Cﬁapter Six
ISSUER REPURCHASE ACTIVITY
A, Imtroduction

In the wake of the October macket break, approximately 650 issuers publicly
anncunced plans to make open market purchases of their common stock. Previously,
between January 1, 1987 and October 16, 1987, approximately 350 issuers had announced
stock repurchase programs, Many of these i1sssers initiated or continued their
repurchase activities during the week of October 1%-23. This section discusses the
market impact of issuer repurchase activity on the stocks in the S&P 500, and the
cperation of Ruls I10b-18 under the Exchange Act |/

B, Rule 10h-18

Many issuers conduct repurchase programs pursuant to Rule 10b-18 ("Rule) under
the Exchange Act, which provides that 2o issuer {and certain related persons) will not
incur liability wnder the anti-manipulation provisions of Sections 9{a)2) or 10{b) {ard
Rule 10b-3 thereunder) of the Exchange Act if purchases of the issuer's common stock
are effected in compliance with the Iimitations ¢ontained in the Rule,

When the Rule was adopted in 1982, 2/ the Commission recopnized that issuer
tepurchase programs are seldom undertaken with improper intent, that they may
frequently be of substantial ecanomic benefit to investars, and that undue restriction of
such programs is oot in the interest of investors, issuers, or the marketplace. The
Commission stressed that Rule 10b-18§ is not the exclusive means by which issucrs can
make repurchazes without manipulating the market.

The conditions of Rule L10b-18 pertain to four areas: volume, timing, price, and
manner of purchases. The volume limitation 15 designed ta prevent an issper from
domipating the market for itz securities throuph zubstantial purchasing activity.
Specifically, the Ruls provides that an issuer may eifect daily purchases of up to 25
percent of the trading voluome in its shares, defined as the average daily trading volume
over the preceding four weeks., Fuorchases of blocks, ax defined in the Rule, 3/ are
cxcepted Erom the volume copdition although all other conditions apply. Thus, an issuer
may comply with the voiume condition if it purchases up ta 25 percant of the trading
volume and, in addition, purchases one or more blocks.

The timing conditions specify those periods during which the issuer may bid for
or purchase its own stock, The issuer's purchase may not be the opening purchase
reported in the consolidated system; nor may the purchases be made during the last

17 CFR Sec. 240.10b-18.

Lo

2/ Securities Exchangs Act Release No. 19244 (November 17, 1982}, 47 FR 53333

3/ A "block” is defined essentially as a quantity of stock that has a purchase price
of 5200000 or moere, or is at least 5000 shares and has a purchase price of at
least $50,000. Rule 10b-18{a)14).
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half-hour before the close of trading. Purchases of a reported security 4/ or
exchange-traded security at the opening or close of 2 trading day genereally arg thought
t¢ be significant indicia of the current market value of the security since they tend to
forecast the dircction of trading and 1o suggest the strength of demand. Thus, the
exclusion of opening purchases was designed to prevent the issuer from setting the
character of the day's trading through such transactions. Likewise, the exclusion of
hids and purchases near the ¢lose was designed to prevent the issuer from ¢reating or
sustaining a high bid or transaction price at or near the close.

The price conditions specily the highest price an issucr may pay lor its common
stock. The maximum price will depend on whether the commen stock i5 2 reported
security, an exchange-traded security, 2 NASDAQ security, or other security, and on
whether the transaction is effected on an exchange or not. The price limitations were
designed 10 prévent an issuér from elTecting transactions at prices that lead the market.
[nstead, an issuer must pay a price determined by indezpendent merket [orcas.

Finally, the manner of purchase conditions require that an issuer make purchases
lrom or through not more than one broker or dealer on any given day., The single
broker-dealer limitation was designed 1o prevent the manipulative practice of creating
the appearance of widespread interest and trading activity in the security through the
vee of several broker-dealers. The Bule permits issuer purchases, however, from any
number of broker-dealers in transactions that are not solicited by the issuer.

