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Chinese Cross-listed Firms Auditor Choices

Abstract
I test the Earnings Response Coefficient (ERC) between Chinese cross-listed firms using Big
Four auditors and those using non-Big Four auditors. I assume that Chinese firms` auditor
choices are associated with the quality of the audit. Based on general perception in the U.S.
capital market, Big Four auditors usually provide high quality audits. Also due to the lessened
accounting standard in Chinese capital market and the insufficient experiences of Chinese
auditors, Chinese firms usually have low quality of audited financial statements before they enter
the U.S. stock market. Therefore, I expect to find that the ERC for Chinese firms using Big Four
auditors is higher than those using non-Big Four auditors. I find the ERC for Big Four firms is
significantly higher than non-Big Four firms. Separately, I test the ERC between Chinese firms
listed as ADRs (American Depositary Receipt) and listed as non-ADRs. ADR listing has
lessened many procedures and documentation requirements by SEC. Therefore, I expect to find
that the ERC for Chinese firms listed as ADRs is negative compared with those listed as nonADRs. However, I find the ERC for firms listed as ADRs firms is positive and significant, which
indicates there isn’t a negative effect of listing as an ADR. This paper extends the accounting
literature on Chinese firms` auditor and listing choices.
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I: Introduction
As a result of limited access to capital in the Chinese economy, an increasing number of
Chinese firms have decided to enter foreign capital markets. To illustrate this limitation,
according to the report of the China Renimin Bank (the central bank in China, which has a
similar role to the Federal Reserve Bank in the U.S.), in 2010, the Chinese stock market has
approximately 3 trillion CNY (about 0.45 trillion USD) capital flows and a daily trading capital
of 12.53 billion CNY (about 2 billion USD). In comparison, America has a large capital market.
In 2010, U.S. Securities and Exchange Commission (SEC) has reported that Wall Street in New
York City is the largest financial center in the world, with approximately 10 trillion capital flows
and a daily trading rate of 3 billion shares, which amounts to about 50 billion dollars. Its daily
trading amount accounts for 55% in the whole world`s stock market. Also, American investors
have shown great interest in purchasing stocks from fast growing countries. In the past decade,
American investors have invested 90 billion dollars in purchasing foreign stocks and more than
half of them came from Asian firms (2010 SEC Report). Even though American investors are
beginning to purchase stocks in foreign financial markets, there are still reasons Chinese firms
want to be listed on the U.S. stock exchange. Prior research shows that the Chinese domestic
capital market has considerable limitations such as state control and government restrictions
which limit firms’ access to capital. Li and Su (2009) found that the state control of capital
access in China distorts resource allocations and impedes the growth of entrepreneur firms. They
provide robust evidence that financial constraints trigger underinvestment. Huang and Wong
(2008) found that “overseas listings provide a mechanism for constraining politicians’ pursuit of
private benefits and improving efficiency for partially privatized Chinese state-owned enterprises
(SOEs)”. Therefore, a growing number of Chinese firms have entered the U.S. stock market.
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According to Google Finance, in 2000, there were less than 10 Chinese firms listed on the U.S.
stock exchange, but by the end of year 2010, there were 108 Chinese firms successfully listed on
the U.S. stock exchange. Although 108 is still not a large number, it is over 10 times larger than
in 2000 and the annual growth rate has increased rapidly in the last decade.
Since the U.S. capital market has attracted many Chinese firms, it appears U.S. investors
are willing to invest in Chinese firms. However, before they make the decision, there arises an
issue---how high is the quality of the Chinese firms` financial statements? Before they enter the
U.S. capital market, many of them are using local Chinese auditors to audit their financial
statements. Moreover, the China Securities Regulatory Commission (CSRC) uses different
accounting principles which are different than either IFRS or GAAP. Compared with listing on
the Chinese stock exchange, the U.S. GAAP and the SEC have stricter financial reporting
standards. There is a huge transition for Chinese firms entering the U.S. stock market. This
transaction may lead U.S. investors to question the quality of Chinese firms` financial statements.
In order to solve these problems and gain credibility from U.S. investors, Chinese firms have to
prove the high quality of their audited financial statements. So how do they signal they have high
quality financial statements?
Prior research suggests that higher auditor quality is associated with more credible
financial reports. This association should give investors more confidence when investing in such
firms. In the U.S. capital market, Big Four auditors usually provide high quality audits. Teoh and
