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• Reported 4Q:16 EPS of $0.23 compares to $0.25 a year ago and was modestly 
below our $0.26 estimate, due largely to slightly weaker revenue trends than we 
forecasted, and the impact of higher costs. 

• Revenue of $12.9 million declined 1% from the $13.1 million recorded in 4Q:15 and 
was below our $13.1 million forecast,; both Link and Corporate Services declined 
9% and 1%, respectively, offset by 2% growth in Market Data. 

• The operating margin of 35.8% in 4Q:16, compared with 38.5% in 4Q:15, was hurt 
by the revenue decline on a modestly higher operating cost structure. 

• We fine tune our forecasts as we estimate revenue growth will be restrained near 
term, due to the weak IPO market and consolidation in the broker dealer sector.  
However, we note recent activity seems to be accelerating. 

• OTCM exited 4Q:16 with a cash balance of $25 million ($2.21 per share) and in 
2016 returned $14.8 million in cash back to shareholders in the form of quarterly 
and special dividends, as well as share repurchases, up from $12.9 in 2015. 

• Our unchanged $23 price target is based on an unchanged 22x our lowered 2018 
EPS forecast of $1.02 (from $1.04).  

 
OTCM reported 4Q:16 EPS of $0.23.  Revenue of $12.9 million was down 1%, year over 
year, and just below our $13.1 million forecast.  On a segment basis, revenue increased 2% 
in Market Data, offset by declines of 9% and 1% in the Link and Corporate Service 
segments, respectively.  Revenue trends are reflecting the weaker IPO market and industry 
consolidation among broker dealers, mitigated somewhat by new product offerings.  The 
operating margin of 35.8% declined 270 basis points, compared with 4Q:15, and missed our 
38.2% forecast.  Operating costs of $7.7 were up modestly growing 3%, year over year, but 
as a percentage of sales increased to 59.7%, versus 57.0% of sales due to the sales decline.  
Net income of $2.7 million decreased 6% from 4Q:15, compared with our $3.0 million 
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Key Statistics 
Analysts Covering 2 
Market Cap (Mil) $230 
Enterprise Value $212 
52-Week Range (US OTC) 25-16 
5-Year EPS CAGR 12% 

Avg. Daily Trading Volume 4,000 
Shares Out (Mil) 11.265 
Float Shares (Mil) 6.248 
Insider Ownership 47% 
Institutional Holdings 53% 

Annualized Dividend $0.56 
Dividend Yield 2.7% 

FCF Per Share (2018E)  $1.38 
FCF Yield (2018E) 6% 
Net Cash Per Share (2018E) $3.76 

Price to Book Value 11.2x 
Return on Equity (2018E) 38.8% 
Total Debt to Capital Nil 
Interest Coverage Ratio N/A 

Short Interest % N/A% 
Short Interest Days To Cover N/A 

Russell 2000 1,414 
Russell 2000 – Last 12 Months 36.7% 
OTCM – Last 12 Months 32.9% 

 2015 2016 2017E 2018E
  OLD NEW OLD NEW OLD NEW 
Mar. $0.16 $0.20A  $0.21 $0.20 $0.24 0.23
June 0.20 0.21A  0.23 0.22 0.24
Sep. 0.26 0.26A  0.26 0.27
Dec. 0.25 0.26 0.23A 0.26 0.29 0.28
     

EPS $0.88 $0.93 $0.90 $0.96 $0.94 $1.04 $1.02
    
P/E    20.3x 18.6x

Note: NR = Not Rated.  Risk Ratings:  H = Highly risky; M = Moderately risky.  2015-2018E include a respective $0.08, $0.09, $0.07 and $0.07 
in stock-based compensation expense.  Sum of quarterly EPS may not equal full-year total due to rounding and/or change in share count.  
NC=Not covered by Sidoti & Co., LLC. 

Year 2009 2010 2011 2012 2013 2014 2015 2016 2017E 2018E
Rev.(Mil.)

