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“AN INVESTMENT IN KNOWLEDGE

PAYS THE BEST INTEREST.”

BENJAMIN FRANKLIN
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INTRODUCTION


Ask anybody about getting rich. More people understand how to get
rich from playing the lottery than from investing in stocks. In
fact, two of the top five ways people learn investing are by
searching online and guessing.

People invest billions online. However, they
do it without really knowing how to invest. Why? Investment books
are either too simple, or they need a PhD to understand them.

We need books that teach more than the
basics. At the same time, we don’t need all of the complex
techniques professionals use in order to be successful
investors.

This middle ground needs a book.






Investors Put Money to Work

 What if you found a
machine that could create a twin for you. You could send your twin
to your day job. Meanwhile, you would do what you loved for a
living.
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JOEY DREAMS OF THE DAY WHEN HIS MONEY WORKS FOR
HIM.

Well, I have bad news. A Xerox machine for
people doesn’t exist. Investing in stocks, however, can simulate
one.

It’s a key reason why people invest.
Investors aim to put their money to work for them, so that they
don’t have to work for their money.






This is Not Your Parents' Stock Market

 Who hasn’t heard “buy quality
stocks, wait for them to rise over the long term, and then sell at
a profit”?

It’s still mostly true. However, the 1990’s
introduced new subtleties and pitfalls.

For example, let’s look at the S&P 500
index. It acts like a “thermometer”, tracking the health of the US
stock market. It developed a split personality in the
mid-1990’s:
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NOTICE HOW THE MARKET BECAME AN ENTIRELY
DIFFERENT BEAST?!



The Digital Age Changed How Investors
Invest

 Investors started to have instant
access to information on the internet in the mid-1990’s. News
flowed 24x7, allowing investors to react quickly to global
events.

More institutions traded electronically to
squeeze profits from buying and selling stocks after tiny price
changes. This made the market choppy and volatile.

The US economy also experienced a tremendous
expansion of economic activity, spurred by the boom in
internet-based businesses.

Investors no longer had the luxury of time to
ponder whether to buy or sell a stock. We said goodbye to the
monochrome stock market, and entered a vibrant high-definition
place. A place where the market’s sensitivity to even a whiff of
news increased.

The rules of trading changed. So must the
advice.



My Promise With This Book

 Many authors have never worked as
professional investors. Other may have, yet talk at 1000 feet with
anecdotes only they care about.

Until authors manage money, they can’t write
about the subtle points of investing. They also can’t take the
things professional investors know and translate them into language
everyday investors understand.

The techniques I teach in this book are the
same I used in the past to get a 300% return from stocks like
Cephalon during a recession. They also helped me minimize losses in
my clients’ portfolios during the 2008 downturn.

You’ll not only get a practical, step-by-step
guide to buying stocks online, but you’ll also get:

-Strategies to find opportunities to invest in
the stock market, starting with using your common sense

-Rules on when to buy (and when to sell)

-Opinions on online discount brokers to help
you find one best suited to your needs

I’ll also fine tune your “gut” feeling for
recognizing a good investment, and show you how to put together a
portfolio to reach a goal.
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YOU NEED HOPE AND A STRATEGY TO REACH YOUR
GOALS.

Also in this book, we’ll:

-Search for “value” investments. These stocks
are “on sale”, and appear underpriced in comparison to their actual
value on paper.

-Create goal-based portfolios. We will figure
out the types of stocks you need in your portfolio for it to grow
to a target value. We’ll also talk about how to minimize the risk
of losing your money.

Most importantly, I’ll try to talk in
conversational language and not talk like we’re at a snobby
lecture. And no anecdotes – just the facts that you need to buy
stocks online.

We all used training wheels before riding a
bike. We all needed mom and dad to help us move from crawling to
walking. Every investor needs a way to take his or her skills to
the next level.

My hope is you will become a sharper, more
successful investor after reading this book. I also hope you’ll
discover how investing can be exciting, a personal challenge, and
even fun.

I’m honored you’re reading “How to Buy Stocks
Online” so I may be part of your journey to become a great
investor.






Michelle Price

Managing Principal

Price Capital, LLC

Registered Investment Advisor and Financial
Planner




Important Note

 Buying stocks is not for
everyone. Investing is at your own risk.

