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What’s New?       

• Nice revenue beat. 
• Last week Toll Brothers reported fiscal 4Q16 net revenue of $1.86 billion, up 29% from the prior-

year period.  
o 5.6% increase in the average selling price, to $834,000. 
o 22% increase in the number of home deliveries, to 2,224.  

 Our revenue estimate was $1.75 billion.  
 The StreetAccount consensus was $1.79 billion and assumed 2,171 deliveries at 

an average price of $827,000. 
What about new orders? 

• Another nice beat. 
• In 4Q, the company signed contracts for 1,728 homes valued at $1.47 billion.  

o This was up 17% in dollars and 20% in units from the prior-year quarter.  
o The StreetAccount consensus called for 1,622 contracts.  

• 10% increase in nonbinding deposits in the first five weeks of 1Q17. 
 
What surprised the Street? 

• Some analysts have speculated about weakness in the luxury home market.  
• TOL described the market as vibrant.  
• Management emphasized that the company was dominating against very fragmented 

competition.  
• It also noted that Toll was not in the “super luxury” portion of the market, which has been 

struggling.  
 
 

 
 



Negatives? 
• Toll’s fourth-quarter GAAP operating margin was 7.3%, down from 13.6% in the prior-year 

quarter. 
•  Main issue:  A $121 million warranty charge for repairs to stucco homes. These costs were 

largely in the Philadelphia area and due to specific practices among certain independent stucco 
contractors.  

• The Street seemed more interested in strong orders. 
 

What about rates? 
• Toll’s customers tend to be financially secure, which reduces their sensitivity to interest rates 

relative to more budget-conscious buyers.  
• Wealthy buyers also have cash to spend on upgrades. The average TOL buyer added $134,000 in 

upgrades in FY15, up 8% from FY14. That’s 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.  
o We believe that approximately 20% of deliveries were for cash. 
o Average buyer makes a down payment of 30%.  
o About 50% of buyers are empty nesters.  
o The average TOL buyer has a credit score of 757. 

 
Investment conclusion – BUY 

• On the 4Q call, management provided reassurance that the high end of the market remains 
healthy and that Toll is performing well in this segment.  

• 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. 

• 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, major cities, cultural institutions and top medical 

centers. 
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