Wong (1993) have found that the ERCs (Earning Response Coefficient) of Big Eight clients are
statistically significantly higher than for non-Big Eight clients. I hypothesize that Chinese firms
can signal they have high quality financial statements by using a high quality auditor.
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This paper builds on the basis of Teoh and Wong`s (1993) research about auditor quality on the
ERC. I examine how the ERC on Chinese firms using Big Four auditors differs from Chinese
firms using non-Big Four auditors. Since there are only 86 firms` data available and many of
them only have traded in the U.S. for less than five years, in order to enlarge my observation, I
use the quarterly rather than annually stock return as the ERC in my research and measure the
unexpected return to find out the investors` reaction to audited financial statements. For instance,
if company X and Y both report a $1 million earning, but X uses a Big Four auditor whereas Y
does not, do investors react differently? Although lots of research has indentified the high quality
of Big Four auditors audited financial statement, there is no prior research exclusively focused
on Chinese firms. On top of that, the majority of Chinese firms entered the U.S. stock market in
the beginning of 21 century, so the Chinese firms are currently a burgeoning group with less
transparent background, and the different economic structure in China has strengthened this
complexity. Therefore this research will still be very helpful. The Big Four accounting firm
auditors and the investors who are willing to invest in Chinese firms will be interested in how
Chinese firm auditor choice affects the quality of perceived financial statements.
I also examine whether a Chinese firm`s decision to cross-list as an ADR (American
Depositary Receipt) impacts investor earnings response and how high quality reports may impact
this relationship. ADR is a listing form which allows a foreign company to trade its securities in
the U.S. financial markets. The advantage of listing as an ADR is it provides a convenient way
for foreign firms to be listed on the U.S. stock exchange with less requirements from the SEC.
Due to this convenience, 47 out of 86 of the Chinese firms have chosen to be listed as ADRs on
the U.S. stock exchange. However, investors may have concerns: do ADR firms have lower
quality for their financial reports since they do not need to meet certain SEC standards? This also
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triggers anxiousness when Chinese firms are pursuing an ADR listing. For instance, China
Petroleum & Chemistry Corporation has switched to non-ADR listing in 2009. Will listing as an
ADR decrease credibility with U.S. investors? Therefore, I add the choice of listing as an ADR
in my test to find out the impact on audit quality and investor reaction. Either U.S. investors or
incoming Chinese firms will be interested in the results since it will help investors to evaluate
their investment and it also helps Chinese firms under the consequence of listing as an ADR.
By running the regression analysis, I find the ERC for Chinese firms using Big Four
auditors is significantly higher than those using non-Big Four auditors. It shows that by using a
Big Four auditor, Chinese firms can signal they have high quality financial reports. On top of
that, I find no support of listing as an ADR will have any negative impact on investor`s reaction.
This is due to some of the firms with large assets such as Sinopec and Huangneng Power
Corporation; they are listed as ADRs and using Big Four auditors. One reason I may not find an
expected negative result is that some Chinese firms are listed as level III ADRs which still
requires a high standard for listing on U.S. Stock Exchange. Another factor may contribute to
this result is some of the Chinese firms with large asset base choose both Big Four auditors and
listing as ADRs. They have sufficient capitals to choose Big Four auditors and also want to enjoy
the benefit of ADR listing. Their firms` Big Four auditor choices have offset the negative impact
of ADR listing. However, these could not be the only reasons. Future research is required to
determine the entire reasons.
In summary, this paper contributes in three ways to the accounting literature. First, it
confirms investors` concern about auditor quality for Chinese firms. Chinese firms using Big
Four auditors will signal they have high quality financial statements. Second, it contributes to the
impact of ADR listing for Chinese firms. The choice of listing as an ADR will not significantly
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impact on firm`s stock return. I find no result that incoming Chinese firms should worry about
the negative effect of listing as an ADR. Third, it adds evidence to the foreign firms listed on the
U.S. stock exchange and their auditors’ choices, and support data for future research of a
comprehensive analysis about Chinese firms` auditor choices in the U.S. capital market.
The remainder of the paper is organized as follows. Section II develops my hypothesis.
Section III and VI present my research design and sample selection. Section V and VI are
empirical results and conclusions.

