
NEW RISK ALERT: (TOL) 

Toll Brothers Offers New Details Concerning 
Mortgage Underwriting Risk 

Amid a housing boom, luxury home builder cites borrower 
misrepresentations as possible risk as it targets less affluent buyers. 
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This alert compares the language used in the company’s latest filing with the period before. 
Research suggests changes in language, particularly in the risk factor section, is a powerful 
indicator of future performance. Companies that change filing language, according to research, 
underperform those that don’t by 30-50 basis points per month for the following year. 

Borrower Misrepresentations Could Impair Toll’s Ability to Resell 
Mortgage Loans 
Warning investors that customers may be forced to find alternative funding sources should Toll’s 
ability to resell mortgages to investors is impared. In its 2019 10-K, TOL warns investors of 
underwriting risk: 
 

“Should the resale market for our mortgages decline or the underwriting standards of 
our investors become more stringent, our ability to sell future mortgages could be 
adversely affected…” 
 

In its 2020 10-K, Toll adds language detailing the underwriting risk— specifically citing an issue 
all too familiar to investors during The Great Recession: 
 

“Our mortgage loans are sold to investors with limited recourse provisions derived from 
industry-standard representations and warranties in the relevant agreements. These 
representations and warranties primarily involve the absence of misrepresentations by 
the borrower or other parties, the appropriate underwriting of the loan and in some 
cases, a required minimum number of payments to be made by the borrower.”  

Toll Expands Down Market, Targets Less Affluent Buyers 
Citing potential borrower misrepresentations is even more noteworthy when you consider Toll’s 
strategic pivot— targeting home buyers who may not be as well off as the company’s traditional 
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luxury customers. In its 2019 10-K, the company cites a decrease in the average price per 
contract and provided the following reasons: 
 

“...due to a shift in the number of contracts signed to less expensive areas and/or 
products resulting in part from our strategy to broaden of our geographic footprint, 
product types and price points…” 

 
This year, despite robust demand for new homes and higher pricing, average price per contract 
fell by 3%. In its 2020 10-K, Toll disclosed the decrease in price: 
 

“...was principally due to our strategic expansion into more affordable luxury 
homes…” 

Toll May be Forced to Take Back Bad Mortgages 
In its latest annual report Toll also warns that it may be required to take back mortgage loans 
that don’t meet underwriting requirements: 
 

“We generally do not retain any other continuing interest related to mortgage loans sold 
in the secondary market. However, if these recourse provisions are not satisfied, the 
mortgage loans sold to investors could be returned to us.” 

Subtle Tweak Suggests Toll May be Pruning Its Mortgage 
Lending Partners 
Given that Toll cited potential borrower misrepresentations in its most recent annual report, it’s 
important to note a subtle but potentially important change. In its 2019 10-K, Toll characterized 
its involvement with mortgage lenders like this: 
 

“We maintain relationships with a widely-diversified group of mortgage financial 
institutions…” 
 

In its 2020 10-K, Toll omits one word, potentially hinting that it has reduced the number of 
mortgage lenders with which it partners: 
 

“We maintain relationships with a diversified group of mortgage financial institutions…” 
 

 