C. Commission Staff Activlly

From October 20 through November 20, the Commission received and responded 1o
over 350 telephone ¢alls from issuers and broker-dealers or their legal counsel
concerning repurchase programs. One of the most frequently asked questions was
whether the Commission had waived the Rule’s restriction on purchases during the last
kall hour of trading or in other respects, 35 had been suggested in ngwspaper reports.
Callers were advised that, although none of the provisions of the Rule had been waived
of rescinded, issuer repurchases could continue to be made pursuant 10 the sale harbar
provisions of the Rule ar outside the Rule so long as the issuer did oot engage in
manipulative practices. Callers were also advised that the staff recognized that there
are many valid reasons for issuer repurchasing activity, and that it was understandable
that many issuers wished to actively purchase their stock {including cautiously
purchasing ouvtside certain parameters of the Rule) during the week of October 19
because of a belief that the stock was priced 2t an attractive level. An experienced
stall member was designated to respond ta questions oo repucchase programs, and she
counseled a large nember of callers on the application of the Rule’s provisions in
various contexts. The guestions presented to the stalf reflected a concern about market
developments, and an interest in elfTecting repurchase programs [or various legitimate
corpotate purposes, and providing additional liguidity in the marketplace.

4/ Le., any security for which last sale information is available, including
MASDAQ-MMS securities.
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D. Aoalysis of Repurchase Actlvliy
1. Iatroduction

The staff undertook to determine the extent of S&P 500 issuer repurchase activity
durtog the week of October 1%9-23, and whether the repuerchase programs affected the
market performance of the companies’ comman stock. During the week, 158 {31.6%) of
the S&F 300 compenics either had ongoing commor stock repurchase progeams (10)1)
and/or ansounced new or accelerated programs (78), as reflected below. OfF the (58
companies, 12% made purchases on ooe or more days during the week. The staff Ffound
that issuer repurchase activity was substantial, particularly toward the gnd of the week.
Morcover, the purchases had a positive effect on the overall price performance of the
securities of these issuersduring that week. Additionally, announcements of repurchase
programs appeared to have 3 short-term positive effect on markee price.

2. Reperchase Volume 5/
Table 6-1 shows the market participation of S&EP 5300 companies during the week.

Daily isauer purchases accounted For 2.80% to 9.36% of total S&P 500 trading volume.
Table &2 reflects the breakdown between new and ongoing repurchase programs.

Jablg 6-1
S&P 500 COMPANY REPURCHASING ACTIVITY
October 19-23, 1587

# SHARES % NYSE
» COMPANIES PURCHASED S5&P 500 % NYSE
DATE  RURCHASING  __ (milliop) YOLUME YOLUME
10-1% 56 11.84 2.80 1.95
10-20 91 21.94 514 157
10-21 BV 15.44 4.94 3.41
10-22 109 25.02 B.8& 6.33
10-23 103 16.13 9.36 6.52
TOTAL 129% 9039 5.59 3.90

* Total reflects the number of companies that made purchases
on onc or more days of the week,

3/ The anelysis compared 133ver repurchase activity to consolidated volume which is
generally higher than the volume of a 3ccurity on the primary market I'oritsshares.



Talle 6-2

E&F 500 ISSUER REPURCHASTING ACTIVITY

October 19-23, 1987

OMULATIVE PROGRAMS
ONGOING PROGRAMS NEW PROGRAMS {ONGOTNG & NEW}

DATE:

No. of Mo, of  [Shates Program | WNo. of (Mo, of Shares Mo. Of Shates

Ongoing | Companies|Repurch, Announce— New |Companies |Repurch, Cunulative| Companies| Reputch,

Programs | Buying |(million) ments* {Programs | Buying fmillion) ]| Programs Buy ing {miliicn)
10719 101 54 10,25 2 2 2 1.59 103 56 11.84
10,20 103 EL] 18.86 31 21 i5 3.08 124 9] 21.494
1021 124 76 12,32 22 1A 11 iz 142 a7 15.44
10/22 142 99 21.91 16 11 10 1,11 153 i09 25.02
10723 153 101 15.81 7 5 2 + 34 158 103 16.15
10/159-
21 —_ - Bl.15 8 57 — 9.24 158 129%* 50,39

*

treated as an ongoing program.

** 129 different campanies purchased on ore or more days.

Announcements of new or accelerated ongoing progams. After the date of announcement, a new program is
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During the period October 19-20, 93 S&P 500 companies made purchases of their
shares, and their purchases ranged from 60.1% t0 0.2% of the week’s trading volume for
the individual company'sshares, with a median of 12.53%, Ninete¢n companies accounted
for 25% or more of their valume. During the period Ocrober 1923, 129 S&P 500
compani¢s made purchases of their shares, ranging from 80.5% to 0.4% ol their trading
volume, with a median of [2.9%. Thirty companies accounted for 25% or more of their
volume. The repurchasing activity is even more substantial il the number ol shares
purchased is compared 1o the trading volume ¢n and alter the day that the company
began purchasing. Elsing this measore, the 129 companies purchased between 82.5% and
0.5% of their trading volume, with a median of 18.7%, and 47 companies accounted for
25% or more of their trading volume, Eleven companies aeoounted Mor more than 50% of
their trading volume.

