Okay, so you've thought about buying stock in the past.  What kept you?  Lack of money?  Lack of knowledge?  Lack of courage?  Probably all of the above, or, maybe you thought such an endeavor was for elitist snobs with money.

Before you think any of these things, just remember that Bill Gates wasn't wealthy when he started out (and, yes, he does buy stock -- mainly in other tech companies he sees as promising and that he might one day own).

Also, keep in mind that those "elitist snobs" had to get their money somewhere and, if you researched enough, you might find out that most of them started  with less money than you did.  It's all a manner of attitude and how you go about it.


For the most part, you can buy stock one of these ways:

	Death of a rich relative:  Fat chance.  If you have a rich relative who is up in years, it probably stands to reason they sold off most of their stock years ago and spent the proceeds in their twilight years.  You might luck out if Sam Walton was your father, but then again you wouldn't be reading this now.

	Broker (physical):  Probably the most common avenue.  You hire a broker via a stock brokerage and have them purchase stock of your choice, usually for a fee.  More on this later.  Referred to as "physical" not because they try to cop a feel when you visit, but because they are human versus a computerized voice.

	Broker (online):  Probably the fastest growing way to purchase and sell stocks.  Essentially, you set up an online account, fund it and then use the money and your computer to make purchases.  Lacks the personal element but does speed up the process since everything is done electronically.

	Direct Purchase:  Gaining wider acceptance among first time stock buyers.  Here you buy the stock directly from the company and avoid the middleman, aka, the broker.

Each of these ways have distinct advantages and disadvantages:


Rich Relative Theory (RRT):  Again, if your recently departed relative was rich, you wouldn't be reading this so get over the fantasy.  Then again, you could luck out.  Recently, a woman died who had been a domestic for years.  Upon her demise it was discovered she was worth $14,000,000.  Seems the old bat had been squirreling the money away for years and investing it in stock.  She was so busy making money and trying to fool everybody by living in a dump that she forgot to get a life.  She died without relatives and left most of her loot to a college she had never visited.  That is the extreme.  If you have rich relatives it stands to reason they also have well paid attorneys who specialize in keeping that money intact.  Unless you've been REALLY good boy or girl, you're probably not going to get Uncle Fred's one million shares of class A General Motors stock.


Physical Broker:  This is going to be a little more in-depth so I'll have to break things down into easier to digest pieces:

ADVANTAGES: 
 
1.  You're a phone call away from buying stock.

2.  You're a phone call away from selling stock.

3.  Pay enough in commissions and fees and you might get a broker who will give you good advice.

4.  Have an account worth $100,000 or more, you might get a Christmas card from your broker.

5.  If you deal with one broker, everything is in one place -- their office.

DISADVANTAGES:

1.  That phone call to buy stock will cost you a fee.  In fact, every call you make will cost you a fee in one form or another (brokers who actually give advice charge a higher commission than those who merely take your order and process the paperwork).

2.  Selling isn't any cheaper than buying.

3.  Those commissions and fees can add up and you have to make sure that you clear enough on a sale to pay for those fees so you have something of a profit.

4.  Until you get an account with a decent dollar figure, you'll have to share your broker with everybody else on the block with a small account.  Some brokers have more than a hundred clients to deal with on a weekly basis and you're just another number.  This isn't to say they don't try, but it can get tiring after a while and you may not get the attention you deserve.

5.  Everything is in one place and that can be a problem if you cannot contact your broker when a stock jumps through the roof or starts to make a flushing sound.

6.  Brokers will sometimes push a stock their brokerage owns.  For example, they may buy a million shares of XYZ Corporation at $5 a share and then push it off to you for $10 a share.  Unfortunately, there is nothing illegal in doing this.  Unless you ask (and they have to answer truthfully), they won't bother telling you they own the stock and plan to sell it at a profit to any sucker they can find.


Online Broker:  Here we go again with the in depth jazz:

ADVANTAGES:

1.  Your computer and internet connection does the work.  No phones to dial (except to start the internet connection) and no chance that the broker won't be there (except as noted below).

2.  Trades (sales or buys) are next to instant, so much so that many brokerages offer guarantees if they can't place your order within seconds.

