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OTC MARKETS GROUP INC. 
A Delaware Corporation 

 
QUARTERLY REPORT 

 

Cautionary Note Regarding Forward-Looking Statements 

Information set forth in this Quarterly Report (the “Quarterly Report”) contains forward-looking 
statements, which involve a number of risks and uncertainties that could cause our actual 
results to differ materially from those reflected in the forward-looking statements.  Forward-
looking statements can be identified by use of the words “expect,” “project,” “may,” “might,” 
“potential,” and similar terms.  OTC Markets Group Inc. (“OTC Markets Group”, “we,” “our” or 
the “Company”) cautions readers that any forward-looking information is not a guarantee of 
future performance and that actual results could differ materially from those contained in the 
forward-looking information.  Forward-looking statements involve a number of risks, 
uncertainties or other factors beyond OTC Markets Group’s control.  These factors include, but 
are not limited to, our ability to implement our strategic initiatives, economic, political and market 
conditions and price fluctuations, government and industry regulation, U.S. and global 
competition, and other factors.  Factors that could cause or contribute to such differences 
include, but are not limited to, those discussed under the heading “Risk Factors” in our Annual 
Report for the year ended December 31, 2011.  We undertake no obligation to revise or publicly 
release the results of any revision to these forward-looking statements.  Given these risks and 
uncertainties, readers are cautioned not to place undue reliance on such forward-looking 
statements.  We undertake no obligation to update any forward-looking statement, whether as a 
result of new information, future events or otherwise.   
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Item 1.  The exact name of the issuer and the address and telephone number of 
the issuer’s principal executive offices 

The name of the issuer is OTC Markets Group Inc.  On March 31, 2008, the Company’s 
predecessor, Pink Sheets LLC, converted from a Delaware limited liability company to a 
Delaware corporation and changed its name to Pink OTC Markets Inc.  On January 18, 2011, 
the Company changed its name to OTC Markets Group Inc. 

Company Description 

OTC Markets Group Inc. (OTCQX: OTCM) operates Open, Transparent and Connected 
financial marketplaces for 10,000 U.S. and global securities.  Through our OTC Link® ATS, we 
directly link a diverse network of broker-dealers that provide liquidity and execution services for 
a wide spectrum of securities. 

We organize these securities into marketplaces to better inform investors of opportunities and 
risks - OTCQX® - The Intelligent Marketplace for the Best OTC Companies; OTCQB® - The 
Venture Marketplace; and OTC Pink® - The Open Marketplace.  Our data-driven platform 
enables investors to easily trade through the broker of their choice at the best possible price and 
empowers a broad range of companies to improve the quality and availability of information for 
their investors.  

OTC Link ATS is operated by OTC Link LLC, member FINRA/SIPC and SEC registered 
Alternative Trading System. 
 

Our mission is to create better informed and more efficient financial marketplaces. 

The address of the issuer is: 304 Hudson Street, 3rd Floor 

 New York, NY 10013 

The telephone and facsimile is: Telephone: (212) 896-4400 

 Facsimile: (212) 868-3848 

The issuer’s website: OTC Markets Group’s corporate website, 
www.otcmarkets.com, contains general information 
about us and our services.  We also maintain 
www.otcqx.com, www.otciq.com, www.otcquote.com, 
and www.otcdealer.com.  The information contained 
on such websites shall not be deemed incorporated by 
reference herein. 

Investor relations contact: Wendy Fraulo, Chief Financial Officer 

 wendy@otcmarkets.com 

 304 Hudson Street, 3rd Floor 

 New York, NY 10013 

 Tel. (212) 220-2215 

  

Item 2.  Shares outstanding 

OTC Markets Group has 14,130,838 shares of common stock authorized, consisting of (i) 
14,000,000 shares of Class A common stock and (ii) 130,838 shares of Class C common stock.  
There were no preferred shares outstanding as of the reported period. 



5 

 

None of OTC Markets Group’s common stock has been registered under the Securities Act of 
1933, as amended (the “Securities Act”), or qualified under any state securities laws, and we 
have no current plans to register or qualify any of our securities.  Certain shares of our common 
stock are currently eligible for resale in the public market pursuant to the exemption from 
registration offered by Rule 144 under the Securities Act (“Rule 144”).  The remaining 
outstanding shares of our common stock are “restricted securities” within the meaning of Rule 
144, and may be eligible for resale in the future. 

The following table shows Class A common stock share ownership as of September 30,2012: 

(i) Number of shares authorized 14,000,000 

(ii) Number of shares outstanding 10,661,672 

(iii) Number of shares freely tradable
(1) (2)

  5,632,992 

(iv)    Total number of beneficial shareholders 243 

(v)     Total number of holders of record 122 

Notes: 

(1) The number of shares freely tradable may include shares held by certain shareholders owning 10% or more 
of our Class A common stock.  These shareholders may be considered “affiliates” within the meaning of 
Rule 144, and their shares may be “control shares” subject to the volume and manner of sale restrictions 
under Rule 144. 

(2) Our officers and directors hold approximately 4.95 million shares of our Class A common stock, which may 
be “control shares” subject to the volume and manner of sale restrictions under Rule 144.  These shares are 
excluded from the number of shares freely tradable. 

The CUSIP numbers for our common stock are: 67106F108 for Class A common stock and 
67106F207 for Class C common stock. 

Our Class A common stock trades on the OTCQX marketplace, under the symbol OTCM.  Our 
Class C common stock does not have a trading symbol and does not have a public market.  All 
authorized shares of our Class C common stock are outstanding and are held by R. Cromwell 
Coulson, our Chief Executive Officer.   

Dividends 

On November 10, 2011, the Board of Directors authorized and approved a quarterly cash 
dividend of $0.04 per share of Class A common stock.  The quarterly dividend was paid on 
January 5, 2012 to our stockholders of record as of December 20, 2011. 

On February 28, 2012, the Board of Directors authorized and approved a quarterly cash 
dividend of $0.05 per share of Class A common stock.  The quarterly dividend was paid on April 
5, 2012 to our stockholders of record as of March 20, 2012. 

On May 8, 2012, the Board of Directors authorized and approved a quarterly cash dividend of 
$0.05 per share of Class A common stock.  The quarterly dividend was paid on July 5, 2012 to 
our stockholders of record as of June 19, 2012. 

On July 31, 2012, the Board of Directors authorized and approved a quarterly cash dividend of 
$0.05 per share of Class A common stock.  The quarterly dividend was paid on October 4, 2012 
to our stockholders of record as of September 18, 2012. 

On November 8, 2012, the Board of Directors authorized and approved a special cash dividend 
of $0.25 per share of Class A Common Stock and a quarterly cash dividend of $0.05 per share 
of Class A common stock.  The special dividend is payable on December 6, 2012 to 
stockholders of record on November 23, 2012 and the quarterly dividend is payable on 
December 26, 2012 to stockholders of record on December 6, 2012.  



6 

 

The declaration of dividends by OTC Markets Group is subject to the discretion of our 
Board of Directors.  Our Board of Directors takes into account such matters as general 
business conditions, our financial results, capital requirements and contractual, legal 
and regulatory restrictions on the payment of dividends by us, and such other factors as 
our Board of Directors may deem relevant. 

Item 3.  Unaudited interim condensed consolidated financial statements 

Copies of the unaudited interim condensed consolidated financial statements of OTC Markets 
Group for the three and nine month periods ended September 30, 2012, including the 
Condensed Consolidated Balance Sheets, Condensed Consolidated Statements of Income and 
Comprehensive Income, Condensed Consolidated Statements of Cash Flows, Condensed 
Consolidated Statements of Stockholders’ Equity and Notes to the Condensed Consolidated 
Financial Statements, are attached hereto as Exhibit 3.1 and are hereby incorporated by 
reference into this Quarterly Report.   

The unaudited interim condensed consolidated financial statements have been prepared in 
accordance with accounting principles generally accepted in the United States (“U.S. GAAP”).  
The accompanying unaudited interim condensed consolidated financial statements reflect all 
adjustments which are, in the opinion of management, necessary for a fair statement of the 
results for the interim periods presented.  These adjustments are of a normal recurring nature.  
As permitted under U.S. GAAP, certain footnotes or other financial information can be 
condensed or omitted in the unaudited interim condensed consolidated financial statements.  
The results of operations for the three and nine month periods ended September 30, 2012 are 
not necessarily indicative of future results.  These unaudited interim condensed consolidated 
financial statements should be read in conjunction with the financial statements and related 
notes included in our Annual Report for the year ended December 31, 2011.  The December 31, 
2011 unaudited Condensed Consolidated Balance Sheet was derived from audited consolidated 
financial statements contained in our Annual Report for the year ended December 31, 2011, but 
does not include all disclosures required by U.S. GAAP. Operating results for these interim 
periods are not necessarily indicative of the results that may be expected for the fiscal year 
ending December 31, 2012.  
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Item 4.  Management’s discussion and analysis 

Management’s Discussion and Analysis of Financial Condition and Results of Operations 

Overview 

OTC Markets Group Inc. (OTCQX: OTCM) operates Open, Transparent and Connected 
financial marketplaces for 10,000 U.S. and global securities. Through our OTC Link® ATS, we 
directly link a diverse network of broker-dealers that provide liquidity and execution services for 
a wide spectrum of securities.  OTC Link ATS is operated by our wholly-owned subsidiary OTC 
Link LLC, a Financial Industry Regulatory Authority (FINRA  OTC Link ATS is operated by our 
wholly-owned subsidiary OTC Link LLC, a Financial Industry Regulatory Authority (FINRA®) 
member broker-dealer regulated by the Securities and Exchange Commission (SEC) as an 
Alternative Trading System.   

We organize these securities into tiered marketplaces to inform investors of opportunities and 
risks - OTCQX® - The Intelligent Marketplace for the Best OTC Companies; OTCQB® - The 
Venture Marketplace; and OTC Pink® - The Open Marketplace.  Our data-driven platform 
enables investors to easily trade through any broker at the best possible price and empowers a 
broad range of companies to improve the quality and availability of information for their 
investors.  

Our mission is to create better informed and more efficient financial marketplaces.  We pursue 
our mission by operating Open, Transparent and Connected marketplaces and delivering 
elegant information and communication solutions, that are reliable and cost-effective 
subscription-based services for broker-dealers and OTCQX, OTCQB and OTC Pink traded 
companies.   

Due to the role OTC Link ATS plays in the broker-dealer trading process, we generate a 
significant amount of market data and security information.  Our market data consists of real-
time, end-of-day quotation and trading data, as well as security master and corporate data for 
OTCQX, OTCQB, OTC Pink and other equity and debt securities.  Our Market Data Licensing 
revenues allow us to deliver premium services to our broker-dealer clients at a competitive 
price. 

The OTCQX marketplace is issuer-qualified, which means companies with eligible securities on 
OTC Link ATS that meet certain financial standards and disclosure requirements can choose to 
have their securities qualify for trading on the OTCQX marketplace.  OTCQX provides a cost-
effective marketplace for qualified companies to create an information-rich marketplace for their 
investors to intelligently analyze, value and trade securities.  OTCQX companies receive a 
premium package of investor information and market data to inform investors, clearly convey 
their reputations and demonstrate their regulatory compliance.   

Companies can choose to subscribe to our premium Issuer Services through subscription fees 
paid on an annual basis.  These premium investor information and market data services are 
designed to provide the building blocks to a better informational experience for their investors by 
promoting price transparency, facilitating public disclosure, and enabling companies to 
demonstrate compliance with federal securities laws.   

