Here are the key points you should
note about buyback offers in India

Buybacks are a tax-efficient way of selling shares by investors as the capital gains on sale are exempt from tax
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ith TCS, one of the

most valued com-

panies in India,

announcing a buy-

back offer lately,
many new investors might wonderits
implication on their investments.
With profitability of India Inc
expected toimprove, companies may
decide toreward the shareholdersvia
buybacks going ahead. Here, welook
atwhatbuybackisand how investors
should decide on tendering the shares
in the offer.

‘What is abuyback?

A share buyback, also known as
share repurchase, isa corporate action
tobuybackitsown outstanding shares
fromits existing shareholdersat apre-
mium to the prevailing market price.

TCS’s offer price for the recently
announced buyback is 34,500 per
share. The stockis currently trading at
3,796 per share. But why do compa-
niesdo this? Buybackis another form
ofrewarding shareholders, in addition
to paying dividend, by returning sur-
plus cash generated by the company.
As the number of shares come down
after thebuyback, it alsoimproveskey
returnratios such as earning pershare
(EPS), return on net worth and assets
for the continuing shareholders.
Sometimes, corporates may also go for
buyback tosupport market price ofthe
share in a volatile market. As per
Deloitte’s report on ‘Buyback of
shares’ in 2020, Dalmia Bharat, a
sugar manufacturer, went for 3500
crorebuyback to provide support toits
share price. For an investor, abuyback
usually signals the confidence of the
management in theunderlying funda-
mentalsof thebusiness. “By reducing
cash onthebalance sheet and enhanc-
ing earnings per share, itis an indica-
tor that the companyis confident of its

Taking advantage

Some investors buy shares at market price and tender shares in the buyback, which is at premium.
Acceptance ratio plays an important role for such transactions. Here's an example.
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futurebusiness,” said Vishal Dhawan,
board member, Association of Regis-
tered Investment Advisors (ARIA).
Buybacksare also a tax-efficient way of

der their shares by placing a bid with
the broker. The TCS’s buyback offer
mentioned above is through tender
offer. The company will buy back

selling shares by inves- shares from those who
tors. The capitalgainson ~ A buyback usually are shareholders on the
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Corporates may offer buybacks in
twoways, either through tender form
or through open market. In a tender
offer, the company fixes a fixed price
for thebuyback and investors can ten-

price within the fixed limit.

To give an example, Infosys held a
buyback in 2021 via open market
route. Shareholders were offered the
option to sell their shares at a price
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below the maximum buyback price of
31,750 per share, which was at 21% pre-
mium to the market price on date of
intimation about buy back.

Acceptanceratio

Acceptance ratio, one of the key
points to consider by an investor in a
buyback, is the number of shares
accepted in a buyback offer by the
company as compared to the totalz
number of shares tendered. v

For instance, if you tender 100
sharesand the acceptance ratiois 60%,
only 60 shares of the total tendered
shareswill be bought back by the com-
pany. Therest willbe credited back to
your demat account. The ratio could
be higher for retail shareholders as
Sebi mandates 15 % of the total buy-
back size is reserved for small inves-

torswith holdingsuptoX2lakhinthe

company. Sriram Velayudhan, vice
president, Alternative Research, IIFL
Securities, said, “Presence of lessretail
holding in a stock vis-a-vis allocation
of more shares to retail category in a
buyback ensures higheracceptance.”

A few investors take advantage of
the difference between the buyback
price and prevailing market
price.Theybuy shares at market price
and tender shares in the buyback,
whichisat premium. They must how-
ever do so before the record date in
case of buyback through tender offer.
Acceptance ratio plays an important
roleforsuch transactionsasitdecides
the profitability ratio (see table).

Should you tender?

Participation in buyback is volun-
tary. Investors can tender shares and
take cash or may also decide not tosell
and get a resultant increase in their
percentage shareholding without any
additional investment.

Ifyou think that the shareis overval-
ued at the buyback price considering
the future prospects of the company,

ou can decide to tender the shares.

“The buyback price versus the fair
value estimates using a discounted
cash flow, aswell as the current market
price indicate, whether it is good to
tender ornot,” said Dhawan.

“For investors holding onto the
shares for dividend yields, buybacks
can be viewed as a tax-efficient alter-
native. For most use-cases, strongbuy-
back offers by high quality companies,
are a winning bet for investors. Long
term investors can always buy more
shares after participating in the buy-
back.” Said Rakesh Singh, chiefexecu-
tive officer, broking, Fisdom.

Mint takeaway: If you are a long-
terminvestor and believe in the long-
term return generating potential of
thestock, you can decide not totender
the shares as buybacks are earnings
per share (EPS) accretive in the long-
run.