3.  No annoying brokers giving you advice.   This could be considered a disadvantage, though, if you do need advice.

4.  Lower fees, on average, than physical brokers.  Considering most of the work is done by machine, it stands to reason you don't have to pay high commissions.

5.  Have enough money in your account and you might earn a free stock ticker and streaming quotes.

6.  If you deal with one online broker, everything is in one place.  All your records and stock certificates are held by them until you request differently.

DISADVANTAGES:

1.  Ever hear of computer crashes and internet drop outs?  Kind of hard to contact your electronic broker if the computer won't boot or your internet provider dropped your connection.  If you opt to go with an online broker make sure they have a backup telephone number (unfortunately, most charge a higher fee if you use a phone for transactions).

2.  Trades and sales are next to instant and so are your mistakes.  It's very easy to get caught up in the excitement of a purchase or sale and to make a mistake.  Once you click the enter button, you're toast (in all fairness, most online brokers do ask at least once if you're sure about your purchase).

3.  No annoying brokers, just annoying emails.  At least you can delete the emails.

4.  In the brokerage trade, lower fees equates to lower service.  Don't ask for advice -- you ain't going to get it.

5.  Not enough money in your account?  See 4 above.

6.  Much like a physical broker, everything is kept in one place.  Read #1 above for a possible problem with that.

7.  Just like a physical broker, they may also own the stock they are pushing off on you.  You have to remember to ask.


Direct Purchase:  Since this is a major topic of this paper, this section will be somewhat short.  The greater discussion will be later.

ADVANTAGES:

1.  More often than not, you're buying and selling the stock directly from and through the company (in some cases, a banking organization that handles such matters).  They have a vested interest in keeping stockholders happy.

2.  Companies that sell stock directly will generally offer dividend reinvestment plans (commonly called DRIPS).  Instead of getting a check for dividends, the money is reinvested in more stock.  That way your total shares increase without additional investments on your part.

3.  A few companies offer a discount for purchasing their stock.  This can range from a low of 1% to a high of 5%.

4.  Fees are substantially less than a brokerage service.  Some charge no fees at all.

5.  Stocks may be purchased in dollar amounts instead of numbers.  In other words, you can buy $1,000 worth of stock instead of 1,000 shares of stock.  Since you deal with the company by mail, this makes more sense than trying to figure out what stock may be worth a week from now when your check gets there.

6.  Stock can be purchased on a monthly basis instead of all at one time.  Can't afford $1,000 right now? Fine, just agree to $100 per month for 10 months.

7.  Most companies will allow you to start investing with as little as $50 (total) or as little as $25 per month.

8.  You have all the rights that a "regular"  stock purchaser has including the right to vote in company elections, etc.

9.  Stock is held by the company for safekeeping until you request the physical shares.

DISADVANTAGES:

1.  You don't know what the company paid for that stock.  You might be paying $15 a share for stock they just recently issued to themselves at $0.  Then again, they may have bought it at an inflated price during a moment of stupidity or possible corporate takeover and need to sell it at whatever cost to recoup some of the loss.

2.  DRIPS are fantastic but they do have a downside.  While you can call a broker to sell or buy shares NOW, you can't do that with a DRIP or direct investment.  You MUST wait until the company has a sale date.  Some do this daily, yet others weekly.  A few stretch it by not buying or selling but once a month or twice a year.  If you suddenly see your stock spike upwards, you're going to have to wait.  Bought Enron at $77 and just saw it dip past 18 cents?  Tough, you're going to have to wait.  There is a way around this and I'll discuss that in greater depth later (and, yes, Enron was one of the companies offering direct purchase of stock).

3.  While some offer a discount, the vast majority do not.

4.  Much like a broker, you have to make sure you have enough profit to cover the fees.  Although the fees are minimal, they still are fees.  Nothing is free in this world, so get used to paying something along the way.

5.  If you purchase stock in more than one company or through more than one transfer agent, you'll have to face dealing with numerous companies to buy, sell, or retrieve stocks.

6.  If you see a promising stock in the paper, it may go up by the time you mail your check to the company.


Before we go too far into the details,  it might be prudent to discuss just what a stock purchase entails, at least in the procedural sense.

