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(1) ADRs are negotiable instruments that evidence American Depositary Shares (ADSs) that
represent ownership of shares (ADSs) in a non-US company. ADRs offer foreign private issuers
access to U.S. capital market. Correspondingly, ADRs provide investors in the US with a con-
venient way to directly invest in international companies while avoiding the burden traditionally
associated with securities held in other countries. ADRs trade, clear and settle like any other us
security. ADRs are often traded on the New York Stock Exchange (NYSE) and NASDAQ but many
programs are unlisted in the US and trade over the counter.Securities Market Practice Group,
GLOBAL MARKET PRACTICE FOR DEPOSITARY RECEIPTS (DR),June 2014.

(2) Global Depositary Receipt (GDR): Issuers seeking to raise capital globally often structure
an to access investors in two or more markets.

Global Depositary Receipts (GDRs) most often refer to the DRs issued pursuant to this struc-
ture. New York Shares: These shares are typically used by Dutch issuers whose local law permits
share registration to occur outside The Netherlands. The securities represent share capital of the
issuer in circulation in the US, and are normally listed on US exchanges. A company's total share
capital is equivalent to the sum of the Dutch and US registers. The New York Share structure, used
today by a small number of companies such as Royal Dutch Petroleum and Unilever N.V., was
developed in 1954.

Local Depositary Receipts: Local depositary receipts are established for companies seeking
to list their stock on a local exchange where a direct listing of foreign securities is not permitted
or not possible due to a lack of settlement linkage between the country where the company is
located and the country of listing. For example, Germany does not have a link to Euroclear UK &
Ireland and hence, shares cannot be listed on a German Stock Exchange. Local depositary receipt
programs are often named according to the exchanges on which they are listed and traded eg.
Singapore Depositary Receipts (listed in Singapore) and Hong Kong Depositary Receipts (listed
in Hong Kong).Securities Market Practice Group, GLOBAL MARKET PRACTICE FOR DEPOSI-
TARY RECEIPTS (DR),June 2014.
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(1) Since 1994 the London Stock Exchange (LSE) has provided a cross-listing mechanism
through its Global Depositary Receipt (GDR) program. GDRs target global investors and are pur-
sued primarily by companies from emerging and developing markets A global depositary receipt
(GDR) is a bank certificate issued in more than one country for shares in a foreign company. The
shares are held by a foreign branch of an international bank. The shares trade as domestic shares,
but are offered for sale globally through the various bank branches. The majority of GDRs are
denominated in U.S. dollars.

