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Toll Brothers, Inc., together with its subsidiaries, designs, builds,
markets, sells, and arranges finance for detached and attached
homes in luxury residential communities in the United States. 

The company serves move-up, empty-nester, active-adult, and
second-home buyers. Toll Brothers, Inc. was founded in 1967 and is

headquartered in Horsham, Pennsylvania.
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Because Toll Brothers is directly related to the real estate
industry, here is how the report is going to go:

1.

2.

3.

4.

5.

6.
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ANALYSIS



2020 YTD REAL
ESTATE STATS



Looking at the data below, we see that new privately-owned housing
units sold and for sale have been strong on a M/M basis since the
pandemic rocked the economy in March. September saw its first decline
on a M/M basis at 959,000, a drop of 3.5%, but was a gain of 32.1% vs.
September 2019. 

Showing the most growth in privately-owned housing sales has been the
West on a Y/Y basis at a massive 49.7%. The only area to show a decline
was the Northeast at -5.9% Y/Y. The South saw growth of 27.4% Y/Y while
the Midwest saw growth of 34.8% Y/Y.

As far as privately owned houses for sale, the U.S. saw a 0.7% increase
M/M but a decline of 11.5% Y/Y to 284,000.
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From that last little bit, we see that supply of homes has been pretty low.
If we dive into this data and zoom out a bit we can see there is in fact a
huge supply issue of housing across the States.

The total monthly supply of houses hit a 40-year low with inventory down
19.2% annually to just 1.47M homes for sale at the end of September. At
the current sales pace that represents only a 2.7-month supply.
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New Listings vs. Contract Pre-COVID-19, March 13, through October 23 (cumulative count)



Basic economics tells us when supply is low, demand rises and vice versa.
This is definitely the case today as ultra low rates coupled with a
pandemic and low supply of homes has sent prices sky high.

The median price of an existing home sold in September was $311,800, a
14.8% gain compared with September 2019, an all-time high when
adjusted for inflation. 

Furthermore, sales of newly built homes in August were a stunning 43%
higher annually, but the supply of those homes is also unusually low.
Builders, like Toll Brothers, are having trouble keeping up with demand.
They are also raising prices to keep pace with cost increases for land,
labor and materials.

Below we see how prices have gained in large metro cities in the USA.
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CUBE, being the data hungry company it is, dug a little deeper to see
where people are migrating to and from and it appears people are
generally leaving New York and California in droves.
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We dug even deeper seeing that Texas has been a hot destination spot. According
to Redfin, 14.4% of people moving to Dallas, TX are from Los Angeles, 9.2% are
from the Bay area, 6.0% from NY, etc. 



When looking at Miami, FL we see that 27.0% of people moving there are
from New York, 11.1% are from DC, 6.5% are from Boston, 6.3% are from
Chicago, and 5.6% are from LA.

T O L  |  E Q U I T Y  R E P O R T

If you'd like to use the link to see specific locations for yourself use this
link right here.

https://www.redfin.com/news/data-center/migration/
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So how do we combat low supply of housing? Companies like Toll
Brothers have to build.

Housing starts in the US rose 1.9% to a seasonally adjusted annual rate of
1.415M units in September 2020, from a downwardly revised 1.388M in
the previous month and below market expectations of 1.457M. 

Single-family housing starts jumped 8.5% to 1.108M, while the volatile
multi-family segment dropped 16.3% to 307K. 

Housing starts in certain areas were mixed. Starts rose in the South (6.2%
to 755K, West (1.4% to 350K) and Northeast (66.7% to 145K); but dropped
in the Midwest (-32.7% to 165K).
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In order to start building, companies are going to need permits.

Building permits in the United States rose 4.7% from a month earlier to a
seasonally adjusted annual rate of 1.545M in September 2020, the
highest level since March 2007, revised data showed at the end of
October. 

Single-family authorizations increased 7.2% to a rate of 1.113M while
permits for the volatile multi-segment fell 1.4% to a rate of 432K. 

Across regions, permits went up in the South (2.1% to 815K), the West
(1.4% to 375K), the Midwest (10.1% to 207K) and the Northeast (23.3% to
148K).



The home ownership rate in the United States increased to 67.9% in the
second quarter of 2020, up from 65.3% in the first quarter of 2020.

