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Abstract 

With the advent of globalization Indian companies have entered into raising funds from 

foreign markets. The trend still continues but it is time to flip the coin and witness the other 

side. With the advent of globalization, there is a need amongst the investors to expand their 

horizons beyond their local security markets. In keeping with India’s ongoing popularity as a 

preferred investment destination among international entities and India’s aspirations to 

become a financial hub internationally, the Union government together with other regulatory 

bodies has consistently introduced and modified various instruments through which 

investments can be made. 

 

In the recent years there has been an increased internationalization of various firms through 

cross listings on international exchanges, which has been supported by the process of market 

liberalization that has therefore provided greater integration of global securities markets. 

Globalization has affected every industry, every sector, every nation and every economy, 

giving rise to the concept of the world being a global village, which is having no boundaries. 

Cross-border listing by the various companies has become one of the important avenues for 

the integration of global securities markets. There are namely direct listing and indirect listing 

as two forms of cross-border.  The meaning of the direct listing implies that the firm 

concerned offers ordinary shares to the public while on the other hand Indirect listing on 

exchanges is through Depository Receipts (DRs). 
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One such instrument which has been introduced is the Indian Depository Receipts (IDRs). 

IDRs are depository receipts denominated in Indian Rupees and transferable securities listed 

on Indian stock exchanges in the form of depository receipts issued by a foreign investor. 

IDRs are similar to the Global Depository Receipts (GDRs) and American Depository 

Receipts (ADRs), which allow companies to raise funds from European and American 

markets, respectively. Therefore through IDR foreign companies can directly raise capital in 

India rather than take recourse to GDRs/ADRs and to improve the liquidity in the secondary 

market in India. 

To encourage foreign issuers to raise funds from the Indian capital markets through IDRs and 

enable investors in the domestic market to have investment opportunities in the securities of 

major multi-national companies listed on well- developed markets, a legal framework was 

created by the Ministry of Corporate Affairs (MCA), Reserve Bank of India (RBI) and 

Securities and Exchange Board of India (SEBI).  

In the Indian context, a Depository Receipt is referred to as an Indian Depository Receipt. 

Conceptually, the IDRs shall be issued by the Issuing Company, i.e., a foreign corporation 

desirous of raising capital in the Indian markets through an Indian financial institution 

The term IDR has been defined under the Companies (Issue of Indian Depository Receipts) 

Rules, 2004. It states that: 

“IDR is an instrument in the form of a Depository Receipt created by the Indian depository in 

India against the underlying equity shares of the issuing company.”
1
 

This paper is divided into four parts. The first part discusses the evolution and concept of 

IDRs and the need for IDRs in the Indian capital market. The second part discusses the 

working of IDR and the participants involved in the issuance of IDRs. The third part talks 

about the benefits to the issuing company, the employers, the investors and the regulators. 

Further it also discusses the challenges faced by IDRs in India. The last part goes on to 

elaborate the regulatory and legal framework, taxation, working, advantages and the 

challenges with respect to IDR’s. This new instrument presents to the issuer as well as the 

Indian retail investor acquire an economic interest in a foreign company. IDRs are proposed 

to be listed on the Indian stock exchanges and will derive their value from the equity shares 

of the foreign company listed on their home jurisdiction stock exchange. 

                                                             
1 Rule 3(i)(d), Companies(Issue of Indian Depository Receipts) Rules 2004 
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Introduction 
 

The Globalization of Indian capital markets has accelerated in the past decade. Increasing 

numbers of Indian firms have chosen to raise capital by issuing and listing their Depositary 

Receipts (DRs) on the foreign markets.  

A Depository Receipt contains characteristics of equity shares and therefore carries certain 

rights, The Depository Receipt holder, thus, enjoys the right to appropriate disclosures by the 

foreign company issuing Depository Receipts; the right to corporate benefits/ dividends 

attached to the Depository Receipts; and the right to vote under certain circumstances. 

Companies that trade with the public by issuing shares get their shares listed and traded on 

various stock exchanges. Therefore, Indian companies which are already trading on Indian 

stock exchanges like the Bombay Stock Exchange (BSE) or National Stock Exchange (NSE) 

issue shares in the foreign market. These companies can be listed on foreign stock exchanges 

provided they comply with the legal framework of the foreign country. Therefore, most of the 

companies refrain from entering the capital market of a foreign country directly.  

The Depository Receipts is a mechanism through which a company can enter the capital 

market in a foreign country indirectly. The company deposits a large number of its share with 

the bank situated in foreign country. This bank which we call overseas depository bank 

(ODB) then issues receipts which contain a fixed number of shares as an underlying. Then 

these receipts are listed on the stock exchange, which are therefore purchased by the investors 

in the respective foreign country. They behave exactly like regular stocks – their prices 

fluctuate depending on their demand and supply, and depending on the fundamentals of the 

underlying company. These receipts, which are traded like ordinary stocks, are called 

Depository Receipts. Each receipt amounts to a claim on the predefined number of shares of 

that company. 

