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What is the Stock Market”

.,
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The “stock market” is a term we use to describe the many
institutions and activities involved in helping people and com-
panies buy and sell stock. The stock market is not just one
market. Some of its institutions are traditional, floor-based
stock exchanges, like the New York Stock Exchange, and some
are electronic, computer-based markets like The Nasdaq Stock
Market. They are all part of “the stock market.”

In some ways, the stock market is like a shopping mall. At
the shopping mall, you find a variety of different stores, some
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larger, some smaller, and each with its own merchandise. Each
stock exchange — like each store in the mall — is an inde-
pendent business with its own management, its own stock and
its own rules. And like the many stores in the mall, the many
participants of the stock market also work cooperatively — for
example, opening and closing for business at the same time.
Additionally the stock market, like the mall, doesnt buy stocks
(merchandise) itself, but rather, operates the venue that enables
the participants to sell to the public.

History of the Stock IMarket

After the Revolutionary War, the U.S. government began
issuing bonds to finance its war debts. This is generally rec-
ognized as the start of the securities markets in our country.
(Bonds, like stocks, are types of securities.) As was common
in those days, business was conducted outdoors. In this case,
it is believed that the bonds were sold from a location in the
shade of a buttonwood tree, growing on Wall Street in New
York City. Incidentally, the street got its name from a 12-
foot high wooden stockade, or wall, built by the Dutch set-
tlers to protect themselves from attacks by the British or the
Indians. Wall Street was laid out along that wall in 1685.

In 1790, at about the same time that the government began
selling its first war bonds, the Philadelphia Stock Exchange
was formed. In those days, Philadelphia was considered to
be the “financial center” of our young country, so it makes
sense that the first stock exchange in the United States was
founded there. Today, we recognize the Philadelphia Stock
Exchange as the oldest exchange in the U.S., though not one
of the major, national exchanges. You can learn more about
the Philadelphia Stock Exchange on its website at
www.phlx.com.

The New York Stock Exchange can trace its history back
to 1792, when 24 prominent stock brokers and merchants
gathered — again, on Wall Street and rumored to have oc-

curred under a buttonwood tree — to sign the Buttonwood
Agreement. In this important pact, the signers resolved to
charge the same commissions as each other for trading se-
curities. This was the start of organized trading. In thatsame
year, five securities began trading. Three were bonds and two
were stocks. In 1817, the same group of brokers adopted a
constitution, with rules for conducting business. In this new
constitution, this group of brokers named itself the New York

But the stock market is different from a shopping mall in
some important ways. Most noticeably, you don't find all stock
exchanges under one roof. In fact, in the United States, there
are stock exchanges in many parts of the country and electronic
stock markets can operate from almost any remote location.
The other important difference is that at the shopping mall,
stores sell products to the customers. But in the stock market,
investors buy and sell stock, to and from each other. That’s a
bit complicated, so we'll examine it more closely, later.

Sometimes we hear the stock market simply called “the mar-
ket.” That can be a bit confusing, since there are many types
of “markets” in the world. But generally, when we hear the
term on television or read it in the newspaper in the business
and finance section, it’s pretty safe to assume that “the market”
is short for “the stock market.” You may have also heard or
read about “Wall Street.” This is another nickname for the stock
market, which comes from the actual street in New York City
where the stock market, in this country, began.

NEWSPAPER ACTIVITIES

1. Look through the business pages of your newspaper
for how the stock market has done in the past year or
two. If there is a chart that compares stock performance
with bond investments or money market funds, list the
relative performance of each of these types of
investments. If you had invested your $1,000 in stocks
one year ago, what would it be worth today?

2. The expression “the stock market” can mean several
different things. How does your newspaper refer to
different types of stocks in discussions about their
performance?

3. The business pages of your newspaper will often
contain articles written by experts who give general
investment advice. Find an article in which the writer
gives an opinion on whether this is a good time to invest
in stocks. Summarize that article.

Stock and Exchange Board and set up their operation at 40
Wall Street. The name was shortened, in 1863, to the New
York Stock Exchange.

Other key dates in the history of the U.S. Stock markets: Ed-
ward A. Calahan invents the stock ticker in 1867. Publisher
Charles Dow creates the Dow Jones Industrial Average with 12
important stocks in 1896. The stock market crash, known as
“Black Tuesday,” occurs on October 29, 1929, which signals
the start of the Great Depression. The Securities Act of 1933
and the Securities Exchange Act of 1934 establish important
disclosure requirements and regulatory reforms and create the
U.S. Securities and Exchange Commission — “the SEC.”

NEWSPAPER ACTIVITIES

1. Look through your newspaper to find the interest rate
you could receive for a 5-year bond, a 10-year bond and
a 30-year bond. Why are the rates different?

2. Some publicly-traded companies also issue bonds.

Find an article about the bond rating of a large, familiar
company. Has the rating been lowered or raised?2 What
do you think will happen to the interest rate that company’s
bonds will pay?




Stock Market Exchanges

The three principal stock markets in the United States are:
the New York Stock Exchange (NYSE); The Nasdaq Stock Mar-
ket (NASDAQ); and the American Stock Exchange (Amex).
If you are playing the Stock Market Game or a similar type of
stock market simulation, then chances are that you are dealing
with stocks listed on these three markets.

The NYSE is, perhaps, the best-known stock exchange and
the oldest of the three major exchanges. It is often referred to
as the largest stock exchange in the world, because the compa-
nies listed on this exchange, collectively, represent more wealth
than on any other exchange anywhere. No wonder its nick-
name is “the Big Board.” It is known for listing large, well-es-
tablished companies. Membership in the NYSE is limited to
1,366 members who, together, own the exchange. To become

a member, you must buy “a seat” from a current member who

wants to sell and today seats sell for about $2 million. Mem-
bers can be individuals, but most are large firms, which serve
as floor brokers and specialists. Trading is conducted on the
floor of the NYSE building on Wall Street. A “seat,” by the way,
is a figure of speech. If you've ever seen pictures of the floor of
the NYSE, you'll notice that there aren’t too many people sit-
ting down. You don’t need to be a member of the NYSE to in-
vest in stocks, but we'll examine that later.

NASDAQ is technically not an exchange, but rather, an elec-
tronic stock market. It is the second largest primary market
in the U.S., when measured by the capital it represents. How-
ever, NASDAQ has more stocks listed on it and trades more
shares than the NYSE. NASDAQ is well known for its tech-
nology companies, but it represents businesses of all types, in-
cluding stores, airlines and restaurants. All trading on NAS-
DAQ takes place electronically, through its vast computer
network so it doesn’t operate from a single location. When you
see NASDAQ on television, you are seeing NASDAQ Mar-
ketSite at Times Square in New York. That is where the giant
video tower is. NASDAQ’s main computer operation is in
Trumbull, CT. If the computers crash in Trumbull, the whole
system can be switched to the backup system in Rockville, MD,
in a matter of seconds. NASDAQ’s corporate headquarters is
in New York City, not far from the NYSE and the Amex. It
was formed in 1971.

The American Stock Exchange was formed around 1849,
when stockbrokers began to gather on the corner of Wall and
Hanover Streets, outside the NYSE building; to trade stocks that
didnt qualify to be listed on the NYSE. This practice was known
as the “outdoor curb market.” In 1911, these traders formed
the New York Curb Market Association — “the Curb,” for short
— and established rules for trading these stocks. In 1921, the
Curb moved indoors to its first and only building at 86 Trin-
ity Place, where it is still located today. In 1953, the Curb
changed its name to the American Stock Exchange. While you
will often hear people call it “the Amex,” you will sometimes
still hear people call it “the Curb” in honor of the days when
Amex traders literally stood outside on the curb. The Amex is
a traditional floor-based exchange, like the NYSE. There are
807 regular Amex members and 57 options members. Options
are another type of security and the Amex is also the second
largest options exchange in the U.S..