Benefits that investing in global depositary receipts (GDRSs) can provide to investors the op-
portunity to access investment opportunities in foreign companies.The use of GDRs provides in-
vestors the ability to invest in a foreign company without concerns about foreign trading practices,
differences in tax laws or transactions occurring across borders. GDRs typically offer increased
liquidity, and reduced spread and transaction costs. Investors benefit from getting corporate noti-
fications, such as rights offerings, in English, receiving dividend payments in the currency of the
GDR, and from easier trading processes. Companies that issue GDRs benefit as well, by gaining
acéess to more potential investors. GDRs can significantly increase the visibility and public profile
of companies located in foreign countries that do not ordinarily garner much attention from inves-
tors. In addition to increased news and analyst coverage, GDRs offer the opportunity to broaden
the company's base of shareholders and to raise additional capital. This can be very important
to companies in emerging markets that are seeking to take advantage of opportunities for rapid
growth. There are 14 Egyptian companies listed in the Egyptian Stock Exchange and in London
Stock Exchange as well as Global Depository receipts (GDRs). With the assumption that the
Exchange Rate is stable and there are no problems in concerting local currency and foreign cur-
rencies, an Arbitrage opportunity arises due to Market Inefficiencies, so investors can make profits
from converting local shares to GDRs and vice versa.international Journal of Management and
Commerce Innovations ISSN 2348-7585 (Online) Vol. 4, Issue 1, pp: (302-306), Month: April 2016
- September 2016, Available at: www. researchpublish.com.
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(2) From the term “depositary” it is clear that something should be put in deposit; from the term
“receipts” it is understandable that someone should get receipt which proves that he or she put
something or paid for something. So.considering that a company (issuer) desires to sell its securi-
ties in a foreign country but not allowed to do it directly (or it would not be as serviceable as it is for
domestic market) there is a way for company to put its securities in deposit as a custody for other
company — bank (or its subsidiary) which issues receipts — securities on behalf of issuer in country
where issuer wants (and depositary bank situated).
TILBURG UNIVERSITY LAW SCHOOL,LEGAL PROBLEMS OF DEPOSITARY RECEIPT.
_ﬂ\m.,jghu&-)ﬁ.@.b..m@hg.a (r)
.mu..@u.a_.»_-,..a..),gm@.shm,d.&au,ai..\ (1)
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(1) Issuer is the company, whose shares are represented by the depositary receipts. The issuer
determines the program type according to his objectives and abilities to fulfill its requirements.
He appoints the depositary bank, which should manage the program, as well as other involved
parties (lawyers, investor relations firm...). Before introducing the program, an approval by Board
of Directors or shareholders and regulators is usually needed. A typical issuer is a multinational
company. There are two basic reasons for that. First, the companies, who are active on more mar-
kets, do usually want their shares to be traded on these markets as well. Second, it may not be
that difficult for the multinational companies to fulfill the registration requirements (both the report-
ing oblig itions and the minimum guantitative standards) as for other companies.KatefinaHolicka,
International Financing — Focused on GDR and ADR, 2003/2004.
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(2) Depositary, a bank such as Bank of New York, Citibank, JPMorgan or Deutsche Bank, has
responsibility concerning appointing the custodian (see below). The custodian bank advises the
issuers on appropriate issue structure, assists with compliance with registration requirements and
prepares and issues the certificates. It is also required to coordinate the activities with lawyers,
accountants and investment bankers to ensure all programs= implementation steps are completed
and inform brokers and traders about establishment = of the program .KatefinaHolicka, Interna-
tional Financing — Focused on GDR and ADR, 2003/2004.
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(1) Custodian, appointed by the depositary, holds the shares in custody for the account of de-
positary in the home market of the issuer. Among the roles of the custodian belong confirming
deposit of underlying shares following their receiving, communication with the depositary on cor-
porate actions and transmitting dividend payments.KatefinaHolické&, International Financing - Fo-
cused on GDR and ADR, 2003/2004,
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(2) Brokers make securities available to investor and execute and settle the trades. To become
a market maker in a security, when needed (Level | ADRs), they must submit required forms.
KatefinaHalicka, International Financing — Focused on GDR and ADR, 2003/2004.
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(1) Multiple listing Not only investors are motivated to purchase depositary receipts, but also
companies have several reasons why it is advantageous for them to issue the DRs.Similarly to
investing internationally, also listing internationally or on two markets simultaneously offers its
benefits. Some of the major advantages, being associated with multiple listings, are as follows:

- Extended potential investors base.

-Expanded market share through broadened and more diversified investor exposure.

-Increased liquidity of the securities Enhanced visibility of the company;

-improved image for the company's products, services and financial instruments in a market-
place outside its home country.

-Stimulation of the local investors' interest.

-boosting the company's prestige.

- Elimination of endangering by the risks of the local market.

-The local share price may increase as a result of global demand.

Following Karolyi (1998), “stringent disclosure requirements are the greatest impediment to
cross-border listings”.

(2) An additional pro of DR emerges when it is compared with the direct listing of foreign com-
pany. In this point corporations choose DR instead of direct listing for its less stringent rules. When
company chooses direct listing then it is subjected to more regulations and rules in comparison
with DRs.Prepared by ShipraPadhi and Pallavi, Supervised by Aparajita Bhatt, Student Research
Project “Depository Receipts: Comparison of Regulatory Frameworks in Taiwan, Brazil, Hong
Kong, and India” 2012 accessed 08 June 2013, at pmbl.

