Issuers Diversify Capital Sourcing to Asia & Emerging Markets

J.P. Morgan created the first American
Depositary Receipts (ADR) program in 1927
for European issuers to tap into the
growing liquidity in the U.S. markets to
meet their capital requirements. Today,
there are more 3,500 depositary receipt
programs for companies from 80 countries
representing over $950 billion in market
value. In the last five years alone, 358
foreign issuers have raised over $125
billion through DR IPOs on international
exchanges including the New York Stock
Exchange, Nasdag, the London Stock
Exchange, Luxembourg Stock Exchange
and Singapore Stock Exchange, or through
follow-on offerings.

The success of ADRs has spawned interest
by numerous stock exchanges, particularly
in emerging markets, to adopt the DR
model to leverage the growing pool of
liquidity in these markets and attract
foreign issuers to list “locally”.

In a larger sense, this trend represents the
emergence and growth of capital surpluses
and savings in developing countries,
particularly the BRICs - Brazil, Russia, India
and China - where demand for equity
investment is also rising. Non-U.S. issuers
have traditionally come to New York to list
ADRs or London to list Global Depositary
Receipts (GDRs). In 2010, each BRIC market
launched a Local Depositary Receipt
facility - Brazilian Depositary Receipts
(BDRs), Russian Depositary Receipts
(RDRs), Indian Depositary Receipts (IDRs)
and Hong Kong Depositary Receipts
(HDRs). (See Appendix A for a list of the
principal Local DRs.)

Local DRs can provide many of the same
advantages as ADRs and GDRs, providing
foreign issuers with new liquidity sources,
while local investors gain access to foreign
shares using their own local currencies and
settlement practices, receive dividends,
and can exercise voting rights through the
depositary.

DRs are issued in an overseas market by
an appointed depositary bank against the
deposit of ordinary shares (ORDs) in the
custody account of the depositary bank in
the issuer’s home market. Each DR is
backed by a specific number of ORDs (or a
fraction thereof); this number is called a
DR Ratio. New DRs may be issued or
existing DRs cancelled and converted into
ordinary shares corresponding to the
supply and demand between the overseas
and the domestic market in which the
issuer’s security trades.

DRs trade just like a domestic security.
Settlement takes place in accordance with
the protocol of the listing exchange and
settlement system. ADR typically refers to
U.S. listings or placements; GDR typically
refers to non-U.S. listings which are
typically in London or Luxembourg. Since
its creation in 1927 ADRS have gained
widespread popularity as an investment
vehicle. Increasing globalization and
growing U.S. investor appetite for
diversification gave foreign issuers a
unique opportunity to tap into the liquidity
of U.S. capital markets to raise capital,
expand their investor base and increase

brand awareness through an overseas ADR
listing. Hundreds of blue-chip issuers,
mainly from Western Europe and Japan,
benefited by listing their DRs in New York
between 1960 and 1990.

The GDR was the next step in the evolution of
DRs, allowing foreign issuers to raise capital
in an international venue outside the U.S.
while having access to institutional investors
or qualified institutional buyers (QIBs) in the
U.S. Over the last 25 years the structure was
used primarily by emerging market issuers to
raise capital through offerings in London or
Luxembourg or private placements with U.S.
QIBs. With the cost of U.S. compliance
increasing due to the introduction of the
Sarbanes-Oxley Act, GDR programs have
been increasingly implemented, and today
the structure is a common capital raising
platform used by emerging market issuers. In
the last five years almost 64% of the IPO
capital raising through DRs has been through
GDR structures.