*
$24.1 $28.0 $30.8 $33.2 $33.6 $39.8 $47.5 $48.6 $49.0 $53.7 

GAAP EPS* $0.33 $0.28 $0.45 $0.51 $0.51 $0.69 $0.88 $0.90 $0.94 $1.02 
* Revenue is net of redistribution fees. 
Description: OTC Markets Group, Inc. (www.otcmarkets.com) operates three lines of business centered on 10,000 U.S. and global securities 
clients.  The company offers a cost-effective solution to penetrate the U.S. securities market, while providing a host of services that connect 
brokers and dealers, organize markets, and ultimately monetize OTC’s vast database of information.  OTC’s three lines of business are Link 
ATS (24% of revenue), Market Data (41%) and Corporate Services (35%).  Headquarters are in New York, NY. 
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estimate, leading to EPS of $0.23, just below our $0.26 forecast and flat with the prior year.  

 

While we expect demand to remain muted in the near term, we note a number of positive takeaways from the 4Q:16 
earnings report.  In our view one of the highlights in the 4Q:16 release and conference call related to eight additional states 
recognizing OTCM’s OTCQX and OTCQB markets for Blue Sky exemption status. This brings the total to 20 states currently that 
recognize at least one of the two markets; this result was much stronger than we had anticipated.  The company has commented 
that at 30 states recognizing either OTCQX or OTCQB for exemption status could potentially by a tipping point positively for the 
company.  We think that as OTCM gets more states to recognize the OTCQX and OTCQB markets for exemption status, this will 
help drive newer companies to OTCM because of the lower cost associated with these markets.  Additionally, while Regulation 
A+ likely is still three to five years away from being a major revenue growth opportunity for OTCM, we think these exemptions will 
help substantially.  Regulation A+ simplifies the process of seeking capital for companies looking to raise less than $50 million of 
proceeds.  While early in the adoption of this new path to market for smaller companies, Elio Motors (OTCQX: ELIO, NC) in 
February 2016 was first to list on the OTCQX Best Market, raising $17 million via crowdfunding.  We note that a number of 
crowdfunding platforms are forming.  In our view, this should set the stage for more companies to use this pathway to raise 
capital.  Lastly the company’s CFO Bea Ordonez commented that the pace at which new companies are signing up with the 
OTCQX and OTCQB markets has picked up in recent months and highlighted that the 33 companies joining in February 
represented one of the strongest showings seen in a number of quarters.  While we think OTCM’s near-term trends will remain 
muted due to the aforementioned headwinds, the strong recurring revenue business model will lead to stable revenue and profit 
metrics until market trends improve, in our view.  We forecast EPS of, $0.94 in 2017 and $1.02 in 2018, equating to growth of 1% 
and 9% respectively.  

Strong balance sheet and consistent cash flow lead to significant return of capital to shareholders in 2016.  OTCM exited 
4Q:16 with net cash of $25 million ($2.21 per share).  We model free cash flow per share of $1.29 in 2017 and $1.38 in 2018, 
leading to a cash balance of $43 million or ($3.76 per share) at the end of 2018.  While the company’s capital spending is 
relatively modest at less than $1 million annually, cash flow historically was returned to shareholders in the form of a quarterly 
dividend, special dividends and share repurchases.  In 2016 OTCM returned $14.7 million to shareholders in the form of 
dividends and share repurchase, up from the prior years’ $12.9 million in capital returned to holders.   We note that while it is 
likely there will be more special dividends, we model only quarterly dividends into our forecast. 

We maintain a $23 target on OTCM shares.  This $23 target is based on applying a multiple of 22x to our adjusted 2018 EPS 
forecast of $1.02 (trimmed from $1.04).  OTCM shares currently trade at  19x and 18x our respective 2017 and 2018 EPS 
forecasts.  In the last five years, OTCM ranged from 12x-21x forward EPS and averaged 16x.  Peers in the corporate service-
based industry trade at 17x-26x (average 20x) estimated 2017 EPS and 15x-24x (average 19x) the consensus 2018 EPS 
forecast  Although OTCM’s lack of liquidity validates the discount to the peers, we view the recurring-revenue model, profit profile, 
significant operating leverage, capital allocation and dividend payments as offsets.  Meanwhile, as crowdfunding is relatively 
nascent in the capital markets world, we expect that as it matures the door will open for additional companies to use OTC’s 
services.  

