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INT RODU CT IO N  

The perception about African economi es appears to be changing  as i nvestor s are 

increasingly taking an interest  i n participating in Africa's  capital  markets through the use 

of  Depositary  Receipts (DRs).  

An analysis of  a s eries of  surveys of  sever al  manufacturing firms around the devel oping 

world shows that  at  t he margin,  capital  investment had a higher return in Africa.  Ni geria,  

for  exampl e,  has a debt -to-GDP ratio 1 of  only about 21 per cent,  compared with count ries 

l ike Italy  and Japan whose debt -to-GDP ratio i s  more than 100 per  cent. 2 Accordi ng to a  

World Bank report, 3 foreign invest ors get  a higher return on t heir  African investments 

than those in other  regions.   

Although several  companies interested i n Africa have tried to manage their  African 

busi nesses fr om Eur ope or the Middle East,  thi s has not proven to be successful  as  

variance in culture,  currency,  legal  systems,  tax admi nistrati on,  regulatory  climate and 

language have made this management difficult.  How ever,  it  appears that  the use of  DRs 

can help overcome these l imits and allow for the free fl ow of  funds within the 

international  capital  market.  

 

What are Depositary  Recei pts?  

DRs are negotiabl e certificates of  debt or  equity which can be traded on a f ore ign stock 

exchange and i ssued by an overseas deposi tory bank to f oreign i nvestors.  These secur ities 

exchange) to an overseas depository bank who acts  as an i ntermediary be tween the 

investors and the issuing  company. The security i s regi stered in the name of  the 

depository bank who then i ssues the DRs t o investors.   

                                                           
1 Debt-to-GDP ratio is the ratio between a country’s debt to its gross domestic product (GDP). It is an indicator of an economy's health; a 
high debt-to-GDP ratio indicates too much debt.  
2 Trading Economics ‘Nigeria Government Debt to GDP’ (2018) <https://tradingeconomics.com/nigeria/government-debt-to-gdp> 
3 Makhtar Diop, Yuan Li, Li Yong and H.E. Ato Ahmed Shide, ‘Africa Still Poised to Become the Next Great Investment Destination’ (2015) 
http://www.worldbank.org/en/news/opinion/2015/06/30/africa-still-poised-to-become-the-next-great-investment-destination  

https://tradingeconomics.com/nigeria/government-debt-to-gdp
http://www.worldbank.org/en/news/opinion/2015/06/30/africa-still-poised-to-become-the-next-great-investment-destination


In essence,  a l ocal  company can trade its shares i n the i nternati onal  markets by i ssui ng a  

DR to i nvestors.  F or example,  let  us consi der  N e w C o a Nigerian company listed on the 

Nigeria st ock exchange that  is seeki ng additional  capital  f or  a new project  and wants to 

access foreign i nvest ors.  NewCo  can achieve this by l isting it s securities on a for eign 

stock exchange by i ssuing DRs. Even though NewCo i s a Nigerian company,  investor s i n 

 

  

Benefits  of  Issuing Depositary Receipts   

As shown above,  a DR program is  a useful  option for companies l isted on a stock exchange 

seeki ng to expand their  equity base outsi de their  home market further.  Thus,  a  company 

trying to rai se capital  may use a  DR as a  capital -raising tool  t o access capit al  ov erseas.   

Using  DRs,  compani es from more than 80 countries have been able to access new 

investors outsi de thei r  home market s. 4 The associ ated advantages of  a DR listi ng typically 

include higher  st ock prices,  higher investor demand and share l iquidity i n l i ne with 

international  trends.   

Because a  DR i s  a  tool  that  can be used t o access the foreign market,  a  company that  i ssues 

a DR increases its chances of  global  vi sibil i ty and boost s its  reputation in the l ocal  market.  

