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Stock Repurchase

Stock Repurchase Common Stock  Senior
Security  Firm

First hypothesis:
Personal tax savings are generated from cash distributions by means of share
repurchases in lieu of dividends payments.
20%
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Second hypothesis
The announcement of common stock repurchase constitutes a revelation by
management of new information about the firm’ s future prospects.
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Third hypothesis
An unanticipated repurchase of stock represents a wealth transfer from the firm’ s
senior claimants to the stockholders.
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Summary Statistic

Table 2

Summary statistics for characteristics of the tender offer sample (14

observations).

Characteristic of offers Mean
1. Tender offer premium relative to closing
market price one day prior Lo
announcement. 2246%,
2. Tender offer premium relative to closing
market price one month prior to
announcement. 20.85%
3. Percentage of outstanding shares sought. 15.29%
4. Percentage of outstanding shares acquired. 14.64%;
5. Percentage of outstanding shares tendered. 18.04 %
6. No. shares tendered - No. shares sought. 142.30%
7, No. shares acquired + No. shares sought. 111.35%
8. Value of proposed repurchase relative to
pre-offer market value of equity
(fraction sought times one plus the
day-prior premium). 19.29%
9. Value of actual repurchase relative to
pre-offer market value of equity
(fraction acquired times one plus the
day-prior premium), 18.63 %,
10. Two day announcement date common stock
rate of return, 1541 %
11. Duration of offer (number of trading days
from announcement to expiration). 22 days




Empirical Results

Common stocks returns in response to tender offer.
Stock Repurchase Event Equally
Weighted Portfolio 1

Equally Weighted Portfolio

The Reason why using raw return

1
2 . Brown Warner 1980
Data Observing
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Mean Tender

1 Qffer Premium
2246 %

TRADING DAY

mulative mean rates of return for common stocks over a 121-day iod
cement of a tender offer to repurchase common stock (143 abmnmlinnsm:
im s Ehe percentage amount by which the tender offer price exceeds the
et price on the trading day prior to the tender offer announcement.



Table 3

Common stock rates of return over a 121-day period around announcement of commg
stock repurchase tender offer (143 events). )

Trading Mean rate Cross-sectional Sample No. positive:
day of return (%) standard deviation size No. negati
—60 0217 3.050 141 52:48
-50 -0.034 3.366 142 50:48
—40 0.058 3.680 143 57:56
-30 -0.562 2.879 143 38:64
-25 -0.125 3.546 143 46:60
-20 -0071 2974 143 50:59
-19 0.026 3.081 143 51:56
—18 -0.346 3127 143 46:63
217 -0317 3.264 143 41:61
-16 —0.413 3.415 143 42:69
-15 0377 2.890 143 58:41
-14 -0.228 3334 143 49:63
—13 -0.738 3279 143 43:65
-12 0.051 4.664 143 46:64
~Il -0.424 3.703 143 47:61
-10 -0.578 4.132 143 44:66
-9 0.188 4.009 143 54:58
-8 —0.391 3934 143 52:59
-7 0.107 3.690 142 54:58
-6 0.417 4318 142 55:55 20
-5 ~0.169 474 143 48:57
-4 0943 4261 143 62:45
-3 0.239 4.807 143 57:54
-2 0.490 3.762 142 62:43
-1 0959 4.510 140 60:43

0 8.946 11.013 138 107:17

1 6.832 12.022 142 93:21

2 0908 4.280 143 59:32

3 -0.041 2.192 143 40:48

4 0.133 2.123 143 50:35

5 0.158 1.968 143 45:34

6 0.230 2.054 143 41:38

7 0.129 2.060 143 47:29

8 0.051 1.700 143 43:40

9 -0211 1.982 143 42:51

10 0213 2276 143 46:37

11 0.172 2.154 143 46:36

12 —0.024 3.089 143 40:48
13 0.181 2264 143 49:45

14 —0.143 2.948 142 48:47
15 0.497 2.892 143 60:40
16 —0.105 3.133 142 4:50
17 —0.236 2.879 142 47:49