Our information and communication services offer or enhance the five essential elements of 
informed and efficient marketplaces: 1) See prices; 2) Meet buyers and sellers; 3) Analyze 
company information; 4) Reach investors; 5) Trade with confidence.  These essential elements 
improve the capital formation process by allowing investors to make better decisions when they 
analyze, value and trade securities.  By combining these essential elements, our services can 



8 

 

be used by broker-dealers and companies to give investors an informational experience that is 
comparable to trading exchange listed securities. 

Our vision is to expand the world of investment opportunities by creating the financial 
marketplaces of choice.  By enabling investors to intelligently analyze, value and trade any 
security, through any broker, we can bring the benefits of public trading to a wide spectrum of 
securities and efficiently fulfill the capital formation needs of a broad range of U.S. and global 
companies.   

 

How OTC Markets Group Generates Revenues 

We generate a majority of our revenues through a subscription model. As a result, the majority 
of our revenues are contract based and recurring in nature.  For example, once a broker-dealer 
decides to trade using OTC Link ATS, that broker-dealer typically continues to subscribe, with 
variable monthly user and usage levels, until it ceases to be active in the OTCQX, OTCQB and 
OTC Pink marketplaces.  The market data redistributors that offer our market data to their 
subscribers, including our largest redistributors, have historically remained long-term clients.  
We pay redistribution fees and rebates under our agreements with market data redistributors 
and Order Management System, or OMS, resellers of our Market Data Licensing and OTC Link 
ATS Trading Services.  Our redistribution fees and rebates represented approximately 5% of 
gross revenue for each of the three and nine month periods ended September 30, 2012.   

OTC Link ATS Trading Services 

Beginning on June 1, 2012, the majority of our OTC Link ATS Trading Services business has 
been operated by our wholly-owned subsidiary, OTC Link LLC. 

OTC Link ATS is an SEC registered Alternative Trading System that empowers broker-dealer 
subscribers to provide investors with a superior trading experience.  OTC Link ATS directly links 
a diverse network of leading U.S. broker-dealers providing liquidity and execution services in a 
wide spectrum of U.S. and global securities.  OTC Link ATS’s real-time price transparency and 
connectivity offers broker-dealers control of trades and choice of counterparties so they can 
efficiently provide best execution, attract order flow and comply with FINRA and SEC 
regulations.  

OTC Link ATS Trading Services generates revenues by offering a suite of quotation and trade-
messaging services, as well as the QAP One Statement access fee solution service, to a 
diverse network of broker-dealers operating as market makers, agency brokers and Alternative 
Trading Systems, including Electronic Communication Networks (“ECN”).  During the three and 
nine month periods ended September 30, 2012, gross revenues from our OTC Link ATS 
Trading Services business line accounted for approximately 32% and 34% of the Company’s 
gross revenue, respectively, and 35% and 37% during the comparable three and nine month 
periods in 2011, respectively.  

Broker-dealers pay us monthly license, subscription, and connectivity fees to use OTC Link 
ATS.  Our OTC Dealer® application provides broker-dealers a user interface to view and submit 
quotes for securities and communicate with one another.  OTC Link ATS delivers trade 
negotiation messages electronically, allowing broker-dealer subscribers to execute, negotiate or 
decline orders and automate their liquidity and execution services for investors.   

OTC Dealer, together with separately priced add-on applications, provides full access to OTC 
Link ATS tickers, quote montages, and multiple watch lists for OTCQX, OTCQB, OTC Pink and 
other equity and debt securities.  For automated trading and integration with third party OMS 
and direct access trading systems, we offer the OTC FIX Gateway, a real-time FIX Protocol 
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based computer-to-computer interface that allows fully-electronic submission and receipt of 
quotes, trade messages, and confirmations.   

OTC Link ATS’s FINRA member broker-dealer subscribers pay per security usage fees to (i) 
publish quotes and (ii) communicate and negotiate with counterparties.  Monthly OTC Link ATS 
position fees are based on the number of daily priced and un-priced quote positions, with tiered 
pricing arrangements based on volume.  Monthly OTC Link ATS message fees are based on 
the daily number of priced and un-priced securities on OTC Link ATS for which messages are 
sent or received, with tiered pricing arrangements based on volume.  The daily messaging fee 
allows subscribers to send and receive an unlimited number of messages in a security on that 
day.  We do not currently charge fees for quotes of any securities that are listed on NYSE, 
NYSE Amex Equities, or NASDAQ.  Fees for use of the OTC Dealer application are based on 
the number of authorized users per subscriber and are discounted in graduated amounts as a 
function of total users per subscriber.   

OTC Dealer also provides users access to analysis and information, including corporate action 
data and advanced search capabilities for broker-dealer activity, quotes, inside markets and 
trades, security changes, and trader open/close activity. 

For market participants that do not make active markets in securities, we offer OTCQuote™; a 
web-based, real-time, view-only quotes service designed for agency traders, institutional 
investors, compliance officers and regulators that need to stay abreast of market activity in 
OTCQX, OTCQB, OTC Pink and other equity and debt securities.   

Market Data Licensing 

We generate market data licensing revenues by providing our subscribers with access to the 
extensive market data and security information collected through our OTC Link ATS Trading 
Services, and company information collected through our Issuer Services.  Our market data 
includes real-time, end-of-day quotation and trading data, security and company reference data 
and company financial information.  During each of the three and nine month periods ended 
September 30, 2012 and 2011, gross revenues from our Market Data Licensing business line 
accounted for approximately 39% of the Company’s gross revenue. 

Broker-dealers, banks, traders, financial advisors, accountants, regulators and other interested 
persons pay us monthly license fees to access this information.  We offer a suite of market data 
licenses, priced on per enterprise or per subscriber rates, through direct connectivity and third 
party market data redistributors/OMS.  Depending on the license type, subscribers may 
distribute the market data on an internal-only basis, to clients, or to the public.  We generate a 
majority of our market data revenues from sales through market data redistributors, including 
Bloomberg and Interactive Data Corporation.  Certain of our market data license agreements 
include redistribution fees and rebates.   

Our market data is now available through the NYSE Technologies’ SuperFeed™ and NASDAQ 
UltraFeedSM data feeds, which we expect will ensure continued growth of our market data 
distribution network.   

Our Market Data Licensing services include: 

 OTC Markets Level 1+ - Real-time bid and offer price information and aggregate size 
information at each bid or offer price level.  This license includes information regarding 
trades negotiated by broker-dealers via OTC Link ATS. 
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 OTC Markets Level 2+ - Real-time individual bid and offer prices, size information, market 
participant identifiers and contact information.  This license includes information regarding 
trades negotiated by broker-dealers via OTC Link ATS. 

 Internal System Application Licenses – Real-time price, size and market participant (Level 1 
and Level 2) data for use by a software application only. 

 End of Day Pricing Licenses – End of day bid and ask quotations for valuation, research and 
analysis use. 

 Security & Company Data Licenses – Security and Company attribute data for compliance, 
research and analysis use.  

Issuer Services  

We generate Issuer Services revenues by providing a suite of information and communication 
services that are designed to improve the quality and availability of information for investors in 
U.S. and global companies that have securities eligible for the OTC Link ATS.  Our Issuer 
Services improve the price formation process.  We do this by promoting price transparency, 
facilitating investor communication, fostering greater levels of timely disclosure and allowing 
companies to demonstrate regulatory compliance and clearly convey their reputations.    The 
Issuer Services business line includes the OTCQX marketplace services and a suite of 
additional premium services.  During the three and nine month periods ended September 30, 
2012, gross revenues from Issuer Services accounted for approximately 29% and 27%, 
respectively, of the Company’s gross revenue, as compared to 26% and 24% during the 
comparable three and nine month periods in 2011. 

The OTCQX marketplace provides an efficient and cost-effective alternative to a stock 
exchange by empowering qualified companies to provide their investors with an information-rich 
marketplace to better analyze, value and trade their securities.  We offer solutions tailored to the 
needs of smaller U.S. companies and a broad range of global companies listed on qualified 
international stock exchanges.   The OTCQX marketplace services help solve the problem of 
state “Blue Sky” law compliance for companies, which allows brokers and investment advisors 
to provide professional guidance when recommending, soliciting or discussing the securities 
with their clients or purchasing securities for managed portfolios.   

OTCQX is divided into two distinct categories: OTCQX U.S. and OTCQX International.  Both 
categories require that qualifying companies meet financial standards, have audited financial 
statements and be sponsored by professional advisors.  OTCQX U.S. companies must be 
sponsored by a Designated Advisor for Disclosure (“DAD”), and OTCQX International 
companies are sponsored by a Principal American Liaison (“PAL”).  DADs and PALs make up a 
community of qualified investment banks and securities attorneys, and, for PALs only, ADR 
banks.  The community based sponsorship model of OTCQX creates an efficient process for 
companies to demonstrate their qualifications to investors. 

OTCQX U.S. companies can meet their disclosure obligations by (i) fulfilling their SEC reporting 
obligations, or (ii) for those not required to report to the SEC, meeting our Alternative Reporting 
Standard.  The SEC reporting option is utilized by companies that are required to be SEC 
registered because of their shareholder base or prior offering history, have capital raising needs 
that require registered offerings, or are preparing for an exchange listing.  For SEC reporting 
companies, OTCQX U.S. formal DAD review helps demonstrate to investors the quality of their 
SEC disclosure.  The Alternative Reporting Standard is designed for established public 
companies that want to provide high-quality investor information in a cost-effective manner, or 
for growth companies using the OTCQX marketplace as a gateway to the public markets.  The 



11 

 

Alternative Reporting Standard provides comprehensive disclosure to investors without 
imposing the complexity of SEC reporting requirements. 

OTCQX International companies may also be SEC reporting, or may satisfy the International 
Information Standard by making their home country disclosure easily available to U.S. investors 
in English.  The International Information Standard allows companies to efficiently provide their 
current disclosure and financial reports to investors trading through U.S. broker-dealers, without 
the complexity of fulfilling multiple regulatory reporting obligations.  OTCQX International is a 
destination marketplace for established global companies that want to provide for their U.S. 
investors while recognizing that a majority of their trading occurs in their home country markets, 
and a cost-effective entry point for global companies seeking to establish visibility with U.S. 
investors.   

All OTCQX traded companies pay us a one-time application fee and annual fees each year their 
securities are qualified to trade on the OTCQX marketplace.  These fees are fixed and do not 
vary based on outstanding shares, market capitalization or otherwise.  OTCQX services include 
use of our OTC Disclosure and News Service to post financial reports, disclosure documents 
and news releases and access to our Real-Time Level 2 Quote Display, the OTC Market 
Report, and the Blue Sky Monitoring Service. 

Companies that choose to have their securities qualified for trading on the OTCQX marketplace 
do so annually, on a calendar-year basis.  It has been our experience that once these 
companies have made a decision to qualify for OTCQX a large majority generally chooses to 
remain there, although some OTCQX traded companies have been acquired, merged, chosen 
to downgrade from OTCQX or moved from OTCQX to an exchange listing.   

Companies that do not choose to qualify their securities for the OTCQX marketplace may 
subscribe separately to our premium services: the OTC Disclosure and News Service; the Real-
Time Level 2 Quote Display Service for company-sponsored quotes available free to investors 
on www.otcmarkets.com and the company’s website, and the Blue Sky Monitoring Service for 
analysis, review, and guidance to companies about compliance with each U.S. state’s securities 
laws.  Each of these premium services is available to companies that sign up to receive free 
access to our www.otciq.com secure web portal.   

Website Advertising 

We charge for the right to display advertisements on www.otcmarkets.com.  Our clients typically 
include financial services and investment firms.  Our website advertising revenues are included 
within our Issuer Services line of business. 