While I give opinions in this book, these
opinions do not constitute investment advice, an offer to invest,
nor an offer to provide advisory or investment management
services.

It is also not my intention to state,
indicate, or imply in any manner that current or past results are
indicative of future results or expectations.

As with all investments, there are associated
risks that can cause you to lose money. You alone are responsible
for evaluating the benefits and risks associated with using an
online broker and investing. You are also responsible for deciding
which securities and strategies best suit your financial situation,
goals and risk profile.

Prior to making any investment, you should
consult with your own investment, accounting, legal and tax
advisors to evaluate independently the risks, consequences, and
suitability of that investment. Please speak with a professional
that you know and trust before you buy or sell stocks.



Extras

Take a Shortcut

Each chapter represents a step towards
becoming a stock investor. Please read it from cover to cover. You
may discover something new, or a different point of view.

Nevertheless, to help you get what you need,
please feel free to use a shortcut:

-If you already know the basics about stocks
and the stock market, jump to Step 3.

-If you’re researching stocks to buy, go to
Step
4.

-If you need help in finding an online broker,
skip to Step
7.

-If you already have a portfolio with an online
broker and aren’t sure what to do next, flip to Step 6 and
Step
9.



Use the Excel Workbook

Get the free companion Excel workbook at the
Modern Wealth Media website. It’s a helpful tool for planning,
researching, and tracking your stocks. The workbook also includes
many of the calculations discussed in the book.

Now that you know about it, what are you
waiting for? Visit:

http://www.modernwealthmedia.com/workbooks

...and get your copy of the workbook now!






Back to Table of Contents
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STEP 1: UNDERSTAND THE BASICS

What is a
Stock?

 Folks forget that a stock is a type of
contract. It entitles a buyer to “ownership interest” or “equity”
in a company.

Stock buyers (e.g., “shareholders”) used to
receive a paper stock certificate as proof that they owned shares.
Companies now keep track of shareholders electronically, and rarely
give certificates.
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A CORPORATION IS LIKE A PIE. WHEN YOU BUY
SHARES YOU ARE BUYING A “SLICE” OF THE PIE. THE SLICE REPRESENTS
YOUR SHARE. THE RECEIPT REPRESENTS YOUR “CERTIFICATE” OF PROOF THAT
YOU OWN THE SHARES.

You purchase “shares” when you buy stock. The
quantity you buy determines your ownership interest in a
company.

For example, if a company has one million
shares available for purchase in the stock market (e.g., one
million “shares outstanding”), and if you buy 100 of those shares,
you own…

100 / 1,000,000 = .01%

…of the company.

You become the sole owner of the company if
you buy all one million shares. It’s just like a pie: when you buy
all of the slices, you own the whole pie!






Why Do Companies Offer Shares of Stock?

 No surprise here. A company’s
decision to offer stocks to the public comes down to money.

All companies start out as private companies.
They operate in secret, and don’t openly discuss their
financials.

Private companies get funding from various
sources. This includes friends, family, angel investors, and
venture capitalists. Their funding helps pay for research, employee
salaries, equipment, and more.

Funding can come one of in two forms: a loan
(e.g., “debt”) or a percentage of the company (e.g., “equity”). A
“creditor” provides loans, and an “investor” provides money in
exchange for equity (e.g., ownership interest).

Anybody can invest in a private company.
However, a private company has less oversight than a “public”
company does. This makes private companies “high risk” to
investors.

As a result, private companies have
regulatory filing requirements when they solicit money. But if the
investor is “accredited”, the company gets an exemption.






“Anyone can invest in a private company.
However, private companies are high risk. So private companies seek
‘accredited investors’. Soliciting them for money requires less
regulatory paperwork than soliciting everyday investors.”

Private companies seek out accredited
investors, not everyday investors. Not because of money (although
having money helps), but because of regulations.

Accredited investors have a net worth of at
least $1MM, made more than $200,000 each year for the previous two
years, plus other characteristics defined by the Securities Act of
1933 and amended by the Dodd-Frank Act in 2010.

The Securities and Exchange Commission (SEC)
believes an accredited investor is financially sophisticated. As a
result, private companies do not have to register for SEC oversight
when they accept money from accredited investors.