A depositary receipt is thus a type of negotiable transferable financial security that is traded 

on a local stock exchange but represents a security, usually in the form of equity that is issued 
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by a foreign publicly listed company.
2
 The Depository Receipt is a physical certificate which 

allows investors to hold shares in equity of other countries. One of the most common types of 

Depository Receipts is the American Depository Receipt (ADR), which has been offering 

companies, investors and traders global investment opportunities since the 1920s.
3
 The other 

common type of Depository Receipt is the Global Depository Receipt (GDR). 

DRs have often been used by domestic companies as investment vehicles in the form of 

American Depositary Receipts (ADRs) and Global Depositary Receipts (GDRs) for accessing 

foreign markets and investors. American Depositary Receipts are typically traded on US 

stock exchanges while the DRs that are traded on exchanges in other parts of the world are 

known as Global Depositary Receipts. Currently, DRs represent about 4% of the total world 

listing in the equity market.
4
 

Thus, instead of being faced with impediments to foreign investment, as is often the case in 

many emerging markets, the DR investor and company can both benefit from investment 

abroad.
5
 

In the Indian context, a Depository Receipt is referred to as an Indian Depository Receipt. 

IDRs are transferable securities listed on Indian stock exchanges in the form of depository 

receipts. Conceptually, the IDRs are issued by foreign corporation desirous of raising capital 

in the Indian markets through an Indian depository participant. The last mile issuance of 

actual instrument is done by an Indian depository participant. The Indian depository 

participant will issue depository receipts against the underlying equity shares of the foreign 

corporation. The introduction of IDR has created a new route for foreign companies to 

advantageously tap into Indian sources of capital at better valuations and cheaper 

administrative costs. 

 

AMERICAN DEPOSITORY RECEIPT (ADR)  

                                                             
2  “What are depository receipts?”,<http://www.financialexpress.com/news/what-are-depository-

receipts/161428/1> 
3Id. 
4HDR, Mathew Harrison, 

<http://www.hkex.com.hk/eng/rulesreg/listrules/listpresent/Documents/HDR_20080917.ppt> 
5An introduction to depository receipts”, 
<http://www.investopedia.com/articles/03/091003.asp#axzz1c0SQRFhj> 

http://www.investopedia.com/terms/e/emergingmarketeconomy.asp
http://www.hkex.com.hk/eng/rulesreg/listrules/listpresent/Documents/HDR_20080917.ppt


      
 

5 
 

 American Depositary Receipts have been introduced to the financial markets as early as 

April 29, 1927, when the investment bank J. P. Morgan launched the first-ever ADR program 

for the UK’s Selfridges Provincial Stores Limited (now known as Selfridges plc.), a famous 

British retailer.  

The American Depository Receipt (ADR) and Global Depository Receipt (GDR) are 

depository receipts which Indian companies can issue to raise funds. An American 

Depositary Receipt is a U.S. Dollar – denominated security that trades in the American 

market. The ODB situated in US issues ADR on behalf of the foreign company wishing its 

shares to be traded in the US stock market.   Each ADR can represent one, more than one, or 

a fraction of underlying ordinary shares. The relationship between the ADR and the ordinary 

share is referred to as the ADR ratio.  

The certificates issued by the bank are known as American Depository Receipts. Therefore, 

one American Depository Receipt represents a fixed number of shares in the parent company. 

The voting rights, if any, lie with the depository bank on behalf of the shareholder.
6
 

An ADR is a dollar denominated negotiable certificate that represents a non US company’s 

publicly traded equity. It falls within the regulatory framework of the USA and requires 

registration of the ADRs and the underlying shares with the Securities and Exchange 

Commission. Non US companies have a choice of five types of ADRs-unsponsored, three 

levels of sponsored ADRs and one type of private ADR facility. 

The ADRs can be listed only at the stock exchanges in the United States of America such as 

NASDAQ and New York Stock Exchange (NYSE). It is important to note that ADRs and 

GDRs are not for investors in India because they can invest directly in the shares of various 

Indian companies. However, through ADR and GDR foreign nationals can invest in the 

shares of Indian companies having them listed in their domestic stock exchange, meaning 

thereby, that the investors are rescued from the hassle of understanding the rules and 

functioning of Indian financial market.  

 

 

GLOBAL DEPOSITORY RECEIPT (GDR) 

                                                             
6Neshwin Noel, “Depository Receipts: The Indian Perspective”  
<http://www.scribd.com/doc/26807815/Depositary-Receipts-The-Indian-Perspective> 
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A negotiable certificate held in the bank of one country representing the specific number of 

shares of a stock traded on an exchange of another country. It is a global finance vehicle, 

which allows an issuer to raise capital simultaneously in two or more markets through a 

global offering. GDR certificate are issued by the international bank which can be worldwide 

circulated on capital markets. 