The National Association of Securities Dealers INASD) cre-
ated NASDAQ and gave it its name. (NASDAQ was origi-
nally the acronym for the National Association of Securities
Dealers Automated Quotation system.) Today, NASDAQ has
almost completed the process of becoming an independent com-
pany, entirely separate from the NASD. The NASD, however,
still owns the Amex, which it acquired in 1998. The Amex,
too, will likely seek a spin off soon.

Regional Exchanges and the OTC

In the mid-1800s, stock exchanges began to spring up in
many cities around the country to meet the needs of local
companies and investors. Advances in communication —
such as the telegraph, telephone and, much later, comput-
ers — reduced the need for so many exchanges and many
of them merged with other exchanges. Today, some of those
regional exchanges still operate in Boston, Philadelphia,
Chicago and the Pacific Stock Exchange in San Francisco.
Regional stock exchanges list some of their own local stocks,
but mostly trade stocks that are also listed on one of the
major, national markets.

You may also have heard that some stocks trade “over the
counter.” When a company goes public — you will learn
more about this in the next section — it decides to list its
shares of stock on one or more of the markets or exchanges.
That decision is not entirely up to the company, because it

also has to meet the requirements to list on the exchange.
Some companies aren’t big enough or profitable enough to
list on a major exchange. If a company doesn’t qualify to
“be listed,” or simply doesn’t want to be, it can trade its shares
“over the counter” or “OTC.” Years ago, that meant that
instead of buying or selling the shares on the floor of the stock
exchange, it meant buying or selling them literally over the
counter of the local brokerage house.

Technically, NASDAQ is an over the counter market be-
cause it is decentralized and not a floor-based exchange. In
fact, some people mistakenly refer to NASDAQ as “the
OTC,” but NASDAQ has listing requirements more like the
NYSE and even more stringent than the Amex.

If OTC stocks aren't listed or traded on an exchange, then
how do investors know about them? There are two primary

sources that quote OTC stocks — they are the OTC Bul-

letin Board and the Pink Sheets. The OTC Bulletin Board
(or OTCBB) is owned and operated by NASDAQ. But dont
confuse OTCBB stocks with NASDAQ-listed stocks, and
vice versa. While OTCBB stocks are registered with the Se-
curities and Exchange Commission, they do not meet the
same level of requirements as listed stocks. Some compa-
nies aren't even registered with the SEC, but you can still find
their stock prices listed on the Pink Sheets. The Pink Sheets
got their name from the days when their stock quotes were
printed on pink paper and passed around, but today, they
appear on a real-time, Internet-based quotation system.
Again, OTC stock prices are “quoted” on the OTCBB
or Pink Sheets and are traded informally and with limited
regulation. Listed stocks are listed and traded on NASDAQ
or the other national exchanges and are highly regulated.
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How Does the Stock Market Work?

The stock market provides an arena for people to buy
shares of a stock from other people who already own them.
Generally, investors don’t buy the shares from the company
that issued them. They buy the shares from other investors.
Likewise, if you have a stock that you don’t want anymore
— usually because you want the cash or you want the funds
to buy a different stock — you sell it to another investor
through the stock market. In this way, the stock market re-
sembles a swap meet, a flea market, or eBay. The buying
and selling of stock among investors is known as “the sec-
ondary market.”

The “primary market,” on the other hand, is not really
a place or an entity, but rather, an activity. The primary mar-
ket is created when a company first sells shares of its stock
to the public. You may have heard this called an “initial
public offering” or “IPO.”

Usually what happens is that a person or a small group

of people start a company. If that company is successful,
it begins to grow. The company is making enough to pay
its owners and employees, but there might not be enough
profit to buy new buildings or equipment or experiment on
new ideas to make the company grow a lot more. The owner
decides to sell shares of his company to anyone who wants
them to raise money to invest in the business. Instead of
the term “raising money,” you might hear them say “rais-
ing capital.” After selling shares of ownership in the com-
pany, lots of people own the company and since they can
be just about anyone, we call the company a “public” com-
pany. That’s why we hear an initial public offering some-
times referred to as “going public.”

The full IPO process is fascinating and quite involved.
You can learn more about how a company makes an initial
public offering in the book, Going Public. An electronic
version of the book can be found at: www.nasdaq.com

Stocks and Shares

The term “stock” actually refers to all the shares, col-
lectively, that a company sells or makes available to sell to
the public. So you don't really “buy the stock,” but rather,
you buy shares of the stock. You may have heard stock
called “equity”; the money that a company raises by sell-
ing shares of its stock is called “equity capital.” Equity, gen-
erally, refers to ownership, so stocks, which are bought, are
known as equity securities. (Bonds, which are a loan, are
called debt securities.) “Stock” is also the instrument that

signifies your ownership of a company. When you buy
stock, you become a shareholder of that company.

In the stock market, stocks are not called by name, but
rather, by symbol. These stock symbols, often called
“ticker symbols” are short, unique abbreviations for each
security. On the NYSE, stock symbols are one, two or three
letters. On the Amex, the symbols are two or three letters
(because the NYSE has all the one letter symbols). On
NASDAQ), stock symbols have four letters. Certain types

NEWSPAPER ACTIVITIES

1. Look through your newspaper for news on IPOs. These
may be in the form of a tombstone ad, or perhaps an
article on the subject.

2. Identify any company that is going public. Who are the
underwriters2 Does the article mention any reasons why
the company is going public. Summarize what you learn
about this new company. List some of the risks and
possible rewards of owning this stock.

3. Perhaps you haven't been able fo find a tombstone or
an article on IPOs. Why do you think this is the case?

4. Write a prospectus — a detailed business plan, with
prospects for success — for a business you could develop
now like baby-sitting, yard work, dog walking, lemonade
stand, etc.

Inl
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| LEMONADE 5¢ |

Lef's say you start a lemonade stand. Its your lemonade stand,
50 you get to keep all the money you make selling lemonade.
Your brother sees how well you're doing and wants fo get in on
the action. You make a deal with him. If he gives you $20, you
will share your business with him. Your brother knows that if he
works with you all summer, he'll make more than the $20, so
it's a good deal. You, on the other hand, will have to split your
profits with him. You won't get to keep all the profits; you will
only getfo keep half. Is that a good deal for you?2 Sure, it could
be. You take the $20 that your brother gives you and you buy
ajuicer. That device let's you squeeze lemons faster than by hand,
so you can make and sell more lemonade. You are now mak-
ing three times as much as you were when you were working
alone, so even though your brother gets half of what you make,
you both come out ahead. You sold your brother “a share” of
your lemonade stand, invested in your business and together
made more profit than you could have alone. That's why com-
panies sell shares of their business.

of stocks have additional letters added to the end of the
symbol. Long ago, when stock orders were written by hand
and quotes were transmitted through a “stock ticker” —a
machine similar to a telegraph, but specifically created for
the stock market — it took too long or too much room to
write out company names in full, so this unique form of
abbreviations was developed.




Stock Brokers

Individual investors don’t go to the floor of the New York
Stock Exchange to buy stock. Neither do they log into
NASDAQ’s intricate computer-based system. Individual
investors buy and sell stock through the services of a stock-
broker — an intermediary who is licensed to act on behalf
of an investor for a fee, usually a commission.