DRs also play a  critical  role i n different types of  cr oss -bor der transactions,  such as 

privatisations,  mergers and acquisitions,  corporate actions,  and strategic  is suer  

objectives.  Among the variety of  methods used in the privati sation process all  over  the 

world,  DR offering s are reported to be particularly attractive and represent a l arge 

proportion of  successful  privati sations. 5 In 1990,  Telefonos de Chile,  the gov ernment-

owned telephone company i n Chile  was privatised through the use of  American  

Depository Receipts.  This pathway for  

                                                           
4 JPMorgan ‘Depositary Receipts- Reference guide’ (2005) 
<http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Referenc
e%20Guide.pdf> 
5 Kateřina Holická ‘International Financing – Focused on GDR and ADR’(2004)  Univerzita Karlova v Praze Fakulta sociálních věd 
<file:///C:/Users/hdan-habu.AELEXPARTNERS/OneDrive%20-%20AELEX/Downloads/444_katerina_holicka.pdf> 

http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Reference%20Guide.pdf
http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Reference%20Guide.pdf
http://c/Users/hdan-habu.AELEXPARTNERS/OneDrive%20-%20AELEX/Downloads/444_katerina_holicka.pdf


6 Other  countries 7 have 

subsequently used DRs to generate privati sation revenues.  

Compani es may i ssue DRs t o achieve specific corporate objectives.  For exampl e,  a  

company may devel op e

market in a  bid to facil itate a convenient  i nvestment  vehicl e for such empl oyees.   

Compani es that  parti cipate i n DRs can encourage foreign i nvestment  without  worr ying 

about  barrier s to entry inv estors might f ace such as,  variances i n currency,  l ang uage 

barriers and unstable regulations.  

 

Global Depositary Receipts  (GDRs) and American Depository Receipt  (ADRs)  

While the DR programs can be structured in a variety of  ways,  t here are two basi c optio ns 

that  are being  util ised and these are  American Depositary  Receipt  programs and the 

Global  Deposit ary Receipt  programs.  

Using the American Depositary Receipt  ( ADR),  American i nstitutional  i nvestors (pensi on 

funds,  l ife  offices and unit /investment trusts)  hold and trade the shares of  overseas 

companies.  The ADR makes it  easier  for  non -US i ssuers to sell  and f or Americans to buy,  

own and trade equity.  

 (GDRs).  The Global  Depository  Receipt  (GDR)  i s a type of  

depository  receipt  l isted i n a f oreign st ock market,  usually on European stock exchanges 

such as the Deut sche Bör se or L ondon stock exchange ,  and cl eared throug h the 

Euromarket clearing systems. The  use of  GDRs has ri sen by more than 8% between 2004  

                                                           
6 William L. Megginson, Jeffry M. Netter and Candra S. Chahyadi, ‘Size and Impact of Privatisation – A Survey of Empirical Studies’ < 
https://www.cesifo-group.de/DocDL/dicereport105-forum1.pdf>  
7 Examples include Pakistan,  Poland and Hungary 

https://www.cesifo-group.de/DocDL/dicereport105-forum1.pdf


and 2005 alone. 8 For  inst ance i n 2007, Russia's second -larg est  bank, Vneshtorg bank 

traded its  DRs on London Stock Exchange that  rai sed US$8 bill ion. 9   

In some respect s,  the GDR and ADR are similar.  Both  are financial  and negot iable  

instruments,  and hol ders of  both i nstruments are entitled to equity  benefits  such as 

dividends,  bonus shares and rights issues.  They are usually quoted in US dollars,  though 

the underlyi ng shares are denomi nated in l ocal  curre ncy.  I n bot h cases,  a custodi an i ssues 

ADRs/GDRs to subscribers and acts  as  an agent  of  the depository in whose name the 

shares are regi stered.   

 

Depositary Receipts (DR) vs  Foreign Direct Investment (FDI)  

DR and Foreign Direct  Investment (FDI) are similar  i n that  they both i nvolve a  for eign 

entity i nvesting  in a  busi ness operation in another  country.  An FDI i s  when a person has 

equity participation in a  foreig n company. Through FDI s,  investor s directly  enter the 

overseas market,  thus exposing their  investm ent s to ri sks pr evalent in overseas mar kets 

such as foreign exchange i nst ability,  changing local  legal  and tax regimes,  uncer tain 

regulatory changes,  and expr opriation.    