A Global Depositary Receipt is a security that is traded mostly in the European markets. The 

only difference between ADR and GDR is the location where they are traded. While the 

ADR’s are traded in the American capital market, the GDR’s are traded in any other country 

apart from United States of America. Wipro is one of the Indian companies which have 

issued both ADR’s and GDR’s. 

Indian companies can raise foreign currency resources abroad through the issue of ADRs/ 

GDRs, in accordance with the Scheme for issue of Foreign Currency Convertible Bonds and 

Ordinary Shares (Through Depository Receipt Mechanism) Scheme, 1993 and guidelines 

issued by the Government of India thereunder from time to time.
7
  ADRs / GDRs can be 

issued by the company if it is eligible to issue shares to investors outside India under the FDI 

Scheme. But company listed in Indian stock market, which is not eligible to raise funds from 

the Indian Capital Market including a company which has been restrained from accessing the 

securities market by the Securities and Exchange Board of India (SEBI) will not be eligible to 

issue ADRs/GDRs.
8
 

Unlisted companies, which have not yet accessed the Global Depositary Receipt / Foreign 

Currency Convertible Bond route for raising capital in the international market would require 

prior or simultaneous listing in the domestic market, while seeking to issue such overseas 

instruments. Unlisted companies, which have already issued ADRs/GDRs in the international 

market, have to list in the domestic market on making profit or within three years of such 

issue of ADRs/GDRs, whichever is earlier.
9
 

Based on the success of ADRs and GDRs, the concept of Indian Depository Receipts was laid 

down to mark India’s impact in the global market 

 

                                                             
7No.15/4/2004-NRI, A.P. (DIR Series) Circular No. 11 dated September 5, 2005, Ministry of Finance 
8 <http://www.rbi.org.in/scripts/faqview.aspx?id=26> 
9Id. 
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INDIAN DEPOSITORY RECEIPTS (IDR) 

This concept of IDRs has been derived from the American Depository Receipts and Global 

Depository Receipts which were already introduced in the 1920’s. 

The Department of Company Affairs (DCA), constituted the Joshi Committee, to identify the 

left over items of provisions of the Companies Bill, 1997.
10

 Therefore the Companies Act, 

1956 was amended on the recommendations of the Joshi Committee and Section 605 A was 

inserted which empowers the Central Government to make rules applicable for offer of Indian 

Depository Receipts: 

“Notwithstanding anything contained in any other law for the time being in force, the Central 

Government may make rules applicable for—  

(a) the offer of Indian Depository Receipts;  

(b) the requirement of disclosures in prospectus or letter of offer issued in connection with 

Indian Depository Receipts;  

(c) the manner in which the Indian Depository Receipts shall be dealt in a depository mode 

and by custodian and underwriters; 

(d) the manner of sale, transfer or transmission of Indian Depository Receipts,  

by a company incorporated, or to be incorporated outside India, whether the company has or 

has not been established or, will or will not establish any place of business in India.” 

 

The provisions in Companies Act with regards to Foreign Companies as mentioned in 

Sections 591 to 608 shall continue to be applicable. Apart from the express provision of 

Section 605A, the Companies Act, 1956 also has Sections 603, 604, 605, 606 and 607 

specifically deal with the issue of Prospectus by a Foreign Company offering its shares or 

debentures for subscription by the public. 

The Companies Act, 2013 has also incorporated the concept of Indian Depository Receipt 

which is identical to the Companies Act, 1956.
11

 

The principal parties involved in the issue of IDRs: 

 

                                                             
10Press note, Joshi Committee, <http://www.mca.gov.in/Ministry/pdf/press_release/press_joshi.html> 
11 Section 390, Companies Act, 2013 

http://www.mca.gov.in/Ministry/pdf/press_release/press_joshi.html
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 Issuer company the foreign company listed in their home market seeking to raise 

funds through these receipts 

 Domestic Depository an Indian entity appointed by the issuer company, registered 

with SEBI as a custodian of securities. This entity, acting as a trustee to the IDR 

holder issues the receipt on behalf of issuing company. The depository receipt 

contains the rights and obligation of the receipt holder. 

 Overseas Custodian It is basically foreign financial institution which holds shares 

on behalf of the domestic depository. 

 Registrar and Transfer Agents domestic depository appoints an agent who 

provides with the services to the depository, Issuer Company and IDR holders. The 

services include that of keeping records of IDR holders handling investor grievances, 

transfer of IDRs etc. 

 

The process for issuance of IDR is same as that of ADR and GDR. The IDR is a negotiable 

instrument issued by the financial institution on behalf of the issuing company listed in 

international stock exchange, representing the underlying shares denominated in Indian 

Rupees. Figure below depicts how an issuance of an Indian Depository Receipt is carried out. 

