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BUYBACK OF EQUITY SHARES

WHAT IS BUYBACK?

× IT IS A METHOD OF FINANCIAL ENGINEERING.

×REFERS TO THE REPURCHASING OFSHARESBY THE COMPANY THAT 

ISSUED THEM.

×THE ISSUING COMPANY PAY ITS SHAREHOLDERS, THE MARKET VALUE 

PERSHARE FOR THE SHARES BROUGHT BACK.

×THE COMPANY RE-ABSORBS THAT PORTION OF ITS OWNERSHIP WHICH 

WAS PREVIOUSLY DISTRIBUTED AMONG PUBLIC AND PRIVATE INVESTORS.



WHY BUYBACK OF EQUITY?

×TO REDUCE THE NUMBER OF SHARES IN CIRCULATION IN ORDER TO IMPROVE 

THE SHARE PRICE.

×RETURN THE RESOURCES TO THE SHAREHOLDERS WHICH ARE NO LONGER 

NEEDED BY THE COMPANY.

×TO IMPROVE SHAREHOLDERõS VALUE, RESULTING IN HIGHER EARNINGS PER 

SHARE (EPS).

×TO PROVIDE A SAFEGUARD AGAINST HOSTILE TAKE-OVER BY INCREASING 

PROMOTERõS HOLDINGS.



HOW IS BUYBACK DONE?

BUYING FROM OPEN MARKET

ÅTHE COMPANY BUYS ITS OWN STOCKS FROM THE MARKET. 

ÅHAPPENS THROUGH COMPANYõS BROKERS.

ÅNO OBLIGATION TO CONDUCT THE REPURCHASE PROGRAM AFTER THE ANNOUNCEMENT. 

ÅTHE COMPANY HAS THE OPTION TO CANCEL IT.

ÅIT CAN PROVE TO BE VERY COST EFFECTIVE.



FIXED PRICE TENDER OFFER

ÅTHE COMPANY MAKES AN OFFER TO BUY A FIXED NO OF SHARE AT A FIXED PRICE.

ÅTHE PRICE OFFERED BY THE COMPANY IS ABOVE THE CURRENT MARKET PRICE.

ÅTHE SHAREHOLDERS HAVE THE OPTION TO SELL BACK THE SHARE OR HOLD THE SHARES.

Å IF TOTAL NO OF SHARES EXCEEDS THE SHARES REQUIRED BY THE COMPANY, SHARES ARE

BOUGHT BACK ON A PRO-RATA BASIS.

ÅCAN BE CONDUCTED QUICKLY.

ÅCAN BE COSTLIER THAN BUYING SHARES BACK FROM THE OPEN MARKET.



DUTCH AUCTION TENDER OFFER

ÅTHE COMPANY OFFERS A RANGE OF PRICES TO THE SHAREHOLDERS.

ÅTHE MINIMUM PRICE IS ABOVE THE CURRENT MARKET PRICE.

ÅFor example, a stock is currently trading at Rs. 100. The company offers to buy back 2 Cr shares 

within the range of Rs. 101 to Rs. 103. Investors will bid the no of shares and the minimum price at 

which he/she wants to sell the shares. The company will start qualifying bids from Rs.101 and 

move to higher prices until requirement of fixed no. of shares is fulfilled. If at Rs. 102, the 

requirement of 2 Cr shares is fulfilled, every qualified bidder is paid Rs. 102. Bids above Rs. 102 

will be rejected. If total bidding at Rs. 101 and Rs. 102 exceeds the requirement of shares then 

shares are allotted on a pro-rata basis.



REPURCHASE BY DIRECT NEGOTIATION

ÅTHE COMPANY APPROACHES ONLY THOSE SHAREHOLDERS WHO HAVE A LARGE BLOCK OF 

SHARES.

ÅTHEY ARE PAID A PREMIUM ABOVE THE CURRENT MARKET PRICE.

ÅMORE LOGICAL APPROACH AS THE COMPANY CAN DIRECTLY NEGOTIATE WITHLARGE 

SHAREHOLDERS.



INDIAN BUYBACK TREND

Source: 

www.primedatabase.com



SOME SUCCESSFUL BUYBACK STORIES

×RELAINCEINDUSTRUES IN 2005 THROUGH OPEN MARKET OFFER - 3,900 CR - 8% RISE IN 

SHARE PRICE

×TCS (2017) - 16,000 CR - 10% RISE IN SHARE PRICE

×NMDC IN 2016 THROUGH TENDER OFFER - 7,528 CR- 2.2% RISE IN SHARE PRICE

×CAIRN INDIAIN 2014 - 5,754 CR - 5.7% RISE IN SHARE PRICE

×TCS INDIA PROPOSED ON 15TH JUNE, 2018 TO BUYBACK 17,190,476 SHARES WORTH        

RS. 16000 CR.



PROVISIONS OF BUY BACK

1.       PURCHASE CAN BE MADE OUT OF:

A) ITS FREE RESERVES;

B) THE SECURITIES PREMIUM ACCOUNT; OR

C) THE PROCEEDS OF THE ISSUE OF ANY SHARES OR OTHER SPECIFIED SECURITIES:

NO BUY-BACK OF ANY KIND OF SHARES OR OTHER SPECIFIED SECURITIES SHALL BE MADE OUT 

OF THE PROCEEDS OF AN EARLIER ISSUE OF THE SAME KIND OF SHARES OR SAME KIND OF 

OTHER SPECIFIED SECURITIES.



2) PRELIMINARY CONDITIONS:

A) MUST BE AUTHORIZED BY ITS ARTICLES;

B) A SPECIAL RESOLUTION SHOULD BE PASSED AT A GENERAL MEETING OF THE COMPANY 

AUTHORIZING THE BUY-BACK, BUT THE SAME IS NOT REQUIRED WHEN:

I. THE BUY-BACK IS 10% OR LESS OF THE TOTAL PAID-UP EQUITY CAPITAL AND FREE 

RESERVES OF THE COMPANY; AND

II. SUCH BUY-BACK HAS BEEN AUTHORIZED BY THE BOARD BY MEANS OF A RESOLUTION 

PASSED AT ITS MEETING;

C) THE AMOUNT OF TOTAL PAYMENT TOWARDS BUY BACK OF EQUITY SHARES IN A YEAR 

SHALL NOT EXCEED THE AGGREGATE OF 25% OF THE PAID UP EQUITY CAPITAL AND THE FREE 

RESERVES OF THE COMPANY.



D) DEBT EQUITY RATIO SHOULD BE 2:1

WHERE: DEBT IS AGGREGATE OF SECURED AND UNSECURED DEBTS OWED BY THE AFTER BUY-BACK

EQUITY: IS AGGREGATE OF THE PAID-UP CAPITAL AND ITS FREE RESERVES.

E) ALL THE SHARES OR OTHER SPECIFIED SECURITIES FOR BUY-BACK ARE FULLY PAID-UP;

F) IF SHARES OR SECURITIES ARE LISTED, BUY BACK WILL BE IN ACCORDANCE WITH THE 

REGULATIONS MADE BY THE SECURITIES AND EXCHANGE BOARD OF INDIA.

G)     NO OFFER OF BUY-BACK SHALL BE MADE WITHIN A PERIOD OF ONE YEAR FROMTHE DATE OF 

THE CLOSURE OF THE PRECEDING OFFER OF BUY-BACK, IF ANY.