When we think of a stockbroker, we generally think of
a traditional, full-service securities industry professional that
manages your account and advises you on your investments.
In movies, we see the frantic, rich executive hollering to his
secretary, “Get my broker on the phone.” Your broker might
be a long-time advisor who knows your whole family by
name or might be one of many people who answer the
phone to take your order to buy or sell your stock. Or, it
might not be a person at all, but simply the company that
holds your online investing account.

Generally, a stockbroker is a person. Your broker is qual-
ified and licensed by the National Association of Securities
Dealers, Inc. He or she had to pass an exam or series of
exams administered by the NASD and must remain qual-

Trade Execution

After you have placed an order with your broker — either

online, in person, or on the phone — how does the purchase
or sale actually take place? The action, called “trade execution,”
differs depending on the type of market.

The New York Stock Exchange and other floor-based mar-
kets like it use the auction market model. Let’s say, for this ex-
ample, you want to buy a stock. Your broker (in this case, we
mean the firm) sends that order to a “specialist” — a person,

The Trading Day

In the United States, the stock market is open from 9:30
a.m. to 4:00 p.m., Eastern Time. For the stock market,
everyone follows Eastern Time. If you live in California,

MMM

ified through compliance and continuing education. Your
broker remains registered with the NASD and we sometimes
hear them called “registered representatives.”

A brokerage firm or broker-dealer is the company that
employs your stockbroker. The firm is also sometimes called
simply “the broker” too. If you deal with one person who
knows you well and advises you on your investments, then
the firm is known as a “full-service broker.” Some firms have
lots of agents who answer calls from various investors and
assist the investors in placing orders to buy or sell, without
giving specific guidance or advice. Because these agents pro-
vide limited services, they can provide them at a lower cost.
These firms are known as “discount brokers” and, some-
times, “deep discount brokers.”

Today, most discount brokers offer online accounts and
some offer only online accounts. The fees are minimal; often
the lowest of all discount broker fees. Instead of dealing
with a person, you place your order to buy or sell by log-
ging onto a computer screen. If you are playing the Stock
Market Game or another investing simulation, the com-

representing his or her firm, which is in charge of that partic-

ular company’s stock. The specialist is a member of the exchange
and is located on the floor of the exchange. Meanwhile, other
brokers are taking orders from their customers to sell stock.
Those brokers approach the same specialist, who will then try
to match buyers and sellers in order to complete the trade. With
the help of the specialist and the brokers on both sides, the seller

is “auctioning” shares to buyers willing to pay a certain price.

which is on Pacific Time, the stock market is open from 6:30
a.m. to 1:00 p.m. in your local time zone. The stock mar-
ket is closed on weekends and for major holidays. The par-
ticipants believe that it is in the best interest of the market
and all investors to maintain a common operating sched-
ule. In fact, when the stock market closed unexpectedly fol-
lowing the attacks on September 11, 2001, the NYSE, NAS-
DAQ), and Amex agreed to stay closed until all three were
ready to open again. Four days later, when the markets were
ready to reopen, the chairmen of all three markets met at
the NYSE to ring the opening bell together. Later that day,
all three chairmen met again, this time at NASDAQ Mar-
ketSite, to close the day’s trading.

The opening bell signals the start of trading on the floors
of the NYSE and Amex. At NASDAQ), which is comput-
erized, few people are there to hear a bell, so trading is started
with the push of a button. All three markets usually hold
ceremonies, each morning, to start the day’s trading. The

puter screen that you use to play is very similar to an on-
line brokerage account page.

NASDAQ, on the other hand, is an elec-

tronic market in which dealers, known as mar-

ket makers, compete against each other to buy

broker DoT
and sell shares of stock. Here’s how it works. ¢ D

Let’s say you have shares of a stock you want t
to sell. You tell your broker — again, in per- A
son, on the phone, or online — you want to
sell 100 shares of Apple Computer (symbol:
AAPL). Your broker sends your order, elec-

tronically, through the NASDAQ system to 5"‘%‘:‘"“
find the market maker willing to meet your ¥ 4
price or offer you the best price. The market g'
maker, which is a large securities firm, uses its e
purchase

firm’s own money to buy your shares and hold
it in inventory. Since NASDAQ is a compet-
itive dealer market, there will be many market
makers who have inventories of Apple stock. When another in-
vestor comes along who wants to buy AAPL, that investor will
buy it from whichever market maker offers it at the best price.
Just like K-Mart, Wal-Mart and Target stores compete with each
other for customers, so do market makers — and competition
helps keep prices low for investors.

honor of opening the market is usually given to executives

of listed companies, celebrities, elected leaders and other
dignitaries. The term “at the bell” usually means “at the start
of the trading day.”
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Trading Settlement

Placing your order to buy or sell stock is not the end of the
transaction. An important process, called trade settlement oc-
curs at the end of every stock transaction. Think of buying or
selling a used car. Once you find a car

Clearing Corporation (DTCC), which through its subsidiaries,
provides clearance, settlement and information services for
stocks and other securities. The DTCC also operates a vault un-

derneath the streets of Manhattan,

you want to buy and you and the seller
agree on a price, you still don't officially
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own that car. First you exchange money
and the tdtle (ownership certificate),
and then you register the car in your

e w

own name. Likewise in settling a stock
trade. Years ago, when you sold shares
of stock, you would turn in your paper
certificate, which was reissued in the
name of the person or people who
bought the shares. Today, very few in-
vestors actually keep paper certificates and, instead, hold the stock
in their brokerage account, letting the broker keep track of it.
This is what's called holding your shares “in street name.”
Trade settlement is handled by the Depository Trust and

07
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which is where most of the physical
stocks and bonds in the United States
are stored. If you hold your shares in
street name, the transfer of shares when

you buy or sell is done within the com-
puter system of the DTCC. You can
learn more about the DTCC at:
www.dtcc.com

NASDAQ reports its trades directly
to the DTCC. But if you are trading
shares of NYSE or Amex stock, the Se-
curities Industry Automation Corporation or “SIAC” — often
pronounced “SY-ack” — handles trade settlement on behalf of
the DTCC. SIAC, found on the Internet at www.siac.com, is
ajointsubsidiary of the New York Stock Exchange and the Amer-

ican Stock Exchange. Settlement for all stock transactions usu-
ally takes place on the third business day following the trade date.
In the securities industry, this is called “T+3.”

NEWSPAPER ACTIVITIES

1. Look at the stock market listings in the business pages of
your newspaper fo find the volume of trades listed for IBM sfock.
Multiply the number by 100 to find the number of shares traded
at IBM's trading post. How many shares were traded?

2. Your newspaper’s business pages will also list the total vol-
ume of shares traded on the NYSE. How many shares were
traded on the NYSE yesterday (or the last business day)2

3. Daily events in the news (either negative such as war, a plane
crash, or positive such as a war ends, home sales increase)
may affect the overall stock market or individual stocks. Find
stories in the newspaper that you think will have such an im-
pact. Write a brief explanation of your opinion2

How Do I Choose a Stock?

Different Types of Stocks

The New York Stock Exchange lists the stocks of about 2,800
companies. Approximately 3,300 companies list on NASDAQ.
The Amex has about 700. That’s a lot of stocks from which to
choose, not to mention investment products like mutual funds
and exchange-traded funds (ETFs). Before you invest, it is im-
portant to become familiar with different types of stocks.

