
In the Markets

THE IDEA BEHIND depositary
receipts (DRs) is deceptively
simple: to permit local investors

to trade a foreign security as if it were
a domestic stock. A bank acting as
depositary buys the underlying shares
in a foreign market and issues receipts
to investors that trade like a local
security. For example, most American
Depositary Receipts (ADR) are listed
on either the New York Stock
Exchange (NYSE) or NASDAQ, where
they are priced in US dollars and
conform to T+3 settlement no matter

what currency or settlement terms
apply to the underlying shares.

ADRs pay dividends in US dollars,
and investors receive annual reports,
notices of corporate actions and other
shareholder communications in
English. An ADR may represent a
single share, multiple shares or a
fraction of a share to align the dollar
price with domestic norms, too. For
individuals or institutions for whom
foreign share ownership is either
prohibitively expensive or prohibited,
ADRs offer diversification because

they count as domestic securities.
“Depositary receipts make it easy,”
says Anthony Moro, vice president
and head of Americas depositary
receipts business development at The
Bank of New York Mellon, “They roll
out the red carpet and build a bridge
to the US market.”

Depositary receipt issuers get access
to the world’s largest financial asset
pools, whether in NewYork, London or
up-and-coming centres like Dubai.
Moro says several academic studies
have demonstrated that depositary

THE GLOBAL
APPEAL OF DRs

As investors have broadened their horizons beyond their home market, depositary receipts have
evolved from a relatively obscure backwater of the US equity market to a global phenomenon.
Conceived as a way to facilitate trading in foreign securities by US investors, depositary receipts
have today taken root in London, Luxembourg, Singapore and Dubai as well as New York. The
issuers have changed, too; the European blue chips that once dominated new issuance have taken
a back seat in recent years to companies in emerging markets seeking to raise capital from foreign
investors. The tectonic shift has altered the pecking order among the four banks who act as
depositaries, too. Neil O’Hara reports.
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receipt issuers often get a higher
valuation for the underlying shares
because they are tapping a larger
investor base and must conform to
international standards for accounting
and corporate governance.

Capital raising is not the only reason
companies initiate depositary receipts
programmes, however. Multinational
corporations that want to compensate
local employees with stock options or
restricted stock use depositary receipts
to facilitate subsequent trading and cut
employees’ transaction costs. Others
use depositary receipts to build brand
equity in a foreign market through
improved visibility, name recognition
and analyst coverage. Issuers can also
use depositary receipts as an
acquisition currency, even if they do
not raise capital in the first instance.

European and Japanese companies
still account for more than half the
market value of outstanding
depositary receipts, but Moro says
companies based in the emerging
markets, and especially Brazil, Russia,
India and China (the BRIC countries),
account for perhaps 75% of asset
growth.“In recent years it has been all
BRIC all the time,” he says,“They are
doing the most initial public offerings
(IPOs) and follow-on offerings with
depositary receipts, they are growing
the fastest and they have the highest
returns.” The Bank of New York
Mellon today manages 1295
depositary receipts programmes,
more than 60% of the number of
sponsored issues outstanding.

Moro points out that Global
Depositary Receipts (GDR) issues are
often aimed at US investors even
though they trade in foreign markets.
They are usually priced in US dollars
rather than the native currency and
while retail US investors cannot buy
them regulations do permit qualified
institutional buyers to participate in
both the secondary market and capital

raising. ADR issuance slumped in the
years following passage of the
Sarbanes-Oxley Act because many
foreign issuers saw no reason to incur
the administrative burden or expense
required to comply. GDR issuance
ballooned as a result, which boosted
London’s share of international capital
raising and fuelled demand in newer
venues such as Singapore and Dubai.

Trading in DRs has exploded along
with the market value of depositary
receipts. Moro says dollar volume for
all depositary receipts—including
GDRs as well as ADRs—surpassed
$3trn in 2007. In another sign, the
centre of gravity has shifted east, the
most active individual issue last year
was Baidu.com, the Chinese Internet
search engine, whose depositary
receipts listed on NASDAQ traded
almost $230bn worth. A company that
did not even exist a few years ago blew
right by the Western European names
such as British Petroleum, Royal Dutch
Shell and Nokia that topped the active
list in the past.

The surge in trading has played into
Citi’s hands, according to Nancy
Lissemore, the bank’s global head of
depositary receipts. For the last 16
years, depositary receipts programmes
handled by Citi have had the highest
average trading volume, which
Lissemore attributes to its focus on
quality over quantity. In 2007, the top
five IPOs accounted for 36% of the
total IPO capital raised, and Citi acted
as depositary for two of them: a $2bn
ADR offering on the NYSE for base
metals miner Sterlite Industries
(India)—the largest ever capital raising
for an Indian company—and a $1.35bn
NYSE-listed ADR issue for Innolux
Display Corp., a Taiwanese maker of
liquid crystal panels. “We target
companies where we believe that we
can build liquidity,” Lissemore says,
“Many of these companies have
existing relationships with Citi.”