This all unfortunately keeps everyday
investors from buying shares of hot private companies like Google
before they go public.

Accredited investors can even sell to other
accredited investors. Brokerages such as SecondMarket® are popular
places to trade shares in private companies.

Unfortunately, the accredited investor “well”
may run dry. What happens when their funding capabilities end, or
when investors demand a greater pool of people with which to
trade?

A private company can open its doors to all
investors by working with an investment bank to complete an
“initial public offering” (e.g., “IPO”). Anybody with money can buy
or sell shares listed in a public stock market (minors need a
custodian).

Folks also call the public offering process
“equity financing”. Companies receive cash (also known as
“capital”). In exchange, investors get shares. These shares provide
the investors with ownership interest (e.g., an “equity stake”) in
the company.






What Happens After a Company Goes Public?

 Companies receive money only
when investors buy shares the first time after a public offering.
Companies do not receive any more money as the shares trade after
the public offering.

Therefore, a company may decide to make
additional offerings of shares to the public to raise more
capital.

All companies have in their bylaws how many
shares they can sell to the public. It is at the company’s
discretion whether to offer all of them in the initial public
offering.

If a company offers all shares, they can only
offer more after an overwhelming positive vote from their governing
board. Since offering more can dilute the ownership interest of
current shareholders, a positive board vote is hard to come by. As
a result, a company must balance each public offering with their
current and future capital needs.






Governing Boards

 Organizationally, a company’s CEO
reports to and/or is a member of the company’s governing board. A
board is a team of voted or appointed members. Their business
experience helps a company become and stay successful. The
company’s bylaws define the board’s responsibilities.
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A COMPANY’S BOARD GUIDES A BUSINESS ACCORDING
TO BYLAWS. THEY HELP A COMPANY ACT IN THE BEST INTERESTS OF ITS
CUSTOMERS AND INVESTORS.

The board tries to keep shareholders happy by
providing them with a steady increase of the company’s value
(manifested by a growth in share price). A board can even fire the
CEO if it’s in the best interests of the company and
shareholders.

Once public, a company must follow
regulations that protect the everyday investor. No company enjoys
filling out the often extensive regulatory paperwork—which is like
a threading a needle while running a marathon.

Without these standards, investors could
receive misleading information from companies. This affects an
investor’s decision to buy or sell shares.






Supply and Demand

 A company only receives money – e.g.,
“capital” – the first time investors purchase shares after a public
offering. The stock will continue to be bought and sold between
investors like a ping-pong ball, without any additional cash going
to the company.






“A company only receives money after a public
offering. As shares continue to trade, the company doesn’t receive
any more money.”

Pricing an initial public stock offering is a
huge responsibility. It’s like setting the price for a Smartphone
launch. If the demand turns out to be high, the company could have
made more money with the launch. However, if the phone goes on sale
after the launch, the first customers will feel foolish for buying
it at a high price.

If an offering price is too low, a company
will miss receiving as much money as possible from the sale. For
example, if an offering were priced at $15 and subsequent demand
drove the stock higher, the company still only received $15 per
share.

On the flip side, if the price is too high,
investors will feel as if the company made the offering just to
make money. It may be true (and it often is). However, this may
hurt the company’s reputation with its customers and
shareholders.

Unhappy shareholders will sell their shares.
Selling may drive down the share price due to the laws of supply
and demand:
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Unhappy shareholders will also lower the
demand for a stock. When demand decreases and the supply increases,
the curves move left and right. The resulting price will be lower
than the previous price.
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What a Falling Share Price Means to a
Company

 Although a company does
not receive additional capital as shareholders trade stock after
the IPO, the CEO and employees typically own a considerable amount
of stock.

Therefore, the CEO and the governing board
have an extra incentive to keep outside shareholders happy so that
the stock price remains healthy. This keeps everyone’s stock-based
compensation healthy.

Also, a company may want raise money in the
future with another stock offering. But they can’t raise money if
no one wants to buy their shares.

All of this means that you’re not just a
stockholder. You also have a seat at the table with the CEO. You
voice your opinion on a company’s business by buying or selling its
stock.