For investors, the most common type of stock is “common
stock.” When you buy common stock, you become a share-
holder in that company, with the right to vote on company mat-
ters, such as the election of company leaders. Typically, you have
one vote per share, although some companies offer different
classes of the same stock (Class A, Class B, etc.), in which one
class may have more votes per share than others, and which is
indicated by an extra letter or letters on the ticker symbol. Com-
mon stock shareholders may be entitled to receive dividends,
if the company pays them.

Owners of “preferred stock” are also shareholders, but they
usually dont have voting rights. Their dividend payments, how-
ever, are generally guaranteed; ahead of common stock owners
and even if common stock owners don't get dividends at all.
“Convertible stock” is simply preferred stock that can be con-

verted to common stock. Some companies offer both common
and preferred shares, but it is up to the company to decide.

Other categories of stock are generally descriptive terms used
by the industry to help investors understand what they’re buy-
ing. “Small-cap,” “mid-cap,” and “large-cap” simply refer to the
size or “capitalization” of the company that stock represents.
“Blue chip stocks” are large, well-established companies with
solid track records, like those included in the Dow Jones In-
dustrial Average (though a company doesnt have to be part of
the Dow to be a blue chip). The term is borrowed from poker
chips, where the blue ones are the most valuable.

“Penny stocks” usually cost more than a penny — but are
the very least expensive, which makes them attractive to some
buyers. But, they are often the riskiest investments, quoted on
the OTCBB or Pink Sheets. “Income stocks” are those that con-
sistently pay higher than average dividends, which are favored
by investors like retirees who rely on this source of income. The
term “growth stock” has some variations in meaning, but gen-
erally, it refers to companies that are growing faster than the in-
dustry average or the potential for a company’s earnings to grow
faster than average.

Using the Media, Especially Newspapezrs!

Most individual investors get information about stocks and
the stock market from the print and electronic media. One
of the best sources of information is your daily newspaper,
which prints news about individual stocks as well as the mar-
ket in general. Financial magazines offer more in-depth in-
formation, though they are not as timely as the newspaper.
Books — from the bookstore or library — are a good source
of general information. Some broker firms and other organ-
izations offer pamphlets and other material to help educate in-
vestors, but be careful, as they may also promote the products
offered by that company. Before you invest in a particular com-
pany, you might want to read the company’s annual report. You
can request a copy from the company for free and, today, many
companies post an electronic version on their websites.

Electronic media, such as television and radio, offer brief,
but up-to-the-minute reports on stocks and the stock market.
Most local and network news shows will at least report whether

NASDAQ and the Dow (more on them later) were up or
down. In recent years, the Internet has become a primary source
of information about stocks and the stock market, but be sure

NEWSPAPER ACTIVITIES

Investing in the stock market — for real or in simulated com-
petitions — can be overwhelming. Fortunately, we live in the
information age where much of what we need to know is at our
fingertips o, in the case of your daily newspaper, delivered right
to your front door.

NEWSPAPER ACTIVITIES

1. Choose the stock of a product that you know very well
because you, your family, or your friends use it. Look through
your newspaper for a week, month or longer to find articles
about the company, its competitors, or other factors that might
affect its performance. Clip the articles. At the end of the
period, write a summary of what you have learned.

2. Create a graph of the daily price of the stock you chose
above. Can you explain why the stock has gone up or down?
If so, what factor had the greatest affect on the stock price
over thattime2 How do you think the stock will perform over
the next 3 months or year?

to get your information from reputable websites, and never rely
solely on what you read on bulletin boards and chat rooms.

1. Look through your newspaper’s stock listings for the names of two companies that make each of the following products:

cars cereal

fast food

health care your choice

2. Look through the business pages of your newspaper to determine if the industries or stocks above offer good or poor
potential growth over the next few years. Why and how did you reach your conclusion?

3. Look in your newspaper to find the names and stock ticker symbols of companies that fit each of the following categories:

DJA S&P 500

NASDAQ 100

Foreign

4. Find the names and stock ticker symbols of two companies that make clothing a teenager might buy. Would you be

interested in purchasing these stocks? Why?




Reading Stock Tables

Newspapers provide lots of information about stocks every
day. Some newspapers provide different information each day
so that they can increase the amount of information you get in
the course of a week. Most major daily newspapers print a daily
stock table. The stock table in your newspaper will look some-
thing like the chart, right, although the columns may appear in
adifferent order. The newspaper stock table provides data from
the previous business day (table from April 2003).

The following explains what each of these columns mean:
1. “Stock” refers to the name of the company or an abbrevi-
ation of the name.
2.The stocK’s ticker “symbol,” as discussed earlier. Again, note
that NASDAQ uses four letters and the NYSE and Amex
use three or fewer.
3. “Volume” is the number of shares of that stock traded that
day in hundreds of shares. (The number of shares of Dell
traded that day was 151397 x 100 = 15,139,700. Boeing
traded 41451 X 100 = 4,145,100).
4."The price of the stock that day at the time the market closed
is called the “close.” Notice that stocks now trade in dollars
and cents. They used to trade in fractions.
5. “Change” is the amount the stock price changed from the
previously reported trading day’s closing price to the last day’s
closing price. For example, if it is Wednesday, the stock chart
is reporting Tuesday’s figures and the “change” is the differ-

Stock Symbol Vol. Close Chg. 52-Wk. 52-Wk. Div. PE 12-Mo.
High Low Return
Dell DELL 151397 33.90 -77 35.04 22.59 n/a 38 +29.6
Boeing BA 41451 27.29 +.04 48.98 24.73 .68 45 -43.9
ence in closing price from Monday to Tuesday. Dell fell (-)
e y , NEWSPAPER ACTIVITIES

77¢ while Boeing rose (+) 4¢ on those particular days.
6.The “52-week high” is the highest price at which the stock
traded during the past 52 weeks. At some point during the
past year, Dell traded at $35.04 and Boeing at $48.98.

7. Likewise, the “52-week low” is the lowest price at which
the stock traded during the past 52 weeks. At some point
during the past year, Dell traded at $22.59 and Boeing at
$24.74.

8. Some companies share their profits with their sharehold-
ers by paying dividends. This column tells you how much
per share Boeing is paying in dividends over the course of a
year. The company bases the amount on the last quarterly
or semiannual declaration. Companies can change their div-
idend payments each time one is paid.

9. “PE” is the abbreviation for price-to-earnings ratio. This
is calculated by dividing the price of the stock by the earn-
ings per share over the past 12 months.

10. The “12-month return” tells you what percentage your
investment would have lost or gained if you had purchased
the stock one year ago. If you bought Dell one year ago, you
would have gained 29.6%. With Boeing, you would have

lost 43.9% of your investment.

Selectmg Stocks to Purchase

There are many factors you have to analyze when selecting
stocks to invest in. These factors generally fall into two main
categories: the strength of the company and the condition of the
market and/or economy as a whole. Lets look first at the mar-
ket and the economy. Is the economy strong or weak, improv-
ing or getting worse? What phase of the business cycle are we

in? Is it a “bear market” or a “bull market?” You've all heard
these terms, but you might not be sure about what they mean.
The term “bull market” describes the condition of the stock mar-

Market Indexes

The Dow Jones Industrial Average — sometimes called sim-
ply “the Dow” or printed in the newspaper as “the DJIA” —
was the first stock market index or indicator used in this coun-
try and it is still the most widely used and recognized. Orig-
inally, the Dow was based on 12 stocks, but today, includes 30
stocks. Those 30 stocks are among the largest and best known
companies in the United States, sometimes called the blue chip

ket, overall, as going up in value and going up quite rapidly. That's
because of the way a bull charges and tosses things up with its
horns. If the market is sluggish or de-
clining, it’s called a “bear market” be-
cause of the way a bear lumbers and
is known to tear things, like fruit or
honey, down with its paws.