If you go through a physical or online broker, you have to make your initial purchase.  Whether it be by phone or computer, you have to notify your broker that you're interested in buying 1,000 shares of XYZ Corporation at $10 a share.  Once you convey that message, the following happens:

	1.  If you place an order for a stock listed on the New York Stock Exchange (NYSE) or American Stock Exchange (AMEX), your broker contacts a "runner" on the floor of either exchange (usually by computer) and the runner makes the purchase.  You've see runners on TV and in the movies -- they're the guys yelling and screaming in an attempt to buy or sell stocks, etc.   If all goes well, your stock is purchased within a few minutes, or less.

	2.  If you place an order for stock listed on the electronic exchange, NASDAQ, your broker uses a computer to contact one of the many NASDAQ computers churning out information.  No yelling and no runners.  The computers do all the work and send back an electronic confirmation.  One terminal merely notifies another and a sale is made.  Quite boring, actually.  Online brokers love NASDAQ because it lacks any physical contact short of one computer conversing with another.


At this point you may be wondering just where this stock comes from.  Let me give you a little economics lesson here.   For the most part, once a company sells stock, it's no longer their property.  For example, XYZ decides to publicly sell stock.  They start with 20 million shares to be sold to the public and keep 21 million shares in their vault (he who has the majority of stock gets to make the decisions).  Once that 20 million shares is sold to the public, the company no longer has an interest (their interest was in the money that came from the sale of the stock).  The stock now belongs to whoever bought it.  The company keeps control because they did not sell the 21 million shares in the vault.

Chances are, if you buy stock that has been around a few years, it's NOT coming from the company (on broker assisted buys).  It's probably being sold by the previous owner who either sold it for a profit or decided to get rid of it for various reasons.  The company probably won't sell their stock they hold in the vault because to do so would wrestle control of corporate affairs away from the company and give it to whoever owns the majority of stock.  Therefore, the company no longer makes money off future sales of stock -- somebody else does.

If you buy direct from the company, the scenario is  different.  Usually, but not necessarily always, the stock comes from the company vault.  This could be for a variety of reasons, but it's usually because the stock has been reclassified into various voting and non-voting issues, or the company finds it easier to raise needed cash this way.

As an example, say XYZ Corporation becomes a huge multi-national monster.  They may issue stock for the sole purpose of raising additional cash.  In order not to dilute the value of existing stock, they may create various issues.  Instead of just "common" stock, they may create "preferred" and "common" stock issues.  The only real difference between the two is usually the title and the fact that fewer shares exist of the preferred variety (and yes, the company still owns the majority of the preferred stuff).  Another common scenario is where older stock is declared non-voting or class B stock.  The value is still there, but you just don't get to vote on company matters, that's left to the new class A voting stock.  This usually happens with older companies where stockholders really don't care -- they just want to make sure the dividend checks keep rolling in. In fact, some new companies have issued stocks of different classes.  Some may be non-voting stock where you get dividends but have no say in how the company in run, where other issues may be higher priced voting shares that pay dividends but also give the holder an opportunity to have a say in overall operations. 

To clarify this, "preferred"  is the same as "class A" stock in most companies, it's just the terminology that's different. Same goes for "common" and "class B".  Where it could get confusing is where the stocks break down into various divisions that start to use up the alphabet or, in certain cases, where an older company discontinues  classes of stock to make way for new issues.  For example, when Exxon and Mobil merged, all previous issues of stock were cancelled and new stock under the name of ExxonMobil was issued.  The previous stock owners lost nothing in the transition, just the name changed. While the old stock certificates were declared worthless by the merger, new ones were issued in like amounts.  Especially confusing is where a merger results in an investor having less stock in the new company but now those fewer shares are worth just as much or more than the original issue.  I have seen cases where old stock certificates thought to be worthless were actually worth a mint (the original owner never bothered to get stock certificates under the new name or the company didn't know the investor existed -- this happens in cases where stock is given to somebody without proper notification back to the company).

Confused yet?  Just read it again slowly before going on.