  

http://www.otciq.com/
http://www.otcmarkets.com/
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Financial Results 

Our three lines of business – OTC Link ATS Trading Services, Market Data Licensing and 
Issuer Services – provide a wide variety of services to broker-dealers, companies, investors, 
market data distributors and regulators. We believe our elegant, reliable, cost-effective 
subscription based services allow us to maintain our leading market position as a financial and 
technology services provider.  Our sources of revenue are diverse, including subscription 
service fees, usage based fees, OTCQX application and annual fees, market data distribution 
and licensing fees, and website advertising fees.  

Consolidated Statements of Income – Results of Operations 

Three Months Ended September 30, 2012 Versus Three Months Ended September 30, 
2011 

The table below presents comparative information from the Company’s unaudited interim 

condensed consolidated income statement for the three month periods ended September 30, 

2012 and 2011.  

   

Revenues.  The following table shows OTC Markets Group’s gross revenue by line of business 
and net consolidated revenue for the three month periods ended September 30, 2012 and 2011, 
with the percentage change for the periods presented.  

 

OTC Markets Group has demonstrated revenue growth for the three month period ended 
September 30, 2012, despite an environment of continuing macroeconomic uncertainty, lower 
trading volume across our marketplaces, and emerging regulatory initiatives.  As shown in the 
table above, gross revenues during the three month period ended September 30, 2012 
increased $508 thousand, or 6%, to $8.7 million, compared to $8.2 million during the similar 
period in 2011.   

2012 vs. 2011 

(in thousands) 2012 2011 % change

Trading services 2,821$                2,874$                -2%

Market data licensing 3,380                  3,171                  7%

Issuer services 2,502                  2,150                  16%

Gross revenues 8,703                  8,195                  6%

Net revenues 8,229                  7,584                  9%

Operating expenses 6,363                  5,665                  12%

Income from operations 1,866                  1,919                  -3%

Operating profit margin 23% 25%

Income before provision for income taxes 1,888                  1,891                  0%

Net income 1,154$                1,320$                -13%

Diluted earnings per share 0.11$                  0.12$                  -14%

Three Months Ended September 30,

2012 vs. 2011 

(in thousands) 2012 2011 % change

Trading services 2,821$                2,874$                -2%

Market data licensing 3,380                  3,171                  7%

Issuer services 2,502                  2,150                  16%

Gross revenues 8,703                  8,195                  6%

Redistribution fees and rebates ( 474 )                  ( 611 )                  -22%

Net revenues 8,229$                7,584$                9%

Three Months Ended September 30,
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The increases in gross revenues for the three month period ended September 30, 2012, as 
compared to the similar period in 2011, are further described below: 

 Gross revenue from OTC Link ATS Trading Services was negatively impacted by low 
trading volume throughout the industry during the third quarter of 2012, which resulted in 
gross revenues that were 2% lower than the third quarter of 2011. Revenue from 
subscriber messaging activity on OTC Link ATS decreased $44 thousand, or 7%.  
Revenue from OTC Dealer license subscriptions decreased $55 thousand, or 9%, due to 
a 12% decrease in the number of broker-dealer subscribers to OTC Link ATS.  These 
decreases were offset by (i) revenue generated by the QAP One Statement service, 
introduced in December 2011, which contributed $69 thousand during third quarter of 
2012, and (ii) $22 thousand, or 2%, revenue growth related to an increase in subscriber 
quote volume on OTC Link ATS.   

 Market Data Licensing revenues increased $209 thousand, or 7%, compared to the third 
quarter of 2011. The increase was primarily due to a 5% increase in the number of 
professional licenses for our market data during the third quarter of 2012, which 
increased revenues by $82 thousand, or 4%. Revenues from broker-dealer enterprise 
licenses increased $60 thousand, or 23%. 

 Issuer Services revenues increased $352 thousand, or 16%, primarily due to the growth 
in companies traded on the OTCQX marketplace from 274 as of September 30, 2011 to 
395 as of September 30, 2012, which directly increased revenues from annual OTCQX 
marketplace subscription fees by $417 thousand, or 35%.  The OTC Disclosure and 
News Service remains a large component of the Issuer Services business line, although 
it experienced a reduction in revenue of $54 thousand, or 8%, as compared to the third 
quarter of 2011, primarily due to a high rate of subscriber turnover.  

Operating Expenses.  The following table shows OTC Markets Group’s consolidated operating 
expenses, by category, for the three month periods ended September 30, 2012 and 2011, with 
the percentage change for the periods presented. 

  

As illustrated in the table above, operating expenses increased $698 thousand, or 12%, during 
the three month period ended September 30, 2012 as compared to the similar period in 2011. 

The changes in operating expenses for the three month period ended September 30, 2012, as 
compared to the similar period in 2011, are primarily attributable to the following: 

 Compensation and benefits expenses increased $253 thousand, or 8%, primarily due to 
an increase in headcount from 66 employees at September 30, 2011 to 72 employees at 
September 30, 2012. The increased expense reflects the impact of providing competitive 
compensation plans to qualified employees, including equity awards, discretionary 
bonuses and sales commissions. As a percentage of gross revenues, compensation and 

2012 vs. 2011 

(in thousands) 2012 2011 % change

Compensation and benefits 3,260$                3,007$                8%

IT Infrastructure and data communications 817                     812                     1%

Professional and consulting services 682                     438                     56%

Marketing and advertising 643                     321                     100%

Occupancy costs 364                     417                     -13%

Depreciation and amortization 406                     364                     12%

General, administrative and other 191                     306                     -38%

Total operating expenses 6,363$                5,665$                12%

Three Months Ended September 30,
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benefits costs remained consistent at approximately 37% for the three month periods 
ended September 30, 2012 and 2011, respectively.  

 Marketing expenses increased $322 thousand, or 100%, primarily attributable to our use 
of a dedicated outside advertising agency and the related increase in outside advertising 
agency fees of $166 thousand, as well as $45 thousand related to promoting the 
www.otcmarkets.com website. 

 General, administrative and other expenses decreased $115 thousand, or 38%, primarily 
due to a $48 thousand decrease in bad debt expense and lower general spending.  

Income from Operations.  Income from operations was flat at $1.9 million for the three month 
periods ended September 30, 2012 and 2011, although operating profit margin decreased from 
25% during the third quarter of 2011 to 23% during the third quarter of 2012. The decrease in 
operating profit margin during the third quarter of 2012 was primarily due to a decision to incur 
higher consulting and marketing expenses in a period of slower revenue growth.  

Nine Months Ended September 30, 2012 Versus Nine Months Ended September 30, 2011 

The table below presents comparative information from the Company’s unaudited interim 
condensed consolidated income statement for the nine month periods ended September 30, 
2012 and 2011.  

   

Revenues.  The following table shows OTC Markets Group’s gross revenue by line of business 
and net consolidated revenue for the nine month periods ended September 30, 2012 and 2011, 
with the percentage change for the periods presented.  

 

Revenue trends that impacted the third quarter of 2012, such as lower trading volume across 
the industry, an environment of continuing macroeconomic uncertainty and emerging regulatory 
initiatives, also affected our results for the nine months ended September 30, 2012.  As shown 
in the table above, gross revenues during the nine month period ended September 30, 2012 

2012 vs. 2011 

(in thousands) 2012 2011 % change

Trading services 8,837$               8,850$               0%

Market data licensing 10,163               9,471                 7%

Issuer services 7,101                 5,811                 22%

Gross revenues 26,101               24,132               8%

Net revenues 24,734               22,298               11%

Operating expenses 18,272               17,006               7%

Income from operations 6,462                 5,292                 22%

Operating profit margin 26% 24%

Income before provision for income taxes 6,493                 5,281                 23%

Net income 3,898$               3,552$               10%

Diluted earnings per share 0.36$                 0.33$                 7%

Nine Months Ended September 30,

2012 vs. 2011 

(in thousands) 2012 2011 % change

Trading services 8,837$               8,850$               0%

Market data licensing 10,163               9,471                 7%

Issuer services 7,101                 5,811                 22%

Gross revenues 26,101               24,132               8%

Redistribution fees and rebates ( 1,367 )              ( 1,834 )              -25%

Net revenues 24,734$             22,298$             11%

Nine Months Ended September 30,
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increased $2.0 million, or 8%, to $26.1 million, compared to $24.1 million during the similar 
period in 2011.   

The increase in gross revenues for the nine month period ended September 30, 2012, as 
compared to the similar period in 2011, are further described below: 

 Overall revenue from OTC Link ATS Trading Services was flat, even though low trading 
volumes have negatively impacted revenues through the first nine months of 2012. 
Revenue from the QAP One Statement service contributed $282 thousand to gross OTC 
Link ATS Trading Services revenue and transaction revenue from quotes increased 
$131 thousand, or 5%, due to the increase in the number of quotes on OTC Link ATS. 
This increase in revenue was offset by a $376 thousand aggregate decrease in revenue 
from messaging activity on OTC Link ATS, OTC Link ATS subscription licenses and 
licenses of OTC Dealer due to some contraction in the broker-dealer industry.  

 Market Data Licensing revenues increased $692 thousand, or 7%. The number of 
professional licenses subscriptions increased 4% during the nine month period ended 
September 30 2012, as compared to the similar period in 2011, which contributed to the 
4% increase in revenues from professional licenses during the same period. Revenues 
from broker-dealer enterprise licenses increased $216 thousand, or 28%. 

 Issuer Services revenues increased $1.3 million, or 22%, primarily due to the growth in 
companies with securities traded on the OTCQX marketplace from 274 as of September 
30, 2011 to 395 as of September 30, 2012, which directly increased revenues from 
annual OTCQX marketplace subscription fees by $1.3 million, or 44%.  The OTC 
Disclosure and News Service remains a large component of Issuer Services revenue, 
although it experienced a reduction in revenue of $188 thousand, or 9%, primarily due to 
a high rate of subscriber turnover.  

Operating Expenses.  The following table shows OTC Markets Group’s consolidated operating 
expenses, by category, for the nine month periods ended September 30, 2012 and 2011, with 
the percentage change for the periods presented. 

   

Expense trends that impacted the third quarter of 2012, such as higher headcount and higher 
marketing and consulting fees, were consistent through the first nine month of 2012.  As 
illustrated in the table above, operating expenses increased $1.3 million, or 7%, during the nine 
month period ended September 30, 2012 as compared to the similar period in 2011. 

The increase in operating expenses for the nine month period ended September 30, 2012, as 
compared to the similar period in 2011, is primarily attributable to the following: 

 Compensation and benefits expenses increased $657 thousand, or 7%, for the nine 
month period ended September 30, 2012 as compared to the similar period in 2011, 

2012 vs. 2011 

(in thousands) 2012 2011 % change

Compensation and benefits 9,783$               9,126$               7%

IT Infrastructure and data communications 2,444                 2,469                 -1%

Professional and consulting services 1,780                 1,503                 18%

Marketing and advertising 1,448                 1,211                 20%

Occupancy costs 1,052                 1,144                 -8%

Depreciation and amortization 1,235                 927                    33%

General, administrative and other 530                    626                    -15%

Total operating expenses 18,272$             17,006$             7%

Nine Months Ended September 30,
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primarily due to the increase in headcount of 6 employees to 72 as of September 30, 
2012 since September 30, 2011, as well as the cost of providing competitive 
compensation plans to qualified employees, including equity awards, discretionary 
bonuses and sales commissions.  

 Marketing expenses increased $237 thousand, or 20%, for the nine month period ended 
September 30, 2012 as compared to the similar period in 2011, primarily attributable to 
increases in certain advertising expenses of $144 thousand, outside advertising agency 
fees of $86 thousand, and sponsorship costs of $35 thousand.  