ADRs held special appeal for U.S. investors
because it made investing in an overseas
company easy and convenient by
mitigating the concerns that normally
accompany cross-border investments.
While investors gained efficiencies and
convenience, they also took comfort that
the DR issuer was meeting the disclosure
and listing standards of the U.S. markets.
Further, an issuer’s presence in the U.S.
financial markets and its resulting
publicity often delivered it a higher profile
among potential consumers and business
partners. These benefits still hold true
today and are applicable to Local DRs as
well. (Figure 1)
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Figure 1. Advantages of Local DRs for Issuers and Investors
For issuers:

Create, broaden and/or diversify investor base to include investors in
other capital markets

Offer a new venue for raising capital subject to compliance with or
exemption from registration requirements

Enhance visibility and global presence among investors, consumers and
customers

Increase liquidity of the issuer’s shares by attracting new investors
Enable stock price parity with local or regional peer group

For investors:

Easy to purchase and to hold

Trade and settle in the same manner as any other security available in the
investor's home market

Facilitate global / sector diversification by providing access to new
companies

Enable comparison with other investments due to accessible price
information

Direct communications from issuer (e.g., annual and interim reports, notices

of meetings, voting)

Improve communications with local investors Accounting and disclosure according to norm in investors’ home market

Heighten profile in local markets

For listed programs, may develop and increase research coverage of the
company

Create the possibility of an acquisition currency

Navigate home market legal restrictions which prohibit direct listings
offshore

Emergence of Local DRs

Local DRs are the third wave in the evolution of depositary receipts. A catalyst for this has been the DR capital raising boom of 2005 to 2007,
when over $125 billion was raised globally via DRs. This represented a fourfold increase over 2002 to 2004. Local exchanges and regulatory
bodies started to consider adopting a local DR format to spur their own markets as regional equity hubs. The post-financial crisis years have
seen a majority of IPO capital raised migrate to emerging markets. (Figure 2)

Figure 2. Top Five Exchanges for IPOs, 2009-2011 (includes DR IPOs)

2010 $ billion
New York Stock Exchange 30.7 Shenzhen Stock Exchange 44.4 Hong Kong Stock Exchange 21.9
Shenzhen Stock Exchange 26.0 Hong Kong Stock Exchange 41.3 Shanghai Stock Exchange 21.6
Hong Kong Stock Exchange 19.4 Shanghai Stock Exchange 39.2 New York Stock Exchange 19.1
London Stock Exchange 17.6 New York Stock Exchange 34.7 Shenzhen Stock Exchange 10.7
Shanghai Stock Exchange 15.6 Tokyo Stock Exchange 14.1 Nasdagq Stock Exchange 7.9

Top Five Exchanges for DR IPOs, 2009-2011

201 $ bilion
London Stock Exchange 3.3 New York Stock Exchange 3.2 New York Stock Exchange 4.9
New York Stock Exchange 1.6 London Stock Exchange 2.1 Luxembourg Stock Exchange 2.0
Singapore Stock Exchange 0.8 Nasdaq 1.3 Nasdaq 1.5
Luxembourg Stock Exchange 0.6 Luxembourg Stock Exchange 1.1 Singapore Stock Exchange 0.1
Nasdag 0.5 Euronext Paris 0.2 Frankfurt Stock Exchange 0.4

Source: Dealogic

In some cases, the Local DR allows companies registered offshore (typically in a tax haven like Cyprus or Cayman) that are already listed in
an international venue like New York or London to list in their home markets. The Local DR also allows issuers prohibited by home market
regulations from listing their shares overseas a structure that allows such a secondary market listing.

The China trade

The development of some Local DR structures can be linked to the rise of the so-called “China trade,” which reflects the emergence of China
as a destination for primary listings due to an economy with growing consumer and industrial demand. Newly privatized entities that require
capital are becoming more common in the People’s Republic of China. As a result of capital requirements of the growing number of newly
privitized companies, China is an increasingly popular location for investors to place surplus savings. China-launched IPOs now account for
approximately 32% of global capital raised and well eclipse the traditional leadership of New York and London. (Figure 3)
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Figure 3. Top 10 Exchanges for IPOs (2011, DRs included) by Dollar Value ($bn) and Market Share (%)
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As China’s economy has grown, investors
have increasingly seen Hong Kong as a
gateway to the People’s Republic. This has
helped fuel interest among foreign issuers
in HDRs. Regulators in Shanghai and
Beijing are also considering launching
Chinese Depositary Receipts in the future.