Yet another method of converting stock is the "split".  Splits are generally done to increase or decrease the value of a company's stock.  For example:

	XYZ sees their stock increase over time to $100 per share.  As a result, only wealthy investors will even look at it and sales decrease.  In order to entice investors to buy their company stock directly they may order a 2 for 1 forward split.  This means that any investor holding 1 share at $100 will now have 2 shares at $50 each.  The value doesn't change, just the number of shares.  Now investor interest may be renewed because the stock price is lower and they can afford it.  Sometimes referred to as the "smoke and mirrors" ploy since it doesn't involve any physical alteration of a stock's worth.  Over time the stock prices will rise again and yet more splits may be ordered.  You could see your original purchase of 100 shares balloon to over 1,000 shares in a manner of years (ask those who bought 100 shares of Wal-Mart in 1970 and now own over 200,000 shares because of splits since -- all without investing any more money).

	Conversely, XYZ may see their stock increase to $100 per share and they really don't need any more investors.  They have a select list of stockholders and they wish to keep it that way.  To keep investors away, they may do a reverse split by issuing a 1 for 3 split.  Instead of owning shares at $100 each, you would now own 1/3 less at $300 a share.  Again, the total value doesn't change, just the number of stocks you own.  Some companies will also do this when the total number of shares issued exceeds expectations and starts to become a nightmare from a logistical standpoint. 

	Yet another example is the "gift" split.  XYZ decides to reduce your stock to non-voting by dividing shares into voting (preferred or A class) and non-voting (common or B class).  In order not to insult you, they may "gift" or give you certain shares of voting stock just to keep you happy when they reduce your other stock to non-voting status.  Pure profit, clean and simple.  People have become wealthy off this trick.

Another situation is where no one person or group owns the majority of stock any longer.  This often happens in older, well established companies where the original founders died and left stock to 30 or so relatives who either sold it or died themselves and left it to another 75 relatives (the RRT theory mentioned above) and then another 100 relatives, etc, etc.  In the end, the relatives agree on nothing, nobody is quite sure who owns the company anymore,  and everything is essentially run by a board of directors who take their orders from stockholders who vote annually (or semi-annually) on major company issues.  If you've owned stock, you've probably received the ever popular proxy sheet that allows you to vote on who comprises the board of directors. Never mind the fact you don't know one person on the board from another, you have the right to vote yes or no to their appointment (or re-appointment) to the board.  I have known of instances where somebody has been fired from a director's board because a disgrunted stockholder started a successful campaign to oust the individual.


So why buy directly from the company?  For starters, they may have a vested interest in selling their own stock.  Maybe the original founder is no longer around and the company is well enough established that stockholders leave them alone to conduct business.  Once a company has been around for quite a few years, most of the investors are content to know that the stock keeps rising and the dividend checks keep coming.  For example:

	 XYZ Corporation is now 30 years old. They are doing very well and stockholders are happy.  Meanwhile, that 21 million shares of stock is just sitting in the vault collecting dust.  They didn't pay anything for it when it was originally issued, so why not make some money on it now?  So, they create a direct purchase and dividend reinvestment program.  This way, they can sell their stock and can tabs on who owns it.  Anything they make on the sale is pure unadulterated profit that goes back into company coffers.  Since it is a DRIP program, if a participant no longer wants the stock and desires to sell, the request must go back through the company.  In this sense, the company then has the ability to buy back their own stock and resell it again.


Now on to the good stuff.  Just how do you get started investing for a minimal amount of money and directly from the companies?  For starters, fire up your computer and pay a visit to the Internet.

Once online, you can find resources discussing DRIPS and direct investments at sites such as Equiserve, JP Morgan, and Wells Fargo.  All have rather elaborate sites with companies they handle accounts for.  If you don't mind parting with some loot, you can sign up for online services such as the DRIP Investor Newletter (one of the oldest publications of it's sort) or you can join the National Association of Investors Corporation (NAIC), a non-profit organization started in 1951 to educate the individual investor.  For the record, I don't hype any one organization or newsletter over another -- they all have their distinct advantages.

For the most part, the online research is the easiest way.  For example, if you go the the DRIP Investor Newsletter website, you'll find a listing of companies currently offering direct purchase plans (you may have to sign up to get to it).  Once you have that list, you can do research from theirs.  Most of the companies have websites that deal exclusively with investor relations and how to purchase stock.