3. Price Performance

We also analyzed the price perfarmance of S&P 500 companies with ongoing and
new repurchase programs. The analyses are divided into two time periods, October 19-
20, and October 19-23. All S&F 500 companies were categorized by whether or not they
purchased their common stock during these periods. [n order to ascertain the effect of
the announcement of a repurchase program, the price performance of the S&P 500
companies that made repurchase program announcéments during the period and either
purchased or did not purchase their shares was zlso analyzed,

a. The Effect of Repurchases

Tables 6-3{A) and (B) show that during October 19-20, the market price of
cempanies that repurchased their shares decreased 17.5%, or 2.1% less than companies
that did not repurchase their shares: and, in the period October 19-23, the market price
of repurchasing companies’ common stock decreased 15%, or 1.5% less than the markel
price of nonpurchasing companics. Thissuggests that company repurchases ameliorated
the price decline of their common stock.

Tables 6-3{A) and (B) als¢ contain the repurchaszing companits’ markst
performance adjusted for the beta values &/ of the individual securities, 2nd show

&/  Beta values are a measuré of the relative price velatility of an individual stock
compared with the overall market, By adjusting price movements of the individual
S&P 500 stocks for their beta values, the market volatility componeat of the price
movements of the individual stocks is eliminated. The S&P 500 stocks generally
moved consistently with their beta values during the week of Octobez 19.

in Tables 6-3(A} and {B) the beta-zdjusted price pecformance of the purchasing
and non-purchasing firms is reported as compared to the movement of the S&P
500 index. Note that the average beta adjusted performance of all 500 of the
S$&P 500 stocks 15 positive gver this period (1.2% in Table 6-3(A)and 1% in Table
6-3(B)). One would cxpect that the beta-adjusted performance of all 500 firms in
the S&P 500 would be zero when compared to the movement of the S&P 500.
There are two reasons for this seemingly anomalous result. First, the betas used
jn these calculations were obtained from Value Line and average 1.0 in comparison
to the Yalue Line index, not necessarily the S&P 500 index. In addition, the S&P
500 index is value weighted while these calculations are equal weighted. Thus,
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similar results. Specifically, in the October 19-20 period, the adjusted market price of
repuchasing companies' common stock rose 3.2%, or 2.4% more than the market price af
nonpurchasing companies. For the October 19-23 peried, repurchasing companies’
adjusted market price rose 2.7%, or 2.3% more than the market price of nonpurchasing
companies.

The 11 companies that purchased more than 50% of their trading volume
outperformed all purchasing companies as a group and those companies that purchased
lzss than 50% as follows:

Percentage of

Trading Yelume  Average Percentage Number of
FPurchased Erice Change 1/ Companigs
Over 50% -13.0 Hl
Under 50% -15.2 1
Overall -15.0 129

larger firms have a greater impact on the S&P 500 index than they have on these
samples where each firm's price movement 15 egually weighted. However, these
characteristics of the beta adjustment For market movements do oot affect the
comparizon between the price peeformance of porchesiong and non-purchasing
firms.

3/ Difference in maans is statistically sipnificant at the 75% level of confidence. In
most studies in business 2nd econemics, a confiderce level of 95% is thought most
gppropriate. The Division presents some dzta in this chapter with confidence
levals below this level solely to provide the reader with additional information on
the effect of purchases and announcements.



Table 6-3{A)

PRICE PERFORMANCE OF
ALL S&P 500 COMPANIES

October 1920

Perventage Price Change

Mumber of

Mean Median Companies
Purchasers ~-17.% -17.7 o3
Mon—-Purchasers -19.6 -19.1 407
Overall =-19.2 ~1B.9 500

{Difference in means is statistically significant at

the 99% level of confidence)

BETA ADJUSTED
PRICE PERFORMANCE OF
ALL B&P 500 COMPANIES

October 19-20

Percentage Price Change

Nunber of

MEAn Median Campanies
Purchasers 3.2 3.3 93
Non-Purchasers 0.8 2.2 407
Crrerall 1,2 2.3 500

iDifference in means is statistieally significant at
the 99% lewe]l of confidence)
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Table &-3(EB)