Hong Kong: Gateway to China

Hong Kong Depositary Receipts have
developed as an alternative to ADRs and
GDRs, as multinational companies with
large existing sales operations in Asia or
those that would like to tap into the
growing pool of liquidity in Asia seek to list
on the Hong Kong Stock Exchange.

The Hong Kong Stock Exchange amended
its regulations in July 2008 to allow listing
in the form of HDR. The requirements for
admission, the listing process, and the
continuing obligations are the same,
regardless of whether the issuer lists
shares or HDRs. As of April 2012,

J.P. Morgan is the only depositary bank to
have successfully launched HDR programs.

Brazilian mining firm Vale made history
when it listed its common and preferred
shares as the first HDRs in 2010 to provide
easier access for Asian investors. With
more than 30% of its iron ore exports to
China, Vale is seeking to leverage and
expand its familiarity with local investors.

Japanese Internet financial services group
SBI Holdings raised $215 million on the
Hong Kong Stock Exchange in April 2011 in
a follow-on offering with Local DRs. This
was the first Japanese public capital raising

London Shanghai NASDAQ Singapore

event in Hong Kong. SBI reached a new
base of investors outside of Japan and has
increased its brand presence among Asia
investors. In contrast, Japanese
manufacturers such as Sony and Honda
have traditionally sought western capital
markets for listing venues. In December
2011 the luxury apparel designer Coach
used Local DRs to list on the Hong Kong
Stock Exchange. This is the first ever U.S.
registered entity with an HDR program
and, at the time of listing, was the only
sponsored DR program for a U.S.
registered entity.

A number of other U.S., Western European
and Japanese companies are now
considering a listing on the Hong Kong
Stock Exchange. For more on the benefits
of HDRs, go to our HDR roundtable
discussion or visit adr.com.

Taiwan: Homecoming for offshore
incorporated issuers

Recently, the Taiwan Stock Exchange has
also been an aggressive proponent of the
Local DR in a hid to attract overseas
listings. Since 2009, nearly 30 offshore
issuers with operations in Taiwan have
raised capital and listed DRs in Taiwan.
(Taiwan requires that all DR listings include
a capital raising event.) Many of the initial
issuers originally went public in Singapore,
Thailand or Hong Kong. The Taiwan Stock
Exchange solicited them to “come home”
for additional capital raising.
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Indian DRs: Structural
complications persist

In May 2010, the British bank Standard
Chartered PIc became the first - and so far
only - foreign-based company to launch an
Indian Depositary Receipt program. This
issue raised $600 million by attracting
employees, foreign investors, and both
local institutional and retail investors. The
offering reflected India’s potential to meet
global demand for capital raising. (See
Appendix B for a list of the world’s largest
stock markets by capitalization and trading
value.)

However, structural complications persist
and are an impediment to the success of
this product. Under local law, holders of
Indian DRs cannot exchange the receipts
for the underlying shares during their first
year of issue (i.e., no fungibility).
Subsequently, they can be exchanged but
only if they are “infrequently” traded in
India per guidelines defined by the
Securities and Exchange Board of India
(SEBI). A June 2011 confirmation of this
rule with respect to the Standard
Chartered IDR led to a marked decline in
the issue. This ruling and restrictions on
convertibility have deterred other
companies from launching IDRs. Pension
funds face restrictions on purchasing IDRs,
and the tax code is vague as to whether
IDRs held for more than one year are
exempt from a 15% capital gains tax.
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Destination Brazil: Venue for
offshore Brazilian entities and
international corporations

Reflecting the growth of its local capital
markets and investor appetite for
international issues, Brazil has authorized
the issuance of sponsored and
unsponsored depositary receipts.
Sponsored programs were initially aimed
to attract Brazilian companies registered
offshore, issuers from other Latin
American markets and international
issuers with local operations. (See
Appendix A for a list of Brazilian DR
programs.) High profile companies such as
Cosan, the Brazilian ethanol producer
registered in Bermuda with its primary
listing in New York, and Dufry AG, the
Swiss retailer with operations in Brazil,
have successfully launched sponsored
prog

u.s.
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