The principal participants in the IDR Facility are the Issuing Company
12

, the Overseas 

Custodian Bank
13

, the Depository and the Investor. The issuing company issues its securities 

in Indian Depository Receipts
14

 to an Overseas Custodian Bank, which in turn authorizes the 

Domestic Depository
15

 in India to issue IDR’s to the investors.
16

 The Depository Receipts are 

listed on stock exchanges in India and are freely transferable. 

As part of the IDR process, the Issuing Company is required to appoint a Merchant Banker 

and file a due diligence report with SEBI and the Registrar of Companies. Such a requirement 

is similar to the domestic IPO process where Merchant Bankers are required to file due 

                                                             
12  Rule 3(i)(e), Companies (Issue of Indian Depository Receipts) Rules, 2004 “Issuing company” means a 

company incorporated outside India, making an issue of IDRs through a domestic depository 
13 Rule 3(i)(g), Companies (Issue of Indian Depository Receipts) Rules, 2004-Overseas Custodian means a 

banking company which is established in a country outside India and has a place of business in India and acts as 

custodian for the equity shares of the issuing company against which IDRs are proposed to be issued after 

having obtained permission from Ministry of Finance for doing such business in India. 
14

 Rule 3(i)(d), Companies (Issue of Indian Depository Receipts) Rules, 2004-Indian Depository Receipt is an 

instrument in the form of a Depository Receipt created by the Indian depository in India against the underlying 

equity shares of the issuing company. 
15  Rule 3(i)(c), Companies (Issue of Indian Depository Receipts) Rules, 2004- domestic depository means 

custodian of securities registered with the SEBI and authorized by the issuing company to issue IDRs. 
16 Rule 5(i)(e), Companies (Issue of Indian Depository Receipts) Rules, 2004 
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diligence reports in a prescribed format per SEBI regulations prior to the IPO. 

 

Rule 5 of the Companies (Issue of Indian Depository Receipts) Rules, 2004, amended in 

2007. 

i. The permission required from the SEBI has to now be in a written form.
17

 

ii. An application seeking permission from SEBI shall be made to the SEBI along with 

draft prospectus or draft letter of offer at least 90 days prior to the opening date of the 

IDRs issue.
18

 

iii. SEBI may within 30 days of receipt of an application call for such further information, 

and explanations, as it may deem necessary, for disposal of such application and shall 

dispose the application within 60 days of its receipt.
19

 

iv. The due diligence report which is to be filed with the SEBI can only be done through 

merchant banker.
20

 

v. The issuing company shall on approval being granted by SEBI to an application under 

clause (ii), pay to SEBI an issue fee of half a percent of the issue value subject to a 

minimum of Rs.10 lakhs where the issue is upto Rs.100 crore in Indian rupees.
21

 

The National Securities Depository Limited (NSDL) and the Central Depository Service 

Limited (CDSL) are the two depositories working in India.  

Standard Chartered is the only foreign company to issue Indian Depository Receipts in the 

Indian capital market in 2010.
22

 

                                                             
17

 Rule 5(1)(i), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
18 Rule 5(1)(ii), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
19 Rule 5(1)(iii), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
20 Rule 5(1)(iv), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
21 Rule 5(1)(v), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
22<http://www.indianipoblog.com/2010/05/standard-chartered-plc-idr-issue-price.html > 

http://www.indianipoblog.com/2010/05/standard-chartered-plc-idr-issue-price.html
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THE IMPACT OF INDIAN DEPOSITORY RECEIPTS: 

BENEFITS  

Listing of Indian Depository Receipts reaps out a number of benefits to both the issuing 

company as well as the investors. IDR’s are bound to lead more liquid capital markets and a 

continuous improvement in regulatory environment as well. The various benefits to the 

investor as well as the issuing company have been discussed below- 

Benefits to the Investor 

Investors get exposure to the global business of the foreign company. For example, the 

exposure would be to Standard Chartered Bank (global company) and not just Standard 

Chartered Bank India (the Indian business). An IDR is a mechanism that allows investors in 

India to invest in listed foreign companies, including multinational companies, in Indian 

rupees.
23

 

IDRs can lead to better portfolio management and diversification for investors by giving 

them a chance to buy into the stocks of reputed companies abroad. 

There is also an ease of investment for the Indian investors attached with the IDR’s. IDR 

create a convenient environment for the investors in India who wished to invest in foreign 

company. Now, the investors transacting in their domestic market, they do not need to be 

accustomed to the laws of foreign country. 

An IDR Holder will be entitled to dividends and other cash distributions in respect of the 

Deposited Shares represented by their IDRs if the Issuing Company declares such a cash 

dividend or cash distribution to be payable to holders of Shares (and the Depository receives 

from the Issuing Company such cash dividend or other cash distribution) and the IDR Holder is 

registered as an IDR Holder on the relevant record date set by the Depository.
24

 

IDR Holders have voting rights with respect to the Deposited Shares and will generally be 

entitled to vote on resolutions of the Company. The Articles of the Company (Standard 

Chartered) provide that a shareholder is required to hold four Shares in order to register one 

vote on a poll.
25

 Accordingly the IDR Holders are required to hold IDRs representing at least 

four Shares so as to register one vote on a poll. 