 Professional and consulting fees increased $277 thousand, or 18%, during the nine 
month period ended September 30, 2012 as compared to the similar periods in 2011. 
The increased use of product development consultants and other professional and 
technical specialists resulted in a $348 thousand increase in consulting fees during 
2012. Lower legal fees of $190 thousand were due to high fees incurred in 2011 related 
to registration of OTC Link LLC as a FINRA member broker-dealer and an SEC 
registered Alternative Trading System.  

 General, administrative and other expenses decreased $96 thousand, or 15%, primarily 
due to efficiencies in general spending.  

 Depreciation and amortization increased $308 thousand, or 33%, due to the significant 
capital expenditure investments made during 2011.  

Income from Operations.  Income from operations increased $1.2 million, or 22%, to $6.5 
million for the nine month period ended September 30, 2012 from $5.3 million during the similar 
period in 2011, and operating profit margin improved from 24% to 26% during the same periods. 
The increase in operating profit margin during the nine months ended September 30, 2012 
demonstrates management’s effort to scale operations during the course of the year.  

Liquidity and Capital Resources 

Our liquidity is principally derived from our working capital and cash flows from operations.  We 
require cash to support our current operating levels, fund strategic growth initiatives, develop 
new services and enhance existing services, make capital expenditures and pay federal, state 
and local corporate taxes. In the near term, we expect that our operations will provide sufficient 
cash to fund our strategic initiatives. We have no outstanding debt, which gives us additional 
flexibility in managing our cash flows.   

The following table presents cash available for operations as of September 30, 2012 and 2011, 
and uses of cash flows during the nine month periods ending September 30, 2012 and 2011.  

   

September 30, December 31, 2012 vs. 2011 

(in thousands) 2012 2011 % change

Cash and cash equivalents 13,426$              10,170$              32%

Short-term investments 246                     1,297                  -81%

Cash available for operations 13,672$              11,467$              19%

2012 vs. 2011 

2012 2011 % change

Cash provided by operating activities 4,169                  5,901                  -29%

Cash provided by (used in) investing activities 645                     ( 3,837 )               -117%

Cash used in f inancing activities ( 1,558 )               ( 1,344 )               16%

Nine Months Ended September 30,
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Cash available for operations.  Cash available for operations as of September 30, 2012 
increased $2.2 million to $13.7 million, which includes approximately $2.5 million held by our 
wholly-owned subsidiary, OTC Link LLC, as compared to $11.5 million at December 31, 2011.  
Cash provided by operating activities of $4.2 million for the nine month period ended September 
30, 2012 were sufficient to fund our investments in infrastructure of $406 thousand and our 
dividend payment of $1.5 million during the same period.  

Cash provided by operating activities.  Cash provided by operating activities for the nine 
month period ended September 30, 2012 was $4.2 million and was primarily attributable to net 
income of $3.9 million and non-cash items, such as depreciation and amortization and stock-
based compensation.  During the nine month period ended September 30, 2012, the net change 
in working capital used $1.6 million of cash flow from operations versus $387 thousand during 
the similar period in 2011, mainly due to a change in the time periods in which we pay our 
expenses.   

Cash provided by (used in) investing activities.  Cash provided by investing activities during 
the nine month period ended September 30, 2012 totaled $645 thousand due to a decision to 
wind down our short-term investment positions as they mature.  Cash flows used in investing 
activities during the nine month period ended September 30, 2011 of $3.8 million were 
concentrated in significant investments in capital expenditures and the Company’s initial 
purchases of short-term investments.  

Cash used in financing activities.  Cash used in financing activities during the nine month 
period ended September 30, 2012 totaled $1.6 million and primarily consisted of $1.5 million in 
dividends paid to our Class A common stock holders and $63 thousand related to the purchase 
of treasury stock.  During the nine month period ended September 30, 2011, cash used in 
financing activities totaled $1.3 million, primarily related to dividends paid to holders of our Class 
A common stock and $92 thousand related to final payments on term loans the Company had 
with JPMorgan Chase. 

Capital resources and working capital.  OTC Markets Group’s working capital at September 
30, 2012 was $12.2 million, which increased $3.9 million, or 31%, from $8.8 million at December 
31, 2011. Working capital includes certain non-operating assets and liabilities, such as prepaid 
income taxes, deferred tax assets and liabilities, income taxes payable and dividends payable. 
The improvement in working capital during the nine month period ended September 30, 2012 
was primarily attributable to generated cash flows from operations. 

Trends in Our Business 

Our revenue streams are influenced by macroeconomic events and conditions affecting the 
broader equity markets and in particular the U.S. OTC equity market, including investor 
sentiment and outlook, the regulatory environment, the risk/return and volatility factors of equity 
securities versus other financial investments and assets, and rapidly changing technologies in 
the capital markets. 

Revenues from our OTC Link ATS Trading Services line of business are derived primarily from 
broker-dealer usage of OTC Link ATS, followed by the revenues attributable to the OTC Dealer 
application and add-on services.  Low trading volume throughout the broker-dealer industry has 
resulted in lower messaging volumes on OTC Link ATS. Overall revenue growth has been 
driven by our Market Data Licensing and Issuer Services revenues, while OTC Link ATS 
Trading Services revenues have remained flat or experienced a slight decrease.  With OTC Link 
ATS beginning operation on June 1, 2012, the Company is focused on maintaining compliance 
with all laws and regulations applicable to a FINRA member broker-dealer and SEC regulated 
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Alternative Trading System.  The cost of compliance with these laws and regulations may 
impact our financial results.   

Our market data continues to be consumed by a wider audience and is now available through 
the NYSE Technologies’ SuperFeed and NASDAQ UltraFeed data feeds, which we expect will 
ensure continued growth of our market data distribution network. 

Our OTCQX marketplace has continued to increase the visibility of OTC securities, as well as 
enlarge the pool of high-quality companies that consider the trading of their securities on our 
marketplaces as a viable option for their investors.  The OTCQX marketplace continues to grow 
in volume, although the rate of growth has slowed during the first nine months of 2012.  We 
continue to see recognition and acknowledgement of our tiered marketplaces, which we expect 
will add to the value of our market data, resulting in increased revenues in both our Market Data 
Licensing and Issuer Services businesses.  

Our Issuer Services business line, driven primarily by the OTCQX marketplace, continues to be 
our fastest growing business line in terms of gross revenue.  The significant growth in Issuer 
Services revenues has continued to shift the composition of our revenue mix.  For the nine 
months ended September 30, 2012, 39% of gross revenue was generated by our Market Data 
Services line of business, 34% by our OTC Link ATS Trading Services line of business and 27% 
by our Issuer Services line of business; as compared to the nine months ended September 30, 
2011, during which our three business lines generated 39%, 37% and 24% of gross revenue, 
respectively. We continue to build the necessary employee and systems infrastructures required 
to manage our growth and develop and promote our services.  We plan to continue the 
expansion of our OTCQX sales and marketing efforts, both domestically and internationally, 
including the expansion of the OTCQX DAD/PAL program, which grew 48% over the last twelve 
months to 65 advisors as of September 30, 2012.  Increased recognition and understanding of 
our OTCQX marketplace would lead to continued growth in the number of OTCQX traded 
companies and corresponding revenue based on OTCQX application and annual subscription 
fees.  Our OTCQB marketplace has gained visibility resulting from the migration of broker-
dealer quotes in the securities of U.S. reporting companies from FINRA’s OTC Bulletin Board to 
OTC Link ATS.  We plan to continue engaging OTCQB traded companies and introducing them 
to our Issuer Services, and, for those that qualify, the benefits of the OTCQX marketplace. 

Recent Business Developments 

Alternative Trading System 

OTC Link ATS began operation on June 1, 2012.  OTC Link ATS is operated by OTC Link LLC, 
a FINRA member broker-dealer, SEC regulated Alternative Trading System and wholly-owned 
subsidiary of OTC Markets Group.  OTC Link ATS is now responsible for the vast majority of our 
Trading Services business line, including all quoting and messaging services.  As a FINRA and 
SEC regulated entity, OTC Link ATS is required to comply with applicable regulations and 
undergo periodic examinations by the SEC and FINRA. 

An Alternative Trading System performs many of the functions commonly performed by a stock 
exchange, but does not act as a self-regulatory organization and is exempt from registration 
with the SEC as an exchange pursuant to the SEC’s Regulation ATS. 

QAP® One Statement 

We have developed a service to assist our subscribers with access fees, or Quote Access 
Payments (QAP).  Our QAP functionality allows our broker-dealer subscribers to publish their 
access fees, pursuant to FINRA Rule 6450, with their quotes on the OTC Link ATS.  All 
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subscribers are able to dynamically set access fees or rebates, in real-time and on a per 
security basis through their already existing OTC Dealer or OTC FIX connections, at no charge.  
For electing subscribers, We offer the QAP One Statement factoring service, which effectively 
purchases the QAP-related receivables of electing subscribers, assumes their credit risk, and 
collects QAP payments owed by other subscribers.  We introduced the QAP Service and the 
optional fee-based QAP One Statement factoring service in December 2011.  Revenues 
generated from this service are included in our OTC Link ATS Trading Services line of business.   

FINRA’s QCF Proposal 

On November 13, 2009, FINRA filed with the SEC a proposed rule change (Release No. 34-
60999; File No. SR-FINRA-2009-077) to create a Quotation Consolidation Facility (“QCF”) that 
would serve as a commercial data consolidator and disseminator for quote data in the OTC 
equity market (the “QCF Proposal”).  Under the QCF Proposal, FINRA would provide a national 
best bid or offer for OTC securities (“NBBO”) traded on interdealer quotation systems for 
inclusion in the NASDAQ UTP Level One feed. 

We believe that the QCF Proposal, if adopted in its current form, could negatively impact our 
revenues, including revenues from our Market Data Licensing and Trading Services lines of 
business.  We currently generate a portion of our revenues by licensing the market data that we 
collect through OTC Link ATS.  We provide this market data, including the dissemination of a 
national best bid or offer in OTC equity securities quoted on OTC Link ATS (the “OTC-BBO”), to 
market data redistributors, broker-dealers and other market participants under subscription and 
enterprise license agreements.  

Under the QCF Proposal, we would effectively be required to provide FINRA with our OTC-BBO 
and all broker-dealer quotations on our OTC Link trading system, so that FINRA could provide 
an NBBO for OTC securities for inclusion in the NASDAQ UTP Level One feed.  During the first 
nine months of 2012 and 2011, approximately 45% and 47%, respectively, of our total Market 
Data Licensing revenues were derived from the OTC-BBO.  If the SEC approves the QCF 
Proposal, we expect that we will lose substantially all of this revenue. 

Under the QCF Proposal, FINRA would charge its members an additional “per quote” fee of 
$4.00 per month (the “FINRA Quote Fee”) for each security quoted on an interdealer quotation 
system such as OTC Link.  The FINRA Quote Fee would likely negatively impact our Trading 
Services revenues, and could negatively affect the value of our market data by decreasing the 
amount and the breadth of that data. 

On March 18, 2010, FINRA filed with the SEC a proposed amendment to the original QCF 
Proposal (the “QCF Amendment”).  FINRA’s QCF Amendment would eliminate, at this time, the 
FINRA Quote Fee, while reserving the right to re-introduce a fee in a separate rule filing in the 
future.  As of November 9, 2012, the SEC had not incorporated the QCF Amendment into the 
QCF Proposal. 

On December 14, 2009 we submitted to the SEC a comment letter in strong opposition to the 
QCF Proposal.  On March 19, 2010 and May 5, 2010, Bingham McCutchen LLP submitted 
similar comment letters to the SEC on our behalf regarding the QCF Proposal, and on June 3, 
2010 a comment letter regarding Amendment 21 of the NMS Plan for NASDAQ securities 
(“Amendment 21”) questioning the appropriateness of including FINRA OTC Equity Data in the 
plan.  On October 18, 2010, FINRA responded with a comment letter in support of Amendment 
21 to the NASDAQ NMS Plan.  On December 6, 2010, Bingham McCutchen LLP submitted 
another comment letter on our behalf, noting flaws in FINRA’s argument and raising several 
additional points in opposition to Amendment 21.   
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Our market data is now available to be distributed through the NYSE Technologies’ SuperFeed 
and NASDAQ UltraFeed data feeds.  We expect that these data feeds will provide a 
consolidated feed of OTC securities to the same network of subscribers that would be reached 
through the NASDAQ UTP Level One feed.   

