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RECENT DEVELOPMENTS have rekindledin- 
terestin foreignlistings of Indian companies. 
The Finance Minister had suggested in 
September that the governmentis lookingto 
commencelistingsin GIFTIFSCand may sub- 
sequently consider listings elsewhere. The 
Ministry of Corporate Affairs followed upwith 
anotificationinOctober empoweringthe gov- 
ernmentto allow certain public companiesto 
issue securities for listing on permitted for- 
eign stock exchanges. These developments 
signal astepin the right direction. 

Gapital i an input and comes aa ot If 
Indian companies are to be globally compet- 
iive, they should be able to access capital at 
thelowest possible cost. Foreign investors are 
alsomore comfortable investing in securities 
listed in their home country and tend to give 
excessiveweightage to such securities in their 
portfolios. This home bias puts Indian com- 
paniesata disadvantage in attracting foreign 
investments. Foreign listings can help over- 
comethis bias and lower the costof capital for 
companies. It can also improve valuation by 
giving exposure to specialised market ana- 
lysts, and enhance brand reputation among 
foreignclients. 

Broadly speaking, corporations can list 
overseas in four different ways. Some coun- 
tries allow their companies toissue a separate 
class of shares for off-shore listings. For in- 
stance, mainland Chinese companies are al- 
lowed toissue H-sharesfor listinginthe Hong 
KongSpecial Administrative Region. H-shares 
are Renminbi-denominated buttradein Hong 
Kongdollars. Indian laws have alsofacilitated 
2 somewhat similar mechanism in the past. 
For example, the Calcutta Electric Supply 

Corporation (India) Ltd. (later CESC Limited) 
‘waslistedon theLondon Stock Exchangefrom 
1979 to 2013. The company maintained a 
branch register in London for shareholders 
residentin London. 

A second mechanism involves the Global 
Registered Share (GRS).A GRS s an ordinary 
share of acompany that trades and transfers 
freely across national borders. It s an actual 
shareof thecompary, notareceiptrepresent- 
ing ordinary shares deposited with a custo- 
dian. The first GRS was issued by 
DaimlerChrysler in 1998, They were quoted, 
traded and settled inUSDin New Yorkand in 
Deutschmarks/Euros in Frankfurt. 

“The dual listed company (DLC) structure 
enablesmerged companies tobe united oper- 
ationally bu remain separate legal entities. 
Thesedifferentlegal entities couldbelisted in 
differentjurisdictions. Forexample, RioTinto 
‘operates underaDLC structure. Rio Tinto PLC 
islisted on the London Stock Exchange while: 
Rio Tinto Lwd. is listed on the 
Australian Stock Exchange. 

Finally,depository receipts (DRs) appear 
to be the most prevalent mechanism. 
Domesticsecurities redeposited withacus- 
todian on-shore and DRs reissuedoff-shore: 
againstsuchdeposited securities by adepos- 
itorybank Thefirst DRissue was by JPMorgan 
in 1927 for the British retailer Selfridges 
Provincial StoresLtd. 

Over the last three decades, Indian com- 
panies have primarily relied on American 
Depository Receipts (ADRs) and Global 
Depository Receipts (GDRS) for foreign lst- 
ings. Thiswasfaclitated by a 1993schemets- 
sued by the Finance Ministry. The first DR - 

suancewas by Reliance Industries. The latest 
'MCA notification has now sparkedinterestin 
directlisting on foreign exchanges. 

“Directlisting” has twoverydifferentcon- 
notations. It could refer to an unlisted indian 
company directly listing s DRs on an over- 
seas exchange without having to list its do- 
mestic equity shares on an Indian exchange. 
The 1993 schemeinitially did not prohibit this. 
Subsequent amendments, however, made 
prioror subsequent domesticlistingarequire- 
ment for DR issuance. This was relaxed only 
in2013. The 1993 scheme was replaced by a 
new scheme in 2014 that also allowed direct 
listing. However, a subsequent 2019 SEBI cir- 
cular restricted DR issuances only to domes- 
tically listed companies. 

“This restriction is possibly rooted n regu- 
IaInry concerns around DRs. In the past, the 

ay fungibility between DRs and under- 
Iymgshans hasbeen misused to manipulate 
domestic share prices, This compromisesin- 
tegrity of public markets in which regail in- 
Vestors are exposed. 

‘Another regulatory concern relates toul- 
timate beneficial ownership. DRs are tradeable 
foreign securities. Only a KYC-compliant per- 
son can hold a DR in a FATF jurisdiction. 
However, the identity of the ultimate natural 
beneficial owner of a DR may remain un- 
known. That could pose a challenge for inves- 
tigating agenciesiffunds are laundered by in- 
vesting in DRs through related parties. It also 
creates compliance challenges for domestic 
custodians which are unable to report details 
of persons holding beneficial nterests in DRs 
abroad, asrequired under Indian company L. 

‘These concerns may have nudged policy- 

makers to explore another type of direct list- 
ing — listing shares of Indian companies di- 
rectly on foreign exchanges without relying 
on DRs at all. The idea was first mooted by a 
SEBI Expert Committee in 2018. The latest 
MCA notification has now paved away forthis. 
Ifimplemented, itwould be akin toeither GRS 
or H-shares. 

If Indian companies are allowed to list in 
GIFTIFSC using an instrument like GRS, it 
would require creating a single global share 
register aswellasinteroperability among dear- 
ing corporations in mainland India and the 
IFSC Multiplelawswould need tobe amended. 
Alternatively, Indian companies could be al- 
lowed toissue a special class of shares like H- 
‘sharesforlistingin the IFSCand maintainafor- 
eignregisterfor thesame. This would probably 
be relatively simpler toimplement. 

Forlistings in other foreign jurisdictions, 
DRswould probably be more convenient than 
instruments ike GRS or H-shares.Regulatory 
«concems around DRs must therefore be bal- 
ancedwithlegitimate needs of unlisted com- 
panies tolistoverseas. Amiddle pathcouldbe 
allowing them to sponsor DR issues only in 
selectFATF and 10SCO compliantjurisdictions 
that are likely to fully cooperate with Indian 
authorities in the event of an investigation. 

A conducive policy on foreign listings 
could generate rich dividends for the 
broader economy. 
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