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I. CONCEPTUAL BACKGROUND- NEED AND FUNCTION 

The goal is a system in which a person entering into a trade would not care about the legal and regulatory system 

applicable to his contra party, the currency of the trade, the domicile of the issuer, the credit risk of his contra party, 

and the mechanics of compliance with the tax laws. Creating this indifference--removing the mechanical and legal, 

and, therefore, cost barriers to the free flow of capital--will create truly international capital markets. It will be some 

time before the application of computer and communications technology and the development of compatible legal 

and regulatory frameworks and consistent clearing and settlement practices will accomplish this goal. 

There is one 'low tech' example of how accomplishing these goals can create a global securities market--the 

American Depository Receipt ('ADR') or the Global Depository Receipts (GDR). ADRs  and GDRs’ offer a mature, 

tested solution. Although they have been around for at least 50 years, they are enjoying a resurgence.
1
 This is 

because of the current trend of internationalization of financial markets riding on the general trend of Liberalization, 

Globalization and Privatization. 

II. WORKING OF ADR/GDR 

ADR/GDR are issued by non resident companies to residents of another country through depositories located in the 

country from which a company plans to raise funds through depository receipts. Each unit of ADR/GDR denotes a 

specific number of a company’s shares. For Example, if we were to take an example of an Indian company that 

wants to issue ADRs’ to raise capital from abroad, the process would be as follows. The Indian company issues its 

rupee denominated shares in the name of the overseas depositories and such issued shares are kept in the custody of 

the domestic custodian in India. The ADR represent the local Indian shares held by the depository, and can now be 

freely traded equity on the NYSE, NASDAQ etc. All ADR transactions of the Indian company will now take place 

                                                           
1
en.wikipedia.org/wiki/American_Depositary_Receipt 



 

185 | P a g e  
 

in U.S. dollars and are settled like a US transaction. The ADR investor has privileges like those granted to 

shareholders of ordinary shares, such as voting rightsand dividends.
2
 

In USA, Depositary receipts can be “sponsored” or unsponsored”.Sponsored ADRsare issued by a depositary 

appointed by the company under a Deposit Agreement, e.g. City Bank, Morgan Stanley etc. There are three distinct 

levels of sponsorship. For a Level-I sponsored ADR, the issuing company does not have to comply with the US 

accounting procedures or the disclosure requirements mandated by the SEC.
3
Such ADRsare tradable in the US over-

the-counter (OTC) markets.In order to be listed on an American stock exchange, Level-IIsponsorship is necessary. 

Level-III sponsorship is required if the issuing company is raising money in the US market.In simple words here the 

issuer floats a public offering of ADRson a U.S. exchange and thus they are able to raise capital and gain substantial 

publicity in the U.S. financial markets.
4
 

An unsponsored ADR is created by a U.S. investment bank or brokerage firm that buys the shares in the country 

where the shares are sold, deposits them in a local bank—the custodian bank, which may be the branch of a U.S. 

bank, called the depositary bank.The depositary bank will then issue shares that represent an interest in the stocks 

and handles most of the transactions with the American investors, serving both as transfer agent and registrar for the 

ADR.Unsponsored ADRsare becoming extinct as they cannot be listed on the major American stock exchanges 

because they are not registered with the SEC. Generally the company will sponsor the creation of its own ADR, in 

which case it is termed as a sponsored ADR.  

III. REGULATORY REGIME IN INDIA 

ADR/GDR are considered as part of Foreign Direct Investment (FDI).Accordingly, such issues would need to 

conform to the existing FDI Policy. Indian companies raising money through ADRs/GDRsthrough registered 

exchanges would henceforth be free to access the ADR/GDR markets through an automatic route without the prior 

approval of the Ministry of Finance, Department of Economic Affairs.Private placement of ADRs/ GDRswould also 

be eligible for the automatic approval provided the issue is lead managed by an investment banker. In the case of 
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automatic route approvals such as that under the Companies Act, approvals for overseas investments/business 

acquisition etc. would need to be obtained by the company prior to the ADR/GDR issues.
5
 

While no detailed end uses are specified, the existing bar on investments in stock markets and real estate would 

continue to be operative. After completing the transactions, the companies would be required to furnish full 

particulars to the Ministry of Finance, and the RBI within 30 days of completion of such transactions. In order to 

bring the ADR / GDR guidelines in alignment with SEBI’sguidelines on domestic capital issues, Government of 

India has issued the following additional guidelines on ADRs/ GDRsunder the Foreign Currency Convertible Bonds 

and Ordinary Shares (Through Depositary Receipt Mechanism) Scheme in 2005. funds from the Indian Capital 

Market including a company which has been restrained from accessing the securities market by SEBI will not be 

eligible to issue.
6
 

IV. ADVANTAGES OF ADR IN BYPASSING HINDRANCES 

The distribution of ADRs for a foreign stock in the United States begins which the deposit of the stock in a bank, 

typically located in the jurisdiction of the issuer. The bank then issues receipts.This simple process 'domesticates' the 

foreign security, permitting investors in the United States to trade the ADR in their own currency. Their trades are 

settled through the clearing and settlement system of the United States, thus avoiding, for example, the fortnightly 

settlement in the United Kingdom and the physical delivery system in Japan. The investor may even be able to avoid 

in part stock transfer taxes in the domicile of the issuer since, from the standpoint of the register of the issuer, the 

stock remains registered in the name of the depository bank. Therefore, it is not surprising that more than 3 billion 

shares are today traded in ADR form.
7
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