The homeownership rates for households with income greater than or
equal to the median family income ($68K) were:
80.5%: Q2 2020
78.8%: Q2 2019

The homeownership rate for households with income less than the median
family income ($68K) were:
55.2%: Q2 2020
50.0%: Q2 2019
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As already mentioned, a large reason for such a huge push into home
ownership is because it's never been so cheap to borrow money.

The average fixed 30-year mortgage rate in the United States increased 2
bps to 3.02% in the week ended October 16th, remaining close to last
week's record low, data from the Mortgage Bankers Association showed.

Below is a chart dating back to 2010. If we go back to 1981, mortgage
rates were as high at 16.6%. If we look at a $300K mortgage under both
rates, the difference in the cost of the mortgage is a massive $1,050,000,
or $2,915 per month.
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Speaking of rates and mortgages, let's now take a look at the quality of
late-stage mortgage delinquencies. They rose to 1.4% among borrowers
in July, the highest level since 1999, according to a new report from
CoreLogic. The July numbers represent the latest available data and stand
in contrast to pre-Covid March, when late-stage delinquencies — 120
days or more — stood at just 0.1%.

Serious delinquency is defined as 90 days or more past due including
loans in foreclosure. In July, all states logged annual increases in both
overall and serious delinquency rates. COVID-19 hotspots were again
impacted the most, with Nevada (up 5.2 percentage points), New Jersey
(up 4.8 percentage points), Hawaii (up 4.7 percentage points), New York
(up 4.6 percentage points) and Florida (up 4.4 percentage points) topping
the list for overall delinquency gains.



The figure below compares six indicators of underwriting and credit risk
during a benchmark time period to present day for conventional
conforming home-purchase loans. The blue hexagon represents an index
of credit-risk attributes in the benchmark period and the red polygon
represents characteristics of loans originated in the second quarter of
2020, relative to the benchmark. 

The share of borrowers with a credit score less than 640 as well as the
low/no documentation loan share were both down significantly
compared to the 2001-2002 benchmark level. In contrast, the share of
new loans with an LTV (loan to value) ratio higher than 95% was 66%
higher than the benchmark level. Share of new loans with a DTI (debt to
income) ratio above 45% was 12% lower than the benchmark level. The
condo/co-op share was just 2% lower than the benchmark level, and the
investor-owned share was 38% lower than the benchmark level.
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How does this stack up to the years leading into the Great Recession of
2008? CUBE was able to dig up and find a research report conducted by
the Fed that can be viewed here.

The mortgage market began suffering serious problems in mid-2005.
According to data from the Mortgage Bankers Association, the share of
mortgage loans that were “seriously delinquent” (90 days or more past
due or in the process of foreclosure) averaged 1.7% from 1979 to 2006,
with a low of about 0.7% (in 1979) and a high of about 2.4% (in 2002). But
by the second quarter of 2008, the share of seriously delinquent
mortgages had surged to 4.5%. These delinquencies foreshadowed a
sharp rise in foreclosures: roughly 1.2M foreclosures were started in the
first half of 2008, an increase of 79% from the 650,000 in the first half of
2007 (Federal Reserve estimates based on data from the Mortgage
Bankers Association).

We are seeing delinquency rates in the same ballpark and CUBE wanted
to highlight this. Do we think 2020 is a completely different landscape?
Yes, but there still remains cracks in the foundation.

Banks are much better capitalized today to endure continued headwinds
and foreclosures are not nearly as bad as 2007. For instance, a total of
5,599 U.S. properties started the foreclosure process in August 2020.
While this is up 24% from the previous month it is down 80% from a year
ago. 

For 2020, the national foreclosure activity total in Q2 2020 was 89% below
the pre-recession average of 278,912 per quarter from Q1 2006 to Q3
2007, making Q2 2020 the 15th consecutive quarter with foreclosure
activity below the pre-recession average. The biggest question? How
much of this has to do with the CARES Act and what would the true
foreclosure rate really be? 
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https://www.federalreserve.gov/pubs/feds/2008/200859/200859pap.pdf


Work from home is looking increasingly likely to be something that
will remain even after the pandemic subsides - at least on a greater
and more frequent level. This has been a huge plus for companies
like Toll Brothers who are seeing people leave cities and move into
homes in the suburbs.
 The pandemic has been a boon for the ultra-rich

As a final note related to the housing market, the pandemic has done two
things specifically.

1.

2.

