=, U.S.Securities and Exchange Commission
- Washington,D.C. 20549  (202)272-2650

FOR IMMEDIATE RELEASE 38-111
SEC RELEZEASES HEW FLYER ON PENNY STOCK FRAUD

Washington, D.C., November 3¢, 1988 -- David S. Ruder,
Chairman cf the Securities and Exchange Comnission, today re-
affirmed <that the Commission is m=cbilizing efforts to
protect investors from fraud in the sale of "penny stocks.®
A Market Manipulation Task Force, headed by Joseph Goldstein,
Assocliate Director of the Division of Enforcement, has been
established to address the prcblem. One part of the Task
Forcels effort is a public educaticn campaign. As part of
that campaign, the Commissicn today released "Informaticn for
ITnvesters," a flyer providing information on warning signs of

penny stock fraud, brasic information on penny stocks, and

advice for investors.
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From the U.S. Sec

BEWARE OF PENNY STCCK FRAUD!

Ti.e Securities and Exchange Commission has received many complaints from investors whc have lost

' by purct as.ng penny stocks. This brochure is designed to thLalnt investors with some of the warning

f penny stock fraud. For some, penny stocks can bea leg|t|r'1at= investmenit cpportunity. The ksy is
sid, and investigate before vou invest.
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Learn the warning signs of penny stock
NS OF PENNY STOCK FRAUD

HCNE CALLS. Beware of a salesgerson who promises you guick proiits with iittle
r, if an investment opportunity sounds too good to be trug, it probably is.
SALES TACTICS. These tactics inciude statements by a salesperson such as:

a stock and that you sheuld gurchase now, before the

THREE WARNING SIG
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HICH PRESSURE

the salesperson has "inside™ information on

information becomes pukblic;

vou have a unique opgortunity, available only for a

below market price;

thare have been 2 series of increases in the price of a stock and yecu shouid purchase immedi

before the stock rises even further; cr

vou may buy a particular sicck only if you agree also to buy steck of another company.
NABILITY TC SELL YCUR STGCX AND RECEIVE CASH. Fraudulent penny stock brokers usua

strcns_.ly resist your desire 1o sell your stocks for cash. You may be unaule to reach your sales' erson

nen vou want o seil, or your saiesperson may refuse to sell vour steck uniess you buyv ancther steck

ABCUT PENNY STOCKS

s special

short period of time, to buy a stock at a
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SOME BASIC INFORMAT
are genny stocks? How are they difierent from cther stocks?
enny stecks are low gricad (usually tradirg under $3 per share, initiaily) and, with few excegtions, are
not traded cn an exchange cr quoted on the Naticnal Associaticn of Securities Dealers Automated Quotation
{NASDAQ) system. Most penny stocks are sold legitimately, but some are scld frauduiently.

How are perny siocks fraced and guoted?

Perny stocks are traded in the over-the-counter market. With exchange listed or Nn<D.~\Q Gucted stecks,
jon is coilected electronically and made available to the pubiic so investers can
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veiume and price informati
determine 'ecent voiume and price movement. With periny stocks, price and vciume information is not usuaily
coilected automaticaily and made avaiiable to the public. Brokerage firms tracing a penny stock can -'suul.y

provide informaticn cr'lv about trades they make.

Then how can | obtain information about current penny sicck prices?

it can e difficult er imgessitie. Cre private company grints a daily list of firms tracing particular over-
the-counter stccks, including cenny <t0c<s. Tr. list, known as the uur‘k =ne=:s, :;c "e=< ocrices of scme
senny stccks. Most Brokers “stbscrice to the rink sheets. Some newspapers aiso publisn penny stock prices.
However, for man genny stocks, no prices are pubiished. Ard pubiished prices are not necessanly the crice
ior which you can seil your sicck.

arities and Exct lange Commission



\o st "c < goes up afl the time. Fenny stock investments can be fighiy specuiative. e sure vou undersiand

T

.