II: Hypothesis Development
Prior research in financial markets has examined the determinants of the Earnings
Response Coefficient. Teoh and Wong (1993) has examined whether the ERC differs between
Big Eight and non-Big Eight audited firms. They found that the ERCs of Big Eight clients are
statistically significantly higher than for non-Big Eight clients. In the past decades, the ERC has
been generally defined as the slope coefficient in a regression of the stock returns on a measure
of earnings surprise. It is a measure of the magnitude that how expected earning information is
reflected on the stock price. A number of prior research shows that the ERC varies crosssectionally and intertemporally. For instance, several studies such as Kormendi and Lipe (1987),
Collins and Kothari (1989), Easton and Zmijewski (1989), Lipe (1990), and Biddle and Seow
(1991), all together, have shown that the ERC varies with the degree of persistence in earnings,
the security's co-variation with the market return, the growth opportunities of the firm, the
predictability of earnings, and the industry membership. ERC, therefore serves as the signal for
how stock price in cooperate with the audited financial statement and how auditor reports reacted
6
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by the investors. However, prior research has only focused on the ERC of U.S. firms. China is
the most developing countries with potential return on investments. Most of its firm structure and
company goal is different with U.S. firms. Therefore I expect to use the ERC as a signal to
measure the unexpected stock returns for Chinese cross-listed firms to determine their auditor
choice and investor reaction for the audited financial statements.
Before entering the U.S. capital market, Chinese firms usually have low audit quality. This
is because all the Chinese auditors are regulated under Chinese special accounting principles
which are less strict than U.S. GAAP. For instance, GAAP requires firms to present all changes
in each caption of stockholders’ equity in either a footnote or a separate statement, but Chinese
accounting principles do not have this. GAAP states that SEC registrants are required to present
expenses based on function (for example, cost of sales, administrative) where as China does not
require. On top of that, the quality of audited financial statements from Chinese auditors is lower
compared with American auditors. Currently, there are less than 100 Chinese accounting firms
registered at Public Company Accounting Oversight Board (PCAOB), and most of them are
merged by U.S. accounting firms. Chen and Su (2010) found that when Chinese accounting firm
Dahua CPA has merged by Ernst & Young, it largely increased its customer pool due to the
increased quality of auditing services. Moreover, to register at PCAOB is required if accounting
firms want to provide audit service in the U.S. So PCAOB`s registration also represents a high
audit quality in the world.
Chinese firms have the same goals with other international firms when they start to land on
the U.S. stock exchange---accumulate capitals. A number of prior studies have shown how firms
are thinking about choosing their auditors in the U.S. For instance, Titman and Trueman (1986)
showed that “an entrepreneur with favorable information about his firm’s value chooses a
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higher-quality auditor than an entrepreneur with less favorable information”. As a result, firm
value is an increasing function of auditor quality. Carpenter and Strawser (1971) in a study of
auditor choice by firms selling shares nationally for the first time, report that “underwriters
advise their clients who are currently served by a local, or regional, auditor to switch to a
national one known for higher quality standards in order to receive a higher price for the shares
sold”. Similarly, Logue (1973) suggests that “the choice of a prestigious rather than a nonprestigious investment banker might influence the price which investors are willing to pay for the
shares sold”. Collectively, research above implicitly reflects the belief that when a firm sells
shares for the first time its true value is imperfectly known by investors and that the quality of
the auditor chosen by the firm’s owner provides information to the market about that value, and I
assume this is the same on Chinese firms. The economic reason when firms decide to choose
their auditors is due to their luxury of raising their stock prices as well as attracting more