The staggering rise in the stock-market is testament to this and as we
know from the previous CUBELetters, many Americans, especially those
with lower incomes, do not partake in the stock market. In the past 30
years, the proportion of wealth held by those in the top 10% of
household income has risen from 60.8% to 70.0%. But even more
remarkably, the wealth owned by just the top 1% of income earners has
gone up from 17.2% to 26.0%—meaning that more than a quarter of the
country’s wealth is in the hands of the top 1%.

In the US, over 44 million people lost their jobs and unemployment
surged towards 15% between April and June 2020 yet the fortunes of the
top five billionaires rose by $102B, increasing their wealth by 26%. In fact,
the combined wealth of US billionaires increased by over $637B to a total
of $3.6T, which is considerably more than the entire wealth of the 54
countries on the African continent. Between 1980 and 2020, billionaires
in the US saw their wealth soar by 1,130%, increasing more than 200
faster than median wages.

While the wealth gap actually works in Toll Brother's favor to an extent,
the United States housing market could be one more lockdown away
from a disaster.
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T O L L
B R O T H E R S



Traditional Home Building
City Living

Toll Brothers operates in two segments

1.
2.

It also designs, builds, markets, and sells homes in urban infill markets
through Toll Brothers City Living. In addition, the company develops,
owns, and operates golf courses and country clubs; develops and sells
land; and develops, operates, and rents apartments, as well as provides
homeowners with home automation and technology options. Further, it
owns and operates architectural, engineering, mortgage, title,
landscaping, lumber distribution, house component assembly, and
manufacturing operations.

Below, we can see that Toll Brothers is in 24 different states and 50
different markets. We consider this a pretty healthy portfolio as they are
operating in very attractive and diverse regions.
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On top of being diverse in location across
the United States, Toll Brothers has also
grown to be diverse by home type.

In 2000, single family homes made up 89%
of their portfolio and today that is only 66%
while age qualified homes have risen gone
from 0% to 16%. 

Furthermore, "affordable luxury" has
increased from 28% to 38% over the last 9
quarters and "luxury" has come down from
54% to 46%. Why does CUBE like this
allocation? Because as we mentioned in the
data, this demographic has benefitted
greatly from the increasing wealth
inequality gap and tends to be a stronger
market.



To reiterate, Toll Brothers is a premier homebuilder. As we see in the
image below, the average home delivered to the buyer was $802K in
Q3 with an overall average of $873K.

The average FICO score of their home buyer was 767 while 18% were
all cash buyers.

At the end of Q3 2020, TOL had approximately $8.03B worth of
inventory on their books vs. $7.8B on October 31, 2019. Operating
communities include communities offering homes for sale or
communities that have sold all available home sites but have not
completed delivery of the homes.
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TOL Brothers is pretty big on buying back their shares and they have
been doing so aggressively here in 2020 with nearly 16M shares
purchased at an average of $39.75 for a total of $634M.

This trumps their $234M in purchases in 2019 and even surpasses their
previous high in 2018 of $503M.

They also did not cut their dividend this year and have kept it at $0.11
per share. The company obviously seems to favor the buybacks
because the dividend unfortunately has not grown since 2017. This is
something we'd like to see more of as Lennar (LEN) doubled their
dividend in their previous earnings report.
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CUBE'S TOP
PROS FOR 
TOL

DIVERSIFIED
PORTFOLIO,
LUXURY FOCUSED

RECORD LOW
RATES

NO NEAR DEBT
MATURITIES
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CUBE'S TOP
CONS FOR 
TOL

COVID19
LOCKDOWNS

WEAKER MARGINS
THAN PEERS,
HIGHER
VALUATION

OVERALL
ECONOMIC RISK,
PRIMARILY
CREDIT

T O L  |  E Q U I T Y  R E P O R T



GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 CUBEWEALTHTOL REPORT

BALANCE SHEET



Cash & equivalents on hand stands at $559M with an additional $1.78B
revolver they can tap into. While this cash balance is lower than usual,
TOL does not have any debt maturities until 2022 of $420M with total
debt around $3.9B. Where did the cash go? As we mentioned, TOL has

purchased over $600M worth of stock this year.
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Net debt to capital is pretty steady at 40.5% while book value is at
$37.12, growing at a 10% CAGR over the last decade.
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GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 CUBEWEALTH