(3) www.egyptse.com global depository receipts (G D R) P. 4
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(2) The depositary receipts help to overcome most of the above-mentioned disadvantages of
investing internationally. Thus the main characteristics of DRs, thanks to which they attract the
interest of investors, are as follows:
- DRs can trade freely on the major US and European exchanges
- Trade in.accordance with US clearing and settlement conventions (or conventions of the rel-
evant DR market)
-Are quoted in US dollars (Euro) and payment of dividends or interest in US dollars (Euro), thus
avoiding currency conversions
-Enable large institutional investors who may be prohibited or limited by their charter or regula-
tion from purchasing and holding securities outside of their local market to invest internationally
Overcome barricrs which a foreign investor may face when entering especially the emerging markets-
-Elimination of global custodian safekeeping and settlement charges, potentially saving inves-
tors up to 40 basis points annually
-Avoidance of foreign tax on each transaction Competitive US dollar (Euro)/foreign currency
conversions for dividends and other cash distributions
- Ability to acquire the underlying securities directly upon cancellation of the DRs
- DRs provide expatriates living abroad with an easier opportunity to invest in their home mar-
kets
-Enable employees of US subsidiaries of non-US companies to invest more easily in the parent
company (and analogously for the European subsidiaries)
Shearer, B. (2001): Vive la Difference: ADRs grow as an Acquisition Currency; Mergers & Ac-
quisitions, April 2001.
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(1)Advantages of DR in comparison with securities is that it is issued in investor's home country
by a domestic company rather than foreign companies in third countries. In this context investors
(especially institutional investors and others) opt for DRs mainly because they can get the op-
portunity fo diversify their portiolio. “Even many multinational firms are interested in the local DR
programmes to take advantage of the growth prospects of Latin American andAsian countries’.
Another most mentioned benefit of DR for investor is that they can get their profit in their own cur-
rency. For instance, in the US, when investors invest in ADR they can get their profit from foreign
company not in foreign currency but in US dollar. So they can skip the risk of exchanging currency.
Prepared by ShipraPadhi and Pallavi, Supervised by Aparajita Bhatt, Student Research Project
“Depository Receipts: Comparison of Regulatory Frameworks in Taiwan, Brazil, Hong Kong, and
India” 2012 accessed 08 June 2013, at pmbl.
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(1)Some forces drive the prices of depositary receipts and the underlying shares towards each
other, while at the same time other forces prevent them from equality. The major factor in favor of
the equality is the continuous buying and selling in both markets, which should hinder the opportu-
nity of arbitrage gains. When trading with DRs, the brokers choose to issue a new DR, transfer an
existing one or cancel it, comparing the DR price and the US dollar (or Euro) equivalent of the ac-
tual shares price in the home market. The only difference could then appear due to the transaction
costs, which are such a small fraction of the price, that the variation should be negligible. Another
reason, why the price parity should hold is that the two assets are virtually identical with basically
the same pay-offs. Some temporary. fluctuations of the two prices can naturally occur, but if the
markets are integrated, the price differences should be corrected quickly (usually within one trad-
ing day). Moreover the price of both instruments reflects the same information. The local market
should get as the first one the company specific information, thanks to its proximity, while the DR
markets receive faster the information about their shocks, which do, due to their importance and
market capitalization, usually spillover also to the local market. Generally, the price of DRs is influ-
enced by development of both, the local and the DR market. If the most trades occur in the home
market, the DR market accepts the equivalent price of underlying shares. On contrary, if the trad-
ing volumes on the DR market surpass those in the local market, the DR market may become the
primary one. An empirical test for stocks listed in Central Europe and in London as GDRs brings
evidence, that there exist substantial information flows between the local and London markets in
both directions, but the London market appears to be slightly more important. All the above-men-
tioned factors leading to price equality of depositary receipts and underlying shares can act freely
only in a situation of fully integrated markets. Perfect integrity can, however, be seldom observed
in the real markets. As a consequence of the segmentation of markets, price deviations between
depositary receipts and underlying shares occur.Podpiera, R. (2001): International Cross Listing:
The Effects of Market Fragmentations and Information Flows, CERGE-EI Working Paper No. 173.