investors. As for the Chinese firms who wish to enter the U.S. capital market, most of them are
national or state owned firms, and their significant shareholders are governments. What is unique
of these firms is many of them are market-oriented rather than profit-oriented firms; that is to say,
auditor reputation and quality have a greater impact rather than auditing fees for them. These
firms are on a very good budget standing. The primary purpose for them to enter the U.S. stock
market is to promote their companies` image and acquire their international market shares. Next,
they are considering accumulating capitals. In U.S., Big Four auditors have shown the high
quality of their audited financial statements in the past decades. So in order to be listed on the
U.S. stock exchange, many of the Chinese cross-listed companies have chosen Big Four auditors
for their U.S. cross listing. Using the ERC as a signal for measuring stock returns, H1 follows
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Hypothesis I
Earning Response Coefficient for Chinese firms using Big Four auditors is higher than them
using non-Big Four auditors.
ADR (American Depositary Receipt) is a very popular way for foreign firms to be listed
on the U.S. stock exchange. It is invented by J.P. Morgan Guaranty Trust Company in 1927. At
beginning, they hope to use this to reduce or eliminate disadvantage issues such as trading delay,
high transaction cost, information time lag and exchange rate risk, and trying to attract more
investors to invest foreign firms. Nowadays, ADR has become a popular way for foreign firms to
be listed on the U.S. stock exchange. As the largest depositary bank, BNY (Bank of New Your)
has summarized the benefits of ADR to investors:
Benefits to an Investor
1. Quotation in U.S. dollars and payment of dividends or interest in U.S. dollars.
2. Diversification without many of the obstacles that mutual funds, pension funds and other
institutions may have in purchasing and holding securities outside of their local market.
3. Elimination of global custodian safekeeping charges, potentially saving Depositary
Receipt investors up to 10 to 40 basis points annually.
4. Familiar trade, clearance and settlement procedures.
5. Competitive U.S. dollar/foreign exchange rate conversions for dividends and other cash
distributions.
6. Ability to acquire the underlying securities directly upon cancellation.
Investors will be benefited since it saved investors up to 10 to 40 basis points annually, and the
procedure of currency exchange has been waived. However, investors may question the
simplicity of listing ADRs and the lessened requirement by SEC will decrease the quality of
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ADR firms` financial statements. On top of that, it shows many of the ADR firms are still using
their Chinese auditors when doing business in America. For instance, firm Yashen Group is
currently using Gansu Hongxing CPA Co. Ltd., which is a local Chinese auditor located in the
northwestern area of China. Firm New Dragon Asia Group is using Baker Tilly Hong Kong
Limited auditor which is located in Hong Kong. Although these local auditors may be very
famous and may have a quite solid reputation in Asia, the fact is they have never conducted any
auditing business in the U.S. and they have insufficient knowledge about the SEC requirements
and U.S. investors` needs for audited financial reports. On the other side, American investors
know quite little about those auditors and may doubt that they could provide high quality audited
financial statements for firms trading in the U.S. stock market. Therefore, it triggers the question
whether listing as ADRs weaken the auditing quality. So what specifically has ADR lessened for
cross-listing? Please see appendix for detailed information about the procedure of listing as
ADRs.
As shown in appendix, ADR listing has waived the unnecessary procedures and exerted
firms` highest ability to accumulate capitals. Therefore, investors may have less confidence
about ADR firms` audited financial statements. The relatively low register and documentation
requirement have weakened the investors` trust to invest in such ADR firms. H2 follows:
Hypothesis II
Earning Response Coefficient for Chinese firms being listed as ADRs is lower than them
being listed as non-ADRs.
H2 assumes that ADR form listing provides a negative signal about the extent of the ERC on
Chinese firms.