                                                             
23http://www.bseindia.com/about/IDR.asp#  
24 Draft Red Herring Prospectus, pg. 46, accessed from <http://www.sebi.gov.in/dp/standchart.pdf > 
25 Draft Red Herring Prospectus, pg. 48, accessed from http://www.sebi.gov.in/dp/standchart.pdf  

http://www.bseindia.com/about/IDR.asp
http://www.sebi.gov.in/dp/standchart.pdf
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Prior to listing IDRs, SEBI requires the Issuing Company to enter into a listing agreement with 

the Indian stock exchanges. The Issuing Company is required to adhere to conditions 

prescribed under the listing agreement and continuous disclosure norms. By virtue of the 

compliance with the terms of the listing agreement by the Issuing Company and the stock 

exchanges (regulated by SEBI), better enforcement of investor rights is possible as 

compared to enforcing rights in a foreign jurisdiction. 

Benefits to the Issuing Company 

Using IDRs as a fund raising and investment diversification strategy is expected to bring 

significant intangible benefits. Instant visibility and sustained brand recall among Indian 

investors is a sure gain from an IDR listing as has already been proven in the case of Indian 

debutants in the global markets. 

India being a populous country, the issuer company gets to raise large amount of capital from 

the market. 

Also, differences in tax structure, regulatory restrictions and informational constraints 

between the countries may also help in creating economic benefits.
26

The Issuing Company 

may reap benefits from such differences. 

The Issuing Company is not under any obligation to provide assured returns on IDR’s. IDR’s 

are similar to that of equity shares of the Issuing Company and therefore it upon the discretion 

of the issuing company to manage the cash flow situation. 

The issuing company which intends to acquire business or assets in India, can use IDR’s to 

finance acquisitions of any business or asset in India through share swap and can also 

structure various investments and acquisition transactions in India. 

Employees of Indian subsidiaries of foreign companies have an additional option to 

participate in the capital of such foreign company by subscribing to IDRs as part of a foreign 

company’s employee benefit scheme. Subscribing to IDRs provides a more flexible option than 

subscribing to the equity shares of the foreign company which involves compliance with 

foreign exchange regulations. 

 

                                                             
26  Nikhil Khandelwal & Ashish Rathi, Indian, Depository Receipts : A Critique,  November 09 2009, 

<http://www.vccircle.com/500/news/indian-depository-receipts-a-critique> 
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Benefits to the Regulators 

IDRs will lead to more liquid capital markets and a continuous improvement in 

regulatory environment, thereby increasing transactional revenues for the regulator. After 

coming of IDR regulators like Department of Company Affairs and Security Exchange Board 

of India has from the year 2004 constant changes and amendments in various rules and 

regulations like Companies (Issue of Indian Depository Receipts) Rules, 2004 was amended in 

2006 and the SEBI’s DIP Guidelines were amended to SEBI (Issue of Capital and Disclosure 

Requirements) Regulations, 2009, which deals with the various regulation relating to issue and 

disclosure requirement of IDRs.
27

 Further for streamlining the concept of IDR Foreign 

Exchange Management (Transfer and Issue of any Foreign Security) Regulation, 2004 and 

Foreign Exchange Management (Transfer and Issue of Security by a Person Resident outside 

India) Regulation, 2001 also underwent amendments as prescribed by RBI, Foreign Exchange 

Department.
28

 

 

THE CHALLENGES IN THE ISSUANCE OF IDRs 

IDR although being on a burgeoning stage, there have been obstacles to its success. The result 

can be seen as only one of the foreign companies, Standard Chartered has dared to issue IDRs 

in the Indian capital market. The problems and challenges faced by IDRs have been discussed 

below. 

 Stringent eligibility norms: The stringent eligibility criteria, disclosure and corporate 

governance norms, though in the investor’s interests, are unfavorable compared to the 

listing norms on other global exchanges such as Luxembourg, London’s Alternate 

Investment Market and Dubai. This results in higher compliance costs for mid-sized 

companies seeking to tap the Indian capital markets.
29

 

 

 No automatic fungibility: No arbitrage opportunities for investors and issuers. The 

GDR/ADR holders enjoy two-way fungibility option (conversion of GDR/ADR into 

underlying shares and vice versa) while investors in IDRs can exercise the option only 

                                                             
27  Chapter X, Securities and Exchange Board of India (Issue of Capital And Disclosure Requirements) 

Regulations, 2009 
28 RBI/2009-10/106, A.P. (DIR Series) Circular No. 05, July 22, 2009. 
29 Indian Depository Receipts, Sharath Bhangerahttp <//leveraginknowledge.blogspot.in/2011/04/indian-

depository-receipts.html> 

http://leveraginknowledge.blogspot.in/2011/04/indian-depository-receipts.html
http://leveraginknowledge.blogspot.in/2011/04/indian-depository-receipts.html
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after one year (as per regulation)
30

. Even after one year, retail investors are required to 

sell off the shares obtained by redemption in the foreign stock exchange where they are 

listed.   