Key Risks Trading liquidity   

 

Exhibit 1: OTCM 4Q:16 Review
$ in millions except per share data Estimate

4Q:15 A 4Q:16 A YoY Change 4Q:16 E Variance
Revenue $13,055.0 $12,878.0 (1.4%) $13,079.1 (1.5%)

Operating Income $5,031.0 $4,612.0 $4,996.2
   Operating Margin 38.5% 35.8% (7.1%) 38.2% (6.2%)

Net Income $2,852.0 $2,693.0 (5.6%) $2,967.7
   Profit Margin 21.8% 20.9% 22.7% (7.8%)

EPS $0.25 $0.23 (8.9%) $0.26 (11.5%)
Sources: Company reports and Sidoti & Company, LLC. estimates.
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Table 1. OTC Markets Group Inc., Income Statement
($ in thousands, except  where noted)

Mar June Sep Dec 2015 Mar June Sept Dec 2016 MarE JuneE SepE DecE 2017E 2018E

OTC Link $3,044 $2,931 $2,939 $2,882 $11,796 $2,754 $2,658 $2,530 $2,631 $10,573 $2,616 $2,525 $2,505 $2,605 $10,251 $10,353
Market Data 5,233 5,169 5,087 5,120 20,609 5,325 5,237 5,274 5,218 21,054 5,432 5,342 5,485 5,427 21,685 22,769
Corporate Services 3,247 4,330 4,874 5,053 17,504 4,672 4,744 4,809 5,029 19,254 4,672 4,744 4,905 5,130 19,451 20,618

Total Revenue $11,524 $12,430 $12,900 $13,055 $49,909 $12,751 $12,639 $12,613 $12,878 $50,881 $12,720 $12,611 $12,895 $13,161 $51,386 $53,740
   Redistribution fees 600 600 602 577 2,379 593 584 557 583 2,317 611 605 606 579 2,401 2,511
Net Revenue $10,924 $11,830 $12,298 $12,478 $47,530 $12,158 $12,055 $12,056 $12,295 $48,564 $12,109 $12,006 $12,289 $12,582 $48,985 $51,229

   Compensation 4,958 4,763 4,684 4,311 18,716 5,237 4,967 4,665 4,720 19,589 5,279 4,918 4,836 4,830 19,863 20,359
   IT Infrastructure 1,157 1,145 1,239 1,319 4,860 1,340 1,375 1,378 1,376 5,469 1,399 1,375 1,418 1,382 5,574 5,467
   Professional fees 389 546 520 356 1,811 499 438 439 356 1,732 483 441 451 369 1,745 1,719
   Marketing & Advertising 266 340 298 387 1,291 280 184 175 210 849 254 252 258 211 975 1,022
   Occupancy costs 361 344 397 382 1,484 405 367 442 412 1,626 382 378 387 395 1,542 1,612
   D&A 406 420 434 432 1,692 417 410 387 392 1,606 420 378 387 395 1,580 1,612
   General and administrative 232 183 135 260 810 183 195 171 217 766 254 126 129 224 733 1,035

Total Operating Costs $7,769 $7,741 $7,707 $7,447 $30,664 $8,361 $7,936 $7,657 $7,683 $31,637 $8,471 $7,869 $7,866 $7,804 $32,011 $32,825

Operating Income $3,155 $4,089 $4,591 $5,031 $16,866 $3,797 $4,119 $4,399 $4,612 $16,927 $3,638 $4,136 $4,423 $4,777 $16,975 $18,404
Other incom (costs) 16 7 6 0 0 (8) 4 11 2 8 (2) (2) (2) (2) (7) (7)

