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Low Price Securities Disclosure



Penny stocks can be very risky



Penny stocks are low-priced shares of small companies not traded on an 
exchange or quoted on NASDAQ. Prices often are not available. Investors in 
penny stocks often are unable to sell stock back to the dealer that sold them 
the stock. Thus, you may lose your investment. Be cautious of newly issued 
penny stock. 



Information you should get



Before you buy penny stock, federal law requires your broker-dealer to tell 
you the "offer" and the "bid" on the stock, and the "compensation" the �firm 
receives for the trade. The �firm also must mail a con�firmation of these prices 
to you after the trade. You will need this price information to determine what 
pro�fit, if any, you will have when you sell your stock. The offer price is the 
wholesale price at which the dealer is willing to sell stock to other dealers. 
The bid price is the wholesale price at which the dealer is willing to buy the 
stock from other dealers. In its trade with you, the dealer may add a retail 
charge to these wholesale prices as compensation (called a "markup" or 
"markdown").



The difference between the bid and the offer price is the dealer's "spread”. A 
spread that is large compared with the purchase price can make a resale of a 
stock very costly. To be pro�fitable when you sell, the bid price of your stock 
must rise above the amount of this spread and the compensation charged 
by both your selling and purchasing dealers. If the dealer has no bid price, 
you may not be able to sell the stock after you buy it and may lose your whole 
investment.



Further Information



The securities being sold to you have not been approved or disapproved by 
the Securities and Exchange Commission. Moreover, the Securities and 
Exchange Commission has not passed upon the fairness or the merits of this 
transaction nor upon the accuracy or adequacy of the information contained 
in any prospectus or any other information provided by an issuer or a broker 
or dealer.



Generally, penny stock is a security that:



•  Is priced under �five dollars.



•  Is not traded on a national stock exchange or on NASDAQ (the NASD's 
automated quotation system for actively traded stocks).



•  May be listed in the "pink sheets" or the NASD OTC Bulletin Board.



•  Is issued by a company that has less than $5 million in net tangible assets 
and has been in business less than three years, by a company that has under 
$2 million in net tangible assets and has been in business for at least three 
years, or by a company that has revenues of $6 million for 3 years�

�� Study the company issuing the stock. Be wary of companies that have no 
operating history, few assets, or no de�fined business purpose. These may 
be sham or "shell" corporations. Read the prospectus for the company 
carefully before you invest. Some dealers fraudulently solicit investors' 
money to buy stock in sham companies, arti�ficially in�flate the stock 
prices, then cash in their pro�fits before public investors can sell their 
stock�

�� Understand the risky nature of these stocks. You should be aware that 
you may lose part or all of your investment. Because of large dealer 
spreads, you will not be able to sell the stock immediately back to the 
dealer at the same price it sold the stock to you. In some cases, the stock 
may fall quickly in value. New companies, whose stock is sold in an "initial 
public offering," often are riskier investments.�

�� Know the brokerage �firm with whom you are dealing. Because of the 
nature of the market for penny stock, you may have to rely solely on the 
original brokerage �firm that sold you the stock for prices and to buy the 
stock back from you.



Market Information. The market for penny stocks. Penny stocks usually are 
not listed on an exchange or quoted on the NASDAQ system. Instead, they 
are traded between dealers on the telephone in the "over-the-counter" 
market. The NASD's OTC Bulletin Board also will contain information on 
some penny stocks. At times, however, price information for these stocks is 
not publicly available.



Market domination. In some cases, only one or two dealers, acting as "market 
makers," may be buying and selling a given stock. You should �first ask if a �firm 
is acting as a broker (your agent) or as a dealer. A dealer buys stock itself to 
�fill your order or already owns the stock. A market maker is a dealer who 
holds itself out as ready to buy and sell stock on a regular basis. If the �firm is 
a market maker, ask how many other market makers are dealing in the stock 
to see if the �firm (or group of �firms) dominates the market. When there are 
only one or two market makers, there is a risk that the dealer or group of 
dealers may control the market in that stock and set prices that are not 
based on competitive forces. In recent years, some market makers have 
created fraudulent markets in certain penny stocks, so that stock prices rose 
suddenly, but collapsed just as quickly, at a loss to investors.



Mark-ups and mark-downs. The actual price that the customer pays usually 
includes the mark-up or mark-down. Markups and markdowns are direct 
pro�fits for the �firm and its salespeople, so you should be aware of such 
amounts to assess the overall value of the trade. The "spread." The difference 
between the bid and offer price is the spread. Like a mark-up or mark-down, 
the spread is another source of pro�fit for the brokerage �firm and 
compensates the �firm for the risk of owning the stock. A large spread can 
make a trade very expensive to an investor. For some penny stocks, the 
spread between the bid and offer may be a large part of the purchase price 
of the stock. Where the bid price is much lower than the offer price, the 
market value of the stock must rise substantially before the stock can be 
sold at a pro�fit. Moreover, an investor may experience substantial losses if 
the stock must be sold immediately.



Primary offerings. Most penny stocks are sold to the public on an ongoing 
basis. However, dealers sometimes sell these stocks in initial public 
offerings. You should pay special attention to stocks of companies that have 
never been offered to the public before, because the market for these stocks 
is untested. Because the offering is on a �first-time basis, there is generally no 
market information about the stock to help determine its value. The federal 
securities laws generally require broker-dealers to give investors a 
"prospectus," which contains information about the objectives, management, 
and �financial condition of the issuer. In the absence of market information, 
investors should read the company's prospectus with special care to �find out 
if the stocks are a good investment. However, the prospectus is only a 
description of the current condition of the company. The outlook of the start-
up companies described in a prospectus often is very uncertain.


