
8/20/10 9:08 AM<p>Where to Go When Delisting Looms</p>

Page 1 of 2http://www.boardmember.com/Print.aspx?id=5243

 
Click to Print

August 05, 2010 
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by Randy Myers

In November directors at AltiGen Communications Inc. in San Jose,
California, got the message they’d been expecting from NASDAQ.
Shares of the tiny software manufacturer were in danger of being
booted off the exchange because the company no longer met
NASDAQ’s listing requirements. Rather than wait for that
humiliating event, AltiGen’s board voted to voluntarily delist from
NASDAQ and immediately relist on the OTCQX, a relatively new
marketplace that offers an alternative to traditional exchanges at a
fraction of the cost and regulatory burden. 

Launched in 2007 with six listings, the OTCQX is now home to
more than 100 companies, about 80% of them foreign corporations.
While most are unknowns, these companies include a few household

names, such as shoemaker Adidas AG, Air France-KLM, chemical company BASF, clothier Benetton
Group, and automaker Peugeot. Many actually qualify to be listed by NASDAQ or the New York Stock
Exchange but have opted instead for an inexpensive and lightly regulated home where their American
depositary receipts can be traded. 

The other 20% of the members include U.S. companies whose shares, like AltiGen’s, don’t meet
NASDAQ’s stock-price, market-capitalization, or other listing requirements. There are also a few up-and-
coming companies, says OTCQX spokesman Tim Ryan, that may view the OTCQX as a springboard to an
exchange listing. They include Planet Payment, a credit-card data and payment processor based in Long
Beach, New York, and Frontera Resources, an oil and gas corporation in Houston. Both companies have
said they joined up to make it easier for U.S. investors to buy their shares, which until then had been listed
only on the AIM market in London. 

The OTCQX is operated by Pink OTC Markets Inc., the same organization that operates the “Pink Sheets,”
the over-the-counter service for penny stocks. To be listed on the OTCQX, U.S. companies must have at
least 50 shareholders owning a minimum of 100 shares each and a stock with a bid price of at least 10 cents
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per share. Foreign outfits face less stringent requirements. Quoted companies don’t have to file financial
statements with the Securities and Exchange Commission, though some do so, but they do have to post
quarterly and audited annual financial reports on the OTCQX website. Shell companies and special-purpose
acquisition vehicles are not allowed to list, and the member companies must have ongoing operations. 

U.S. companies pay Pink OTC an annual fee of $15,000, and typically pay another $50,000 to $100,000 per
year to their DAD, or designated adviser for disclosure. A DAD, which can be an investment bank or a
securities attorney, is responsible for advising the company on compliance with OTCQX listing
requirements and serves as a liaison with institutional investors. An investment bank acting as a DAD will
often operate as a market maker in its client’s stock too. 

AltiGen had a number of other options besides listing on OTCQX. Among them: going private, which
would have required buying out all its shareholders, something the board wasn’t prepared to do. It could
also have undertaken a reverse stock split, a move companies facing delisting commonly resort to, or have
simply allowed its shares to be quoted on the Pink Quote service or the competing OTC Bulletin Board
service. Instead, “we decided the OTCQX was a positive step for our company,” says AltiGen independent
director Alan B. Howe, 49, managing partner with the consulting firm Broadband Initiatives LLC in San
Diego and also outside chairman of Proxim Wireless Corp., another OTCQX-listed company. 

“It has visibility; it allows our investors to receive a fairly good level of detail, since we still create annual
reports that smell and taste a lot like a 10-K annual report you’d file with the SEC; and it saves the
company money. Generally speaking, a company making a move like this can save anywhere from half a
million dollars a year in overhead costs to as much as $1 million or more.” 

After Proxim moved to the OTCQX in 2009, choosing that route over a shareholder-approved reverse stock
split, the company saw its auditing fees roughly halved to between $100,000 and $200,000, Howe says. The
decision, besides lowering costs, has saved the directors time, especially those on the audit committee. At
an SEC-reporting company, says Howe, audit committee members spend 20 to 30 hours in meetings per
year, but “on the OTCQX, that number is probably cut by half if not more.” If they want to, he notes,
companies moving to the OTCQX can also downsize their boards, “because you won’t have quite the level
of responsibility or work involved.” 

There are trade-offs in moving to the OTCQX, concedes Salomon Kamalodine, a senior vice president with
B. Riley & Co., a Los Angeles- based investment bank that serves as DAD to half a dozen companies,
including AltiGen. “The bid-ask spread on your stock will typically widen a little bit, because you’re
inherently carving out a segment of the investment marketplace that will not want to own a stock traded on
the Pink Sheets,” he says. “And that means the stock will be a little less liquid too.” 

Granted, the OTCQX doesn’t have the same prestige as NASDAQ or the New York Stock Exchange. But
for a company that wants to be traded, it’s a heck of a lot better than not being listed, period.

topic tags: board of directors, corporate governance