Pretax Income $3,171 $4,096 $4,597 $5,031 $16,866 $3,789 $4,123 $4,410 $4,614 $16,935 $3,636 $4,135 $4,421 $4,776 $16,968 $18,397
Income Taxes (1,315) (1,704) (1,512) (2,104) (6,635) (1,474) (1,608) (1,404) (1,921) (6,407) (1,418) (1,612) (1,459) (1,863) (6,352) (6,837)

Net Income $1,856 $2,392 $3,085 $2,927 $10,231 $2,315 $2,515 $3,006 $2,693 $10,528 $2,218 $2,522 $2,962 $2,913 $10,616 $11,560
   Less restricted stock ($58) ($67) ($88) ($75) ($288) ($63) ($63) ($79) $0 ($205) $0 $0 $0 $0 $0 $0
Net Income To Common $1,798 $2,325 $2,997 $2,852 $9,943 $2,252 $2,452 $2,927 $2,693 $10,323 $2,218 $2,522 $2,962 $2,913 $10,616 $11,560

FD EPS $0.16 $0.20 $0.26 $0.25 $0.88 $0.20 $0.21 $0.26 $0.23 $0.90 $0.20 $0.22 $0.26 $0.26 $0.94 $1.02

FD Shares Outstanding 11,421 11,435 11,368 11,292 11,289 11,440 11,431 11,429 11,371 11,340 11,340 11,340 11,340 11,340 11,340 11,342

Dividend $0.10 $0.14 $0.14 $0.14 $0.52 $0.14 $0.14 $0.14 $0.14 $0.56 $0.14 $0.14 $0.14 $0.14 $0.56 $0.56

EBITDA $4,006 $4,912 $5,414 $5,807 $20,137 $4,677 $4,953 $5,170 $5,376 $20,176 $4,402 $4,900 $5,187 $5,541 $20,031 $21,460

Growth Analysis
Revenue YOY Growth 15.6% 21.4% 19.5% 16.5% 18.2% 10.6% 1.7% (2.2%) (1.4%) 1.9% (0.2%) (0.2%) 2.2% 2.2% 1.0% 4.6%
Adjusted Net Income YoY Growth 11.5% 47.7% 59.3% 9.7% 29.7% 24.7% 5.1% (2.6%) (8.0%) 2.9% (4.2%) 0.3% (1.5%) 8.2% 0.8% 8.9%
Adjusted FD EPS YoY Growth 5.9% 43.1% 56.8% 9.0% 27.9% 24.5% 5.2% (3.1%) (8.6%) 2.4% (3.3%) 1.1% (0.7%) 8.5% 0.8% 8.9%

Margin Analysis
Operating Margin 28.9% 34.6% 37.3% 40.3% 35.5% 31.2% 34.2% 36.5% 37.5% 34.9% 30.0% 34.5% 36.0% 38.0% 34.7% 35.9%
EBITDA Margin 36.7% 41.5% 44.0% 46.5% 42.4% 38.5% 41.1% 42.9% 43.7% 41.5% 36.4% 40.8% 42.2% 44.0% 40.9% 41.9%
Adjusted Profit Margin 16.1% 19.2% 23.9% 22.4% 20.5% 18.2% 19.9% 23.8% 20.9% 20.7% 17.4% 20.0% 23.0% 22.1% 20.7% 21.5%
Tax Rate 41.5% 41.6% 32.9% 41.8% 39.3% 38.9% 39.0% 31.8% 39.0% 37.8% 39.0% 39.0% 33.0% 39.0% 37.4% 37.2%
Sources: Company reports, Sidoti & Company, LLC est imates
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OTC Markets Group Inc.  (OTCM-$20.75)     NR     Price Target: $23     Risk Rating: H 
 
Rating and Price Target History Table  

 
 
 
 

Key Risks Trading liquidity   

 
Valuation: 

We maintain a $23 target on OTCM shares.  This $23 target is based on applying a multiple of 22x to our adjusted 2018 EPS 
forecast of $1.02 (trimmed from $1.04).  OTCM shares currently trade at  19x and 18x our respective 2017 and 2018 EPS 
forecasts.  In the last five years, OTCM ranged from 12x-21x forward EPS and averaged 16x.  Peers in the corporate service-
based industry trade at 17x-26x (average 20x) estimated 2017 EPS and 15x-24x (average 19x) the consensus 2018 EPS 
forecast  Although OTCM’s lack of liquidity validates the discount to the peers, we view the recurring-revenue model, profit 
profile, significant operating leverage, capital allocation and dividend payments as offsets.  Meanwhile, as crowdfunding is 
relatively nascent in the capital markets world, we expect that as it matures the door will open for additional companies to use 
OTC’s services.  

