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Introduction 

 

he following articles will provide you with a basic understanding of penny 
stocks.  You will first need to know what penny stocks are, and how to go about 
investing in them.  We will also cover where you can get started, and provide 

recommendations for best practices with regards to researching the penny stock 
markets, how to source information, and determining whether investing in penny 
stocks is the right move for you. 
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Penny Stocks - What Are Penny Stocks 

 

f you’d like to get started in the stock market, many brokers may suggest you start 
with penny stocks. For several reasons, penny stocks are considered “easier” to 
buy than many other types of stock, but in order to buy penny stocks, you first need 

to know what they are. 

So, what are they? Very simply, penny stocks are low-priced shares of companies. 
These stocks trade very infrequently, which is why they’re considered good for 
beginners, but this also makes it very hard to ever sell your penny stocks. In some 
cases, you may end up getting “stuck” with the penny stocks you buy because they 
prove impossible to trade.  This is why some people say buying penny stocks is a risk. 

They are a rather controversial type of stock, but on a small enough scale that 
controversy is rarely heated. When you invest in penny stocks, it’s important to 
prepare yourself for the fact that you may lose your total investment because you 
never get the opportunity to trade them away. Penny stocks trade over-the-counter, 
when they do trade at all. 
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Another thing that sets penny stocks apart is that they don’t trade in the mainstream 
stock markets (NYSE, NASDAQ, or AMEX).  They also usually have market caps of 
$500 million. But when things go well with penny stocks, investors can buy them 
cheaply and profit from them quickly. The trick to doing this is in knowing a lot about 
penny stocks, and knowing how to work with them. This may be a trait that is learned 
and gained from trading experience. 

Before you decide to put your money into penny stocks, know that they are considered 
to be “high-risk investments.” This means that there is a lot of potential to lose your 
money with penny stocks too.  If you’re a bit of a gambler at heart, you may enjoy 
working with penny stocks. This is one reason why some are drawn to penny stocks 
– the excitement of it and the potential risk. There is a chance to make a huge profit 
as well, so many are willing to take the chance on penny stocks in hopes of a large 
return. 

Once you know what they are, you can look into learning more about specific penny 
stocks that are available for purchase. It’s a good idea to do research on any stock 
before investing your money. After all, the stock market can be very risky and you have 
the potential of losing what you put in. Make sure you don’t invest an amount that you 
can’t stand to live without. This way, you’ll be sure never to regret your investment. 
Whether putting your money into penny stocks or some other type of stock, take the 
time to do your research first. This will help you make an informed and educated 
decision. This is the best way to invest your money – by thinking and planning ahead, 
so that you know that you’re going to do something that you’re pleased with. 
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Penny Stocks-Getting Started 

 

ntroduction to Penny stocks  

Penny stocks are low priced speculative stocks which are traded in an over the 
counter (OTC) market. As per the SEC, (The Securities and Exchange Commission of 
United States) the maximum price of penny stocks is fixed at $5 per share, and in 
reality, the price of these stocks are sometimes as low as one cent. Although penny 
stocks are commonly traded in the over the counter market, these can also be traded 
at the NYSE or NASDAQ. 

 

How to start trading penny stocks 

Although it is a common belief that penny stocks are risky while at the same time 
having generally low share prices, the risk associated with some penny stocks is quite 
low. Many people see investing in penny stocks as an opportunity to learn share-
trading techniques, since not all penny stocks are risky.  
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Although investing in penny stocks may not substantially improve your financial 
condition, select penny stocks may give you some profit.  

If you have made up your mind to invest a small amount of money in penny stocks, 
you will have to approach a trader or dealer to get started. As per SEC (Securities and 
Exchange Commission of United States) guidelines, you have to give a written request 
to the broker, and after approval you may buy the stock from the broker. You should 
consult with the trader and invest carefully. Your broker will tell you the rate of the 
stock and brokerage fees. 

Before investing in penny stocks, contact the Securities division of your state and get 
information about the broker. The history of a broker provides important information 
about their license and disciplinary actions taken against the broker.  

