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Scope and Definitions

The scope of this document is to describe the market practice for the usage of:
· MT544 for notification of DR issuance and receipt of stocks
· MT542 for instruction of releases to deliver ordinary shares  
· MT546 for confirmation of releases 
· MT548 for notification of settlement issues

It covers the following business domain: 
· DR Issuance notification
· DR Cancellation
· Financial instrument: Equities

This document aims at presenting a high level overview of the elements (including the business flows and message types) involved in the DR issuance and cancellation processes in an effort to establish a global market practice for the processes.
Once agreement of the basic flows and concepts is agreed, a market practice document utilizing the SMPG market practice template will be drafted and distributed for further discussion.

[bookmark: _Toc337283872]Introduction

 A depositary receipt (DR) is a type of transferable financial security that is traded on a local stock exchange but represents a security, usually in the form of equity that is issued by a foreign publicly listed company. The DR allows investors to hold shares in equity of other countries. One of the most common types of DRs is the American depositary receipt (ADR). 

Since then, DRs have spread to other parts of the globe in the form of global depositary receipts (GDRs) (the other most common type of DR), European DRs and international DRs. ADRs are typically traded on a U.S. national stock exchange, such as the New York Stock Exchange (NYSE) or the American Stock Exchange, while GDRs are commonly listed on European stock exchanges such as the London Stock Exchange. Both ADRs and GDRs are usually denominated in U.S. dollars, but can also be denominated in euros.
[bookmark: _GoBack]

[bookmark: _Toc337283873]Issuance and Cancellation

“Issuance” and “cancellation” simply refer to the transfer of custody of the share between the home market and the overseas market. 

Depositary receipts are normally created when shares currently trading in a foreign market, or newly issued shares resulting from an offering of securities, are deposited with the depositary’s custodian bank in the
issuer’s home market. The depositary then issues depositary receipts representing those shares.

Generally, Depositary Receipts are issued or created when investors decide to invest in a non-U.S. company and contact their brokers to make a purchase. These brokers, through their international offices or through a local broker in the company's home market, purchase the underlying ordinary shares and request that the shares be delivered to the depositary bank's custodian in that country. The broker who initiated the transaction will convert the U.S. dollars received from the investor into the corresponding foreign currency and pay the local broker for the shares purchased. On the same day that the shares are delivered to the custodian bank, the custodian notifies the depositary bank. After notification, Depositary Receipts are issued and delivered to the initiating broker, who then delivers the Depositary Receipts evidencing the shares to the investor.

In the event that investors want to sell their Depositary Receipts, they notify their broker. The broker can either sell the Depositary Receipts in the U.S. market through an intra-market transaction or sell the shares outside of the U.S., typically into the home market through a cross-border transaction. In cross-border transactions, brokers, either through their international offices or through a local broker in the company's home market, will sell the shares back into the home market. To settle the trade, the U.S. broker will surrender the Depositary Receipt to the depositary bank with instructions to deliver the shares to the buyer in the home market. The depositary bank will cancel the Depositary Receipt and instruct the custodian to release the underlying shares and deliver them to the local broker who purchased the shares. The broker will arrange for the foreign currency to be converted into U.S. dollars for payment to the Depositary Receipt holder.


[bookmark: _Toc337283874]Sample Illustrations
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[bookmark: _Toc337283875]Sample Message Templates
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[bookmark: _Toc337283876]Actors and Responsibilities
In the DR issuance and cancellation processes, there is close coordination between the Depositary Bank and the Custodian Banks. Below is a summary of the responsibilities of the 2 main actors in the processes: 

	Actors
	Responsibilities

	Custodian
	· Receive local shares in issuer’s home country
· Advise the depositary of deposits of shares, including complete delivery instructions
· Register the shares in the depositary’s account as necessary with the issuer’s transfer agent/registrar
· Confirm release of local shares upon cancellation of depositary receipts
· Hold shares in custody for the account of depositary in the home market

	Depositary
	· Provides advice/perspective on type of program, exchange or market on which to list or quote
· Matches DR issuance instructions
· Prepares and issues DR certificates against the deposit of local shares with the custodian
· Cancellation of DR certificates and instructs local custodian bank on delivery of local stocks





 Corporate Actions for DR

[DR uses ordinary shares as its underlying securities, therefore the corporate actions entitlements are to be received by the holders of the DR.  The local custody bank for the Depositary will notify the events and entitlements (as per the share balance for the DR) to the Depositary. ]

Flow:  

- 10 -
image1.png
Flow of Case 1 —Issuance of DR from domestic (DM) Stocks

Local Custodian for

3

>

Depositary

(custody banks in the domestic

Step2 country)
Investors sub-custodian (8)
requests local custodian
for DR(A) to make an 5
instruction to issue DR
(underlying security
delivered to local

custodian (A) from Sub- s
custodian (8) and kept at
the account of the BJUUU I
Depositary) L
Sub-Custodian
Step1

Investor (E) requests its sub-custodian (B) to
send an instruction to issue depositary

receipt for DM stocks

Step3
Local custodian for DR (A)
notifies depositary () of
DRissuance and receipt
of the DM stocks

Can this be in MT544 ?