In Citi’s experience the most liquid
depositary receipts have a large
proportion of trading outside their
local market. London’s growing stature
as a financial centre and improved
liquidity in other European markets
since the introduction of the euro have
lessened the importance of depositary
receipts programmes for European
issuers. Demand for capital from
emerging markets has filled the void
just as—or perhaps because—investor
interest in those countries has
mushroomed in recent years.

Citi’s extensive global network [it
has branches in more than 100
countries] gives the bank name
recognition as well as local in-house
expertise to help the companies that
now dominate depositary receipt
issuance. Lissemore says Citi has also
advised regulators in countries such

“Depositary receipts make it easy,” says
Anthony Moro, vice president and head of

Americas depositary receipts business
development at The Bank of New York

Mellon,“They roll out the red carpet and
build a bridge to the US market.” Photograph
kindly supplied by Bank of New York Mellon,

February 2008.
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as Brazil and Russia that are trying to
develop a market in native currency
depositary receipts to facilitate
foreign investment by domestic
investors and stake their claim as a
regional financial centre.

Lissemore stresses the importance of
investor relations support in wooing
clients, particularly those for whom a
depositary receipts issue represents
their first introduction to international
institutional investors. “Citi has an
unmatched distribution platform for
retail, mid-tier and institutional
investors,” she says, “We help
companies get access to these different
investor bases.”

For Deutsche Bank, the last of the
four depositary banks to enter the
business, the growth in GDR and
emerging markets issuance was
serendipitous. Deutsche got into the
game when it acquired Bankers Trust
in 1999. As the fourth player
competing against three rivals who
had set up shop decades earlier,
Bankers initially focused on GDRs and
emerging markets to differentiate
itself. Akbar Poonawala, head of
Global Equity Services at Deutsche
Bank, says Bankers’depositary receipts
team became part of a broader equity
services group at Deutsche and was
able to build on the bank’s extensive
network of global relationships. “All
the stars were aligned,” says
Poonawala, who has supervised
Deutsche’s depositary receipts
operation ever since the acquisition,
“We had the Deutsche Bank franchise
to leverage, the global footprint, and
we had the experience in emerging
markets when the deal flow started
getting GDR heavy.” Although
Deutsche remains the fourth largest by
number of programmes handled (240),
it is nipping at the heels of JP Morgan
Chase (243) in third place and within
shouting distance of Citi in second
(273). Poonawala says Deutsche has

had the largest percentage increase in
the number of programmes for at least
three years in a row.

In addition to snagging a
disproportionate share of new
depositary receipts programmes,
Deutsche has lured more than two
dozen companies away from its
competitors. The list includes trophy
names such as SAP, Deutsche Telecom,
Reuters, Tesco, Invensys, IONA
Technologies, Akzo Nobel, Stora Enso,
Wolters Kluwer and Tata Tea.
Poonawala says issuers are attracted to
the way Deutsche tailors the product to
meet a particular issuer’s needs rather
than selling a standardised package.

Although depositary receipts issuers
used to gravitate toward exchanges
where their peers are listed, Poonawala
has seen more bunching by country of
origin in recent years. There are
exceptions, of course, but Chinese
companies tend to list on the NYSE,
Brazilian issuers also favour the US,
while Russian and Indian companies
typically prefer London or
Luxembourg. The choice of venue
depends on the issuer’s purpose in
issuing depositary receipts, which
regulatory regime applies, what
valuation an issuer can achieve and
what incremental costs it may face.

For example, ADR issuers have to
restate their financial statements in
accordance with US Generally
Accepted Accounting Principles
(GAAP), which differ in material
respects from international standards.
Technology companies may find the
extra cost worthwhile because US
investors are willing to pay a higher
multiple of earnings, but Poonawala
says other issuers can achieve their
objectives through a GDR without
incurring the expense. ADR issuance
may revive in 2009 when the SEC will
no longer require a reconciliation to
GAAP. Issuers will be able to raise
capital in the US provided their

accounts conform to the International
Financial Reporting Standards.

A successful depositary receipts
programme has to generate adequate
liquidity to sustain investor interest. For
well-known global brands such as SAP,
Deutsche Telecom and Infosys liquidity
will follow as soon as they initiate the
programme, according to Poonawala.
“They have a fan following, an
employee base, suppliers or buyers of
their services, or communities in which
they operate all familiar with their
name,”he says,“They have an automatic
existing pool of potential investors.”
Companies that have less visibility have
to work harder to create a following
through intensive investor relations and
shareholder communications work.