 

The IDR shall be deemed to be “infrequently traded” if the annualized trading turnover in IDRs 

during the six calendar months immediately preceding the month of redemption is less than 5% 

of the listed IDRs. 

 

It is the issuer company that has to test the frequency of trading of IDRs on the half yearly 

basis ending on June and December, every year. 

 

Issuer Company has to make announcement in the newspaper within 7 days of the closer of the 

half year ending on which the liquidity criteria is tested. Besides, the company has to inform 

the stock exchange(s). 

 

The IDR holder who intends to exchange their instruments into underlying equity shares of the 

issuing company has to submit application to domestic depository within 30 days from the date 

of such announcement for redemption, which shall be completed within 30 days from the date 

of receipt of application for the same. 

 

Therefore, current regulations sets up complex procedure for the convertibility/redemption and 

also do not provide for exchange of equity shares into IDRs after the initial issuance i.e. 

reverse fungibility is not allowed. Further, as per Regulation 100 of Chapter X of the SEBI 

(ICDR) Regulations, “IDRs shall not be automatically fungible into underlying equity shares 

of issuing company. The extant regulatory framework does not permit fungibility, and allows 

only redemption 

 

 Lack of clarity on taxation issue: The lack of clarity on the issue of taxation is 

another very important factor that has led to the lack of interest in the IDRs. The IDRs 

are not subject to securities transaction tax. Dividends received by IDR holders are not 

subject to dividend distribution tax. Currently, exemption from long-term capital gains 

tax and concessional short- term capital gains are not available for secondary sales on 

the stock exchanges. This issue needs clarity and is expected to be resolved with the 

                                                             
30 SEBI CIR/CFD/DIL/6/2013  
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implementation of the Direct Tax Code.
31

 

 

Any dividend distributed by Indian company is subject to Dividend Distributed Tax (DDT) of 

15% and as such dividend is not subject to tax in the hands of shareholders. However, in case 

of IDRs as the dividend paying company is not required to pay DDT, the IDR holders are 

required to pay tax at the rate applicable to them. 

 

The trading of equity papers on the Indian Stock Exchange are subject to Securities 

Transaction Tax(STT)- a levy both the buyers and sellers are required to pay tax at a specified 

rates since 2004. As such any gain arising to holders of listed equity paper is exempt from tax 

provided transfer must have been made after holding paper for at least for a year otherwise, 

such gain is taxable at 15%. 

 

The STT was introduced in 2004 and is applicable on all transacting including purchase and 

sale of equity shares in a company, purchase and sale of units of equity growth funds, sale of 

units of an equity growth fund to the mutual fund and sale of derivative instrument. 

 

The other important point is in relation to taxation of dividends. Dividends received in respect 

of equity shares of an Indian company are not taxable at all since the Indian company pays 

dividend distribution tax (DDT) on the dividend distributed by it. In case of IDRs, the foreign 

company does not pay DDT, and the dividend received by you in respect of such IDRs is, 

therefore, not exempt from tax. In emerging countries like Taiwan, the tax laws for both equity 

shares as well as depository receipts are the same. This provides clarity to investors as well as 

issuers. 

 

 

 Indian Financial Markets still quite volatile: Developed countries suffers less from 

political traumas, thus have stability in their financial market. Indian markets are 

perceived to be rumor driven which leads to heightened volatility making it an 

unattractive investment proposition. 

 

                                                             
31 Indian Depository Receipts, 

 <http://www.kgcindia.com/publication/Overview%20-%20Indian%20Depository%20Receipts.pdf>  
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 Limited voting rights: IDR holders do not have say in the annual general meetings but 

they do can vote in extraordinary general meetings. 

 

LEGAL FRAMEWORK REGULATING INDIAN DEPOSITORY RECEIPTS  

 

Regulatory Bodies 

¬ The Securities and Exchange Board of India  

¬ The Ministry of Corporate Affairs  

¬ The Reserve Bank of India  

 

Statutes Governing IDRs 

¬ Section 605A of the Companies Act, 1956 or Section 390 of the Companies Act 2013 

¬ Companies (Issue of Indian Depository Receipts) Rules 2004 

¬ Rule 13 of the Companies (Registration of foreign Companies) Rule 2014  

¬ Chapter X of SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2009  

 

 

 

Chronological evolution of IDR Provisions:  

 

Since 2000, the Indian Government has taken steps to liberalize India’s corporate and 

securities laws to permit foreign companies to raise capital in India. As the ADR and GDR 

instruments became popular among investors globally, the Indian Government amended the 

Companies Act, 1956 by implementing Section 605-A which permits a foreign company to 

make a public offer of its shares to Indian investors in the form of IDRs. This amendment 

gives the Central Government the power to create the rules, regulations and conditions 

governing: 