On the other hand, DR transacti ons tend to have comparabl y lower associated cost s.  

Using DRs, foreign i nvestors can buy the shares of  the i ssuer i n their  own country,  thus 

avoi ding any risks th ey may face if  they make direct  i nvestments in a  foreign countr y.   

 

Depositary Receipts from Af rica and Nigeria  

Even though there ar e 54 countries and more than 1.2 bil l i on people i n Africa,  the vast  

majority of  African DRs are from South Af rica. 10 Except for  a  few Nigerian and Zambian 

stocks,  there i s not  a lot  of  African presence i n foreig n stock exchanges.    

                                                           
8 “In 2004 – 2005, GDRs were used to raise 40% of all capital, compared to 27% in the comparable 2001 – 2003 timeframe.” 
<http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Referenc
e%20Guide.pdf> 
9 Privatisation Barometer, The PB Report 2007 
10  Javier Hasse, ‘Why Most African Companies Are Not Listed On The NYSE Or Nasdaq: It's All About Valuations’ (2017) < 
https://www.benzinga.com/news/17/02/9095772/why-most-african-companies-are-not-listed-on-the-nyse-or-nasdaq-its-all-about-val>  

http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Reference%20Guide.pdf
http://quantlabs.net/academy/download/free_quant_instituitional_books_/%5BJP%20Morgan%5D%20Depositary%20Receipts%20Reference%20Guide.pdf
https://www.benzinga.com/news/17/02/9095772/why-most-african-companies-are-not-listed-on-the-nyse-or-nasdaq-its-all-about-val


Some Nigerian banks have successfully issued DRs. For instance,  Guar anty Trust  Bank 

Plc was the first  African bank to have its  GDR li sted on the London Stock Exchange (LSE) 11 

and its l i sting was subscribed to a  tune of  $750 million. 12 In 2008, Diamond Bank PLC 

raised $500 million on the London Stock Exchange after it  l isted its  GDRs. 13 Zenith Bank  

PLC also l isted it s GDR on the Irish Stock Exchan ge (ISE) in 2017 and it  recor ded 300% 

oversubscription. 14  

With conti nued globalisation,  i nvestor s who seek t o diver sify their  portfolios g lobally 15 

may purchase DRs. I nvestors who invest  i n DRs emanating from sub -Saharan count ries 

would not  have to deal  with any barriers t o entry they may face if  they enter the market  

directly,  such as variances i n currency,  language barriers  and uncertain legal  and 

regulatory climate.  

 

T h e  I m p o r t a n t  B i t :  T h e  O f f e r i n g  C i r c u l a r  

To run a  successful  DR program,  it  will  be expedient f or the i ssuing  company to appoint  

advi sor s with the requisite expertise.  The function of  the advisor i ncludes preparing 

exchange l isti ng agreement s and drafting  a comprehensive prospectus (al so known as the 

o f f e r i n g  c i r c u l a r ) .   

An offering circul ar is  a di sclosure document,  drafted by an i ssui ng company and 

presented to investors for  their  capital 16.  An offering circul ar  can be the significant  

difference between a company getting  capital  or  going  unnoticed by invest ors.  The 

offering circul ar will  serve as a  guide to the investor,  and as such, the preparation of  the 

                                                           
11 635 by GTBank, “GTBank Marks the 10th Anniversary of Listing on the London Stock Exchange” (2017)  
<https://635.gtbank.com/2017/07/gtbank-marks-the-10th-anniversary-of-listing-on-the-london-stock-exchange/> 
12 Daily Trust “GTB Lists $750 Million Offer On LSE” (2007) <https://allafrica.com/stories/200707091017.html> 
13 Proshare, “Diamond bank listed on London Stock Exchange” <https://www.proshareng.com/news/Investors%20NewsBeat/Diamond-Bank-
Listed-on-London-Stock-Exchange/3439> 
 