Neither a bear market nor a bull

Recession
5%

Peak

- @

Phases of the Business Cycle

1. Using your newspaper stock table and/or Internet re-
sources, defermine how Dell and Boeing have performed
compared with their stock table above from April 2003.
Have they done better or worse2 What factors have affected
their perf‘ormance, the economy, strong growth of the com-
pany, new products, improvements in technology, efc.2

2. Find Intel in your newspaper’s stock tables. What is
its PE ratio? How can you use the share price and PE ratio
to calculate Intel’s earnings over the past year? Find Col-
gate-Palmolive in your newspaper’s stock tables. What
was its last closing price2 What was its 52-week high?
Is it closer to its 52-week high or 52-week low? Find Kel-
logg's in your newspaper’s stock tables. Does it pay a div-
idend? If so, how much would you receive each year for
each share you own2 Find Dell in your newspaper’s stock
tables. What rate of return would you have made if you
purchased Dell stock one year ago?

3. Find today’s stock table in the newspaper. Which stocks
had the biggest gain, biggest loss, and highest volume?
Do any stories in the news explain these price moves?

a particular stock, he or she is viewing it favorably. You don'
hear the term “bearish” as much, but it is generally a cautious or
pessimistic view. The stock market
generally follows the economy. If the
Recavery  Expansion economy is doing really well, this will
be reflected in the stock prices.
Another important indicator of

Previaus Peak Broken 5y the economy and the stock mar-

market is necessarily good or bad.
Many investors who bought stocks in
the bull market of the late *90s, lost

money when those stocks declined in

GDP Growth
=4
&

5%

value a few years later. However, we
often think of the bull market as a
growing, and therefore more favorable market. If an analyst or
financial reporter says he or she is “bullish” on the market or on

NEWSPAPER ACTIVITIES

ket are doing is the stock indexes. If
you've ever watched a television news
program — and who hasnt— you've
certainly heard the reporter say that
NASDAQ or “the Dow” were up or
down, gained or lost. It’s not hard to
figure out that a gain or “up” is good, but what is this based on
and what does it mean?

Trough

1. Look through your newspaper to find out what the Federal Reserve’s monetary policy is foday. Is the Fed raising or lower-
ing inferest rates2 What is the Fed trying fo prevent? What does that tell you about the economy?

2. Then, check the movement of stock prices (you can judge this from a stock index, like the Dow Jones Industrial Average or
the Nasdaq Composite Index). It may be preferable to look at the general trend (i.e. the stock price movement over a couple
of weeks or months). Compare this with the movement of the interest rates and discuss.

3. Check the newspaper for mortgage rates. List the rate you find for a 30-year mortgage. Ask an adult how that rate com-
pares with 5 or 10 years ago. How would you expect today’s mortgage rates to affect homebuyers2 Is the Fed trying to en-

courage people to borrow money and purchase more goods

stocks. The Dow Jones Industrial Average is simply the aver-
age price of its 30 stocks. If the Dow goes up, it doesn't nec-
essarily mean that each stock in your portfolio will go up, but
itisa good indicator of how the market, as awhole, performed
that day. Occasionally, Dow Jones & Company (which pub-
lishes the Wall Street Journal, among other things) changes the
companies included in the Dow — but it doesn’t happen very

and services?

often. Twenty-eight of the Dow companies are listed on the
NYSE. Two are listed on NASDAQ.

The other index commonly reported is the NASDAQ Com-
posite Index or sometimes, simply, “the NASDAQ.” The NAS-
DAQ Composite Index is made up of every foreign and do-
mestic common stock listed on NASDAQ); today that is more

see MARKET INDEXES page 8
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than 3,000 stocks from all business industries. Some people
confuse the NASDAQ Composite with the NASDAQ-100,
which consists of 100 of the largest non-financial companies
listed on NASDAQ. Itis the NASDAQ Composite, the larger
one, that you hear mentioned briefly on television news reports
along with the Dow. Both the NASDAQ Composite and the
NASDAQ 100 are “weighted indexes,” that is, the index fig-
ure is not a simple average of all the component stock prices.
Instead, a calculation is used so that each stock affects the index

value in proportion to its size.

These are not the only market indicators. Three of the other
most important indexes (or “indices”) are the S&P 500, the
Russell 2000 and the Wilshire 5000. The S&P 500, published
by Standard & Poor’s, covers 500 of the largest U.S. stocks that
are “widely held,” in other words, owned by many people. The
Russell 2000, published by the Frank Russell Company, rep-
resents the stocks of 2,000 smaller U.S. companies. The
Wilshire 5000, published by Wilshire Associates, covers vir-
tually all U.S.-based common stocks. It was named for the orig-

Analyzing the Company Before You Buy

When you buy a product, for instance, a shirt, you would
prefer to choose something that is of good quality and rea-
sonably priced. It’s the same way with stocks. In picking
a stock, you should look for one that is appropriately
priced (either at the price you think it is worth or less) and
that you think is of good quality. For stocks, this means
one that represents ownership in a company that you think
will perform well in the years to come.

In order to assess how a company is doing or will do, you
might conduct a “qualitative analysis” and a “quantitative
analysis.” Qualitative analysis is more subjective and it looks
at the “qualities” of the company; the elements that make
up the company. Qualitative analysis would involve look-
ing at news and reports about that company. For example,
is the company expanding and acquiring other companies
(which would be good)? Or is it closing down stores or
plants (which might be an indication of something bad)?
You should also look at the company’s management, which
is basically the company’s leadership. For example, Howard
Schultz, the Chairman of Starbucks, is widely considered
to be an effective leader and thus led the success of his com-
pany. You might look at the reputation of the company and
how it compares to its competitors in the industry.

The more objective analysis is the “quantitative analy-
sis” — or, analysis of the numbers. You can look at a com-
pany’s financial statements, including the company’s: bal-
ance sheet, income statement and cash flow statement.
Additionally, you might find or calculate and analyze the
company’s earnings-per-share, P/E ratio, debt-to-asset ratio,
and working capital ratio. The “earnings-per-share” ratio
is the company’s net income (after dividends are paid to
shareholders) divided by the price per share. Earnings-per-
share don't tell us much, alone, but you can compare the
current figure to previous years and compare it to the fig-
ure for competitor companies, to see how the company is
doing.

Earnings per share =
Net income — dividends paid out
Average number of outstanding shares

The price-to-earnings or “P/E ratio” measures the price of
a stock in relation to its earnings. You really can't say with ab-
solute certainty whether a P/E ratio is good or bad. Alow P/E
ratio could mean that the share is undervalued (costs less than
people think it should), which could give you real value for your
money or indicate that investors are getting rid of the stock.
A high P/E ratio could mean that the share is overvalued (per-
ceived to be too expensive), meaning either that earnings do
not live up to the share price or that investors are optimistic
that future earnings will go up.