As of November 9, 2012, the SEC has not approved the QCF Proposal or Amendment 21. 

We are considering a variety of options in the event that the SEC approves the QCF Proposal or 
Amendment 21, including bringing a legal action against the SEC and/or FINRA.  A legal action 
relating to the QCF Proposal would be protracted and costly, which may adversely affect our 
operating results. 

BX Venture Market 

On May 6, 2011, the SEC approved the creation of the “BX Venture Market,” a proposed listing 
market for OTC equity securities to be operated by NASDAQ OMX Group, Inc.  Companies 
listed on the BX Venture Market must be SEC registered and current in their reporting, and 
meet corporate governance standards similar to the listing requirements on The NASDAQ Stock 
Market.  Companies listed on the BX Venture Market will also be subject to quantitative listing 
standards that will be less stringent than those imposed on NASDAQ listed companies.  To 
avoid confusion with NASDAQ listed companies, the BX Venture Market may not hold itself out 
to be a NASDAQ related market, and companies listing on the BX Venture Market may not state 
or imply that they are listed on a NASDAQ market. 

We expect that the BX Venture Market will compete for companies traded on our OTCQX U.S. 
and OTCQB marketplaces.  The OTCQX U.S. marketplace is available to SEC reporting and 
non-reporting companies, but the BX Venture Market will be restricted only to SEC reporting 
companies. The BX Venture Market will not compete with the OTCQX International 
marketplace. 

The OTCQX U.S. marketplace, like the BX Venture Market, requires that companies meet 
financial and qualitative criteria.  The OTCQX U.S. standards are designed to support 
entrepreneurial, owner-operated companies that are seeking a marketplace on which to engage 
with investors.  The BX Venture Market, by contrast, requires companies to meet stringent 
corporate governance standards typically associated with large companies listed on a national 
securities exchange.   

In 2011 NASDAQ OMX Group, Inc. announced that the BX Venture Market is expected to 
launch during 2012, however no specific plans were disclosed.  As of November 9, 2012, 
NASDAQ OMX Group, Inc. continues to indicate that development for the BX Venture Market is 
on hold.  It is not possible at this time to determine the extent, if any, to which competition from 
the BX Venture Market will affect our financial results.   

Sale of FINRA OTC Bulletin Board 

In September 2009, FINRA announced its intention to sell the www.otcbb.com URL address 
and certain intellectual property associated with the FINRA OTC Bulletin Board (the “FINRA 
OTC Bulletin Board Assets”) and withdraw from the business of operating an interdealer 
quotation system.  Since FINRA’s 2009 announcement, many broker-dealers in OTC equity 
securities have ceased the publication of priced quotations on the FINRA OTC Bulletin Board. 

Rodman and Renshaw Capital Group Inc. (“Rodman”) announced on September 14, 2010 that 
it had entered into an agreement to purchase the FINRA OTC Bulletin Board Assets, subject to 
completion of definitive agreements.  Rodman’s September 2010 announcement stated that the 
transaction was expected to close during the first quarter of 2011.   
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In May 2012, Rodman announced that it would change its name to Direct Markets Holding Corp. 
(“Direct Markets”) and focus its operations solely on a technology platform designed to connect 
companies to the public markets.  On July 2, 2012, Direct Markets announced that it had 
entered into a nonbinding letter of intent to sell its Rodman & Renshaw LLC broker-dealer 
(“R&R”) to a former Vice Chairman of R&R, and later in July 2012, R&R ceased acting as an 
OTC market maker.  In August 2012, it was reported that Direct Markets ended its agreement 
with FINRA to purchase the OTC Bulletin Board Assets.  As of November 2012, Direct Markets 
common stock was trading on the OTCQB marketplace.    

Recent Regulatory Developments 

Jumpstart Our Business Startups Act (“JOBS Act”) 

On April 5, 2012, President Obama signed the JOBS Act into law.  The JOBS Act’s stated goals 
include easing the burdens on capital raising for small and mid-sized companies.  To achieve its 
purpose, the JOBS Act includes several provisions that we expect will have a significant impact 
on our marketplaces.  These provisions include, among other things, (i) the elimination of the 
prohibition on general solicitation related to private offerings of securities relying on Rule 144A 
and Rule 506 under the Securities Act of 1933 (the “Securities Act”), (ii) a provision authorizing 
the SEC to create a new regulation under the Securities Act to permit private offerings of 
tradeable securities for amounts up to $50 million (the “Regulation A+ Exemption”) in addition to 
the current $5 million threshold for offerings of securities relying on Regulation A, (iii) raising the 
shareholder threshold requiring mandatory registration under the Securities Exchange Act of 
1934 (the “Exchange Act”) from 500 holders of record to 2,000 holders of record, with a limit of 
499 holders that are not “accredited investors” as that term is defined in Rule 502 under the 
Securities Act, (iv) creating a “crowdfunding” exemption that will allow companies to raise up to 
$1 million over 12 months from an unlimited number of investors, each limited to an investment 
of $10,000 or 10% of their annual income or net worth, whichever is less, and (v) increasing 
flexibility for broker-dealers to issue research reports on emerging growth companies. 

The JOBS Act requires the SEC to issue rules implementing many of the reforms, and the SEC 
has requested public comments to inform its rulemaking.  On July 9, 2012, we submitted a 
comment letter explaining why SEC rulemaking related to the end of the ban on general 
solicitation and advertising in Rule 144A and 506 securities should permit the public 
dissemination of priced quotes for secondary trades in those securities.  On August 29, 2012, 
the SEC issued a proposed rule giving effect to the JOBS Act requirement to end the ban on 
general solicitation and general advertising in Rule 506 and Rule 144A offerings (the “Proposed 
General Solicitation Rule”).  In the Proposed General Solicitation Rule, the SEC noted that more 
information regarding Rule 144A securities could be made publicly available, even though sales 
would be limited to QIBs.”   

The JOBS Act may result in our ability to publicly disseminate priced quotes in Rule 144A and 
506 securities, and create more securities available to be traded on our platform, each of which 
may have a beneficial effect on our business.  Specifically, the new Regulation A+ Exemption 
may create additional capital raising opportunities for companies with securities that may trade 
on our marketplaces.  In addition, the elimination of the prohibition on general solicitation for 
Rule 144A and Rule 506 securities offerings should create increased transparency, which is a 
core principle of our marketplace platform.   

We will continue to follow the progress of the SEC’s JOB’s Act related rulemaking efforts to 
assess its ultimate effect on companies and our marketplaces  It is not possible at this time to 
determine the extent, if any, to which the JOBS Act will affect our financial results.   
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Dodd-Frank Wall Street Reform and Consumer Protection Act 

On July 21, 2010, President Obama signed into law the Dodd-Frank Wall Street Reform and 
Consumer Protection Act (“Dodd-Frank”).  Among other things, Dodd-Frank exempted smaller 
public companies with a market capitalization less than $75 million from Section 404 of the 
Sarbanes-Oxley Act of 2002 (the “Sarbanes-Oxley Act”).  The popular financial press has 
attributed the recent decline in U.S. initial public offerings, and the general unwillingness of 
companies to register securities with the SEC, to the costs of compliance with Section 404(b), 
which generally requires subject companies to obtain an auditor’s attestation with respect to the 
internal controls over financial reporting. 

An SEC study submitted to Congress concluded that Section 404(b) did not cause companies 
with a public float between $75 million and $250 million to avoid the public markets and that the 
benefits of Section 404(b) to investors exceeded the costs of compliance.  The study therefore 
recommended that Congress not provide an exemption for such companies from Section 
404(b). 

The General Accounting Office (“GAO”) is also required to submit a report to Congress on the 
impact of Section 404(b), as amended by Dodd-Frank, by July 2013.  

The JOBS Act provides an additional exemption from the auditor attestation requirements of 
Section 404(b) for “emerging growth companies,” generally defined as companies that have 
total annual gross revenues of less than $1 billion.  This exemption will continue until (1) the last 
day of the fiscal year during which the issuer had $1 billion in annual gross revenues or more; 
(2) the last day of the fiscal year following the fifth anniversary of the issuer’s initial public 
offering date; or (3) the date in which the issuer is deemed to be a “large accelerated filer,” 
defined by the SEC as an issuer with more than $700 million in public float. 

Many of our Issuer Services, including OTCQX and the OTC Disclosure and News Service, 
target SEC reporting companies and non-reporting companies, including companies choosing to 
deregister with the SEC.  We believe that the expense and effort of compliance with the internal 
control audit requirements of Section 404 of the Sarbanes-Oxley Act provided a significant 
incentive for smaller public companies to deregister under Section 12 of the Securities 
Exchange Act of 1934 and apply for an OTCQX classification.  While the exemptions from 
Section 404(b) contained in Dodd-Frank and the JOBS Act might be expected to reduce this 
incentive somewhat, most of the U.S. companies choosing to qualify for OTCQX have been 
SEC reporting.  Accordingly, we have not discerned any effect on the demand for inclusion on 
OTCQX or a weakening of demand for the OTC Disclosure and News Service based on the 
Dodd-Frank Section 404 exemption.   

Tier Size Pilot 

On October 14, 2011, the SEC published FINRA’s proposal to amend Rule 6433 (the “Tier Size 
Proposal”), which requires minimum quote size requirements for quotations published in 
interdealer quotation systems by an OTC market maker.  The Tier Size Proposal was 
subsequently amended by FINRA on April 17, 2012 and again on June 15, 2012.  The SEC 
granted accelerated approval of the Tier Size Proposal as modified by the amendments.   

The Tier Size Proposal was intended to allow for smaller size orders to affect the inside quote 
through the mandated display of customer limit orders.  The rule significantly reduces tier sizes, 
and decreases the number of tier sizes from nine to six.  Under the Tier Size Proposal, Rule 
6433 would be expanded to include all quotations displayed in an interdealer quotation system, 
which would include quotations submitted to Alternative Trading Systems that are not covered 
under the current version of the rule.  
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We filed multiple comment letters related to the Tier Size Proposal.  Our comment letters sought 
to ensure that, given the unique structure of the our OTCQX, OTCQB and OTC Pink 
marketplaces, the SEC performed adequate economic analysis prior to a blanket 
implementation of the Tier Size Proposal.  We, along with other commenters, suggested that the 
SEC institute a pilot program to best determine whether the Tier Size Proposal could have a 
long term negative impact on trading.   

The Tier Size Proposal, as amended by FINRA and approved by the SEC, calls for a one-year 
pilot program during which FINRA and the SEC will monitor the program’s effect on trading.  If 
the pilot program proves to have a negative impact, FINRA and the SEC have committed to a 
review that could result in rescinding the pilot program prior to its expiration.  Due to the impact 
of Hurricane Sandy on normal business operations, FINRA delayed the effective date of the 
pilot program from November 5, 2012 to November 12, 2012, and revised the end date of the 
program to November 12, 2013. 

While the Tier Size Proposal as approved may increase the number of quotations published on 
OTC Link ATS and therefore may have a short-term positive effect on revenue, we believe that 
the tier size reduction imposed through the pilot program will degrade market quality, which 
may, if continued, have a longer-term adverse effect on the subscribers to OTC Link ATS.  