PRICE PERFORMANCE OF
ALL S&F 500 COMEPANIES

Octoper 19-23
Percentage Price Change
| Wumber of
Mean Median Companjes
Purchasers -15.0 -15.8 129
Nor~Purchasers -16,5 -16.8 37l
{werall ~16.1 | ~16,3 500

(Difference in means is statistically significant at

the 95% level of confidence)

BETA ADTISTED
PRICE PERFORMANCE OF
ALL 559 3Q0 QOMPANIES

Qotober 19-23
Percentage Price Change
Mumber of
Maan Median Conpanies
Purchasers 2.7 2.8 129
Hon-Purchasers .4 1.4 371
Owerall 1.0 1.7 500

{Difference in means is statistically significant at

the 99,54 Jevel of confidence?}
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b, The Effect of Announcements 8/

The stalf alsc analyzed whether the anoouncement of a new or accelerated
reperchase program had a stparatc price impact. We first compared the price
performance of companies that made an announcement with companies that did not make
an announcement. This comparison, however, did not indicate any clear price impact
from the announcernent. 3/

We separately compared the average percentage price change of the individuoal
stecks and the S&P 500 index between the price oo the hour pricr to announcement (T}
and the price two hours later (T+2). 10/ Table 6-4 shows that the price of companics
that made anoouncements rose by an average of 3.27%, whereas the S&P 500 index rose
by an average of 1.82%. Accordingly, the price of announcing companies cutperfarmed
the 5&P index hy 79.7%. If one company that made an annpuncement but had an
abnormally large negative percentage price change is climinatcd fram the group. the
percentage positive price change for announcing companies is even greater, as rellected
in Table &-4. Moreover, it 15 interesting to note that the index 1sell moved positively
in the hoor after corporate repurchase anacuncements.

&/ The only announcements included in this study were those that were reported in
the financial press. Companies that purchased during the week but did not make
a reported annooncement during the week were treated as having ongoing
repurchase programs only.

Eight companies made repurchase program announcements between [1a.m, and 1
p.m. on October 20 (the actual announcement times werg between 11:39 am. and
12:58 pm.).

Sce Tables 6-5 to 6-12 at the end of this chapter.

b ®

Where an anncuncement was made 18 the last hour of trading or after the close
of trading, the T+2 time¢ was 11:00 a.m. ¢n the next trading day.
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le H-d
EFFECT OF REPURCHASE PLAN
ANMNOUNCEMENTS ON SHARE PRICES
Ociober 19-23, 1987

Average
. Percentage
Price Change Number of
{2 hopr period) Companies
Announcing
Companiecs 3.27 11/ 18
(3.84) 12/ ("N
S&F 300
Index 1.82 506
£1,92) [459)

E, Broker-Dealer Survey

Togain additional parspective on repurchase programsand the operation of Rule
10b-18, the staff surveyed 13 brokerage firms that appeared to be active in the
execution of répurchase programs. This section summarizes the responses to the survey,

The brokers stated that they of(ercd their services to (SSUers a0NOUNCIRE DEW OF
acceclerated repurchase programs, and that new repurchase programs generally did not
begin until October 20 ar 21,

The brokers reported that the vast majority of reapurchases were made within the
parameters 0f Rule 106-13, and that the Rule had worked satisTactorily during the week.
The major axceptian accurred with respect to the timing reéstrictions: a pumber of
Brokers purchased during the last half-hour of trading, and one broker made two
opening purchases. [t is also clear that the treatment of bBlocks under the Rule was
very significant and many issuers purchased a large number of blocks. Some issuvers
bought only 253% of the trading volume, as contemplated by the Rule; other issuers
purchased the 25% and blocks; and others purchased only blocks.

F. Summary

Stock repurchases by many S&P 300 companiss represented a significant
proportion of the trading volume in their shares during October 19-23. The Division
found that these purchases appeared to be made for legitimate busingss purposes based
generally on the perception by issuers that their securities had become substantially
undervalued. Purchasingactivity had a favorable impacton price performance, and the
elfect of the announcement of a repurchase program appeaced t¢ have a short-term

LI/ Difference in means ts statistically significant at the 90% level of confidence,

12/ Difference in means is statistically significant at the 97.5% jevel of confidence.
Numbers in parentheses reflect the exclusion of one company that had an
abnormal negative percentage change for the 2 hour peried.
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positive effzct, The substantinl purchasing level of 2 number of S&P 500 companies {11
companies purchased over 30% of their trading volume) does, however, raise concerns
about market domination.