P/E ratio =
Current share price

Earnings per share

The “debt-to-asset (debt-asset) ratio” looks at the company’s
ability to repay its debts. Calculated as the total value of the
company’s liabilities divided by the total value of its assets, a
ratio of less than one means that the company is funded more
by equity than debt and thus has enough assets to sell should
they need to repay the debt immediately. A ratio of more than
one means that the company is funded more by debt than eq-
uity, which is not such a good thing. Sometimes, it’s also im-
portant to see how fast a company can repay its debts. To do
this, we can look at “liquidity ratios,” such as the “working cap-
ital ratio,” which is current assets divided by current liabilities.
The interpretation of this ratio is more complicated that the
debt-asset ratio. A low ratio shows that the company has more
current assets than current debt and can easily repay the debt.
There are many other ratios that you can use in your quanti-
tative analysis; these are just some examples of the ones more
commonly used. The key in using ratios is not to simply look

inal 5,000 stocks in the index, but now tracks many more.
There are many, many other indexes that track market per-
formance broken down by market, industry sector, and type
of security.

NEWSPAPER ACTIVITIES
1. Find an ad for a CD or other inferest bearing account.
Compare this return with the Dow Jones Industrial Average
and with several individual stocks over the past year. Which
was a befter investment?

at the number you calculated, but to compare that to ratios
for earlier years, as well as to other companies in the industry.

Debt-Asset ratio =
Total Liabilities
Total Assets

Finally, it is important to remember that you should never
invest in a stock simply by looking at the pattern of prices. We
all learned this all too well in recent years. Just because a stock
has shown a steady and consistent increase in stock prices doesn't
tell you enough about the company and whether those increases
are likely to continue. Looking at the company’s finances and
using the ratios described above will give you a much better
picture of how that company will likely perform in the months
and years to come.

NEWSPAPER ACTIVITIES

1. In order to make informed decisions, you should un-
derstand the products a company makes before you in-
vest in its stock. Look through the advertisements in your
newspaper to find an advertisement for a product that you
understand well because you and your friends use it.
What makes this product special2 Are there other simi-
lar products that might provide competition2 Why would
stock in the company be a good investment2

2. Look through the advertisements for a service that you
and many others use. What are the risks and rewards
you might face if you bought the stock of the company
that provides that service?

3. Find an ad and a story in the newspaper about two
companies that interest you. Using the Internet and other
primary source materials, research the origins of the com-
panies and their products, as well as their potential for
success. Share your research with your class.

Investing — MakingYour IMoney Grow

At this point in your life, you are most likely already familiar
with saving money. You may already have your own account
at a bank or a credit union. Maybe you don't have a savings
account, but you have probably stashed away money — in a
piggy bank or maybe just a shoebox — someplace at home,
to accumulate and use later. Forming the habit of saving while
you are young can help you to afford the things you really want
or need, now and when you are older. Saving is a habit, and
once you get used to saving part of your income, it becomes
automatic. When you think of making a choice between
spending and saving, perhaps saving sounds boring. Maybe
thinking of saving as deferred spending will help to make it
sound more interesting. You are going to spend the money,
but you are going to defer (delay) the spending in order to get

something you really need or truly want.
Now that you have become a saver, it is time to think about
making your money grow. That’s “investing.” Suppose you

NEWSPAPER ACTIVITIES

have saved $1,000. A year from now, if you neither spend it
nor add to it, how much money will you have? That depends
on how you invest it, and there are many investment choices.

1. Look through your newspaper for advertisements for things you need. Paste pictures of several of these items on a sheet

of paper.

2. Now clip out pictures of things you want. How many sheets of paper will you need to paste all these pictures2 Which
of these items do you think you can manage without? Choose the item that you most want and paste it on a separate sheet

of paper. Include its price.

3. Choose a long-term goal toward which you can plan to save. Look through your newspaper for articles that can help
you to determine what it will cost you to reach your goal. How long will you have to save to reach your goal (weeks/months)?




Once you decide to buy some stock, you need to take sev-

eral steps. First, you open an account with a brokerage firm and
makea deposit into that account. Some brokerage firms require
that you open the account with a minimum amount of money;
the amount varies and for many firms, the minimum isn'ta lot.
When you are ready to make your purchase, you contact the bro-
ker, in person, online, or by phone. In any case, it is important
that you know the ticker symbol for the stock you want to buy
to make sure that you are buying the stock of the correct com-
pany. Now, you have several choices for how you buy the shares.

Ifyou have decided that you want to purchase shares of stock
immediately, at whatever price it is now trading, you will place
a “market order.” The broker will place your order (or if you
are using an online account, the firm places the order elec-
tronically) and you will buy the stock at the best price that stock
is going for at that moment. Usually your broker or the online
firm website can tell you the current market price of the stock.

If you want to buy a stock, but only if it is available at a cer-
tain price, you can place a “limit order.” That is, you limit the
price you will pay. If you are buying stock, itis the highest price
you are willing to pay. (If you are selling stock, it is the lowest
price you are willing to let it go for.) Your broker will hold that
order and fill it only if your price is met. The risk you take is
that the price might never fall that low, and you will never pur-

But that can change. If the stock is very volatile, you may not  chase it.
know the price you paid until after your order is placed.
NEWSPAPER ACTIVITIES

1. Pretend that you have decided to purchase 100 shares of Procter & Gamble. Look at the stock tables in your newspaper, and
decide what a reasonable limit price would be to offer. Check the price for a couple of days. Was your limit price mef2

2. Suppose you have decided to sell 100 shares of Microsoft. Set a limit price. Check the price for a couple of days. Was your

limit price met?

You probably decided to purchase that stock because you believed that the stock price would rise over time. But what could you
do if you believed the company would not do well over the next year or so2 Is there a way to make money if the stock price goes
down? Yes, it's called “short selling.” When you short sell, you sell stock that you do not own by borrowing the shares from the
broker. For example, you might borrow 100 shares of DELL from the broker and short sell it. Someone buys the shares at $33.90
a share and you receive $3,390. But you still owe the broker whatever it costs to replace the 100 shares of DELL. If the price
falls to $33 a share, you will make a profit of 90¢ a share or $90. However, if the price rises to $34 a share, you will lose 10¢
a share or $10. Now $10 may not break you, but short selling can be very dangerous because there is no limit to the amount
of money you can lose. If the stock price rises to $44 a share, how much would you lose?

Buying Stocks on Margin

If you are willing to take even more risk in order to have an
even greater reward, you can use your stock to borrow
money from your broker to buy more stock. For example,
you have purchased 100 shares of DELL from your broker.
Those shares are worth $3,390. Your broker is willing to lend
you money because he has those shares as collateral. The
amount of money your broker will lend you might vary, de-
pending on the type of stocks you have in your account, but
let’s assume that the firm is willing to lend you an amount

equal to the value of your account. The firm will lend you
$3,390. The firm will charge you interest on the money you
borrow. (Brokers are charging about 5-7% on margin ac-
counts today, but that interest rate can change.) You decide
to purchase another 100 shares of DELL. You now own 200
shares of Dell Computer, Inc. But, you owe the broker
$3,390 plus interest, which will be charged to your account
each month. If DELL does well and the stock price rises,
you will make twice as much profit as you would have if you

Diversification — Reducing the Risks

The stock market has great potential for returns, however, at
the same time, you will also face potential risk, because the price
of stocks can fluctuate greatly. Therefore, investors shouldnt put
all their eggs in one basket — that is, shouldn’ invest all their
money in only one stock or one type of stock. Investors “di-
versify” their “portfolio” (their collection of investments) to re-
duce the risk by buying a number of securities, which are not
affected by the same variables. Your portfolio may include stocks
from different-sized companies, from companies based in dif-
ferent countties, or from different industries. You mightalso di-
versify your portfolio by investing in securities other than stocks
— bonds, for example. If you build a portfolio that includes se-
curities from a number of sectors, chances are that one or more
would always be doing better than average. The trick is to find
securities that dont have tendencies to increase or decrease in price
at the same time.