Once you've located a company of interest you MUST review the prospectus.  For the uninitiated, a prospectus is a company report outlining what the company does and how they make and spend their money.  Under SEC (Securities and Exchange Commission) regulations, if the company sells stock directly and/or operates a DRIP, they must also outline the program and any fees or discounts involved.

When reading a prospectus, look for the following:

	1.  Read what the company does for a living.  If you can't understand what they do to justify their existence, pass on the stock.  In the early 1990s quite a few dot.com companies existed to do nothing but sell stock. Nobody knew what they did for a living but investors only cared that the stock went up in value rapidly.  Once it was discovered that the company physically didn't exist or was a mere shell of what was stated, the stock value quickly collapsed and investors were left with no money.

	2. Look at income versus expenses.  If your company makes two million dollars a year but spends five, you've got a problem in the long run.  Controlled debt, such as corporate bonds issued to investors,  is not a problem unless it so overwhelms a company that they'll never see the light of day again.  One thing you must remember is that accounting is statistical mumbo-jumbo.  Sort of like the cup is either half empty or half full -- which is it?  If you wanted an unbiased opinion, go to a major college or public library and ask to look at the Standard and Poor's listing of companies.  Every figure you could ever think of is listed for every company that sells stock in the U.S.  Just remember that every company has some form of debt, some have less than others, though.

	3.  Read the president's or chairman's overall review of the company.  If you see phrases like, "I believe the company will reverse past losing trends" or something along those lines, pass.  This is merely another way of stating, "I still get a paycheck until they fire me for flushing the company".

	4.  Look at fees to purchase directly from the company.  It's not uncommon to see fees of $10 or so to start a direct purchase account.  Watch for excessive fees such as a percentage charged to pay you dividends.  No good reason for this charge and I avoid companies that levy such fees.  Acceptable fees include start up costs ($10 to $25 in a one-time fee), minor sales fees (usually 10 cents a share) and account closing fees of $5 to $10.  Generally, anything past these fees is considered excessive.

	5.  Look for discounts.  Some companies, such as Atmos Energy, actually give you a discount to buy their stock.  While 3% may not sound like much, that's 3% that goes into buying more stock with the money you give them.  Go to a physical broker and see if you can get a discount for anything less than 10,000 shares purchased at a time.

If you're sufficiently impressed with the prospectus to continue, you can then contact the company or transfer agent (such as EquiServe, etc) to get the proper application(s).  Again, review them carefully.

When investing with a company you must also decide whether to invest all at once or over a term of designated months.  Both plans have advantages and disadvantages and you must weigh both before making a decision.

Buying stock all at once gives you the opportunity to get the application and payment process out of the way now.  You cough up the minimum amount and the stock is purchased by the company.  Pretty much cut and dried.

Buying over time has the advantage of what is known as "cost averaging", i.e., since you purchase your stock on a monthly basis you take advantage of fluctuating stock prices.  One month the stock may be high but the next month it may be low.  In the long term you may come ahead by having an average price that is lower than the current market rate.  Of course, you could have the opposite happen (the stock keeps rising and you keep paying the price).

Either way is pretty much a matter of choice and financial condition.  If you can't afford to pay all at once, then the monthly option is the only other way.  One way or another, you'll end up with your stock in hand.

So what happens when you give your money to the company or agent thereof?  Well, that really all depends.  If you read the prospectus you should have seen how your money is invested.  

Look for the following when direct investing:

	The Time Element:  Do they invest once a week, monthly, or just twice a year?  The more often the company invests, the better.  Just to let you  know, I haven't seen a company yet that pays interest while the hold on to your loot.  In other words, if they don't invest until June and it's now January, hold on to your money and wait.

	The Money Accrual Element:  A very few companies will not invest any money until it reaches a certain level, say $100,000.  So, until other investors throw money in, your portion sits there, not collecting interest.  If you do opt to invest in such a company, call first to see how close the pot is to investing level.  If they're still $90,000 away from investing, forget it.