 

¬ The offer and issue of IDRs by a foreign company;  

 

¬ The disclosure requirements in the prospectus issued for IDRs;  

 

Additionally, the SEBI introduced guidelines to list IDRs on Indian stock exchanges under 

Chapter VIA of SEBI (Disclosures and Investor Protection) Guidelines, 2000 (“DIP 
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Guidelines”), which have recently been replaced by the by SEBI (Issue of Capital and 

Disclosure Requirements) Regulations, 2009 (“ICDR Regulations”). Since then various 

amendments have been made in the regulatory framework of IDRs , including the recent 

Circular dated July 22, 2009 (“RBI Circular”) issued by the RBI, the exchange control 

regulator in India, which renders clarity on the exchange control implication for investment 

in IDRs  

Eligibility criteria 

As per the Companies IDR rules 

 Capital: the issuer company should have pre-issue capital and free reserve of atleast 

US$ 50 million.
32

 

 Market Capitalization: the foreign issuing company should have market capitalization 

of $ 100 million or more during last three years 

 Operating history: Continuous trading record or history on a stock exchange in its 

parent country for atleast three immediately preceding years.
33

 

 Profits: a track record of distributable profits for atleast three out of immediately 

preceding five years
34

 

 Other requirements: fulfills such other eligibility criteria as may be laid down by SEBI 

from time to time on this behalf.
35

 

 

As per SEBI- ICDR Regulation 

 Issuing company should be listed in the home country 

 The issuing company is not prohibited to issue securities by any regulatory body 

 It has a track record of compliance with securities market regulation with its home 

country 

Other requirements 

 Issue size: the size of the IDR issue shall not be less than Rs. 50 crores 

 Minimum application amount: the minimum application amount shall be Rs20,000/ 

                                                             
32 Rule 4(a), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
33 Rule 4(b), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
34 Rule 4(c), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
35

 Rule 4(d), Companies (Issue of Indian Depository Receipts) (Amendment) Rules, 2007 
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 Extent of issue: the number of underlying eqity shares offered in a financial year 

through IDR offering shall not exceed 25% of the post issue number of equity shares of 

the issuing company 

 Allocation of shares/reservation of quota: retail individual investor 30% including 

NRIss 

 Non- institutional investors 20% 

including  

  QIB 50% (except insurance companies 

and venture capital funds)  

 

 

 

CASE STUDY:  STANDARD CHARTERED PLC. 

 

 

The first Indian Depository Receipt (IDR) was that of Standard Chartered Plc. (henceforward 

referred to as StanChart), launched on May 13, 2010. This was done to boost the company’s 

market visibility and brand perception in India. The IDR is priced between Rs.100-Rs.115 

which will help SCB raise between Rs.2400 crores to Rs.2760 crores, but most of the bids were 

between INR 100 and INR 104. There was given a 5% discount to retail individual investors. 

Every ten IDRs represent one equity share of the company with a face value of USD 0.50 per 

equity share. As a result of the IDR issue, the equity base of the company will increase by 

1.2% to 2,053.4 million equity shares.
36

 This was their third listing, following their listing on 

the London Stock Exchange and the Hong Kong Stock Exchange. The StanChart IDR issue 

was opened for subscription on May 25, 2010 until May 28, 2010. The bank issued 240 million 

IDRs (including the anchor investor’s share of 36,000,000 IDRs). The qualified institutional 

buyer portion of the issue was oversubscribed 4.14 times. For 84 million IDR shares on offer in 

this category, bids were received for 348.4 million. Of this, foreign institutional investors 

placed bids for 253.2 million IDRs, while banks bid for three million and mutual funds bid for 

6.3 million. Only a quarter of the shares available for retail investors were applied for. Only 

one-fifth of the employee portion got subscription. The retail participation was low mainly 

                                                             
36 Standard chartered Plc IDR note, may 24 2010 
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because it was a new instrument and the tax treatment was not equal as that in other 

conventional public issues for retail buyers.
37

 

 

 

 

 

 

CONCLUSION AND SUGGESTIONS 

 

“A journey of a thousand miles begins with a single step.” 

                           Confucius, Chinese thinker and social 

philosopher 

This IDR issue is just a little first step towards a new era of Indian capital market the picture of 

which is not clear yet. But what is clear at this point is the fact that if India has to be an 

Economic superpower then it will certainly have to integrate with the world of today. An IDR 

issue is about the confidence which Indian Economy has gained from the outside world. For 

the first time in May2010 and till recently, only Standard Chartered Bank Plc has issued IDR, 

and we need more foreign company to participate in the issuance of the same. The inclusion of 

Indian Depository Receipt marks an effective step taken by the regulators to highlight India’s 

economic status in the global market.  