As demand for a stock changes, its stock
price can change for the better (or for the worse). This impacts
the company’s future prospects.
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AS A SHAREHOLDER, YOU VOICE YOUR OPINION ON A
COMPANY BY BUYING AND SELLING ITS STOCK. YOU HAVE A SEAT AT THE
BOARD TABLE.

Types of Stock

 When you buy stock, you choose between
common shares or preferred shares. I’m usually talking about common
shares unless noted otherwise.

Common Shares

Preferred shares may sound preferable (no pun
intended). Don’t let the name mislead you. Common shares provide
significant rights, including the right to:

-Receive dividends (e.g., a percentage of
corporate earnings) if the company pays them to shareholders. The
amount of money shareholders receive fluctuates.

-Enjoy a profit when you sell your shares at a
higher price than your purchase price

-Vote on corporate governance matters (if the
common stock shares provided by the company have voting
rights)

Preferred Shares

The main differences between preferred and
common stocks include:

-Lack of voting rights

-A fixed dividend

-Priority in getting one’s money back if a
company goes bankrupt

Preferred shares also have a steadier price
than common shares. Retirees may appreciate this. However, expect
less profit when you buy preferred instead of common shares.

Keep in mind you can convert preferred to
common shares (but not vice versa).



How You Earn a Profit (and Lose Money) with
Stocks

 Imagine you bought 100 shares of
Microsoft at $23 per share. This cost you:

$23 x 100 shares = $2300 to buy 100 shares of
Microsoft (plus commissions, which is a fee charged by
brokers).

In this example, your “cost basis” (e.g.,
your acquisition cost) is $2300 plus commissions.






“Your cost basis is the original acquisition
cost of your shares. Your cost basis determines the total amount of
profit and loss you make when you sell your shares.”

Profits

If your stock rises to $30 and you sold your
shares, you would receive:

$30 x 100 shares = $3000 (less commissions) returned
back to you if you sell after the price rises

You pocket the difference between what you
bought the stock for and what you received back after you sold your
stock:

$3000 - $2300 = $700 profit (less commissions)

Losses

If the stock falls to $20 and you sold your
shares, you receive:

$20 x 100 shares = $2000 (less commissions) returned
back to you if you sell after the price falls

You lose the difference between what you
bought the stock for and what you received back after you sold your
stock:

$2000 - $2300 = $300 loss (less commissions)

Buying more shares (and having a greater
ownership interest) magnifies your profits and losses. If you
bought double the shares in our example, your profit would also
double:

($30 - $23) x 200 shares = $1400 profit (less
commissions)

Owning more also magnifies your losses:

($20 - $23) x 200 shares = $600 loss (less
commissions)

As a result, it’s vital that you plan your
stock purchases carefully and honestly assess whether you can
withstand losing some or all of the money you invest.



Is Profit Free Money?

 There’s no such thing. There’s
always a catch, and in the case of buying stocks, it’s taxes.

Capital Gains Taxes

If you sell at a profit less than a year
after your buy, you pay “short-term capital gains taxes” on the
profit you receive. Today’s rate is the same as your ordinary
income tax rate.

If you sell more than a year later, you pay
“long-term capital gains taxes”. Today’s rate is 15% (or 0% if your
tax bracket is 10% or 15%).

In the US, capital gains taxes has been a hot
button in nearly every federal tax debate since the Revenue Act of
1921.

Presidents have not shied away from using the
tax rate as a lever to affect economic activity (and support from
contributors!).

For example, both President George W. Bush
and President Barack Obama passed and extended a lower long-term
capital gains tax rate in 2003 and 2008 respectively. Always
research the latest rates before you buy or sell.

Loss Carryover

If you sell at a loss, you can receive a
deduction on your taxes. Today, you can deduct up to $3000 in one
year, and apply losses exceeding $3000 on future tax returns. It’s
a common strategy to sell losing stocks before the tax year ends
(also known as “taking your losses”).

Investors may use losses to offset capital
gains taxes on profits. Although you have to pay taxes on your
profits, you can offset your liability by deducting your
losses.



Wash Sales

 What’s stopping a clever investor from
selling a losing stock before the tax year ends, writing off the
loss, and then buying the stock back? The wash sale.

