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Disclaimer
• The information in this presentation is for educational purposes only and is not 

intended to be a recommendation to purchase or sell any of the stocks, mutual funds, 
or other securities that may be referenced.  The securities of companies referenced 
or featured in the seminar materials are for illustrative purposes only and are not to 
be considered endorsed or recommended for purchase or sale by BetterInvesting™ 
National Association of Investors Corporation (“BI”) or the BetterInvesting Volunteer 
Advisory Board, its volunteer advisory board (“BIVA Board”).  The views expressed 
are those of the instructors, commentators, guests and participants, as the case may 
be, and do not necessarily represent those of BetterInvesting™ or BIVA Board.  
Investors should conduct their own review and analysis of any company of interest 
before making an investment decision.

• Securities discussed may be held by the instructors in their own personal portfolios or 
in those of their clients.  BI presenters and volunteers are held to a strict code of 
conduct that precludes benefiting financially from educational presentations or public 
activities via any BetterInvesting programs, events and/or educational sessions in 
which they participate.  Any violation is strictly prohibited and should be reported to 
the President of BetterInvesting or the Manager of Volunteer Relations.
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Educational Segments

� A collection of the Power Point 
presentations used for the educational 
segments of CINMIC, the Cincinnati 
Model Investment Club, are under the 
“Education Files” folder at:

http://www.myiclub.com/club/folders/public.aspx?clu b=9159

� Many of these same files are also at:
http://www.zacan.com/Jim/index.php?section=5
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Article in Barron's

� Title: “Stock Buybacks Bite Back”

� Barron's Magazine

− Monday, Dec. 10, 2007

� Article available at:
http://online.barrons.com/article/SB119707820223717 971.html 
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Stock Buybacks

� A company buying back its own 
stock is a widely practiced strategy 
to boost company share prices.

� Theory is that reducing the number 
of shares outstanding will increase 
the earnings per share which in 
turn will increase the stock price.

� Does this strategy really work?
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S&P Equity Research

� Titled: "How Rewarding Is Corporate 
Share Repurchase Activity?"

� Reported Nov. 6, 2007.

� From Jan. 1, 2006 through June 30, 
2007, S&P 500 companies spent $700 
Billion buying back 20 Billion shares.

� How did the stock prices for those 
companies fare?
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Conventional Wisdom

� Stock prices go up as a result 
of buybacks.

� More buybacks are better than 
fewer buybacks.

� Announced buybacks actually 
reduce the number of 
outstanding shares.
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First Conclusion

� 423 of the 500 companies on the 
S&P index engaged in buybacks.

� Stock price for 103 (24%) of them 
did better than the index.  Most of 
these gains were from a boom in 
energy and commodities prices.

� Stock price for the other 320 (76%) 
did worse than the index.
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Conventional Wisdom

� Stock prices go up as a result 
of buybacks.

� More buybacks are better than 
fewer buybacks.

� Announced buybacks actually 
reduce the number of 
outstanding shares.

False!
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A Quote

� “It is especially noteworthy that 
the median performance of 
companies that didn't buyback 
any stock was better than the 
S&P 500 overall.”
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Second Conclusion
� The companies who were most 

aggressive in buybacks, buying 
back the largest fraction of their 
outstanding shares, had the 
weakest performance.

� These included the companies 
who borrowed money in order to 
buyback stocks.
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Conventional Wisdom

� Stock prices go up as a result 
of buybacks.

� More buybacks are better than 
fewer buybacks.

� Announced buybacks actually 
reduce the number of 
outstanding shares.

False!

False!
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Third Conclusion
� While 20 billion shares were 

involved in these buybacks, the 
total number of shares 
outstanding decreased by only 4.4 
billion (only 22%)!

� My opinion: 78% (almost 4 out of 
5) shares bought back were used 
to fill stock options.
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Conventional Wisdom

� Stock prices go up as a result 
of buybacks.

� More buybacks are better than 
fewer buybacks.

� Announced buybacks actually 
reduce the number of 
outstanding shares. False!

False!

False!

BETTERINVESTING NATIONAL CONVENTION

Fourth Conclusion

� “Oftentimes, shareholders 
would be better served if, 
instead of buying back shares, 
the company would put that 
money into Treasury bonds.”

BETTERINVESTING NATIONAL CONVENTION

New York Times 4/7/2008

• “One reason for buybacks is to avoid 
dilution of earnings from the 
exercising of stock options.”

http://norris.blogs.nytimes.com/2008/04/07/profits-
plunge-buybacks-dont/

• Translation: Stock buybacks are a 
way of enhancing pay for executives 
and employees.
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New York Times 4/7/2008
• “Shareholders — the ones that don’t cash 

out, that is — benefit if the stock price the 
company pays turns out to be cheap. But 
all too often the opposite is true. 
Companies spend freely on shares when 
the price is high, then cannot afford to buy 
any more — or even have to issue new 
shares if buyers can be found — when 
times are bad and the share price is much 
lower.”
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Conclusions

� Stock buybacks are good for 
management, but not for 
shareholders.

� The announcement that a 
company is going to buyback 
stock is bad news for investors, 
not good news.
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Make A Difference In 
Someone’s Life

If you have benefited from
BETTERINVESTING,

Please pick up some
BETTERINVESTING

materials
and introduce others to this opportunity.