	The Investing Method:  Companies generally invest money one of two ways:

		1.  Average Daily Balance Method.  This is probably the most prevalent method.  The company will take the beginning and ending stock price on any given investment date and divide it by two.  For example, the stock starts at $15 a share and goes up to $20.  You'll pay $17.50 per share.  Where this gets unusual is when the stock goes down instead of up.  If it starts at $20 and goes to $15, you still pay $17.50 a share since that's the average of the two daily figures.

		2.  The Market Rate Method.  Here you pay the same as if you bought the stock through a broker, the only difference being you're not paying broker's fees.  Some companies may invest throughout the day while other may invest at the beginning or end of any given investment day.  In most cases, this really doesn't make any difference.

	The Dividend Method:  Most companies that offer direct investment pay dividends, unfortunately, some do not.  Always read the prospectus to make sure they do.  For the most part, I avoid companies that don't pay dividends.  After all, you own a chunk of their company and should be expected to share in the profits.  One prime example is a major pizza chain here in the U.S.  While you can directly invest in the company, they do NOT pay dividends and have no intention of doing so.  A general rule of thumb is that any company that pays high dividends (generally more than 60 cents a share per year) will not grow substantially in value while companies with low dividends hope to increase share value greatly.  Companies such as the pizza chain are the exception.  They don't pay dividends and their stock has remained fairly stable.  Go figure.  Also, most companies pay dividends either on a quarterly or yearly basis.  Quarterly is the preferred method.  This way, if a company does very well in three quarters of the year, you'll get money.  If they tank in the fourth quarter, you might get nothing.  If a company that pays annually does well until shortly before expected dividend payout, they may forgo the payment in lieu of paying down the loss.

So, now you've invested and you get itchy.  You're worried the company you've bought into might have a bumpy future and you watch an escape method in case things start going south.

As I stated before, DRIPS do have one large problem -- you can't sell stock immediately; however, there is one method to alleviate this problem.

When you buy stock from a company or its holding agent, they hold the stock for you.  In fact, your name does not even appear on the stock itself.  A computer somewhere has your name in it with information that you own X number of shares in some company.  Under SEC regulations, the company or holding agent must have a sufficient numbers of blank stock shares on hand to satisfy the number sold.

So what do you do?  For starters, contact the company and tell them you want all of the shares in your account converted to paper stock and forwarded to you.  The SEC requires at this point that the company oblige by sending you the stock certificates with your name on them.  Mind you, they don't sell the stock, they merely transfer it to you and the value remains intact.

Then comes the fun part.  You're going to have to contact a broker (physical) and start an account.  Most will allow you to do so for a minor fee.  Once it's established, you fork over your paper stock and it's now in the hands of a broker.

Some companies may also allow the direct transfer of stock to a broker of your choice.  Again, this is the choice of the company and how they want to operate.  If they do allow the transfer of stock to a broker, it's done electronically.  With a push of a button  your stock is magically transferred from XYZ Corporation to Joe's Brokerage.

Once the stock is in the hands of a physical broker, you can control the stock more quickly.  If you see a huge spike in the price you can call the broker and sell immediately for a profit.  Likewise, if the stock heads for the dumper and you want to bail out (the Enron Syndrome) you call the broker and sell.  By the way, your broker charges a fee either way, whether you win or lose, so remember that when they add their fees to your loss (you don't see too many starving brokers).

Okay, so you have the basics of stock purchasing, but let's go a little deeper and try international stocks (I saw that grimace!).

For whatever reason, international stocks are largely ignored.  In case you haven't noticed, there are countries outside the US and some of them do very well, thank you.  I wouldn't recommend investing in Afghanistan at the moment, but Germany is financially sound as are most of the European countries.

The major problem with international stocks is that some of the companies have a limited presence in the U.S. stock exchanges. Volkswagen sells cars in the U.S. but does not sell its stock through a major stock exchange such the AMEX, NASDAQ or NYSE.  For whatever reason, they prefer to go OTC or "Over The Counter", or, in some cases, the ADR (American Depositary Receipts) market.  Volvo does likewise.