10
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III: Research Design
I use dummy variables to indicate the existence of Big Four auditor use and ADR firms. I
use unexpected earnings as a proxy to determine the ERC. All equations below are a simplified
version of Teoh (1993) linear regression models. I define the unexpected earnings as the change
in earnings from the prior quarter to the current quarter, and it equals the difference between
actual earnings and expected earnings. The expected earnings are retrieved from firm`s audited
quarterly financial statements.
(1)
U(E): unexpected earnings
A(E): actual earnings
E(E): expected earnings
Additionally, I define returns as the one month stock return after earnings. I use the following
equations to test my Hypothesis I.
(2)
Where :
Rt= stock return at time t
Big 4= 1 if the client has a Big Four auditor at time t, and 0 otherwise;
e= control error.
Prediction: I expect to find

to be positive and signifiant, indicating Big Four auditors will

help Chinese firms signal higher quality of their audited financial statements
I use the following equations to test my Hypothesis II.
(3)
Where:
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Rt= stock return at time t
ADR= 1 if the client is ADR listed at time t, and 0 otherwise;
e= control error.
Prediction: I expect to find

to be negative and signifiant, indicating listed as ADR will have a

negative impact on stock return.

IV: Sample Selection
Due to data availability and in order to have at least three years of observation for each
firm, though there were about 108 Chinese cross-listed firms on the U.S. stock exchange by the
end of 2010, I use 86 Chinese firms and retrieved their earnings data from Compustat. The
restrictions on the sample selection are as followings: (1) the auditor did not change during the
year; (2) firms` data are consecutive over the period with no gaps; (3) sufficient data to measure
the changes in unexpected earnings. Among those 86 firms, 47 are ADRs and 61 are using Big
Four auditors. However, there are some intersections. Some of the firms are ADR firms using
Big Four auditors and some of them are switching between ADR and non-ADR. My measuring
period is from 1993 to 2009 for a total of 811 firm year observations. Among these observations,
approximately 70% of them are using Big Four auditors and 52% of them are ADRs.

V: Empirical Results
Table 1 presents the descriptive statistics of samples, including 86 Chinese cross-listed
firms. The mean of market value of equity is $8,953.71 million and the mean of total assets is
$6,404.81 million. So the market value of equity is 39.80% higher than the total assets book
value for Chinese firms. This may indicate that overall investors have positive reaction for
12
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Chinese firms` audited financial statements. Leverage ratio is defined as firm`s total long-term
debts divided by its total assets. The mean of leverage is 7.39%, which is relatively lower in the
U.S. stock market. ROA is defined as the net income divided by total assets. The mean ROA is
3.99%, which is relatively lower in the U.S. stock market. Among the total 811 observations,
70.56% of them are using a Big Four auditor, which amounts to 572 firm observations; 51.78%
of them choose the ADR list, which amounts to 420 firm observations. The mean of unexpected
earning is 0.0184, which is a positive number, but the 50th percentile is still a negative figure of 0.00623. This means over half of the observations are generating negative unexpected returns.
Both Big Four auditor users and the ADR list have accounted for more than half of all
observations.
Table 1
Chinese Firms Auditor Choice Analysis: Descriptive Statistics
Mean
25th Percentile
50th Percentile