18 0.148 2.441 142 45:55

19 0.141 2594 142 49:46

20 —0.057 3.588 142 43:58
25 —0.003 2.525 140 52:44
30 —0.025 3.443 141 46:62
40 0.133 3.175 141 56:53
50 —0.069 3.066 138 56:49
60 0.161 2446 136 49:52
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143
T-test
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day0 dayl

day-60 day-11
—Stock Repurchase Announcement
1 . Rpa= 7.889%( day0 dayl )
Roc = -0.09%( day-60 day-11 )
Sa = 1.057%( day0 dayl )
S =0.252%( day 60 day-11 )
N =2
n =50
2
¥ - nsz+ns2\/1 1\J
t=(R,,—R,.) %
n,4+n.—2 /\n, n
0.01 t=33.67
2  Rxa=15.41%( day0 dayl )
Roc=-0.19%( day—60 day-11 )
S=0.356% ( day-60 day-11 )

N =25

t=(Rza—R5.)/(3/1+1/N)

0.01 t=42.97

Senior Security in response to Tender Offers

Tender Offer Stock
Repurchase Common Stock
Tender Offer Announcement Senior Security

Sample Selecting



Common Stock Return 1962

1976 15 Tender Offer Announcement Date
dayO & day+1 Senior Secuity  Tender Offer Event
Senior Security

LY. Dann, Price effects of stock repurchases

Table 4

b it Fﬁ:m:d stock 1ssues for which announcement period

jes of relurn are available — calegorized by type of security
i and number of events.

Mumber of Mumber of

sECurities events®
2) (3
convertible
om stock) 41 20
_ L) 28
or converiible 75 40"
(not convertible
mon stock ) 9 ]
33 25
ght or convertible 47 ki
it or convertible) 122 5l

ich tender offer announcement constitutes an event.
eight avents rates of return for both siraight and
tible debt are available. For one event rates of return for

: ghi and convertible preferred are available.

Debt 75 Preferred Stock 47
Convertible Senior Security
Straight 122 Senior Security
Senior Security Tender Offer Event
51

Generating Time-Series

Senior Security
T-test Tender Offer Event Senior
Security Common Stock Equally
Weighted Portfolio Portfolio  Element
Tender Offer Event Ex Senior Security

Tender Offer Event
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Verification
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Table 5

Dbt and preferred stock percentage rates of return over a 21-day period around anne

of & tender offer to repurchase common stock.

Straight
debt

Convertible Straight
debt preferred

Trading Mean

Mumber Mean MNumber Mean  MNumber

day return  of events  return  ofevents  return  of events

(A} Daily percentage rates af return
- 10 -0 7 -0i1 10 a7 2
-9 o 1l —nor 14 011 5
-8 024 135 —0.58 15 063 5
-1 0oT 15 =001 15 153 12
-5 oIT 19 o0y 22 55 4
-5 -012 I8 -0ls 19 132 3
-4 —-024 16 omw 17 -023 3
-3 o1y 15 o8 21 —ds 3
-2 01l IS 111, | 065 35
-1 oo 15 s 18 0&3 4
1] 013 1 241 12 -0 2
| ~46 17 1.21 23 164 4
1 oTe 18 056 21 —-0B1 3
3 -034 16 —01T —-082 13
4 LV U [ o 13 -049 5
-] X a7 04 21 n4z2 4
[} 019 1s 38 I3 020 &
7 —020 14 =013 4 0l 6
B — 30 16 0e0 22 058 4
L 044 13 00 24 oI5 4
10 045 17 024 22 -017 4

(B} Inmirial posi-gnasuncement pefcentage rafe of refurn
003 115 I8 & B

non-Convertible

Lag

Senior Security
Common Stock

Tender Offer

dayO

Convertible Senior Security  Tender Offer Event
Announcement Period(dayO & day+1)

Senior Security  Announcement Period
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W-test Common Stock

T-test Convertible Senior Security ~ Announcement
Period  Compared Period from day-10 to day-1 1
Straight Senior Security 20

Changesin firm value in response to Tender Offers

Stock Repurchase Common Stock

949 Common Stock
Conclusions
1. Stock Repurchase  Equity holder Senior
Security Firm
Table 1
Effects on security values of repurchasing firms predicted by alte
hypotheses.

Predicted impact on value of:

Hypothesis Equity Senior securities

Personal tax savings

effect Positive Lero
Information
effect Positive Positive
or negative
MNegative Positive
or negative

Expropriation
effect Positive Negative

*The sign of the impact on firm value depends on the relative magnitudes of
opposing value changes in equity and senior securities.

1. Capital Gain
Dividend Stock Repurchase
Equity holder Equity holder
Firm
2 a Stock Repurchase
Equity holder Convertible Senior Security
Common Stock Straight Senior

Security



b. Stock Repurchase
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