Setting up your own diversified portfolio can be quite com-
plicated, as you will have to keep track of your many stocks at
the same time, depending on how many stocks you buy. One
simpler means of diversification is to buy a “ready-made port-
folio” by investing in a mutual fund. A mutual fund is a port-
folio of stocks and sometimes other securities that is managed
by an investment company. In return fora nominal fee, the com-
pany will help you to keep track of the stocks. You can purchase
shares of the mutual fund through your broker, or in many cases,
directly from the mutual fund, thus eliminating the broker com-
mission. The firm that runs the mutual fund has many clients,

like you, which enables them to pool all the clients’ money to-
gether to buy the shares.

Besides diversification of risk, mutual funds enable you to take
advantage of professional management of securities, simplicity,
economies of scale and liquidity. However, there can also be dis-
advantages to investing in mutual funds. For some funds, fees
to manage your money, and sometimes a broker fee, can eat up
money that could be invested. In addition, the professional man-
agement of the company does not guarantee a good return on
your investment. Therefore, you should always use your own
judgmentand research in selecting both stocks and mutual funds.

There are many types of mutual funds, including money
market funds, which invest in treasury bills, and bond funds,
which invest in bonds. Equity funds invest in stocks, and there
are also many types of equity funds, such as sector funds, which
invest in stocks from a particular industry; international funds,
which invest in foreign-based stocks; growth funds, which in-
vest in companies expected to appreciate quickly; and the like.
Index funds are mutual funds that track the performance of
an entire index.

“Exchange Traded Funds” (ETFs) are similar to index
funds in that they track the performance of an entire index.
They differ from index funds in that shares of ETFs trade more
like shares of a single stock — they fluctuate and can be
bought/sold within the trading day, and investors can short sell
them, buy them on margin, and buy as little as one share. The
most popular ETFs are: QQQ (sometimes called Qs or

owned only 100 shares. What is the risk? If the value of
DELL goes down, you will lose twice as much money as you
would have if you only owned 100 shares. If the value of your
stock goes down to a certain point, your broker will give you
a certain amount of time (usually 3 days) to deposit more
money or your stock may be sold without asking you. The
broker has that right. Buying on margin can increase your
reward, but it also increases your risk.

“cubes”), which tracks the NASDAQ-100 Index; DIA (called
“diamonds”), which tracks the Dow Jones Industrial Average;
and SPY (called “SPDRD” or “spiders”), which tracks the S&P
500. All three are traded on the Amex.

No matter what stocks you choose or how you invest, most
investment advisors agree that the best strategy is long-term in-
vesting. Over a long period of time, stocks have consistently
increased in value and stock ownership has produced higher
returns than other types of investments. Therefore, investors
often adopt a buy-and-hold approach (that is, they buy the
stocks at a low price and hold them undil they go up). Stocks
are often recommended as long-term investment for money
that you won't need for some years. However, investors must
always be diligent in understanding what is going on with their
stocks and the stock market overall. The volatility of stocks
makes it impossible to predict what you can earn on your in-
vestment this year or next year. If you need your money be-
fore the stock has had a chance to rise, you might have to sell
the stocks you bought at a loss.

NEWSPAPER ACTIVITIES

1. Look in your newspaper for the mutual fund listings and
find the listings for one large company/family of mutual funds.
How many different types of mutual funds does that company
offer2 Which ones have the largest and smallest returns2 Is
risk a factor in the size of those refurns2 How would you de-
cide which fund was best for you?
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Who Protects Investors?

By now, you can probably tell that the stock market isa com-
plex, yet exciting place. Due to the complexities of the stock
marketand the large amounts of money involved, there is some
danger of fraud and market misconduct. While the vast ma-
jority of market participants are honest and trustworthy, a few
bad apples can spoil the system for all of us, so regulation is
needed to make sure that all the people and organizations in-
volved in the process abide by the rules and that the mecha-
nism of the stock market runs smoothly.

If you have been reading the newspaper over the past few
years, you have probably already heard of companies like Enron,
people like Martha Stewart and phenomena like the bursting
of the tech bubble. You are probably already aware of people

SEC

The U.S. Securities and Exchange Commission is an
agency of the federal government that was created by Con-
gress to protect investors and maintain the integrity of the
securities markets. It is often called, simply, “the SEC” or
sometimes, “the Commission.” At the heart of the SEC’s
work is its belief that all investors have a right to have basic
information about a stock before they purchase it. There-

State Regulators

State governments have been regulating securities offerings
and financial professionals since the first state securities laws
were passed in Kansas in 1911. These regulations play an im-
portant role in protecting investors from fraud and abuse. Like
the SEC, state regulators protect investors, but it is the states’
regulation of small, local, firms and brokers that has led many
to refer to them as the “local cops on the securities beat,” help-
ing to ensure that individual investors are not cheated by bad
brokers or sold bad products.

Each state has its own laws. State securities regulators en-
force their state’s laws to protect small investors. They license

losing money in the stock market. As we know, investing in-
volves some risk; so sometimes losing money is part of the game
and is no one’s fault. But participants in the stock market —
whether the securities firms, industry professionals, the com-
panies that issue stock and others — need to be regulated for
the protection of everyone involved, especially the investors.

The public companies that issue stock need to be regulated
to ensure that they provide truthful and complete information
so that the investor can make informed decisions. Securities
firms and intermediaries, such as brokers or financial advisors,
need to be regulated to ensure that they are qualified to serve
the needs of investors and serve them appropriately. All mar-
ket participants need to be protected from “insider trading”

fore, the companies that list their stock on the stock mar-
ket are required by the SEC to disclose certain information
to the public. In addition to public companies, the SEC
oversees stock exchanges, broker/dealer firms, investment
advisors and other market participants. The SEC was
formed in 1934.

Five commissioners who are appointed by the President

financial professionals and screen them for fitness. They reg-
ister small stock offerings to ensure adequate disclosures — they
make sure that advertisements for investments are fair and
truthful. State regulators also coordinate local educational
events for investors of all ages, so that people can learn to bet-
ter protect themselves from fraud and plan for their financial
futures.

The North American Securities Administrators Association
(NASAA) is an organization of all the state regulators. You can
visit the NASAA website at www.nasaa.org to find out which
agency regulates stocks in your state.

Self-Regulatory Organizations

In addition to regulation by the state and federal govern-
ment, the stock market is also subject to “self-regulation.” The
idea behind this is that those in the business should know best
how to regulate their industry and that it would be more ef-
fective for them, rather than the government, to set rules of
conduct and enforce these rules.

This regulatory authority was given to national securities as-
sociations under the Maloney Act of 1938. The primary self-
regulatory organization — or “SRO” — is the National As-
sociation of Securities Dealers (NASD). Under federal law,
every securities firm that does business with the public in the
U.S. is a member of the NASD and must follow its rules and
regulations. While the NASD created NASDAQ and still owns
the Amesx, its regulatory authority stretches to all securities firms

in the country, doing business in any of the securities markets.
You can learn more about the NASD at www.nasd.com

Furthermore, the NYSE, Amex and NASDAQ are all self-
regulatory organizations. They are responsible for making
rules, which their members must follow, monitoring mem-
ber firms and disciplining violations of these trading rules. The
SEC must approve all new rules set by the SROs. One of the
ways that SROs protect investors is by imposing strict listing
standards on the companies that list their stocks on these mar-
kets. By requiring that public companies maintain a mini-
mum share price or a certain amount of capital, the markets
help to ensure that investors are offered healthy companies in
which to invest.