Item 5. Legal proceedings 

There are no current, past, pending or threatened legal proceedings or administrative actions 
either by or against OTC Markets Group that could have a material effect on our business, 
financial condition or operations.  We are not a party to any past or pending trading suspensions 
by a securities regulator. 

Item 6. Defaults upon senior securities 

None 

Item 7. Other information 

None 

Item 8. Exhibits 

Exhibit 3.1 Unaudited interim condensed consolidated financial statements 

Exhibit 9.1 Certification of principal executive officer 

Exhibit 9.2 Certification of principal financial officer 

Item 9. Certifications 

Current certifications are filed as Exhibits 9.1 and 9.2 to this Quarterly Report. 
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EXHIBIT 3.1

September 30, December 31,

 2012 2011

Assets

Current assets

Cash and cash equivalents 13,426$             10,170$             

Short-term investments 246                    1,297                 

Accounts receivable, net of allow ance for doubtful accounts of $331 and $268 4,757                 7,194                 

Prepaid income taxes 383                    307                    

Prepaid expenses and other current assets 570                    417                    

Deferred tax assets, net 293                    293                    

Total current assets 19,675               19,678               

Property and equipment, net 4,314                 5,143                 

Goodw ill 251                    251                    

Intangible assets, net 40                      40                      

Security deposits 209                    209                    

Total Assets 24,489$             25,321$             

Liabilities and stockholders' equity

Current liabilities

Accounts payable 422$                  629$                  

Accrued expenses and other 2,777                 3,066                 

Dividend payable 533                    419                    

Income tax reserve -                     109                    

Deferred revenue 3,756                 6,628                 

Total current liabilities 7,488                 10,851               

Deferred rent 825                    926                    

Deferred tax liabilities, net 95                      475                    

Income tax reserve 255                    197                    

Total Liabilities 8,663                 12,449               

Stockholders' equity

Common stock - par value $0.01 per share

Class A - 14,000,000 authorized, 10,776,247 issued, 10,661,672 outstanding at September 30, 2012;

 10,589,170 issued, 10,484,595  outstanding at December 31, 2011 108                    106                    

Class C - 130,838 shares authorized, issued and outstanding at September 30, 2012 and December 31, 2011 1                        1                        

Additional paid-in capital 5,736                 5,027                 

Retained earnings 10,578               8,276                 

Treasury stock - 114,575 shares at September 30, 2012 and 104,575 shares at December 31, 2011 ( 595 )                 ( 532 )                 

Accumulated other comprehensive loss ( 2 )                     ( 6 )                     

Total Stockholders' Equity 15,826               12,872               

Total Liabilities and Stockholders' Equity 24,489$             25,321$             

OTC MARKETS GROUP INC. (formerly Pink OTC Markets Inc.)

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except number of shares)

See accompanying notes to Unaudited Condensed Consolidated Financial Statements

(Unaudited)
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2012 2011 2012 2011

Gross revenues 8,703$                8,195$                26,101$              24,132$              

Redistribution fees and rebates ( 474 )                  ( 611 )                  ( 1,367 )               ( 1,834 )               

Net revenues 8,229                  7,584                  24,734                22,298                

Operating expenses

Compensation and benefits 3,260                  3,007                  9,783                  9,126                  

IT Infrastructure and data communications 817                     812                     2,444                  2,469                  

Professional and consulting services 682                     438                     1,780                  1,503                  

Marketing and advertising 643                     321                     1,448                  1,211                  

Occupancy costs 364                     417                     1,052                  1,144                  

Depreciation and amortization 406                     364                     1,235                  927                     

General, administrative and other 191                     306                     530                     626                     

Total operating expenses 6,363                  5,665                  18,272                17,006                

Income from operations 1,866                  1,919                  6,462                  5,292                  

Other income/(expense)

Interest income 2                         14                       13                       31                       

Miscellaneous income (expense) 20                       ( 42 )                    18                       ( 42 )                    

Income before provision for income taxes 1,888                  1,891                  6,493                  5,281                  

Provision for income taxes 734                     571                     2,595                  1,729                  

Net Income 1,154$                1,320$                3,898$                3,552$                

Net income per share 

Basic 0.11$                  0.12$                  0.36$                  0.34$                  

Diluted 0.11$                  0.12$                  0.36$                  0.33$                  

Other comprehensive income:

Unrealized holding gain (loss) on securities arising during period 2                         ( 7 )                      4                         ( 5 )                      

Other comprehensive income 1,156$                1,313$                3,902$                3,547$                

Three Months Ended September 30, Nine Months Ended September 30,

OTC MARKETS GROUP INC. (formerly Pink OTC Markets Inc.)

CONDENSED CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

(in thousands, except per share data)

(Unaudited)

See accompanying notes to Unaudited Condensed Consolidated Financial Statements
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Total Class A Class B Class C

Paid in 

Capital

Retained 

Earnings

Treasury 

Stock

Accumulated 

Other 

Comprehensive 

Loss

Balance, December 31, 2009 7,713$        84$             19$             1$               3,785$        3,824$        -$            -$                      

Net income 2,935          2,935          

Conversion of Class B shares to Class A -              19               ( 19 )            

Issuance of restricted shares, net of forfeitures 92               -              92               

Issuance of common shares, net upon exercise of vested stock options ( 13 )            1                 ( 14 )            

Issuance of shares to Directors 186             -              186             

Compensation expense for stock options 347             347             

Tax benefit on stock option exercises 59               59               

Dividends ( 1,659 )       ( 1,659 )       

Repurchase of common stock for treasury stock ( 400 )          ( 400 )          

Balance, December 31, 2010 9,260$        104$           -$            1$               4,455$        5,100$        ( 400 )$        -$                      

Comprehensive income:

Net income 4,852          -              -              -              4,852          -              -                        

Unrealized gain (loss) on marketable securities ( 6 )              -              -              -              -              -              ( 6 )                        

Total comprehensive income 4,846          

Issuance of restricted shares, net of forfeitures 222             1                 -              221             -              -              -                        

Issuance of common shares, net upon exercise of vested stock options ( 41 )            1                 -              ( 42 )            -              -              -                        

Compensation expense for stock option vesting 334             -              -              334             -              -              -                        

Tax benefit on stock-based compensation expense 59               -              -              59               -              -              -                        

Dividends ( 1,676 )       -              -              -              ( 1,676 )       -              -                        

Repurchase of common stock for treasury stock ( 132 )          -              -              -              -              ( 132 )          -                        

Balance, December 31, 2011 12,872$      106$           -$            1$               5,027$        8,276$        ( 532 )$        ( 6 )$                      

Comprehensive income:

Net income 3,898          -              -              -              3,898          -              

Unrealized gain (loss) on marketable securities 4                 -              -              -              -              -              4                            

Total comprehensive income 3,902          

Issuance of restricted shares, net of forfeitures 422             2                 -              420             -              -              -                        

Issuance of common shares, net upon exercise of vested stock options ( 45 )            -              -              ( 45 )            -              -              -                        

Compensation expense for stock option vesting 302             -              -              302             -              -              -                        

Tax benefit on stock-based compensation expense 32               -              -              32               -              -              -                        

Dividends ( 1,596 )       -              -              -              ( 1,596 )       -              -                        

Repurchase of common stock for treasury stock ( 63 )            -              -              -              -              ( 63 )            -                        

Balance, September 31, 2012 15,826$      108$           -$            1$               5,736$        10,578$      ( 595 )$        ( 2 )$                      

OTC MARKETS GROUP INC. (formerly Pink OTC Markets Inc.)

CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

(in thousands, except number of shares)

Par Value - $0.01

See accompanying notes to Unaudited Condensed Consolidated Financial Statements

(Unaudited)
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2012 2011

Cash flows from operating activities

Net income 3,898$               3,552$               

Adjustments to reconcile net cash provided by operating activities

Depreciation and amortization 1,235                 927                    

Provision for bad debts 131                    160                    

Share-based compensation 724                    445                    

Excess tax benefit from share-based compensation ( 32 )                   ( 59 )                   

Deferred rent ( 83 )                   209                    

Deferred income taxes ( 380 )                 239                    

Loss on disposal of f ixed assets -                     41                      

Other non-cash items 4                        -                     

Changes in w orking capital:

Accounts receivable 2,306                 889                    

Prepaid expenses and other current assets ( 153 )                 ( 173 )                 

Prepaid income taxes ( 76 )                   ( 120 )                 

Accounts payable and other ( 207 )                 134                    

Accrued expenses and other ( 307 )                 61                      

Income tax payable 32                      756                    

Income tax reserve ( 51 )                   -                     

Deferred revenue ( 2,872 )              ( 1,160 )              

Cash provided by operating activities 4,169                 5,901                 

Cash flows from investing activities

Purchases of property and equipment ( 406 )                 ( 2,292 )              

Purchases of short-term investments -                     ( 2,510 )              

Sales of short-term investments 1,051                 993                    

Security deposits -                     ( 28 )                   

Cash provided by (used in) investing activities 645                    ( 3,837 )              

Cash flows from financing activities

Payments on term loans -                     ( 92 )                   

Dividends paid ( 1,482 )              ( 1,251 )              

Proceeds from the exercise of stock options 8                        -                     

Withholding taxes paid related to cashless exercise of stock options ( 53 )                   ( 60 )                   

Excess tax benefits from the exercise of non-qualif ied stock options 32                      59                      

Purchase of treasury stock ( 63 )                   -                     

Cash used in financing activities ( 1,558 )              ( 1,344 )              

Net increase in cash                   3,256                      720 

Cash at beginning of period 10,170               6,703                 

Cash at end of period 13,426$             7,423$               

Cash paid during period for:

Interest -$                   2$                      

Income taxes 2,997$               850$                  

Non-cash investing and financing activities:

Accrued dividends 533$                  419$                  

(in thousands)

OTC MARKETS GROUP INC. (formerly Pink OTC Markets Inc.)

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

See accompanying notes to Unaudited Condensed Consolidated Financial Statements

Nine Months Ended September 30,

(Unaudited)
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NOTE 1.  DESCRIPTION OF BUSINESS 

Overview 

OTC Markets Group Inc. (OTCQX: OTCM) operates Open, Transparent and Connected 
financial marketplaces for 10,000 U.S. and global securities. Through our OTC Link® ATS, we 
directly link a diverse network of broker-dealers that provide liquidity and execution services for 
a wide spectrum of securities. 

We organize these securities into tiered marketplaces to inform investors of opportunities and 
risks - OTCQX® - The Intelligent Marketplace for the Best OTC Companies; OTCQB® - The 
Venture Marketplace; and OTC Pink® - The Open Marketplace.  Our data-driven platform 
enables investors to easily trade through the broker of their choice at the best possible price and 
empowers a broad range of companies to improve the quality and availability of information for 
their investors.  

Our mission is to create better informed and more efficient financial marketplaces. 

The Company has three lines of business: Trading Services, Market Data Licensing and Issuer 
Services.  Each line offers a variety of services to OTC market participants.   

 Trading Services – OTC Link ATS provides electronic communication and connectivity 
technology to its Financial Industry Regulatory Authority (“FINRA”) member broker-
dealer subscribers. 

 Market Data Licensing – As a central source of real-time and historical market data, 
OTC Markets Group provides investors, traders, institutions, and regulators with a suite 
of enterprise and subscriber market data licenses, offered via direct connectivity or 
through third party market data redistributors or order management systems. 

 Issuer Services – OTC Markets Group offers companies premium services that are 
designed to create a better informational experience for investors by facilitating public 
disclosure and communication with investors, promoting greater transparency and 
allowing companies to demonstrate regulatory compliance and mitigate market risk.  The 
primary suite of premium services offered to companies includes the OTCQX 
marketplace, the OTC Disclosure and News Service, Blue Sky Monitoring Service and 
Real-Time Level 2 Quote Display. 

