Anvestors disappointed as open
market buybacks lack punch

Study reveals actual buyback price s 20% lowerthan ma

SAMIE MODAK & SUNDAR SETHURAMAN
Mumbai, 14 December

Shares of One97 Communications
(Paytm) fell nearly 2 per cent on the
BSE on Wednesday, even as the com-
pany announced a I850-crore share
buyback. Investors were disap-
pointed by the open market route
opted by the company as opposed to
the tender route.

Market players said the buybacksize
and the maximum buyback price under
the open market route are just optics
as companies tend to buy back shares
at a much lower rate. Also, rarely is the
entire buyback amount ever harnessed.

By comparison, the tender route is
definitive. The company buys back
shares only at the maximum price set
by it. Moreover, it also absorbs the
entire amount set aside.

A study of 178 buybacks done
through the open market route since
2010 by PRIME Database throws up
interesting trends. The actual buy-
back price was on average 20 per cent
lower than the maximum buyback
price set by the company. Further, the
amount utilised was 25 per cent lower
than the maximum buyback size
fixed by these companies. :

Paytm has set the maximum buy-

" back size 0fT850 crore and has said it

will utilise at least 50 per cent of the
amount reserved. The maximum buy-
back price is set at ¥810, 53 per cent
higher than its last close. This means
the digital payments major can buy
back shares at a much lower rate if
the stock price languishes at present-
day levels.

“Companies always want to keep a
safe cushion. Stocks typically don’t run
up to the maximum repurchase price.
Therefore, it is more tactical. Usually,
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companies announce buybacks
because they think the current market
price is cheap. They also think it’s
better use of money. At the same time,
they want to give some signal to inves-
tors that the buyback adds value.
That’s the reason they offer a much

higher price,” says Ajay Garg, manag-
ing director, Equirus.

A recent discussion papet floated by
the Securities and Exchange Board of
India (Sebi) highlighted key “draw-
backs” of the open market route.

“The buypack regulations currently

ximum price reserved by firm

provide a period of six months from
the date of opening of the offer for the
buyback offer to be closed. This may
result in artificial demand being
created for the relevant company’s
shares during such an extended petiod
and trading of shares occurring at an
exaggerated price. Allowing for an
extended buyback period thus pre-
vents efficient price discovery,” Sebi
said in the paper. :

An analysis of the top 10 open mar-
ket or stock exchange route buybacks
shows the average buying price in some
cases was 27 per cent lower than the
maximum buyback price. Also, the
actual amount spent on the buyback
was only a fraction of what was pro-
posed by companies at the time of
announcement.

“It is also noted that since shares
are bought back at the prevailing mar-
Ket price, acceptance of shares under
buyback s a matter of chance for most
shareholders. There is no clarity on
whether shares are accepted under
buyback or sold in the open market,

“ as a result of which shareholders are

unable toclaim the benefits arising out
of buybacks,” the Sebi paper
further stated.

The capital markets regulator has
proposed phasing out open market
buybacks by 2025. It has presented a
glide path to reduce the use of this
route. It has proposed to shorten the
current period of six months, allowing
for the completion of open market buy-
backs to 66 days by 2023 and
22 days by 2024.

Also, the maximum buyback size
currently can be up to 15 per cent of
paid-up capital and free reserves. Next
year, it plans to lower the cap to 10 per
cent and subsequently to 5 per cent
by 2024.