INCOME STATEMENT

TOL REPORT



During the fiscal third quarter, TOL delivered 2,022 homes and
generated home sales revenues of $1.63B, which were up 1.4% in units

and down 7.4% in dollars from the prior year period.
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Net income and earnings per share was $114.8M and $0.90 per
share diluted, compared to net income of $146.3M and $1.00 per
share diluted in FY 2019’s third quarter.
Pre-tax income was $151.9M, compared to $186.9M in FY 2019’s
third quarter.
Net signed contract homes were 2,833, up 26%; contract value was
$2.21B, up 18%.
Backlog in homes at third-quarter end was 7,239, up 6%; backlog
value was $6.09B, up 4%.
Home sales gross margin was 19.0%; Adjusted Home Sales Gross
Margin, which excludes interest and inventory writedowns was
21.9%
SG&A, as a percentage of home sales revenues was 9.9%.



GLOBAL GEOMETRY YEAR 2018

FINANCIAL

STATEMENTS

 CUBEWEALTH

CASH FLOW

TOL REPORT



TOL has generated $141M in operating cash flow during the first nine
months of the year which is well above last year's $22M during the same
time period despite generating $140M less in net income. This increase
in operating cash flow is mainly attributed to the $200M in additional

mortgage loan sales during the year.

Net cash used in investing activities was $123M as the company
purchased $75M worth of property during the year and also made $47M

worth of investments.

Overall cash decreased by a whopping $733M so far through 2020, why?
As we mentioned, TOL has been buying stock like crazy and that is why

cash from financing activities saw a burn of $751M. TOL spent a
whopping $633M buying back their stock. Much of this came in Q2 as

seen in the chart below.

During the year they also raised $3.25B in new debt and used it to help
pay down $3.3B worth of older debt.
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Stock Buybacks



TOL
FUNDAMENTALS

We are going to compare TOL to Lennar (LEN), DR Horton (DHI), KB
Home (KBH), PulteGroup (PHM), and NVR Inc. (NVR).

On an enterprise value to sales basis, TOL falls right down the middle
as all of the companies trade in the 0.9x-1.9x range.



TOL
FUNDAMENTALS

On a price to earnings basis, both last twelve months and forward,
TOL is a little more toward the top of the range at 10.5x forward

earnings and 12.7x the last twelve months earnings. NVR is the most
expensive on both LTM and forward, while KBH and PHM are the

cheapest.



TOL
FUNDAMENTALS

On a price to book value basis, TOL is tied with KBH at 1.1x. This is
quite a bit cheaper than PHM at 1.8x, DHI at 2.2x and much less than

NVR at 5.0x.



TOL
FUNDAMENTALS

All of the players have seen margins grow over the last couple of
years but TOL has the lowest gross margins over the last twelve

months at 18.6% while PHM leads the group at 24.7%.



TOL
FUNDAMENTALS

On an enterprise value to EBITDA (earnings before interest, taxes,
depreciation, and amortization), TOL trades at the highest level at

13.4x on the last twelve months basis. Looking forward, they are tied
with DHI at 10.0x which is fairly attractive. As we can see,

homebuilders have gotten hit very hard alongside the market in the
final weeks of October.



TOL
FUNDAMENTALS

Similarly, TOL has the lowest net income margins at 6.5% alongside
KBH at 6.9%. LEN, PHM, NVR, and DHI are generating far higher net

income margins at 10.0-12.0%.



TOL
FUNDAMENTALS

Unfortunately, TOL's debt to EBITDA over the last twelve months is
far higher than its peers at 6.2x. NVR at the bottom is only at 1.4x .

The nearest to TOL is KBH with only at $3.80 of debt for every dollar
of earnings before interest, taxes, depreciation, and amortization

brought in over the last twelve months.



TOL
FUNDAMENTALS

As far as dividends go, TOL is at the bottom of the list here but none
of the companies pay more than 2.0% and we also know that TOL is
a much bigger fan of buying back stock. LEN recently doubled their

dividend in their recent report.