Once you have decided to deal with a broker, get all the information regarding penny 
stocks, brokerage, and other terms and conditions in writing from the broker. You 
should also keep the records of all the written documents provided to you by your 
broker. You should ask your broker to provide you the written documents mentioning 
recommendations for buying or selling any penny stocks. You should also get a second 
opinion about the penny stocks from another broker, and decide judiciously before 
making any investment. Your broker should also provide you a monthly statement 
mentioning the penny stocks held by you in your account and the rates of the penny 
stocks. 

 

SIPC Coverage 

Brokerage firms dealing in penny stocks will generally have SIPC (Securities Investor 
Protection Corporation) coverage. If the brokerage firm is unable to pay you your dues 
due to bankruptcy, the SIPC ensures that the customer-owned penny stocks held by 
the brokerage firms are paid. The SIPC insures the total customer-owned securities 
held by the brokerage firm; however, in case of fraud, the insurer is not liable to pay 
the amount. 

  



   

       

 

 

 8 Pennystocksnow.com 

PENNY STOCKS: AN INTRODUCTION 

Penny Stocks - Are They Right For You? 

 

any people know that the stock market is a good way to invest and increase 
their money. However, playing the stock market is always a risk, and it 
certainly helps to know what you’re doing. For those looking into how they 

can start with a small initial investment, the term “penny stocks” may come up more 
than once. You may have heard that penny stocks are a great way to start small and 
work your way up to larger game. But how do you know they’re right for you? How 
do you know if you should invest your money in penny stocks? 

Just because someone suggests for you buy penny stocks, it doesn’t mean you have 
to take their advice. In fact, before you invest in anything, it’s always a good idea to 
gather information on your own beforehand. Learn about the type of stock that’s 
being suggested, and then look more closely at the specific company that you’re 
considering investing in. Do your own research instead of just following someone 
else’s advice. After all, it’s your money – not theirs. Your money means more to you 
than to anyone else, so it’s always a good idea to look into your own investments 
instead of just letting someone else do all the work.  
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How do you know if they’re right for you if you want to invest in penny stocks? The 
first step is finding out more about what penny stocks are. Some brokers make penny 
stocks sound very safe, as if they always bring in large returns 100% of the time. This 
isn’t true. Penny stocks are high-risk investments, and while there is some potential 
for investors to enjoy large returns, there is also potential for losing one’s entire 
investment. That’s what a “high-risk” investment is – a risk. You could lose it all, but 
you could gain as well. 

Because penny stocks are not traded through the large stock exchanges, many don’t 
even know about the existence of penny stocks. Penny stocks are shares in small 
companies and are not as “liquid” as other stocks, meaning that fewer shares are 
traded. Penny stocks are traded infrequently, and this is why some investors fear 
getting “stuck” with penny stocks that can’t be sold.  

How do you know if penny stocks are right for you? Do your homework and spend 
time researching. Look closely at the penny stocks you want to buy, and learn more 
about buying and selling this type of stock. Your broker is required to give you certain 
paperwork and information on penny stocks before you ever put your money into 
them. Look over this information carefully before making your decision. If you can 
tolerate the risk and like the potential gains, then penny stocks may be the right 
investment for you. Find out all you can about penny stocks, or any investment, before 
you throw any money that way. When you make an informed and educated decision, 
there is a smaller chance that you’ll regret your decision later on. 
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Learning the Basics of Penny Stocks 
enny stocks are stocks that are either low in value or low in total market 
capitalization. The definition of a penny stock can vary a bit from one person 
to another. Generally, penny stocks can be understood to mean any stock that 

is not a major stock. The two criteria that we have set above will determine whether 
a stock is a ‘penny stock’ or not based on its price and market capitalization. 

Additionally, one can also consider a stock as a penny stock if it does not conform to 
stock exchange regulations, and are thus more risky. In practice, however, it would be 
extremely difficult to find a large market stock that is not meeting the major stock 
exchange regulations. Because of this, penny stocks are generally understood to be 
those stocks whose absolute price or market capitalization is very low.  