75th Percentile

Market Value of Equty

8953.71

128.2177

478.9842

2117.61

Total Assets in $Millions

6404.81

129.634

394.223

2518.76

Leverage

0.073887

0

0.008003

0.120917

ROA

0.039877

0.002048

0.052058

0.102886

Big 4

0.705584

0

1

1

ADR

0.517767

0

1

1

Return

0.052661

-0.03509

-0.0012

0.061009

UE

0.0184143

-0.03114

-0.00623

0.043351

This table presents the discripitive statistics for the current listed Chinese firms sample.
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Table 2 presents the primary test results of H1. The total number of observations read is
591, but only 484 of them are used due to missing values. The adjusted R2 is 0.0944. Focusing
on the stock return and Big Four auditor choice regression, the coefficient of UE is 0.1487,
which is positive and insignificant. This illustrates that the unexpected earnings for Chinese
firms without using a Big Four auditor is insignificant. On the other side, the coefficient of firms
using Big Four auditors is (Pr. value of UE_Big 4) is 0.0004. As predicted, it is positive and falls
into the 0.01 level of significance, meaning that Chinese firms using Big Four auditors will have
a significant high ERC and investors will react dramatically for their reported earnings on
financial statements. Therefore choosing a Big Four auditor will help Chinese firms signal higher
quality of their audited financial statements.
Table 2
Market Reaction of Hypothesis I
Variables

DF

Parameter Estimate

Standard Error

t Value

Pr > (t)

Intercept

1

0.04885

0.01279

3.82

0.0002***

UE

1

0.08449

0.05841

1.45

0.1487

Big 4

1

-0.01444

0.01531

-0.94

0.3458

UE_Big 4

1

0.27227

0.07691

3.54

0.0004***

R-square

0.1

# of Observations Read

591

Adjusted R-square

0.0944

# of Observations Used

484

*, **, *** Indicate significance at 0.10, 0.05, 0.01 levels, respectively, using two-tailed t-tests of differences in means.
This table presents the descripitive statstistics for H1

Table 3 presents the primary test results of H2. The total number of observations used is
484, which are consistent with the previous observation. The adjusted R2 is 0.0909. Focusing on

14

Chinese Cross-listed Firms Auditor Choices

the stock return and Big Four auditor choice regression, the coefficient of UE is 0.0002, which is
positive and significant. This illustrates that the unexpected earnings for Chinese firms without
ADR list is quite significant. On the other hand, the coefficient of firms listed as ADRs is (Pr.
value of UE_ADR 4) 0.0025. Against my prediction, it is positive and falls into the 0.01 level of
significance, meaning that Chinese firms listed as ADRs will signal a high stock return.
Although ADR listing has lessened many procedures and documentation requirements by SEC, it
still signals a positive stock return. So the previous presumption that ADR will generate a
negative effect is not supported.
Table 3
Market Reaction of Hypothesis II
Variables

DF

Parameter Estimate

Standard Error

t Value

Pr > (t)