Claudine Gallagher, global head of

Nancy Lissemore, Citi’s global head of
depositary receipts. The surge in trading has

played into Citi’s hands, according to
Lissemore. For the last 16 years, depositary
receipts programmes handled by Citi have

had the highest average trading volume,
which Lissemore attributes to its focus on
quality over quantity. Photograph kindly

supplied by Citi, February 2008.
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depositary receipts at JPMorgan, says
the bank’s investor relations support
is a major selling point for both new
clients and those who switch from
other depositary banks. Issuers from
countries with unsophisticated
capital markets may have no idea
how to conduct an investor relations
campaign. “In China, getting the
story out and talking to investors is
very new,” Gallagher says, “They
want guidance about whom they
should talk to and who should
present to investors.”

Everybody knows the biggest
investors such as Fidelity, but JPMorgan
also targets smaller institutions that may
have an interest in a particular issuer.
Gallagher’s team includes career
investor relations professionals as well
as specialists who identify potential
investors by scrutinising the
shareholder registers of comparable
companies in the same industry or
region. JPMorgan advises issuers on
what conferences they should attend,
helps them get on panel discussions
and sets up squawk box calls for those
who want to attract retail investors.“We
spend a lot of resources honing in on
clients’needs,”Gallagher says,“Even big
clients who have done investor relations
for years will use our services for the
targeting and feedback analysis.”

JPMorgan, which originally
invented the ADR, has tried to stay on
the cutting edge. Last year the firm
launched the first Colombian
depositary receipts programme in
more than a decade, Argentina’s first
depositary receipts issue in London
(for media conglomerate Grupo
Clarin), the first ever GDR issue for a
Nigerian company (GT Bank, also in
London) and the first GDR issue listed
on the Singapore exchange (for steel
maker Uttam Galva Steels).

Gallagher says depositary receipts
trading volume jumped 55% in 2007
and the market value of outstanding

receipts rose an astonishing 92%.
Capital raising rose, too, from $42bn in
2006 to $53bn in 2007, of which 74%
was in GDR form and 26% in ADRs.
“We continue to see tremendous

growth,” she says, “We believe strong
demand will continue into 2008 not
only on the investor side but also from
issuers wanting to bring depositary
receipts to market.”

Most Active London-listed GDRs through November 2007

Largest Depositary Receipts Capital Raising Events – 2007

Issuer Country Exchange Ticker Value $m Type

JSC VTB Bank Russia LSE 3/15/2007 5,192 IPO

TSMC Taiwan NYSE 5/23/2007 2,563 Secondary

ICICI Bank India NYSE 6/25/2007 2,460 Secondary

Sterlite Industries (India) India NYSE 6/22/2007 2,016 IPO

Royal Bank of Scotland UK NYSE 9/27/2007 1,600 Secondary

AFI Development Russia LSE 5/11/2007 1,540 IPO

PIK Group Russia LSE 6/5/2007 1,440 IPO

Barclays Bank UK NYSE 9/13/2007 1,375 Secondary

InnoLux Display Corp. Taiwan LSE 11/6/2007 1,353 IPO

Barclays Bank UK NYSE 12/7/2007 1,150 Secondary

Source: Citi and other depositary banks

Issuer Country Exchange Ticker Value $m

OAO Gazprom Russia LSE OGZD 103,087

Lukoil Russia Russia LSE LKOD 63,915

MMC Norilsk Nickel Russia LSE MNOD 36,519

Unified Energy System Russia LSE UESD 24,285

Surgutneftegaz Russia Russia LSE SGGD 16,198

JSC VTB Bank Russia LSE VTBR 16,017

Rosneft (OJSC) Russia LSE ROSN 13,015

Orascom Telecom Egypt LSE OTLD 12,066

Samsung Electronics Korea LSE SMSN/SMSD 8,034

Novatek JSC Russia LSE NVTK 7,886

Source: Citi and other depositary banks

Most Active ADRs through November 2007
Issuer Country Exchange Ticker Value $m

Baidu.com China NASDAQ BIDU 228,460

Companhia Vale do Rio Doce Brazil NYSE RIO/RIOPR 106,369

Petrobras Brazil NYSE PBR/PBRA 97,425

Nokia Finland NYSE NOK 50,000

America Movil Mexico NYSE AMX 49,582

Teva Pharmaceutical Israel NASDAQ TEVA 48,891

BP UK NYSE BP 43,769

BHP Billiton Australia NYSE BHP/BBL 37,088

Focus Media China NASDAQ FMCN 30,908

Infosys Technologies India NASDAQ INFY 26,499

Source: Citi and other depositary banks
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