TOL
DCF MODEL

Discount Rate: 9.08% +/- 0.50%
Cost of Equity: 14.4%

Beta: 2.0
30 YR Treasury (Risk Free Rate): 1.42%
Market Risk Premium: 6.00%

Cost of Debt: 4.77%
45.5% weight due to capital structure ($3.9B in debt)
Tax Rate: 21%

Perpetual Growth Rate: 2.00% +/- 0.50% (tracking GDP)
CUBE expects a strong bounce back in growth in 2021 of 25% to $8.4B
in revenue as economy recovers from COVID19 and housing supply
catches up to demand. We then see this followed by modest revenue
growth in 2022 through 2024. 
We then believe TOL will face headwinds in 2025 as we expect the Fed
will attempt to raise interest rates (much further than the 2023
expected time frame) which will in turn increase mortgage rates and
slow down GDP.
Put simply, we think the real estate market still has several years of run
room left before our models see headwinds
Current Price: $43.74 
Base case: $49.16
Bull Case: $55.39
Weak Case: $44.41

Attached in the email, as well as in the Vault, you will see the discounted
cash flow model. Here are the following variables used:

https://mcusercontent.com/2b67f5da7b9614cd24fe511b6/files/ddb6da7a-f992-4ad5-9633-43b7a630b07d/NIO_DCF.xlsx
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TECH ANALYSIS 
SUMMARY

Looking at the charts, TOL has been
struggling along with the broader
market as shares have fallen over 13%
in just a matter of two weeks.

The stock was able to reclaim its weekly
R1 fibbonaci level of $43.38 by closing
at $43.74. 

If this level holds, TOL should be
making its way back to the daily pivot
point of $44.91.

If $43.38 does not hold, we believe
shares will fall to the 100 day moving
average of $40.95.



BULLISH OR

BEARISH?

VS.

MORE BULLISH
(POSITIVE)

MORE BEARISH
(NEGATIVE)



Overall, CUBE likes Toll Brothers here, especially considering shares

have pulled back from $50 in a matter of a few weeks.

We like the diversity of TOL's portfolio, that they cater more to

wealthier individuals that are less susceptible to cyclical economic

trends, purchase tons of stock, and also believe the low interest rate

environment will stick around for at least the next several years, if

not much longer.

At the same time, there are some risks to TOL. The company's

valuation in relation to its peers is a bit on the expensive side, the

company has lower margins and much greater debt on their balance

sheet in comparison to their EBITDA, and there are also many

economic variables that can threaten our discounted cash flow

model such as continued lockdowns from COVID19, increased costs

of materials, a slower than expected rebound in the economy, higher

tax rates, and an attempt from the Fed to increase interest rates

which will subsequently affect mortgage rates. All in all, we think

shares have upside from these levels and really like the stock in the

$37 area specifically as it is the book value of their portfolio, a

strong technical support level, and is also the average price at which

the company has been buying stock.

TOL
CONCLUSION



NOTHING IN THIS DOCUMENT, OR ANY DOCUMENTS FOR THAT
MATTER, SHOULD BE USED OR CONSTRUED AS AN OFFER TO SELL, A

SOLICITATION OF AN OFFER TO BUY, OR A RECOMMENDATION FOR ANY
SECURITY. NOR IS IT INTENDED AS INVESTMENT, TAX, FINANCIAL OR

LEGAL ADVICE. INVESTORS SHOULD SEEK SUCH PROFESSIONAL ADVICE
FOR THEIR PARTICULAR SITUATION. CUBE DOES NOT MAKE ANY

GUARANTEE OR OTHER PROMISE AS TO ANY RESULTS THAT MAY BE
OBTAINED FROM USING OUR CONTENT. NO ONE SHOULD MAKE ANY

INVESTMENT DECISION WITHOUT FIRST CONSULTING HIS OR HER OWN
FINANCIAL ADVISOR AND CONDUCTING HIS OR HER OWN RESEARCH
AND DUE DILIGENCE. TO THE MAXIMUM EXTENT PERMITTED BY LAW,

CUBE DISCLAIMS ANY AND ALL LIABILITY IN THE EVENT ANY
INFORMATION, COMMENTARY, ANALYSIS, OPINIONS, ADVICE AND/OR

RECOMMENDATIONS PROVE TO BE INACCURATE, INCOMPLETE OR
UNRELIABLE, OR RESULT IN ANY INVESTMENT OR OTHER LOSSES.

CONTENT CONTAINED ON OR MADE AVAILABLE IS NOT INTENDED TO
AND DOES NOT CONSTITUTE LEGAL ADVICE OR INVESTMENT ADVICE
AND NO ATTORNEY-CLIENT RELATIONSHIP IS FORMED. YOUR USE OF

THE INFORMATION IS AT YOUR OWN RISK. THIS CONTENT IS
CONFIDENTIAL AND MUST NOT BE DISTRIBUTED

DISCLAIMER