Intercept

1

0.05519

0.01012

5.45

<.0001***

UE

1

0.1597

0.04328

3.69

0.0002***

ADR

1

-0.03365

0.0141

-2.39

0.0174

UE_ADR

1

0.25308

0.08331

3.04

0.0025***

R-square

0.0965

# of Observations Read

591

Adjusted R-square

0.0909

# of Observations Used

484

*, **, *** Indicate significance at 0.10, 0.05, 0.01 levels, respectively, using two-tailed t-tests of differences in means.
This table presents the descripitive statstistics for H2
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VI: Conclusion
This paper has examined the relationship between Chinese firms listed on the U.S. stock
exchange and their auditor choices. By running the regression analysis and researching the two
hypotheses, I expected to find that the ERC for Chinese firms using Big Four auditors is higher
than those using non-Big Four auditors. I find the ERC for Big Four firms is significantly higher
than non-Big Four firms. I also expected to find that the ERC for Chinese firms listed as ADRs is
lower than those listed as non-ADRs. However, I find no support of listing as an ADR will have
any negative impact on investor`s reaction. Therefore the incoming foreign firms should
reevaluate the negative effect of listing as ADRs.
However, my research has several limitations as follows. Firstly, there are only 86 Chinese
firms’ data available. In China, there are over five thousand firms listed on the Chinese stock
exchange, and a growing number of them are considering entering the U.S. stock market.
Therefore, the 86 firms could have bias. Secondly, since most of the 86 firms are state-owned
firms, the corporation structure is different with most of the entrepreneur Chinese firms. In 2010,
an increasing number of entrepreneur firms have entered the U.S. capital market. So my
observation will have bias due to the insufficiency of entrepreneur firms. Thirdly, some of the
firms are choosing both Big Four and listing as ADRs. This has added complexity, and makes it
hard to detect the pure effect of listing as ADRs and help incoming Chinese firms choose the
right listing form. All-in-all, the measure of Chinese firms listed on the U.S. Stock Exchange and
their auditor choices provide a summary that reliably predicts future profitability at the firm-level.
However, investors do not fully incorporate this information when investing in Chinese firms;
future studies need to be conducted.
16
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Appendix
ADR listing category and procedures
ADR listing is classified as two categories---unsponsored ADR and sponsored ADR.
Unsponsored ADR listing is required to follow the procedure: U.S. investors entrust broker (or
investment bank) broker or investment bank sign the contract with depositary bank 
depositary bank sign the contract with custodian bank local broker purchases primary
securities send primary securities to custodian bank custodian bank inform depositary bank
to issue depositary receipts broker sends depositary receipts to U.S. investor, and charges the
brokerage fees.
On top of that, the Sponsored Level I Depositary Receipt market is the fastest-growing
segment of the Depositary Receipt business. The majority of sponsored programs are Level I
facilities. In addition, because of the benefits of Depositary Receipt investing, it is not unusual
for a company with a Level I program to obtain 5 percent to 15 percent of its shareholder base in
Depositary Receipt form. Many well-known multinational companies have established such
programs. Numerous companies have started with a Level I program and then upgraded to a
Level II (listing) or Level III (offering) program. Companies that wish to list their Depositary
Receipts on a U.S. stock exchange (NASDAQ, New York or American), raise capital or make an
acquisition using securities, use Sponsored Level II or Sponsored Level III Depositary Receipts.
Level II and Level III Depositary Receipt programs require SEC registration and adherence to
applicable requirements for U.S. GAAP. These types of Depositary Receipts can also be listed
on some exchanges outside the United States. Level II Depositary Receipts are exchange-listed
securities but do not involve raising new capital. Level III programs typically generate the most
17

Chinese Cross-listed Firms Auditor Choices

U.S. investor interest because capital is being raised. Generally, companies that choose either a
Level II or Level III program will attract a significant number of U.S. investors. In addition to
the three levels of sponsored Depositary Receipt programs that trade publicly in the U.S., a
company can also access the U.S. and other capital markets through SEC Rule 144A and/or SEC
Regulation S Depositary Receipt facilities without SEC registration. Rule 144A programs
provide for raising capital through the private placement of Depositary Receipts with large
institutional investors in the United States. Regulation S programs provide for raising capital
through the placement of Depositary Receipts offshore to non-U.S. investors in reliance on
Regulation S. A Level I program can be established in addition to a Rule 144A program, and a
Regulation S program may be merged into a Level I program after the restricted period has
expired.
I have summarized the different types of ADR listing in the following table:
Table A
Sponsored ADR
Unsponsored ADR
Level I

Level II

Level III

Rule 144A

Relatively easy
Form F-6
register

Relatively
easy Form F-6
register

Relatively strict

Highest strict
Form F-6 Form
F-1 register

No required

12g 3-

12g 3-2(b)

2(b)waived

waived

SEC Register

Required

Required

Required

Required

Not Required

Trading Spot

OTC

OTC

NYSEAMEXNASDAQ

NYSEAMEXNASDAQ

PORTAL

Capital
Accumulation

No

No, need

No, need upgrade

Yes

Yes

No

Yes

No

Information
availability and
documents

Form F-6 register
Form 20-F

regulation

Required

register
12g 3-2(b)

Form 20-F

waived

Required

upgrade

Ability
Public Offering

No

No
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Offering Time

Short

Short

Relatively Long

Long

Relatively Short

Period
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