The next question that arises is ‘how low is low’? Obviously this is a little subjective, 
and also likely to change from time to time. While there are no hard and fast rules, we 
can follow some rules of thumb; however, you must remember that not only are these 
rules not sacrosanct, but are also likely to keep changing over time. Having said that, 
we can set some guidelines for considering a stock a penny stock. Any stock that is 
below a certain cut-off price is considered as penny stock. 

The cut-off price is a matter of opinion. Some consider any stock below $5 to be a 
penny stock, while others are more conservative and consider only those stocks that 
are below $3 to be penny stocks. There are still others who would rather set the limit 
at $1, considering any stock above $1 as not a penny stock. Similarly, in the case of 
market capitalization, various limits are set by different people. In general, we would 
consider any stock with a market capitalization below $300 million to be a penny 
stock. 

There could be further classifications within this group, with stocks having a market 
cap of below $50 million being considered a step below penny stocks and classified 
as nano-cap stocks. The general idea is that any stock having a low per-stock price 
or low market capitalization would be considered a penny stock.  

In case you are wondering what market capitalization is, here’s some information that 
will help you. Market capitalization (or market cap for short) is the total value of all 
outstanding stocks at the current price. Suppose a stock sells at $10 and there are 
100,000 stocks outstanding, the total market cap would be 10 x 100,000 or $1 million. 
Market cap is an important indicator because the greater the total amount 
outstanding, the greater the stakes. 
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If a large number of people or a large amount of money is involved in a stock, the 
chances are that there will be greater control on the stock. There is one exception to 
this: if the stock is not traded on a regular stock exchange like the NASDAQ, it is not 
under any obligation to comply with a number of regulations that have been designed 
to safeguard the interest of the investor. 

In these cases, even if the market cap or the price is large, there may not be sufficient 
safety. In general, however, we can assume that for large market cap stocks, the 
possibility of being outside the purview of a recognized stock exchange is very slim. 
The reasons for this, as well as why penny stocks are considered risky is a topic 
discussed in another article in more detail. 
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Learning More About Penny Stocks 

 

here’s so much information out there on different stocks, as well as advice on 
how to play the stock market. But which advice should you trust, and how do 
you know that you’re getting good advice? When it comes to learning more 

about penny stocks, where do you start? 

Finding out what penny stocks are, and how to trade in them, are the first steps in 
trading penny stocks. After all, if you’re going to invest, you want to know what you’re 
investing in and the best way to do it, right? This only makes sense. Many investors 
want to learn all they can about stocks before they invest their valuable money – and 
their time, which is sometimes even more valuable than any amount of money. 

So how do you go about learning more about penny stocks? A good place to start is 
the internet, and not those spam e-mails that talk about penny stocks – never trust 
those. There is valuable information to be found online, and knowledgeable people 
who will answer any questions you may have.  
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The internet can be a valuable source of information on any topic – as long as you 
remember not to trust everything you find and read online. It’s always good to double 
and triple check any facts you unearth online, just to be on the safe side. 

But for chatting with others and learning public opinion, there is no better forum. And 
isn’t talking to fellow investors the best way to learn about investing? Those who have 
played the market using penny stocks are the ones who will be able to offer you the 
best information and advice. They can tell you what they did, and perhaps even 
answer your questions.  

You’ll find online forums, chat groups, discussion boards, and entire sites dedicated to 
investing in all kinds of stocks. You may even be able to find some penny stock-
dedicated forums and groups where you can learn about the stock type that interests 
you most. This is a great way to find out what real people are saying about their 
stocks, and if they’re actually making any money with them. Some people may brag 
about huge returns, and this sort of information should perhaps be taken with a grain 
of salt unless stock numbers seem to match their claims. As you talk with people and 
learn more, you’ll become more and more familiar with the penny stocks of your 
choice.  

After all, it’s not like you can just take your broker’s word for it. When it comes to your 
money, you should learn all you can about where you’re investing and what you’re 
investing into. The internet is a great source of information, and you can look up penny 
stocks and penny stock information online as well as chat with other investors. There 
may be some false information, but there is a lot of really good information as well – 
and the only way to find it is to look. Talk to others, and learn more about penny stocks 
before you invest. It may help you to make bigger profits and enjoy larger returns as 
a result. 
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