The Company also operates www.otcmarkets.com, a website containing market data 
and trading-related information on OTC securities.  Financial services firms, online 
brokerage firms, and fund managers catering to individual investors advertise on 
www.otcmarkets.com to promote investor awareness of their respective products and 
services.  

NOTE 2.  SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Basis of Presentation 

The accompanying unaudited interim condensed consolidated financial statements are 
prepared in accordance with accounting principles generally accepted in the United States of 
America (“U.S. GAAP”) and include the accounts of the Company and its wholly-owned 
subsidiary, OTC Link LLC (formerly Pink Link ATS LLC) and reflect all adjustments, consisting 
of normal recurring adjustments, that are, in the opinion of management, necessary for a fair 

http://www.otcmarkets.com/
http://www.otcmarkets.com/
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statement of the results for the period.  All significant intercompany transactions have been 
eliminated in consolidation.  Certain information and footnote disclosures normally required in 
financial statements under U.S. GAAP have been condensed or omitted; however, management 
believes that the disclosures are adequate to make the information presented not misleading.  
Refer to Note 2, Summary of Significant Accounting Policies, from the Company’s 2011 Annual 
Report for a full discussion of significant accounting policies.  

The interim condensed consolidated financial statements are unaudited and should be read in 
conjunction with the audited financial statements of OTC Markets Group Inc. as of and for the 
year ended December 31, 2011. Operating results for the three and nine month periods ended 
September 30, 2012 are not necessarily indicative of the results that may be expected for the 
year ending December 31, 2012. 

Use of estimates 

The preparation of these unaudited interim condensed consolidated financial statements 
requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities as of the date of the 
unaudited interim condensed consolidated financial statements, and the reported amounts of 
revenue and expenses during the reporting period.  Actual results could differ from those 
estimates.  

Recently Adopted Accounting Standards 

In May 2011, the Financial Accounting Standards Board (“FASB”) issued an accounting 
standards update with new guidance on fair value measurement and some enhanced disclosure 
requirements.  The most significant change in disclosures is an expansion of the information 
required for Level 3 measurements based on unobservable inputs.  The standards update is 
effective for fiscal years beginning after December 15, 2011.  The adoption of this standard did 
not have a material impact on the consolidated financial statements. 

In June 2011, the FASB issued an accounting standards update with new guidance on the 
presentation of other comprehensive income.  The standards update eliminates the option of 
presenting other comprehensive income and its components in the statement of shareholders’ 
equity.  An entity is now required to present components of net income and other 
comprehensive income in one continuous statement or in two separate but consecutive 
statements.  In December 2011, the FASB issued an amendment that supersedes certain 
pending paragraphs of the June 2011 accounting standards update to effectively defer changes 
that relate to the presentation of reclassification adjustments out of accumulated other 
comprehensive income.  The Company chose to adopt this standard through the one statement 
approach, as reflected in the Condensed Consolidated Statements of Income and 
Comprehensive Income.  

In September 2011, the FASB issued an accounting standards update with new guidance on 
annual goodwill impairment testing.  The standards update allows an entity to first assess 
qualitative factors to determine if it is more likely than not that the fair value of a reporting unit is 
less than its carrying amount.  If, based on its qualitative assessment, an entity concludes it is 
more likely than not that the fair value of a reporting unit is less than its carrying amount, 
quantitative impairment testing is required.  However, if an entity concludes otherwise, 
quantitative impairment testing is not required.  The standards update is effective for annual and 
interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011, 
with early adoption permitted.  The Company elected to early adopt the standards update 
effective October 1, 2011.   



OTC MARKETS GROUP INC. (formerly Pink OTC Markets Inc.) 

Notes to Unaudited Condensed Consolidated Financial Statements (continued) 

(in thousands, except per share information) 

30 

 

Recently Issued Accounting Standards 

In December 2011, the FASB issued an accounting standards update requiring new disclosures 
about financial instruments and derivative instruments that are either offset by, or subject to, an 
enforceable master netting arrangement or similar agreement.  The standards update is 
effective for fiscal years beginning after December 15, 2012.  The Company does not expect the 
adoption of this standard to have a material impact on its consolidated financial statements. 

In July 2012, the FASB issued an accounting standards update permitting an entity to assess 
qualitative factors when testing indefinite-lived intangible assets for impairment results. Similar 
to the goodwill impairment testing guidance, an entity will have an option not to annually 
calculate the fair value of an indefinite-lived intangible asset, on an annual basis, if the entity 
determines that it is more likely than not that the asset is not impaired. The Company is 
assessing the impact that the adoption of this standard will have on its consolidated financial 
statements. 

NOTE 3.  CONCENTRATIONS AND UNCERTAINTIES 

During the nine month periods ended September 30, 2012 and 2011, market data license 
revenues earned through one market data redistributor amounted to approximately 13% and 
14% of gross revenues, respectively.  Additionally, as of September 30, 2012 and December 
31, 2011, accounts receivable from that same subscriber amounted to 22% and 14% of 
accounts receivable, respectively.  

In November 2009, FINRA filed with the SEC a proposed rule change to create a Quotation 
Consolidation Facility (“QCF”) that would serve as a commercial data consolidator and 
disseminator for quote data in the OTC equity market (the “QCF Proposal”), which, if approved, 
would reduce the Company’s ability to generate revenues from market data licensing.  Market 
data licensing revenues represented approximately 39% of the Company’s gross revenues for 
each of the three and nine month periods ended September 30, 2012.  If the QCF Proposal is 
adopted it would negatively impact approximately 45% of market data licensing revenues. 

NOTE 4.  FAIR VALUE OF FINANCIAL INSTRUMENTS 

The Company accounts for certain financial instruments at fair value, including available-for-sale 
securities, in accordance with the provisions of the standard for fair value measurement, which 
utilizes a three-tier hierarchy to determine the fair value of financial assets and liabilities based 
on the quality of observable inputs and enhances disclosure requirements for fair value 
measurement.  The three tiers are: 

 Level 1 – Observable inputs that reflect quoted prices (unadjusted) for identical assets 
and liabilities in an active market 

 Level 2 – Include other inputs that are directly or indirectly observable in the marketplace 

 Level 3 – Unobservable inputs that are supported by little or no market activity 

The fair value of a financial instrument is the amount that would be received to sell the asset or 
paid to transfer a liability in an orderly transaction between market participants at the 
measurement date and in the principal or most advantageous market for that asset or liability.  
All of the Company’s financial instruments have been determined to be Level 1 tier.  

The Company had no transfers between fair value levels during the nine months ended 
September 30, 2012 or the year ended December 31, 2011. 
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The following tables present the Company’s fair value hierarchy of assets that are measured at 
fair value as of September 30, 2012 and December 31, 2011: 

    

NOTE 5.  PROPERTY AND EQUIPMENT 

Property and equipment consisted of the following: 

 

Depreciation and amortization on property and equipment, included in the consolidated 
statements of income, amounted to $406 and $364 for the three month periods ended 
September 30, 2012 and 2011, respectively and $1.2 million and $927 for the nine month 
periods ended September 30, 2012 and 2011, respectively.  

NOTE 6.  GOODWILL AND INTANGIBLE ASSETS 

Goodwill and intangible assets consisted of the following: 

 

(in thousands) Total Level 1 Level 2 Level 3

Money market funds (1) 74                 74                 -                -                

Marketable securities 246               246               -                -                

320$             320$             -$              -$              

(in thousands) Total Level 1 Level 2 Level 3

Money market funds (1) 718               718               -                -                

Marketable securities 1,297            1,297            -                -                

2,015$          2,015$          -$              -$              

(1) amounts are included in cash and cash equivalents

September 30, 2012

December 31, 2011

September 30, December 31, Estimated useful lives

(in thousands) 2012 2011 (Years)

Computer softw are 1,022$                    943$                       2 - 3 

Computer equipment 1,928                      1,626                      3 - 5

Furniture and fixtures 812                         802                         5 - 7

Leasehold improvements 4,321                      4,306                      Term of lease

Total property and equipment 8,083                      7,677                      

Accumulated depreciation and amortization ( 3,769 )                  ( 2,534 )                  

Total property and equipment, net 4,314$                    5,143$                    

 September 30, December 31, Estimated useful lives

(in thousands) 2012 2011 (Years)

Goodw ill 251$                       251$                       Indefinite

Intangible assets:

Subscription services 150                         150                         8-15

Distributor relations 27                           27                           15

Intellectual property 40                           40                           Indefinite

Total intangible assets 217                         217                         

Accumulated amortization ( 177 )                     ( 177 )                     

Intangible assets, net 40$                         40$                         
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Finite-lived intangible assets were fully amortized as of December 31, 2011; therefore no 
amortization expense was recorded in the consolidated statement of income for the three and 
nine month periods ended September 30, 2012. During the three and nine month periods ended 
September 30, 2011, $13 and $39 of amortization expense of finite-lived intangible assets was 
recorded in the consolidated statement of income, respectively. 

We test for impairment during the fourth quarter of our fiscal year using October 1st carrying 
values.  On September 30, 2012, we considered the need to update our most recent annual 
goodwill impairment test and concluded that none of the impairment indicators triggered a 
revised impairment analysis.  There was no impairment of goodwill or indefinite-lived intangible 
assets for the nine months ended September 30, 2012 and 2011. 

NOTE 7.  ACCRUED EXPENSES AND OTHER 

Accrued expenses and other current liabilities consisted of the following: 

  

NOTE 8.  STOCK-BASED COMPENSATION 

OTC Markets Group grants stock options and restricted stock awards (“RSAs”) to employees.  
The grant date fair value of each stock option is estimated using the Black-Scholes option 
pricing model and is then amortized into compensation expense on a straight-line basis over the 
requisite service period, which is generally the vesting period.  The grant date fair value of each 
RSA is based on the closing stock price on the trading day before the date of grant.  For share-
based awards granted prior to the establishment of a public market in the Company’s Common 
Stock on September 16, 2009, determining the fair value of share-based awards at the grant 
date required more significant judgments to determine the expected volatility rate.   

A summary of the Company’s option activity for the nine months ended September 30, 2012 is 
as follows: 

   

The Company recognized compensation expense related to stock options, net of estimated 
forfeitures, of $105 and $93 for the three month periods ended September 30, 2012 and 2011, 

September 30, December 31,

(in thousands) 2012 2011

Payroll and employee w ithholdings 1,681$                    1,944$                    

Deferred compensation 168                         155                         

Accrued operating expenses 659                         725                         

Accrued sales tax reserve 137                         137                         

Deferred rent 132                         105                         

Total accrued expenses and other 2,777$                    3,066$                    

Remaining

Stock Weighted-average Aggregate contractual term 

options exercise price intrinsic value (years)

Outstanding, December 31, 2011 820               4.59                          1,025                   7.73

Granted 138               7.33                          32                        9.66

Exercised ( 36 )              2.69                          143                      5.47

Forfeited ( 54 )              6.27                          58                        N/A

Outstanding, September 30, 2012 868               5.00                          2,073                   7.41

Exercisable, September 30, 2012 328               3.72$                        1,194$                 6.16
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respectively, and $302 and $256 for the nine month periods ended September 30, 2012 and 
2011, respectively. Management has estimated forfeiture rates of 4% for stock options granted 
to management and 13% for stock options granted to other employees.  Such charges are 
included in compensation and benefits expense on the consolidated statements of income.   

As of September 30, 2012, unrecognized compensation cost related to non-vested stock 
options was $945, which will be recognized ratably over approximately three years. 