(53]

Confirm

ument your complaint and kring it to the attention cf the branch manager, compiiance cificer, and
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the risk

INVESTIGATE BEFORE YOU INVEST

of /oss, includirg the loss sf your entire investment. .«vfwe there are risks with any ‘Avesiment, the
r 7

lclicwing risks are parﬁcu:ar/ 'y great with penny stocks:

RISK CF NMRK T DOMINATION AND PRICE MANIPLLATION. Many penny stocks are traded by
a single brokerage firm, or just a few firms. When a stcck is traded by a sin gle & a sing
broker controls m ..ost of the market, that brcker has a monopoly, and could take unfair adv
vou by maniputating market prices.

RiSK OF BEINC OVER-CHARCED. Brokerage firms that sell penny stocks §enera aily earn their profits
on these sales by charging vou a mark-ug above the price the firm is paying for the steck. The Naticnal
Association of Securities Dealers (-‘v‘.-\SD) generally sats um-ts on mark- u Undisclosed, excessive
mark-ups are mag.... Some firms seil penny stocks with uncisclosed mark-ups of 100 percent cr more.
Because of the limited number of firms trad ling any cne penny stock and the limited av allauutv of
current price information, the opgortunity for unscru:ulcu; brok-—rgcn firms to cvercharge vou is a
particular preblem.

ACK OF STCCK PRICE INFORMATION. freguently, it will be cifficult or impossitle for vou te use
scurces cther than your broker to monitor your i: roker's recommendations or cnanges in Lre value
vour investment.

LACK OF INFORMATICON ABQUT YOUR INVESTMENT. Companies with stock ‘raded on an
exchange or guoted on \A‘DAQ are required to make quarterly and annual repcnts publiciy available.
Scme penny stock companies distribute quarteriv and annual reports, but many do nct.

re you cecide o buy a penny stock, consider these important steps:

CHECK OUTY YOUR ALTERNATIVES. If your breker’s firm is the only cne actively irading the stock

v I i / . 4 - . v a [} [} -'
ycu wiil be deperdent on that firm, even if ycu become unhappy with the firm’s cr ycur broker’s
performance.

KEZP RECORDS. Ask vour breker to zend you wriiten copies of any predictions about the price of the
stock cr the prospects for the ccmpany. Kesp notes of what the broker teils vou.
CBTAIN INFCRMATICN. Ask vour broker for written informaticn about the comgany. {f the broker

of

will not provide infermation, or tells you there is no time to read it, you snould be wary of investin €

C' 1ECK OUT YCUR BROKER. inguire about your broker’s experience and background, and about the

ackground of his or her firm. Ask your broxer to confirm this informaticn in writing. In addi
c.,rm.c' vour state’s Division of Securities Regulation cr the lccal office of the NASD o determine i
the firm and salesperson zare iicensed to do Lusiness in your siate.

AKX ABCUT PRICE. Ask your broker to tell you the differences ke etween the price you are paying 1
the stock and the price at which the broker's firm is currently buying the stoc! |
customers. A large difference suggests that vou may be zt a sericus disa dvantage wien you try to seil

CUSK

yeur sicck.

"
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iF YCU ARE THE VICTIM OF IMPROPER ACTIVITIES

1 any current instructions to vour broker by a ceriified letter or maligram.

president cf the brokeragn firm.

if ycu can niot resoive your complaint, or i fycu
office, or ycur state’s Civision of Securities Regr
PRt >cn

1735 K .,..eet, N, Wasnington, D.C.
Cers

<Dec* fraud, csrtac. an attorney, your lecal S -eg ionz
. You may also writs Lf‘e NASD Surveiilance Departm

cu i
..'la na
¢Go or :o the Securities and Exchange Comy ..s:.ora, Dmce
dail ‘
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umer Affairs ar.d Infermaticn Servicas, A Stop 2-6, Washingion, D.C 20539,