For many years OTC stocks were considered the absolute bottom of the barrel.  They rarely were listed on any major exchange such as the NYSE, AMEX, or NASDAQ.  Instead, they existed on the fringes of society and were offered by brokers who quite often pushed the stock because it was cheap and an easy sale (why buy McDonald's at $50 a share when you could buy the Scottish rip-off, McDougal's for a $1.50 a share?).  The only problem was, you had to rely on your broker for the latest prices and most of these guys packed up the business and left directly after the check cleared.  In fact, many stocks pushed were considered "Penny Stocks", i.e., stocks selling for under $5 and quite often less than $1 per share.  Penny stocks gained a bad reputation for usually losing all value in a relatively short period of time.  Face facts, folks -- if the company stock sold for $25 a share two years ago and now is going for less than a buck, something really stinks.  Best to avoid penny stocks unless you prefer your investments to be of the disappearing type.  Some OTC issues today are safe bets, but you do have to take time to do research.

ADR's are another story.  These are foreign stocks sold by varied brokerage firms here in the U.S.  Probably one of the largest is JP Morgan.  Here, your money actually goes overseas to companies you may be interested in.  Brokers, such as JP Morgan, act as intermediaries and handle the transaction for you.  Some of the companies, such as VW and Case New Holland are listed on the NYSE.  Yet others are listed on foreign exchanges.  In order to get up to date information, you may have to visit JP Morgan to get the latest prices (unless you like fishing around the Internet to find foreign exchanges and then trying to figure out what 100 Pesos equal in US dollars).

With ADR's, you can find nearly every country represented.  You'll find Nippon Telephone and Telegraph from Japan (guess nobody told them that telegraphs went out some years back but, then again, we have AT&T here in the U.S.) and several companies from India, Russia, Sweden and the Netherlands.  You'll see companies like Volvo and Prudential (the European version).  These companies are nothing to laugh at and ADR's may make sense if you want to venture outside the U.S.

So what's up with the legitimate companies posting on the OTC and ADR markets?  Well, there could be several reasons but one of the biggest is they don't want to comply with the stringent accounting procedures required by the big U.S. exchanges.  Most have to report to their respective governments and they consider that enough.  Yet others cannot post on our exchanges because of restrictions imposed by their governments.  Japan for years did NOT allow any foreign investment and they only recently have allowed such.  As a result you'll see ADR listings for Sony and Matsushita (Panasonic) among others.  Then you may see the new dog on the block, such as Russia.  Prior to the late 1980s, Russia didn't have any exchanges.  Being a communist means never having to worry about company ownership -- the government does that for you.  Now they have embraced capitalism in the worst way.  You might see Russian companies on the ADR listing right next to the Indian (from India) companies.

One major advantage of the ADR market is price.  Since the U.S. dollar goes a long way, you may see bargains compared to U.S. markets.  Volvo sells for around $40 a share.  Just try to buy GM or Ford for that.  VW sells for about the same price, usually less,  and all seem to pay decent dividends.

The major disadvantage with the ADR's is their possible instability.  Been to Russia recently?  They don't have enough aviation fuel to fly their jets, but they have multi-millionaires selling everything short of the jets themselves.  In the government ever cracks down, it could be goodbye to outside investors.  If you're going to invest in the foreign market, stay away from new countries that exist only because the old ones got bombed out of existence.  While they may be safe, who knows what could happen.  Their version of our dollar may be healthy today and absolutely worthless tomorrow when the new government steps in.  India has always worried me.  They can barely feed their population but yet they seem to have cell phone companies springing up all over the place.  Stay with the well established nations such as England, France, Germany, Sweden and those within the region.  The only outsider I might consider is China.  Have you bought anything recently that wasn't made in China?  Somebody is making money over there and I might want to get a piece of it.

The biggest disadvantage to some ADR's is the lack of documentation.  Ask a Russian company for a prospectus and they may send you toilet paper.  They don't and won't account to just anybody.  While brokers, such as JP Morgan, will try their best to figure out what's going on, you might never know.  Just be careful and read the printed material given to you.  When in doubt, pass.  Of course, the established companies such as VW and Volvo have nothing to hide and will be more than happy to give you a prospectus (those I received also had nifty brochures outlining cars they sell -- too bad I don't drive either brand).  