 
 
 
Sidoti & Company.  Sidoti & Company, LLC is a licensed broker/dealer, and publishes research reports about some of the 
securities it follows.  All research published by Sidoti & Company, LLC is based on public information, or on information from the 
company discussed in the report that that company is required to promptly make public . This report was prepared for market 
professionals and institutional investor customers.  Market professionals and institutional investors should consider this report as 
only one factor in making their investment decisions.  This report is for information purposes only and is not intended as an offer 
to sell or a solicitation to buy securities.  This research report is not a substitute for the exercise of your independent judgment.  
Information contained herein is based on sources we believe to be reliable but we do not guarantee their accuracy.  The stock 
rating on this report reflects the analyst’s recommendation based on a 12-month period.  It should be presumed that the analyst 
who authored this report has had discussions with the subject company to ensure factual accuracy prior to publication.   

Sidoti does NOT own securities of the issuers described herein, and Sidoti does not make a market in any securities.  Sidoti does 
not engage in, or receive compensation from, any investment banking or corporate finance-related activities with the company 
discussed in the report.  Sidoti’s contracts with issuers protect Sidoti’s full editorial control of all research, timing of release of 
reports, and release from liability for negative reports.  To ensure further independence, the company discussed in the report has 
agreed to a minimum coverage term of one Initiation Report and three Update Reports, which that company cannot unilaterally 
terminate earlier.  Sidoti & Company, LLC takes steps to ensure analyst independence including setting fees in advance and 
utilizing analysts who must abide by the CFA Institute Code of Ethics and Standards of Professional Conduct.  Each Sidoti & 
Company, LLC analyst has full discretion on the rating and revenue target based on his or her own due diligence.  Analysts are 
paid in part based on overall profitability of Sidoti & Company, LLC.  Such profitability is derived from a variety of sources and 
includes payments received from issuers of securities covered by Sidoti & Company, LLC for services described below.  No part 
of analyst compensation was, or will be, directly or indirectly, related to the specific recommendations or views expressed in any 
report or article.  All issuers to be considered for research obtain the approval of a stock selection committee comprised of the 
Director of Research, the Chief Compliance Officer, and an independent outside person for screening applicants. 

Action Date Px Rating PT Risk Rating
Initiation 9/1/16 17 NR 21 H 
PT 12/23/16 21.6   23   
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Sidoti Company Sponsored Research Rating System  The Sidoti & Company, LLC Company Sponsored Research rating 
system consists of “Moderately Risky” (M) and “Highly Risky” (H) ratings.  “Moderately Risky” suggests companies, that while still 
subject to relatively high price volatility, are characterized by more stable and predictable cash flow, a more established operating 
history, and an operating environment that is somewhat less competitive with a potential for loss of principal.   “Highly Risky” 
suggests high risk equities of companies with a short or unprofitable operating history, limited or less predictable revenues, very 
high risk associated with success, significant financial or legal issues, or a substantial risk/loss of principal.   As of 03/02/17, 
Company Sponsored Research Cap Research provides research on 2 companies, of which 1 (50%) are rated Moderately Risky 
and 1 (50%) are rated Highly Risky.   Earnings targets and opinions concerning the composition of market sectors included in this 
report reflect analyst judgments as of this date and are subject to change without notice.  A risk to our earnings targets is that the 
analyst’s estimates or forecasts may not be met.  This report contains forward-looking statements, which involve risks and 
uncertainties.  Actual results may differ significantly from such forward-looking statements.  Factors that may cause such 
differences include, but are not limited to, those discussed in the “Risk Factors” section in the issuer’s SEC filings available in 
electronic format through SEC Edgar filings at www.sec.gov.   