We can undoubtedly say that India has the most comprehensive laws addressing capital and 

financial markets. Moreover, Indian capital market is growing at a rapid speed attracting 

substantial investor interest for IDRs. But there is still loophole lies in the clarity of taxation 

laws, default in the regulation with respect to the fungibilty requirement, unattractiveness of 

IDR due to its currency risk and non-availability of voting rights in annual general meetings, 

and other such limitations caused by the Indian financial regulators. Subsequently on the other 

hand, market regulator in India like that taken by SEBI and RBI certainly have taken few like 

steps by allowing NRI and FII to invest in IDR, offer of facility of anchor investors to IDR 

issues and a decision to reserve about 30 % of the issue for allocation to retail investors, less 

stringent eligibility criteria so as to increase the attractiveness of such issues. This seems to 

                                                             
37 “StanChart IDR issue sails through”, Hindustan Times, Fri, May 28 2010. 11 56 PM IST 
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have started catching attention of global behemoths; Standard Chartered Bank has got approval 

from the Indian regulator to raise capital and has come up with an IDR issue and it will be 

interesting to see if this will herald the entry of other foreign companies in the IDR market. But 

still the researcher feels few more amendments must be made with respect to IDR issues. 

In the point of view of the researcher financial market regulators are more or less basically 

focusing upon the investor protection, thereby neglecting the idea to rather promote market in 

the international arena with few liberalization in the legal regime. Therefore researcher feels 

that there is scope for improvement in the laws related to IDR issuance by the foreign 

companies. Companies are put within very stringent criteria while issuing IDR in Indian 

market, therefore researcher suggest that in order to encourage more foreign companies,  both 

SEBI and Ministry of Corporate must reconsider such stringent criteria’s. Further the 

regulators must have a look at the disclosure requirement of many other jurisdictions which 

provides for less cumbersome disclosure norms and ICDR regulations in accordance with the 

same. 

In the circular by SEBI, all the IDRs shall have partial two-way fungibility. The partial two-

way fungibility means that the IDRs can be converted into underlying equity shares and the 

underlying equity shares can be converted into IDRs within the available headroom. But the 

fungibility of the IDRs should be made two ways fully which will give incentive to the issuer 

as an issuer while raising capital always thinks from the investor’s perspective and issues only 

such securities which he thinks an investor would be interested to buy. Now the question 

comes why an investor would buy IDR which only provides partial two ways fungibility and 

binds the investor to wait for at least one year before the redemption could be made, backed by 

the fact of following cumbersome formalities.  

Apart from this more clarity is required in Indian laws to attract foreign companies. Taxation 

laws are one among them. Specific provisions must made in the Income Tax Act dealing with 

IDRs as to whether dividends on such IDRs would be taxed, whether transfer of such IDRs 

would be taxed, taxation laws once IDRs are converted into equity shares etc. 

Even though Indian legal regulatory mechanism is exhaustive and provides routes to 

everything which is for the betterment of the capital and financial markets, but this is not quite 

enough to attract foreign companies to list in India. Indian economic factors are determined by 

political factors so we cannot neglect that— therefore an overall investment climate that is 

positive and favorable to attract such companies may yet take some time to emerge in India. 

Furthermore, with the recent amendments and circulars issued by SEBI and RBI in 2012 and 
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2013, we can see that the Government and regulatory authorities have been taking progressive 

steps to facilitate issue of IDRs by doing away with several stringent requirements that were 

applicable to certain category of investors, viz., domestic mutual funds, NRIs and FIIs from 

investing in IDRs and by introducing simplified procedure for listing of IDRs. 

IDRs are a good initiative from the Union government, but seem to be premature for the 

purposes of attracting foreign fund-raising from India. It is possible that as the Indian market 

matures and the acknowledged pitfalls of our slow and cumbersome legal system are addressed, 

there may be takers for this option.  

The panel headed by M.S. Sahoo secretary of the Institute of Company Secretaries of India 

suggested in its report that to encourage issuers as well as the investors, Depository receipts by 

a foreign company to access the domestic capital control regime. 

Further the report said that, “the lukewarm response to the IDR policy indicates that the 

governing framework is not in sync with the contemporary practices and thinking and, 

therefore, needs a review to realize the benefits of an active IDR market for Indian Investors 

and the Indian Financial system”.  The committee referred to the set of securities issued the 

Indian investors under the capital control regime as Bharat Depository Receipts. 

It is true that our regulators are trying to shift the topic of IDRs from dream to reality, but their 

efforts could be appreciated only when the concept becomes workable. Our regulators have 

tried to streamline the process a lot but still few lacunas have remained. However it is only 

when things become practical the problems can be handled better as said under the Sahoo 

report. If foreign companies entering into India become reality then it would be a boon for 

Indian investors as well as Indian market. Researcher feels that once the process comes into 

action our regulators would be able to understand the point of views of the foreign issuer’s 

their expectations and requirements from the Indian markets. India’s journey in this direction, 

however, still has some distance to go. 

 