A summary of the Company’s restricted stock activity for the nine months ended September 30, 
2012 is as follows: 

  

The Company recognized compensation expense, net of estimated forfeitures, of $88 and $57 
for the three month periods ended September 30, 2012 and 2011, respectively, and $314 and 
$171 for the nine month periods ended September 30, 2012 and 2011, respectively.  
Management has estimated forfeiture rates of 0% for RSAs granted to management and 2% for 
RSA’s granted to other employees.  In addition, the Company also recognized professional fees 
of $54 and $108 for the three and nine month periods ended September 30, 2012, respectively, 
related to the issuance of restricted stock and performance awards to the Board of Directors. 

As of September 30, 2012, unrecognized compensation cost related to non-vested restricted 
stock and performance shares was $1.2 million. 

NOTE 9.  COMMITMENTS AND CONTINGENCIES 

Operating leases 

The Company has two non-cancelable operating leases.  One is for the office space at 304 
Hudson Street, New York, NY that was amended in August of 2008 and expires on June 30, 
2017 and the other is for office space at 100 M Street SE, Washington D.C. that commenced in 
July 2011 and expires on June 30, 2016.  The New York lease provides for contingent rental 
payments consisting of a proportionate share of any increases in real estate taxes.  The 
amendment to the office space in New York provided for additional space as well as an eight-
month rent holiday on the additional space.  The Washington D.C. lease included a tenant 
allowance that was fully utilized and recorded in the deferred rent balance in the third quarter of 
2011.  Both leases contain rent escalation provisions.  Rental expense is recognized on a 
straight-line basis over the term of the lease, and the difference between the actual rent paid 
and the expense charged is reflected as an increase or decrease to deferred rent.  

 Restricted Weighted-average Aggregate

stock fair value intrinsic value

Outstanding, December 31, 2011 134               5.74$                        718$                    

Granted 184               5.97                          1,354                   

Vested ( 57 )              5.57                          N/A

Forfeited ( 12 )              5.80                          88                        

Outstanding, September 30, 2012 249               5.95$                        1,834$                 
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As of September 30, 2012, future minimum lease payments under the leases are as follows: 

   

Occupancy expense included in the consolidated statements of income was $417 and $364 for 
the three month periods ended September 30, 2012 and 2011, respectively, and $1.1 million for 
each of the nine month periods ended September 30, 2012 and 2011. 

Total security deposits on the Company’s office leases were $209 as of September 30, 2012 
and December 31, 2011. 

Legal Matters 

There are no current, past, pending or threatened legal proceedings or administrative actions 
either by or against OTC Markets Group that could have a material effect on its business, 
financial condition or operations.  OTC Markets Group is not a party to any past or pending 
trading suspensions by a securities regulator.  

NOTE 10.  STOCKHOLDERS’ EQUITY 

Common Stock 

The Company has two classes of common stock: Class A and Class C (collectively, “Common 
Stock”) outstanding.  Holders of Class A Common Stock, which include holders of unvested 
RSA’s, are entitled to receive such dividends and other distributions in cash, stock of any 
corporation or property of the Company as may be authorized and declared by the Board of 
Directors from time to time out of the assets or funds of the Company legally available for the 
payment of dividends (“Dividend Rights”).  Holders of Class C Common Stock are not entitled to 
any Dividend Rights or Liquidation Rights.  Each share of Class C Common Stock will 
automatically convert into Class A Common Stock at a ratio of one-to-one if the price of Class A 
Common Stock is greater than $19.62 per share as determined by either (i) the average price in 
trade reports aggregating a total of 300,000 shares reported to FINRA under Rule 6600, 
provided that the Class A Common Stock has been quoted upon an interdealer quotation 
system by at least two market makers, or (ii) an Acquisition of the Company.  

The Company is authorized to issue an aggregate of 14,130,838 shares of Common Stock at 
$0.01 par value, comprised of: 14,000,000 Class A shares and 130,838 Class C shares.  As of 
September 30, 2012 there were a total of 10,907,085 shares issued and 10,792,510 shares 
outstanding; the latter was comprised of 10,661,672 Class A shares and 130,838 Class C 
shares.  As of December 31, 2011 there were a total of 10,720,008 shares issued and 
10,615,433 shares outstanding; the latter was comprised of 10,484,595 Class A shares and 
130,838 Class C shares.   

Treasury stock 

In August 2011, the Board of Directors authorized the Company to repurchase up to 300,000 
shares of Class A Common Stock in compliance with Rule 10b-18 under the Exchange Act.  In 

Fiscal year Payments due

2012 311$                       

2013 1,261                      

2014 1,298                      

2015 1,336                      

2016 1,289                      

2017 616                         

Total 6,111$                    
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February 2012, the Company repurchased 10,000 shares of Class A Common Stock, which are 
held in treasury. Under the announced stock repurchase programs, there are approximately 
264,000 shares remaining to be purchased under the plans. 

Dividends 

The Company declared a cash dividend of $0.05 per Class A share during the three months 
ended September 30, 2012 versus a $0.04 cash dividend per Class A share during the three 
months ended September 30, 2011. Dividends payable recorded on the consolidated balance 
sheets relating to the Company’s quarterly dividends totaled $533 and $419 at September 30, 
2012 and December 31, 2011, respectively. 

Equity Incentive Plan 

The Company’s Equity Incentive Plan (the “Plan”), as approved by the Board of Directors on 
June 2, 2009, provides for the grant of incentive stock options, non-statutory stock options, 
restricted stock, restricted stock units, stock appreciation rights, performance units, performance 
shares and bonus shares, and governs options awarded (Refer to Note 8 “Stock-Based 
Compensation”).  In November 2011, the Board of Directors authorized the increase in the 
number of shares available for issuance under the Plan by 200,000 shares. 

NOTE 11.  INCOME TAXES 

The Company’s effective tax rates were 39.8% and 36.5% for the nine month periods ended 
September 30, 2012 and 2011, respectively. During 2011, the Company recorded discrete 
benefits related to refunds from the results of an Internal Revenue Service (“IRS”) examination 
of our fiscal year 2008 federal tax return.   

As required by the uncertain tax position guidance in ASC Topic 740, the Company recognizes 
the financial statement benefit of a tax position only after determining that the relevant tax 
authority would more likely than not sustain the position following an audit.  For tax positions 
meeting the more-likely-than-not threshold, the amount recognized in the financial statements is 
the largest benefit that has a greater than 50 percent likelihood of being realized upon 
settlement with the relevant tax authority.  The gross amount of unrecognized tax benefits as of 
September 30, 2012 and December 31, 2011 was $208 and $252, respectively, and is included 
in income tax reserve in the accompanying condensed consolidated balance sheets. It is 
reasonably possible that the amount of unrecognized benefit with respect to certain of the 
Company’s unrecognized tax positions will significantly decrease within the next twelve months.  

The Company recognizes interest and penalties related to unrecognized tax benefits as a 
component of tax expense.  During the nine month period ended September 30, 2012, the 
accrual for interest and penalties was reduced by $7, and the Company recognized $23 in 
interest and penalties during the nine months ended September 30, 2011.  

NOTE 12.  NET INCOME PER SHARE 

The Company calculates earnings per share pursuant to the two-class method, which is an 
earnings allocation formula that determines earnings per share for common stock and 
participating securities according to dividends declared and participation rights in undistributed 
earnings. Under this method, all earnings (distributed and undistributed) are allocated to 
common shares and participating securities based on their respective rights to receive 
dividends. RSAs granted to employees (see Note 8) participate in dividends on the same basis 
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as common shares and such dividends are not forfeitable by the holder. As a result, these RSAs 
meet the definition of a participating security.  

The calculations of earnings per share under the two class method are as follows: 

  

  

 

   

NOTE 13.  SUBSEQUENT EVENTS 

For purposes of disclosure in the financial statements, the Company has evaluated subsequent 
events through November 12, 2012, the date the financial statements were available to be 
issued.  

On November 8, 2012, the Board of Directors authorized and approved a special cash dividend 
of $0.25 per share of Class A Common Stock, and a quarterly cash dividend of $0.05 per share 
of Class A common stock.  The special dividend is payable on December 6, 2012 and the 
quarterly dividend is payable on December 26, 2012.  

Also on November 8, 2012, the Board of Directors authorized the Company to enter into a $1.5 
million line of credit agreement with JPMorgan Chase.   

 
 

Basic Earnings per common share

(in thousands, except shares and per share data) 2012 2011 2012 2011

Net income available to common shareholders 1,154$               1,320$               3,898$               3,552$               

Less: Undistributed earnings allocated to unvested RSAs ( 14 )                   ( 12 )                   ( 55 )                   ( 17 )                   

Less: Dividend equivalents on unvested RSAs ( 12 )                   ( 6 )                     ( 35 )                   ( 10 )                   

Net Income allocated to common shareholders 1,128                 1,302                 3,808                 3,525                 
 

Shares of common stock and common stock equivalents  

Weighted-average common shares outstanding 10,541,505        10,474,591         10,529,119        10,466,061        

Basic earnings per share 0.11$                 0.12$                 0.36$                 0.34$                 

Three Months Ended September 30, Nine Months Ended September 30,

Diluted Earnings per common share

(in thousands, except shares and per share data) 2012 2011 2012 2011

Net income available to common shareholders 1,154$               1,320$               3,898$               3,552$               

Less: Undistributed earnings allocated to unvested RSAs ( 14 )                   ( 12 )                   ( 55 )                   ( 17 )                   

Less: Dividend equivalents on unvested RSAs ( 12 )                   ( 6 )                     ( 35 )                   ( 10 )                   

Net Income allocated to common shareholders 1,128                 1,302                 3,808                 3,525                 

Shares of common stock and common stock equivalents

Weighted-average common shares outstanding 10,541,505        10,474,591        10,529,119        10,466,061        

Dilutive effect of employee stock options and restricted stock units 32,776               33,581               53,542               62,212               

Weighted-average shares used in diluted computation 10,574,281        10,508,172        10,582,661        10,528,273        

Diluted earnings per share 0.11$                 0.12$                 0.36$                 0.33$                 

Three Months Ended September 30, Nine Months Ended September 30,
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EXHIBIT 9.1 

 
 

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER 
 
 

I, R. Cromwell Coulson, Chief Executive Officer of OTC Markets Group Inc., certify that: 
 

1. I have reviewed this Quarterly Report of OTC Markets Group Inc.; 
 
2. Based on my knowledge, this Quarterly Report does not contain any untrue statement of 
a material fact or omit to state a material fact necessary to make the statements made, in light 
of the circumstances under which such statements were made, not misleading with respect to 
the period covered by this Quarterly Report; and 
 
3. Based on my knowledge, the financial statements, and other financial information 
included or incorporated by reference in this Quarterly Report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the issuer as of, and for, 
the periods presented in this Quarterly Report. 
 
 
 /s/ R. Cromwell Coulson    
R. Cromwell Coulson 
Chief Executive Officer 
 
November 12, 2012     
Date 
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EXHIBIT 9.2 

 
 

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER 
 
 

I, Wendy Fraulo, Chief Financial Officer of OTC Markets Group Inc., certify that: 
 

1. I have reviewed this Quarterly Report of OTC Markets Group Inc.; 
 
2. Based on my knowledge, this Quarterly Report does not contain any untrue statement of 
a material fact or omit to state a material fact necessary to make the statements made, in light 
of the circumstances under which such statements were made, not misleading with respect to 
the period covered by this Quarterly Report; and 
 
3. Based on my knowledge, the financial statements, and other financial information 
included or incorporated by reference in this Quarterly Report, fairly present in all material 
respects the financial condition, results of operations and cash flows of the issuer as of, and for, 
the periods presented in this Quarterly Report. 
 
 
 /s/ Wendy E. Fraulo    
Wendy E. Fraulo 
Chief Financial Officer 
 
November 12, 2012    
Date 
 

 