14 Vanguard, "Zenith Bank's $500m Eurobond records 300% oversubscription." 
<https://www.vanguardngr.com/2017/06/zenith-banks-500m-eurobond-records-300-oversubscription/> 

 
15 Friedland Capital Inc. ‘Guide To American Depositary Receipts’ (2005) <https://www.karlschempp.com/documents/guidetoadrs.pdf> 
 

https://www.karlschempp.com/documents/guidetoadrs.pdf


offering circul ar i s of  utmost importance and will  remain i ntegral  to the long -term 

devel opment of  the DR program.   

 

In Nigeria,  GDRs repr esent underlying shar es which may  be admi tted on the Nigeria Stock 

Exchange (NSE) as part  of  the i ssued shar e capital  of  the Company.  Where the GDR is to 

raise capital,  the I ssuer is  required to fi le the f ollowi ng inf ormation with the Securities 

and Exchange Commissi on (SEC):   

  Capital  hist ory of  the issuer (e.g.  total  share capital,  pai d -up,  i ssued and un -issued 

capital)  with evidence of  an increase in share capital  (where applicable) ;  

  Currency in which securities for the progr amme woul d be denominated (e.g.  dollars,  

pound sterling,  or  Naira);  

  Evidence that  the Central  Bank of  Nigeria  (CBN) has cleared the plan. 17   

  Evidence of  clearance by other regulat ory agencies woul d be required where 

applicabl e.  

  A signed copy of  audited accounts for the precedi ng three (3)  years which shall  not  

be more than nine (9 )  months old.  Where the latest  audited account s are more than  

nine months ol d,  recent interim audited statements f or the first  six (6)  months of  the 

financial  year must be included.  

  Rights and obligations attached to each class of  securiti es if  different  classes of  

securities are being i ssued.  

 

In a  circular  dated 3 r d  December 2007,  the CBN published the following  guidelines on the 

issuance of  CCIs for GDR transactions:  

                                                           
17 The Central Bank of Nigeria is responsible for the issuance of Certificates of Capital Importation (CCI) A CCI is statutory evidence of capital 
inflow/investment into a Nigerian company. It facilitates the payment of dividends and capital to the foreign investor 



  Where the foreig n exchange i nflow i s i n respect  of  GDR, a Master Certi ficate of  

Capital  Importati on ( CCI) shoul d be i ssued i n favour  of  the Depository  Bank to the 

tune of  the f oreign exchange inflow .  

  Upon i ssuance of  the master CCI,  the r eceivi ng bank/Authorised Dealer shoul d 

furnish the CBN with a  copy with the details of  the benefici al  i nvestors to the GDR 

endorsed on the back of  the master CCI.   

  Where any portion of  the GDR is cancelled off shore by the i nvestor,  the Depository  

Bank,  shall  i nform the cust odian/sub -custodian of  the Master  CCI of  the 

cancellation and provide the latter  with the necessary  documentary evi dence of  

same.  

  umber  of  

master CCI.   

With the vali d CCI  covering the number of  shares withdrawn from the GDR, the direct  

non-resi dent  equity i nvestor can trade wit h the underlying shar es i n th e local  market .  

 

C o n c l u s i o n  

As mentioned above,  some of  the advantages a company could have when it  i nitiates a DR 

program include,  accessing new i nvestor s outside their  home markets,  i ncreased chances 

of  global  vi sibil ity and a  boost  i n its  reput ation in the local  mar ket.   

While DRs are an excellent way to rai se capital  out side the i ssuer's home market or  to 

make equity more widely accessi ble,  companies i nterested i n launching DR prog rams 

shoul d seek prof essional  advice from experienced lawyer s,  bankers an d stockbroker s,  in 

relation to the manner the offering circular should be presented and how the DRs wil l  be 

held and transacted.   
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