EM

Investor

a:

Depositary (BNY,

Citibank, JPM, etc)

Stepd
Depositary (C) matches
o DRissuance instructions.
from (A) and (D), issue
DR and deliver DR o (D)

@

y

Global Custodian

P

Step1

At the same time, investor (E) requests its
global cust

n (D) to receive DR




image2.png
Flow of Case 2 — Cancellation of DR (convert to DM stocks)

O 3 Y
AL Step3 quilc
S o Depositary (C) notifies S
Local Custodian for DR local custodian (A) of DR .
(Custody banks in the domestic cancellation and delivery Depos::arv(BNV.
Steps country) of the DM stocks nk, PM, etc)
Local custodian for DR (A) Can this be in MT542?
matches DR cancellation Step2
n [s]|[a 2 Global custodian (D)

and delivery instru
from the Depositary(C)
and the request from

the Sub-custodian (B). If ¥

Step4.
Sub-custodian (B) requests local
custodian for DR (A) to deliver
local security to sub-custodian

matched, deliver the DM 7
stocks to (B). B UUI“
&
Sub-Custodian
1
7
Step1 EM

At the same time, investor (E) requests its
sub-custodian (B) to cancel DR and receive
the DM stocks

Investor

to cancel DR

P

@

Global Custodian

P

Step1
Investor () requests its global custodian (D)
the cancellation of DR

requests Depositary (C)




image3.png
MT544 Receive Free Confirmation (DR - from local Custodian of Depositary Bank to Depositary Bank)
DR conversion confirmation

Tocal Custodian of

Status| Tag Qualifier Detailed Field Name SWIFT peallcustadionts
Mandatory Sequence A General Information
n 1R [GENL
m 20c__[SEME instruction reference na
m 236 [nEWM instruction ref type
CanC Cancellation
o N Preperation date/time
Repetitive Mandatory Subsequence Al Linkages
n (TS

i any transaction reference

PREY for CANC or RVSL |oumper avallable use TRRF

20c  |PREV, TRRF Previous message reference |TRAF for DR transaction

n 165 [Lnk

m 165 |GENL

Mandatory Sequence B Trade Details

n 16R__ [TRADDET

m 54 [eseTy) Settiement Date

m 35 JIsin lgentification of Security

T —— Secunty Name

[Global custodian of the
investor (information always

o e |spRo Settiement pracessing infarmation required. Provided in DTCC a/c

m 165 [TRADDET

Repetitive Mandatory Sequence C Financial Instrument/Account

n 1R [FIAC

m 38 |ESTT/UNT. Guantity

m a7 [sarE safekeeping sccount

m 165 |Fiac

Mandatory Subsequence E Settlement Details

16 [SETDET

For DR Tssuance Telaed [prafer CONV
n 2or  |seThiissuorcony  [Trade type settlement transaction
Repetitive Mandatory Subsequence E1 Settlement Parties 1
n 16 [SETPRTY.
SeTer (underying customer =[G opTlan (hams Tn TexD) T EIC
n o |seLL investor) is not available
m 165 [SETPRTY.
m 165 [SETDET
Repetitive Mandatory Subsequence E1 Setllement Parties 2
n 16 [SETPRTY.
Foptan or O oplon 5 [B1C code can b= used
cis5 be used
n s |pEac Delivery Agent (investor's local custodian
m 165 [SETPRTY.
m 165 [SETDET
Repetitive Mandatory Subsequence E1 Setllement Parties 3
n 16 [SETPRTY.
m o |PseT Flace of settement
m 165 [SETPRTY.
Optional Repetitive Sequence F Others Parties
n 16R__[OTHRPRTY

55 7T Tield/ sequence
needed or not

INVE for investor (underlying
s iouaiifier customer?