Every company in the Microcap sector bears certain inherent risks and Sidoti & Company, LLC will not provide any company 
subject to those risks with a rating below moderate because stock in the Microcap segment of the market have many risks that 
are not as prevalent in Large-Cap, Blue Chips, or even Small-Cap stocks.  Often it is these risks that cause Microcap stocks to 
trade at discounts to their peers.  The most common of these risks is liquidity risk, which is typically caused by small trading floats 
and very low trading volume which can lead to large spreads and high volatility in stock price.  In addition, Microcaps tend to have 
significant company specific risks that contribute to lower valuations.  Investors need to be aware of the higher probability of 
financial default and higher degree of financial distress inherent in the Microcap segment of the market.  

Compensation.  Sidoti & Company, LLC received a flat fee of $40,000, renewable annually from the company discussed in this 
report for the creation and dissemination of an Initiation Report and three Update Reports, including this report.  The purpose of 
the fee is to subsidize the high costs of research and monitoring.  Sidoti holds a conference twice a year and charges a fee of 
$5,000 per conference for presenting companies. Sidoti does not currently have a current investment banking services 
relationship with the company discussed in this report, or contemporaneously with any other companies discussed in other 
(Sidoti) Company Sponsored Research reports. Sidoti has not received investment banking income from the company discussed 
in the report in the past 12 months, and does not expect to receive investment banking income from the company discussed in 
the report in the next 12 months.  Of securities rated in other Sidoti Company Sponsored Research reports, Sidoti has received 
investment banking income from 0 companies (0%) in the past 12 months. Investment banking services, as defined under FINRA 
Rule 2241, include, among other things, acting as an underwriter in, or as a member of the selling group in, a securities 
underwriting.  Sidoti’s role in any issuer’s investment banking transaction can be viewed in that issuer’s filings at www.sec.gov.   

Sidoti has non-research employees who will seek compensation for brokerage commission revenue in connection with market 
trading the securities of this company.  Sidoti & Company, LLC has received compensation for non-investment banking services 
on the Small-Cap Universe, and expects to receive additional compensation for non-investment banking services on the Small-
Cap Universe, paid by issuers of securities covered by Sidoti & Company, LLC analysts.  These non-investment banking services 
include investor relations services and software, financial database analysis, advertising services, brokerage services, advisory 
services, investment research, investment management, non-deal road shows, and attendance fees for conferences sponsored 
or co-sponsored by Sidoti & Company, LLC.   The fee for this company was paid with in-kind goods and services.  

Sidoti Analysts.  The research analyst certifies that this report accurately reflects his/her personal views about the subject 
securities and issuers and that none of the research analyst's compensation was, is or will be, directly or indirectly, related to the 
analyst's specific recommendations or views contained in this research report.  Sidoti policy does not allow an analyst or a 
member of their household (i) to own, trade, or have any beneficial interest in any securities of any company that analyst covers, 
or (ii) serve as an officer or director of a covered company.  Sidoti employees, including research analysts, receive compensation 
that is based in part upon the overall performance of the firm, including revenues generated by Sidoti’s investment banking and 
brokerage activities, but compensation is not directly related to investment banking or brokerage revenues.   

Sidoti maintains and enforces written policies and procedures reasonably designed to prevent any controlling persons, officers (or 
persons performing similar functions), or employees of Sidoti from influencing the activities of research analysts and the content 
of research reports prepared by the research analyst.  Sidoti research analysts seek to have management of their covered 
companies meet with investors during non-deal road shows.  Analysts’ compensation may be related to their success in 
scheduling non-deal road shows.  This approach could be viewed as presenting potential conflicts of interest. 

Reprints of Sidoti & Company, LLC reports are prohibited without permission.  Additional information is available upon request.  
For any further questions, please contact the Chief Compliance Officer at Sidoti. 

Source 
Key Statistics data is sourced from FactSet Research Systems 
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