If you sell then buy back your original stock
or similar stock within 30 days, you cannot write off the loss.
This is a “wash sale”. Regulators add this old loss to your new
stock’s cost basis instead.
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A WASH SALE HAS NOTHING TO DO WITH CARS. BECOME
FAMILIAR WITH THEM, ESPECIALLY IF YOU ARE AN ACTIVE INVESTOR.

A higher cost basis means less profit or more
loss when you sell. As a result, you will get the tax benefit of
the old loss when you sell the new stock.

This may sound complicated. But you basically
can’t get sneaky with your buys and sells in order to rack up
deductions on your taxes. Somebody already thought of that, so the
IRS put a law in place to outlaw it.

Consult your own tax advisor concerning the
application of federal and state tax laws to your particular
situation.



What Benefits Come From Owning Stocks?

 You may receive
dividends as a shareholder. A stock’s “dividend yield” tells how
much you may receive.

Dividends are “free” money (with “free”
meaning taxable). Companies pay dividends with a check in a mail.
Alternatively, they will directly deposit your dividends into your
investment account if you set it up this way with your broker.






“Companies share their earnings through
dividends. The more shares you own, the more dividends you may
receive.”

You can use this money any way that you like
– to buy more shares, or more shirts and shoes. The more shares you
own, the more your proportional ownership. And the more your
proportional ownership, the more dividends you receive.

A company may pay dividends in stock shares
too. Nine times out of ten, however, a company will pay in cash.
Once again, you owe taxes on dividends you receive.

Common Share Dividends

Let’s go back to the Microsoft example where
you owned 100 shares. Assume Microsoft typically paid a 2% annual
dividend. Also, assume Microsoft paid a dividend every three months
(e.g, quarterly).

Even if Microsoft paid a 2% dividend in the
past, they are not obligated to pay that much every year. The board
announces the exact amount on the “date of declaration”. The board
will communicate that date to the public and media.

On the declaration date, a company will also
give the “record” and “ex-dividend” dates.

In this example, Microsoft announces a $.125
per share dividend on the date of declaration. The board “records”
on the record date that they owe shareholders $.125 per share.

In order to get dividends, you need to own
shares by the company’s “ex-dividend” date. It’s typically 2 days
prior to the record date. If you buy shares after the ex-dividend
date, you will not be included in the next dividend payments.

Your dividend payment in this example would
be:

$.125 per share x 100 shares = $12.50 quarterly
dividend in your pocket

A company sends your dividend to you on the
“payment date”.

Preferred Share Dividends

If you owned preferred shares in this
example, your dividend would be a fixed percentage of Microsoft’s
IPO price.

For example, if Microsoft’s IPO price was $20
and if in its prospectus Microsoft agreed to pay preferred
shareholders 7% annually, your annual dividend would always be:

7% x ($20 IPO price x 100 preferred shares
owned) = $140 in dividends

Check a stock’s prospectus for the exact
terms.
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COMPANIES CAN PAY YOU DIVIDENDS AS LONG AS YOU
ARE A SHAREHOLDER. IT’S ONE OF THE KEY BENEFITS TO OWNING SHARES OF
A COMPANY.

But not all stocks pay dividends!

The more established the company, the more
likely they will pay a dividend to shareholders.

Mature companies (e.g., “blue chips”) such as
IBM and GE are not expecting their sales to grow year over year. As
a result, the share price may not move very much.

This isn’t a bad thing. Year after year,
these companies may profit from a loyal customer base.

In other words, these companies have a
significant share of their potential customer base already. They
may earn more than enough income from their products and services
to pay expenses. They usually don’t need to reinvest their earnings
to pay for research.

They can then afford to pay shareholders a
sizeable chunk of their excess earnings via dividends.

Paying dividends also entices investors to
buy their stock since a mature/blue chip company’s stock price may
move minimally.

As of the printing of this book, savings
accounts pay low interest rates. More and more savers look to
stable dividend-paying stocks like blue chips as an
alternative.



Is a Stock a Bond?

 Stocks and bonds are opposites. A stock
provides ownership interest in a company. A stockholder enjoys
profits and endures losses from being a part owner.

A bond, on the other hand, is an IOU or loan.
When you buy a bond, you become a creditor to the company. You
receive “interest payments”. Ultimately, you get a bulk repayment
from the company.