While most issuers apparently followed al]l but the time requirements in Rute 10b-
18, the treatment of blocks under the Rule mavy effectively negate the volume restriction
for many tecurities. Asn result, s naumber of istuers were the predominant buy market
forge in their securitiex af ter they commenced their repurchase activity. It is nat clear
that thizx was a situation envirioned by the Commission when Rule 10b-18 was adopted.
Accordingly, the staff expeoty to continue ita review of the impact of issver repurchases
during the market break, and review the need for amendments to Rule 10b-18,
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Table &6-%

PRICE PERFORMANCE OF S&P 500 COMPANIES

THAT DID NOT MAKE ANY PURCHASES

Qctober 18=30

Percentage Price Change
Nor-Purchasing Mumber of
Companies Mean Median Companies
Announced -18.5 -13.7 9
Digd
Not Announoe =1%9.6 - =18.2 398
Overall ~19.6 ~-19.,1 407

{Difference in means is not statistically significant)

Table &-6

PRICE PERFUEMANCE OF S&F 500 CCMPANIES

DID NOT MAKE ANY FURCHASES

October 19-23
Percentage Price Change
Mon=-Purchasing Mumber of
Companias Mean Median Companies
Announced -17.9 -21.3 18
Did
Net Anncunce -16.4 -16.3 353
werall -16.5 [ -16.28 7

{Difference in means is statistically significant at
the 60% level of confidence)
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Table &7

PRICE FERFORMANCE OF S5&F 300 COMPANIES
THAT MADE PURCHASES OF THETR SHARES

Octcher 19-20
Percentage Price Change

Purchasing Mumber of
Cempanies Mean Median Companies
Announced -17.1 ~16.9% 27
Ongoing

Programs ~17.7 -18.4 1
overall -17.5 -17.7% 43

{Difference in means is statistically significant at
the 60% level of confidence)

Table 6-8

FRICE PERFORMAMNCE OF S&P 500 COMBANIES
THAT MADE PUIRCHASES OF THEIR SHARES
october 19-23

Petrcentage Price Change
Purchasing Mumbet of
Companies Mean ] Median Companjes
Annaunced -16.0 -16.9 60
Ongoing
Programs ~14.2 -15.7 69
Overall =-15.0 -15,8 129

{Difference in means is statistically significant at
the 753 level of confidence)
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Table 6=

BETA ADJUSTED
PRICE PERFORMANCE OF S&P 500 COMBANIES
THaT DI0D ROT MAKFE ANY PURCHASES
Cctober 19-20

Percentage Price Change
Nor—Purchasing Munber of
Campanies Mean Median Companies
Announced i 5.1 o
Digd
Mot Anbounce 0.7 2.1 o8
rverall 0.8 2.2 407

(Difference in means is statistically significant at
the 90% level of confidence)

Table &=10

BETA ADJUSTED
PRICE PERFORMANCE OF 3&P 500 COMPANIES
THAT DID NOT MAKE ANY PURCHASES

2okober 19-23
Percentage Price Changs

Not-Purchasing umber of

Companies Me an | Median Companies
Announced -1.1 -2.5 18

Did |

Mot Annouance 0.5 1.5 ! 353
fverall 0.4 1.4 371

(Difference in means is statistically significant at
the 75% level of confidence)
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Table 6-11

BETA ANJUSTED
FRICE PERFORMANCE OF SaP 500 COMPANIES
THAT MADE PURCHASES OF THEIR SHARES

Cctober 19-20

Percentage Price Change [
Purchasing | Number of
Companies Mean Median Companies
Announcesd 4.3 6.1 27
Ongoing
Programs 2.7 2.9 66
rerall 3.2 3.3 93

|

{Difference in means is statistically significant at
the 75% lewvel of confidence)

Talle 6-12

BETA ADJUSTED
PRICE PERFPORMANCE OF SaP 500 OOMPANIES
THAT MADE PURCHASES OF THEIR SHARES
October 19-23

Percentage Price Change
Purchasing Number of
Companies Mean Median Companies
Announced 2.5 2.5 &0
Ongoing
Frograms 2.8 1.1 &9
Overall 2.7 z2.8 129

(Difference in moans is not statistically significant)