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(1) his rule does not always work in favor of investors’ country, given that investors’ country has
its own interest it is logical that legislation of issuing companies’ country effects host country’s leg-
islation. It is also worthwhile to note that first affects are stronger than second one However good
result with the adoption of other country’s legislation most commonly is connected with transac-
tional company which has a lot of affiliation around the world. As an example we can note South
Korea and its big corporation “Samsung”. “In the wake of the 1997 Asian financial crisis, Korea
adopted North American corporate governance features to embark on a path of legal and institu-
tional reform. In addition, the Korean govermnment in 2002 took steps to encourage cross-listing of
Korean corporations on several foreign markets". From mentioned point it is clear that after first
adoption of North American corporate governance regulation, South Korea adopted additional
regulation from America. This fact was also proved by the fact of Samsung's successes. It is
waorthwhile to mention that Samsung also has ADR which we think also played an important role
for adoption of legislation. Another important example could be Brazil. This is a country that used
ADR much and was subject to the legislation of the US much. Like other scholars we think that this
connection, between the US legislation and Brazil companies, considerably affected Brazil's leg-
islation. For example, most important requirement for foreign company on ADR in the legislation
of the US is that company should adopt or be subjected to the rule which protects minority share-
holder’s rights. And a company issuing Level Il and Level Il ADRs definitely comply with those
kinds of requirements. Now from the improvement of Brazilian legislation we see that “the Corpo-
ration Law (8,404/1976) and the Securities Commission Law (6,385/1976) have been amended in
order to strengthen minority shareholders’ rights, corporate transparency and the rulemaking and
enforcement powers of the Brazilian Securities Commission (CVM)” . Besides governmental re-
form, improvement showed itself also in Sao Paulo Stock Exchange. It also started to require from
companies to reconcile its corporate governance structure and bylaws with its standard.Henrique
Silva Gordo Lang, PinheiroNetoAdvogados, “Overview of recent corporate governance reforms”,
accessed 14 June, 2013, at pmbl.
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3% D8%AT7%DB%AA-%D9%84%D8%A5%DI%84%D8%BA%DB%A7%D8%A1-%D8%B4%D9%
87%D8%A7%D8%AF%D8%A7%D8%AA-%D8%A7%D9%84%D8%A5%D9%8A%D8%AF %08
% A7%D8%B9-%D8%A7%D9%84%D8%AF%D9%88%0D9%84%D9%8A%D8%A9%D8%IF
SOVA/V A aaladi p gt A e
'(2) The mechanism of cancellation is a reverse to the one of issuance. When the investor de-
cides to sell his DRs, his broker can besides transferring them to other investors (or their brokers)
sell these back into the home market. The depositary receipts will be handed over to the deposi-
tary bank, which cancels them and gives instructions to the custodian to release the underlying
shares to a buyer in the home market.
1. The investor contacts a broker, requesting sale of the DRs.
2. The broker sells the underlying ordinary shares to a broker in the issuer’s home market.
3. The (US) broker delivers the DRs to the depositary.
4. The depositary instructs the custodian to release the underlying ordinary shares to the local
broker. 5. The custodian delivers the underlying shares as instructed.
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The legal framework for GDRs Transactions in the
Egyptian and International Exchanges

Dr . Fady Twakol Dr. Mahmoud El Shahed
Abstract

Increasing the transactions in the financial markets request
providing alternative transaction means and platforms to
investors in order not to depend only on the traditional means.
Based upon such, the working paper studies a different mean
of trading to attract foreign investors and provide them with low
cost mechanism to make their participation in the markets easier.
Such new stock trading mechanisms are being traded as if they
were local shares that can be purchased from international
markets more frequently, in this essence, the actual amount of
stocks prescribed to be specialized in the GDR trading are to be
preserved in specialized international banks.

This new mean of trading is described by its modernization,
as a result, this working paper discusses what GDRs are along
with, it's economic importance in attracting the foreign funds and
in attracting more foreign investors, the thing that can affect the
national economy. The paper then studies the legal framework of
GDRs, the certificates that are equivalent to Egyptian companies’
shares that are to be traded in international markets either
European or American markets that has a role in attracting
foreign funds as well as attracting foreign investments. The paper
is concluded by studying the legal framework of the Egyptian
certificates of deposit, the certificates that are equivalent to foreign
companies’ shares, for companies that wish to trade its shares in
the Egyptian stock exchange in the form of depository receipts
regulated by the concerned laws and regulations.
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