Investors buy bonds in the “debt market”.
Raising money with bonds is called “debt financing”. Several types
of entities can offer bonds to the public, including:

-Corporations (e.g., corporate bonds)

-Cities, states and other local governments
(e.g., municipal bonds or “muni’s”)

-Countries (e.g., government bonds). The US,
for example, sells Treasury bonds or “treasuries”.
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STOCKS AND BONDS ARE OPPOSITES. STOCKS MEAN
OWNERSHIP. BONDS MEAN INDEBTEDNESS.

A Quick Primer on Bonds

 You lend money to an entity when
you buy a bond. You become a “bondholder”, and the money that lend
is called “principal”.

If you ever took out a loan, a bank would
typically act as your creditor. In the case of a bond, you’re in
the bank’s position. You’re the one lending money!

Without going into too much detail since this
a book about buying stocks online, five characteristics you should
know about bonds are:

1. Maturity Date: The date that the company
repays the bondholder. Interest payments to the bondholder
stop.

2. Face Value: The amount repaid to the
bondholder when the bond “matures”. This is also known as a bond’s
“par” value.

3. Market Price: The bond’s purchase price in
the bond market. This can be more (e.g., “selling at a premium”) or
less (e.g., “selling at a discount”) than the face value.

4. Coupon Payments: The “interest” a bondholder
can expect to receive while owning the bond. It’s equivalent to a
stock’s dividend.

5. Yield: The total profit a bondholder can
expect to earn from buying and holding a bond until maturity. Yield
includes profit earned from receiving coupon payments, and profit
earned from buying a bond at a discount to its face value.

The profit you earn as a bondholder isn’t
free money. You owe taxes as you receive coupon payments. You also
pay taxes on any profit at maturity.

However, you can receive “free money” by
buying municipal bonds in the state where you live, or by buying a
government bond. Both are “tax-exempt”.

Both will give you tax-free coupon/interest
income on the state and federal levels. If you buy a tax-exempt
bond outside of your home state, you may pay state taxes.

This does not cover all of the tax
consequences from owning and selling tax-exempt bonds, so please do
your own research consult your own tax advisor concerning the
application of federal and state tax laws to your particular
situation.



Using Bonds to Raise Money

 Established companies with a
strong sales history can raise money by selling bonds to investors.
It’s similar to how individuals with a strong credit history can
get better loans from banks.

Companies avoid giving away equity ownership
by offering bonds to the public instead of stock. However, it’s a
negative to see a high amount of debt on a company’s balance sheet
since that debt has to be repaid (plus interest).

Too much debt can drag down growth. While
companies may want to avoid giving away equity, they can’t rely on
raising money with bond debt.



Key Takeaways

-Stocks give shareholders “ownership
interest” in a company proportional to the number of shares
owned.

-Ownership interest” lets shareholders receive
a share of a company’s earnings through dividends, and keep profits
from selling stock.

-Companies provide stock to the public through
an initial public offering (“IPO”). The company receives money only
after the first purchase of their stock after a public offering.
Companies do not get money as the stock continues to trade.

-Be aware of your tax burden for selling
profitable shares (e.g., capital gains taxes), and your tax
benefits for selling losing shares (e.g., loss write-offs and
carryovers). Discuss the application of tax rules to your situation
with an advisor.

Congratulations, you got through the basics!
Hang in there – the next chapter provides the kind of information
that separates the recreational investors from the experienced
investors. When you make it through the next chapter, you will know
more than the vast majority of individuals trading stocks today.
Really! So please keep reading.
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STEP 2: UNDERSTAND HOW THE MARKET WORKS

The hardest
thing investors have to control is the six inches of brain between
their ears. Even experienced investors have trouble staying calm
sometimes. Knowing how the market works may help.



How is a Stock Price Determined?

Initial Public Offering
Price

A company and its investment banking advisors
set the IPO price. If they make it too high or low, somebody is
going to look foolish.

To keep that from happening, the analysts
from the bank exhaustively analyze financial statements to figure
out the company’s worth. They call this process “valuation”. It’s
similar to appraising a house.

If analysts and investors are on the same
page, then the company has got itself a reasonable IPO price.