Securities Investor Protection Corporation

The Securities Investor Protection Corporation (SIPC)
was created by Congress in 1970 to protect investors against
losses that occur when a securities firm “goes under.” SIPC
— often pronounced “SIH-pik” — is not a government
agency. It is a non-profit organization that is funded by the
securities firms, which are its members. What is most impor-
tant to remember is that SIPC does not protect investors against
losses due to natural risks and does not protect investors
against fraud. Rather, if a securities firm goes out of business

due to bankruptcy or other financial troubles, SIPC helps in-
vestors who have accounts with that firm get their money back.
Although SIPC’s coverage is narrow and very specific, investors
are advised to do business with firms that are SIPC members.
For a better understanding of what SIPC insures, visit the web-
site at: Www.sipc.org

(that is, when someone tries to benefit by trading with infor-
mation that they shouldn’t have or that isnt available to the
public), from “conflicts of interest” (which includes many thing,
such as when a broker or a company official is in the position
to benefit himself and his actions or potential actions might
not be in the best interest of others) and finally “fraud” (which
is simply cheating or a deceitful action).

Today, the stock market is a highly regulated business. Pri-
vate and government organizations are responsible for watch-
ing over the activities of the stock market to be sure that it op-
erates fairly for all the companies and individuals involved.

of the United States govern the SEC. Each commissioner
serves a five-year term and the terms end at different times.
Did you know that Joseph P. Kennedy, the father of Presi-
dent John E Kennedy, was the first chairman of the SEC?
The SEC is headquartered in Washington, DC, and em-
ploys more than 3,000 people. You can learn more about
the SEC at: www.sec.gov

NEWSPAPER ACTIVITIES

1. Look through your newspaper for articles on inappropriate
conduct in the stock market. What was the market player
guilty of2 What actions, if any, did regulatory bodies take?

2. From time to fime, the SEC launches an investigation of
a company that might have engaged in insider trading, ac-
counting fraud, or providing false information about the com-
pany. Check your newspaper for an article about an SEC
investigation. What is the name of the company being in-
vestigated? Check the stock price of the company. How did
the share price react fo the SEC investigation2

SEC - Agency of the federal government, oversees the
SROs; focus on disclosure, market integrity and
investor safety.

State Regulators - Agencies of the state governments,
different from state to state; focus on fair and safe
transactions between investors and brokers in the
state.

NASD - Membership-based SRO, regulates the
securities industry; focus on compliance and
regulating the firms.

NYSE, NASDAQ, Amex - SROs that operate under the
auspices of the SEC; focus on regulating the activity
in their own markets.

SIPC - Membership based insurer; protects investors
against losses due to firm insolvency.

Web Sites to Visit

www.investopedia.com
www.mfea.com/InvestmentStrategies
www.morningstar.com
www.nasdaqg.com — The NASDAQ Exchange
www.nyse.com — The New York Stock Exchange
www.smgww.org — The Stock Market Game
www.thisismoney.com
Www.youngmoney.com
www.vocabulary.com/SMGame.himl —
for voc;{)ulqry words, definitions, crossword puzzles
and other fun ways to learn about the stock market.
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A WISE INVESTMENT IN EDUCATION

m ABOUT THE PROGRAM

The Stock Market Game™ Program is an on-line
education program used in thousands of class-
rooms nationwide to help teach math, social
studies, business, economics and language skills
while focusing on the importance of long-term
savings and investment. Students in grades 4
through 12 participate in teams and manage a
simulated investment portfolio during the school
year. Grade and subject-specific
curriculum guides, lesson plans and newsletters
are provided for classroom instruction. The Stock
Market Game, introduced in 1977 as the first ed-
ucational stock market simulation, has now
reached more than 9 million students, making it
the most widely used program of its kind.

Education Without Compromise

Education is the highest priority of The Stock Market

Game Program. Since there is no commercial advertis-
ing, schools get a superior, comprehensive, interactive and
relevant educational program without diverting atten-

tion from classroom activities.

® A PROVEN TOOL FOR SCHOOLS

Since 1977, the program has given educators
a way to improve the learning experience in
thousands of classrooms. Teachers have success-
fully used The Stock Market Game Program to en-
liven core academic subjects — including math,
social studies and language arts — and research
has shown there’s no better way to teach the im-
portance of saving and investing.

The Stock Market Game Program offers a vast li-
brary of learning materials correlated to national
educational standards in math, business education
and economics. This resource has inspired many
teachers to incorporate the program into classes
in creative ways — at all levels, from fourth grade
to college, all across the curriculum.

®m TEACHING THE ESSENTIALS

The program teaches and reinforces these essential
skills and concepts:

® Math, language arts and social studies
® (ritical thinking

® Decision-making

® (Cooperation and communication

® Independent research

® Saving, investing and economics

Students use Internet research and news updates,
making the simulation an even better mirror of
the marketplace. While the competitive game-play
creates student excitement, the

educational experience delivers the greatest im-

pact.

m A KEY TO INNOVATIVE LEARNING

Students who participate in The Stock Market
Game Program learn more than investing. As
they progress, they learn core academic concepts
and skills that can help them succeed in the class-
room — and in life.

Starting with a virtual cash account of $100,000,
students strive to create the best-
performing portfolio using a live trading simulation.
They work together in teams, developing
leadership, organization, negotiation and coop-
eration skills as they compete for the top spot.
The setup is engaging, and learning is a natural
part of the experience.

In building a portfolio, students research and
evaluate stocks, and make decisions based on
what they've learned. To determine why certain
stocks perform the way they do, or why the
broader market has moved up or down, they need
to understand how the economy works. And to cal-
culate their returns, they need to do the math.

Teachers have discovered that The Stock Market
Game Program actually boosts attendance and re-
duces dropout rates. Students who participate in
the program gain confidence and build self-es-
teem. They have fun — and learn more effectively
as they see how their classroom lessons apply to
the real world.

What students gain from The Stock Market Game
Program is a remarkable experience — and even
more important, an education for life.

®m GET WITH THE PROGRAM!

“Students see that the concepts we're prac-
ticing in math have real-life applications. Mak-
ing those connections gets them more eager
to learn.”

—LaMarr Broughton, Math Teacher,
Simon Guggenheim Elementary School,
Illinois

“It puts you in a real-life situation. It re-
ally gets you thinking and turns on that
light bulb in your head.”

—Jessica, Student, Montwood Middle
School, Texas

How to Get Started

Here are a few ways you can participate:

® Adopt the program in your district,
school, or classroom

® Support the program in your community
or nationwide

® | earn how the program helps schools
meet national education standards

® Join the effort to expand the program'’s
reach

To find out more, please visit our website:
www.stockmarketgame.org

Or contact:
Elzabeth Lesher, SMG Program Manager

120 Broadway, 35th Floor
New York, NY 10271-0080
Phone: 212-720-0608
Fax: 212-968-0901

Email: elesher@sia.com
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Enhancing The Stock Market Game™ Program
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The perfect companion to The
Stock Market Game™ Program, our
teacher-designed writing component
and competition, builds a bridge
between classroom learning and the
real world. InvestWrite complements
The Stock Market Game™ Program
learning experience and easily
integrates across subjects through-
out your curriculum.

Pre-register online
starting September 15th.*

www.investwrite.info

InvestWrite, an innovative national writing competition,

adds a critical thinking component to help reinforce the

concepts learned in the classroom.

* Must be a registered participant of The Stock Market Game
Program to enroll
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July GAME.

A new addition to The Stock Market Game™ Program. Brought to you by the Foundation for Investor Education.