70E__|DECL Deciaration Detals

e

165 |OTHRPATY.





image4.png
MT542 Deliver Free Instruction (DR - from Depositary Bank to local Custodian of Depositary Bank)
DR release instruction

Tocal Custodian of Depasitary

Status| Tag Detailed Field Name SWIFT e

Mandatory Sequence A General Information

n 1R [N
m 20c [seme instruction reference no
m 236 [nEwm instruction ref type.
canc Cancellation
o ssc__ [erer Preperation date/time
Repetitive Optional Subsequence Al Linkages
n 1R [unk
o 134 [ungjsez in case of canceliation
FREV far canceliation
PREV or TRRF (or A1 for [TRRF for DR transaction if
n 200 |PREV and A1 for TRRF) _|previous message reference |available o need for TRRF
m 155 [umk
m 165 [aEn
Mandatory Sequence B Trade Details
n 1R [TRADDET
m oas[seTT Setfiement Date
m 358 [Isivoc lgentification of Security
E— Secunty Name
n 165 [TRaADDET
Repetitive Mandatory Sequence C Financial Instrument/Account
n 1R [FIAC
m 38 [seTT//ONT Quantity
m a1 [sare safekeeping sccount
m 165 [FIac

Mandatory Subsequence E Settlement Details

16 [seTDET

FeraTed seement

n 2or |serymele [Trage type transaction
Repetitive Mandatory Subsequence E1 Settlement Parties 1
n 16 [SETPATY
Coption (mame 11 TexD 1T BIC
n s |euve uyer is not available
m 165 [seTPRTY
m 165 [seToET
Repetitive Mandatory Subsequence E1 Settlement Parties 2
n 16 [SETPATY
Fopton Gan also be used
n e |mEsc Receiving sgent (local custog|(investor's local custodian)
m 165 [seTPRTY
m 165 [seToET
Repetitive Mandatory Subsequence E1 Settlement Parties 3
n 16 [SETPATY
m osp [pseT Place of settiement
m 165 [seTPRTY
Optional Repetitive Sequence F Others Parties
m 16 [oTHRPRTY

oo 1 s Tield 7 sequence 15
needed or not

INVE for investor (underlying
n o5 |louaiifier] customen?

7 [oEcL Declaration Detalls

) 165 |OTHRPATY





image5.png
MT546 Deliver Free Confirmation (DR - from

DR release confirmation

local Custodian of Depositary Bank to Depositary Bank)

Tocal Custodian of

Status| Tag Qualifier Detailed Field Name SWIFT peallcustadionts

Mandatory Sequence A General Information

n 1R [GENL

m 20c__[SEME instruction reference na

m 236 [nEWM instruction ref type

CanC Cancellation

o N Preperation date/time

Repetitive Mandatory Subsequence Al Linkages

n 1R [Lnk

o 134 |UnKi/sa
FREV far CANC or VL
ITARF for DR transaction
RELA to link with previously |Only if TRRF comes from

n 20c |PREV, TRRF, RELA received instruction Depositary Bk

m 165 [Lnk

m 165 |GENL

Mandatory Sequence B Trade Details

n 16R__ [TRADDET

m 54 [eseTy) Settiement Date

m 35 JIsin lgentification of Security

e —— Secunty Name

n 165 [TRADDET

Repetitive Mandatory Sequence C Financial Instrument/Account

n 1R [FIAC

m 38 |ESTT/UNT. Guantity

m a7 [sarE safekeeping sccount

m 165 |Fiac

Mandatory Subsequence E Settlement Details

16 [SETDET

For DR Tssuancs related

n 2or  |seTey meLe [Trage type settlement transaction

Repetitive Mandatory Subsequence E1 Settlement Parties 1

n 16 [SETPRTY.
FpTon can also be used
in this case an investor who
receives DR (who delivers

n e |suve Buver (investor) KR stocks to Depositary BK)

m 165 [SETPRTY.

m 165 [SETDET

Repetitive Mandatory Subsequence E1 Setllement Parties 2

n 16 [SETPRTY.
Fopton Gan also be used

n EE Receiving sgent (investor's local custodian)

m 165 [SETPRTY.

m 165 [SETDET

Repetitive Mandatory Subsequence E1 Setllement Parties 3

n 16 [SETPRTY.

m o |PseT Flace of settement

m 165 [SETPRTY.

Optional Repeti

tive Seavence F Others

Parties

n 16R__[OTHRPRTY
oo 1T TS Teld 7 sequence 15
needed or not
INVE for investor (underlying

n s |lquaiifier] customen?

o 70E__|DECL Deciaration Detals

m 165 |OTHRPATY





image6.png