A company’s profits – or earnings – form the
core part of the formula used to price an IPO. Analysts may also
use future earnings expectations in their valuation.

This may happen with popular companies who
aren’t profitable before going public. An offering price can be set
in hopes that the company will cash in on its popularity after the
IPO.

IPO Fundraising Example

Let’s consider a small advertising company
that wants to offer investors 50,000 shares. Let’s also assume the
company’s annual expenses are $945,000 and annual earnings are
expected to be one million ($1MM).

The company decided to go public with an IPO
price of $11 per share. Investors should expect a return on their
investment (e.g., ROI) of:

($1MM-$945,000) / ($11 IPO price x 50,000 IPO
shares) = 10% ROI to investors

In return, these investors provide the
advertising company with:

$11 x 50,000 shares = $550,000 capital raised by the
company

The company received $550,000 from its IPO.
To get it, the company had to give up control of 50,000 shares to
shareholders.

Daily Market Price

Once the IPO is complete, share prices will
rise and fall based on supply and demand. If buyers want a stock,
its price will go up. And vice versa – just like eBay or any market
with a finite supply of goods.

These forces are also known as “free-market”
forces. No governing body sets prices nor regulates supply and
demand in the stock market.

Stock “Sale” Price

If a great stock appears to be “on sale”, it
is selling at a price that does not reflect its worth on paper
(e.g., valuation). Investors searching for “value” will buy it.

It’s the same feeling you get when you see an
amazing house overlooking a beach for a price you can actually
afford. You would buy it if you had the money because you’ll feel
like you’re getting a deal.



“Stocks can appear to be on sale. When a stock
trades at a ‘sale price’, its market price may not yet reflect its
full potential.”

Investors can perform their own valuation.
They may realize the current and/or expected earnings are higher
than what’s reflected in (e.g., “priced into”) the price of the
stock.

An investor may then buy with the expectation
that other investors will eventually realize the same thing. Once
the secret is out, buyers may drive up the price due to demand.
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WHEN DEMAND INCREASES, THE PRICE OF A STOCK MAY
RISE. THE LUCKY INVESTOR BUYS THE STOCK BEFORE THIS HAPPENS!

Battling Other Market Participants

News Travels Fast!

Today’s market is more “efficient” than ever.
It’s even nonsensical at times. News and whispers influence a
stock’s price faster than before. As a result, it’s now much more
difficult for investors to find undervalued stocks.

Believe it or not, reactions to news stories
can have as much of an impact on stock prices as bad earnings or
lousy products!

Sellers can drag down the price of any
stock—even great stocks. This is why investors cannot be afraid to
buy quality investments “on a dip” when the overall market
declines.

An estate for sale on the beach may have to
lower its price temporarily after a shark sighting. Similarly,
great stocks can be dragged down for temporary reasons.

You’re Not Alone in the Market

More than everyday individual investors
participate in the market. You are joined by:

-Programs that trade electronically based upon
news and other factors

-Institutional investors representing big
corporate wallets that can trade large amounts of shares

-Pure technical traders who buy and sell
repeatedly based solely on trends in a stock’s price, and not on
value

All of these participants can cause a stock’s
price to move for reasons besides a stock being a good or bad
value.

As an investor looking for undervalued
stocks, do not get caught up in trading a stock because you are see
its price move.

Let me repeat – don’t be fooled by price
movements potentially caused by other market participants playing
the sandbox who may not be reacting to value. That’s an easy
mistake made by new investors. Focus on the company’s quality and
value before you buy or sell.
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WHEN YOU INVEST, YOU PLAY IN THE SAME SANDBOX
AS MANY OTHER TYPES OF INVESTORS. WATCH OUT!

Some regulators argue these professional
participants should be isolated from everyday, individual
investors. That debate continues on today.



Do You Have to Use a Broker to Buy or Sell
Stocks?

 You don’t. You just need to find
someone willing to sell shares if you are a buyer, or buy shares if
you are a seller.

Most of the time, you need help. In
particular, to ensure all of the steps involved with transferring
the shares happens to the letter of the law. This is where a broker
becomes helpful.

 



Visit: http://www.smashwords.com/books/view/232578
to purchase this book to continue reading. Show the author you
appreciate their work!
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