
 
 

 
ANALYST QUICK NOTES 
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Investment Recommendation: 

 We continue to see evidence that we believe validates our bullish thesis on BUY-rated, Toll 
Brothers. 

 
A Quick Description: 

 Toll Brothers is a leading builder of upscale homes. At the end of FY15, the company operated 
288 selling communities in 19 states and aims to serve: 

o Step-up 
o Empty-nest 
o Active-adult  
o Second-home buyers  

 Seven of those communities are in the City Living projects which are mostly high rises in upscale 
urban areas.  

 TOL also operates a growing number of for-rent apartments. 

 The company, which is based in Horsham, Pennsylvania, had fiscal 2015 sales of $4.2 billion, up 
from $3.9 billion in FY14 but down from a peak of $6.1 billion in 2006.  

 Projected FY16 revenue of $5 billion. 
o This represents approximately 20% growth with roughly 6,000 deliveries at an average 

price of $850,000. 
o The company expects to deliver 5,600 to 6,600 homes. Toll expects an average delivered 

price of $800,000 - $850,000. This suggests home building revenue between $4.5 billion 
and $5.6 billion. 
 

 
 
 
 



Reasons to Buy: 

 Toll is the largest homebuilder serving the luxury market.  

 We believe that Toll's access to capital is an advantage over small and mid-sized builders that 
are privately owned.  

o The company’s strength could have additional value in an environment where very 
selective lenders serving the homebuilding industry. 

o In FY14, TOL demonstrated its financial strength in the $1.6 billion acquisition of Shapell 
Homes and that company’s 5,000 home sites in desirable coastal California locations. 

 Access to capital is essential in acquiring scarce building lots in areas that have the attributes 
that wealthy buyers want:  

o Good schools 
o Easy access to employment centers 
o Major cities  
o Cultural institutions 
o Top medical centers 

 At the end of FY15 TOL controlled 44,253 home sites, with 35,872 owned and 8,381 controlled 
with options (about half of 2006 peak). 

 Skill operating in most difficult land approval markets in the country. 

 Highest presence in desirable school districts of major builder. 

 Have slowly increased number of selling communities to about 290 from a low of 195 in 2010. 

 2014 National Builder of the Year. 

 2015 Fortune: Most Admired Builder. 

 2015 Lifestory Research: America’s Most Trusted Home Builder. 

 Insiders own 10% of shares. 
 
Catalysts for Share Price: 

 Our FY16 EPS estimate, at $2.65, represents more than 30% growth from FY15. 

 TOL has a committed backlog of $3.5 billion which is up 29%. Average home price in backlog of 
more than $850,000. 

 Management seeing a healthier housing market in many regions. 

 Our analysis suggests favorable supply/demand conditions at the high end of the housing 
market: 

o Limited access to capital by small and mid-sized privately owned builders. 
o Several years of pent-up demand. 
o Shortage of approved home sites in high-employment markets. 

 
What About Interest Rates? 

 Toll’s customers tend to be financially secure, which reduces their sensitivity to interest rates 
relative to more budget-conscious buyers. 

 The average TOL buyer added $134,000 in upgrades in FY15, up 8% from FY14. That is about half 
the price of the average U.S. home. 

 TOL’s customers generally have strong credit scores and are able to obtain a large mortgage if 
they need one at all. 

 Approximately 20% of deliveries were for cash in FY15. 

 In the Active Adult segment, 50% of buyers pay cash. 
 
 



 
 

 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate 
earnings reports or other news relevant to covered companies. This Note may be an initial, real-time 
response to developments that are expected to impact stocks under coverage; as such, it does not 
imply that the information in it is correct as of any time after its preparation or that there has been no 
change in the business, financial condition, prospects, creditworthiness or status of a covered 
company. The views or opinions expressed in this Note are subject to change pending further analysis. 
This Note is produced and copyrighted by Argus, and any unauthorized use, duplication, redistribution 
or disclosure is prohibited by law and can result in prosecution. The opinions and information 
contained herein have been obtained or derived from sources believed to be reliable, but Argus 
makes no representation as to their timeliness, accuracy or completeness or for their fitness for any 
particular purpose. This Note is not an offer to sell or a solicitation of an offer to buy any security. The 
information presented in this Note is for general information only and does not specifically address 
individual investment objectives, financial situations or the particular needs of any specific person 
who may receive this Note. Investing in any security or investment strategies discussed may not be 
suitable for you and it is recommended that you consult an independent investment advisor. Nothing 
in this Note constitutes individual investment, legal or tax advice. Argus may issue or may have issued 
other reports that are inconsistent with or may reach different conclusions and opinions than those 
represented in this Note, and all opinions are reflective of judgments made on the original date of 
publication. Those reports may reflect the different assumptions, views and analytical methods of the 
analysts who prepared them and Argus is under no obligation to ensure that other reports are 
brought to the attention of any recipient of this Note or to update or keep current the information 
contained in other reports so that such information is consistent with, or not contrary to, the 
information contained in this Note. Argus Research is an independent investment research provider 
and is not a member of the FINRA or the SIPC. Argus Research is not a registered broker dealer and 
does not have investment banking operations. None of our research is attributable to Argus Investors’ 
Counsel, a registered investment adviser and the asset management arm of Argus Research. Argus 
shall accept no liability for any loss arising from the use of this report, nor shall Argus treat all 
recipients of this report as customers simply by virtue of their receipt of this material. Investments 
involve risk and an investor may incur either profits or losses. Past performance should not be taken 
as an indication or guarantee of future performance. Argus has provided independent research since 
1934. Argus officers, employees, agents and/or affiliates may have positions in stocks discussed in this 
report. No Argus officers, employees, agents and/or affiliates may serve as officers or directors of 
covered companies, or may own more than one percent of a covered company’s stock. 
 

 


