, cite, link
or post this document or its contents subject to the following conditions: 1) you retain on any material all copyright and other
proprietary notices and 2) you do not modify this document or its contents in any way. Colonnade reserves all rights not
expressly granted. This document and the information that it contains are produced by Colonnade Advisors LLC solely for
general background information on the matters described. This document or any of its information may not be used for
investment, valuation or accounting purposes. None of Colonnade or ifs representatives or affiliates has agreed fo or has
assumed any responsibility to provide you with investment advice, whether in a fiduciary capacity or otherwise.
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