To clarify one point that confuses some people, yes, some foreign companies have substantial base operations in the  U.S. but sell their stock through the ADR's.  In case you didn't know Nestle is a French company and Cadbury is British.  Bet you thought those were American companies, but their stock can be found in the ADR listings (refer to the listing later in this paper).  In some cases, these foreign operations sell more than 50% of their product in the U.S. but  prefer to stay overseas for whatever reasons (lower corporate taxes, less stringent labor relations, etc).

One sticky issue with ADR's is that of taxes.  Since you have invested in a foreign country, you may be taxed there in addition to the U.S.  If you are, keep records -- foreign taxes are tax deductible at the end of the year on your U.S. tax return (and I haven't invested in a country yet that requires you file tax forms there -- they just take a slice and run).  Oddly enough, foreign taxes on dividends are substantially less than American taxes, at least with the countries I've dealt with (most foreign countries realize you won't keep coming back if they tax you out of existence).

Companies can be listed as both OTC and ADR at the same time.  This is not unusual and, generally, it means nothing out of the ordinary.

One stock to avoid with a passion is what is commonly referred to as a "pink sheet" stock.  Essentially, these are "dog" stocks with fleas, mange, and rabies.  Pink sheet stocks are from companies that have no reliable information from which to post a stock price.  They could be stable companies just starting out or the could be bankrupt companies trying to make a comeback.  For example:

	XYZ Corporation of Ohio produces bottled water.  The only problem is, nobody is sure if the company can sell the water and they have limited financial resources.  As a result, no established broker will list their stock because a firm price cannot be settled upon. Since major brokers and the big exchanges will not list such stock offerings, XYZ is forced to go to the "pink sheets".

Another example:

	XYZ Corporation of Nevada was going great selling various gag gifts but the market died suddenly.  They filed for bankruptcy and shut out investors by having the courts declare their stock as worthless.  Now they have reorganized and want to start over.  As the saying goes, "Once burned, twice shy".  No legitimate broker will touch them so they are relegated to the "pink sheets" and the major exchanges will not carry their stock listings.

A major problem with pink sheet stocks is that nobody is really quite sure what  they are worth.  If you pressure a broker into giving you a figure, they may just pull one out of the air.  If for some obscure reason you buy some, you might find that you are out in the cold in determining actual value.  You'll have to call your broker and they may  fabricate another price.

In all fairness, some companies appear on the pink sheets because they want to.  These are companies that have voluntarily removed themselves from the major exchanges not because they are bankrupt or in trouble, but because they and their shareholders no longer desire to sell stock.  What stock does exist in these companies is closely held by a select few and the company wants it kept that way.  Instead of inflating stock prices by doing a reverse split, they merely remove themselves from any of the major markets.  Brokers know why these companies are on the pink sheets and will tell divulge the reason if you ask, but that doesn't mean you'll be able to buy any stock.

While some companies have redeemed themselves and been listed on the major exchanges after a ride on the pink sheets, most just disappear and are never heard from again.  If you want a risky investment, avoid the broker's fees and just flush your money down the toilet.  The end result is basically the same.

An even riskier investment is that of the IPO, or Initial Public Offering.  This occurs when a company that already exists decides it needs extra capital to expand or improve its financial base.  They decide to "go public" by selling stock in the company in order to raise the money needed.

While IPO's sound great on the surface, some problems do exist.  Since this type of stock is owned by the company, all money collected goes back to the company (unlike existing stock not owned by the company -- that money goes back to the person who owns the stock).  Do you see a problem here?  For most people, probably not, and that's the problem.  Most will not see the automatic greed that sets in when a money grab is at hand.  As an extreme example, review the following:

	XYZ Corporation sells lawn furniture and does quite well in the Southeast, however, the current owner wants to go national.  Unfortunately, he figures he needs $25,000,000 for production facilities, extra staff, and  other assorted expenses before he can even consider expanding.  So he decides to go public by offering 1,000,000 shares of stock in his company. He'll retain another 1,200,000 shares so he keeps control.  Now good math will tell you he needs to charge $25 per share (outside of his stock) just to make his goal and his accounting department tells him that is within reason given their income versus expenses.  He gets greedy though and figures he can make a pure profit by charging an extra $10 per share. He instructs his accounting division to make the books look like the company is doing much better than it is.  Sometimes this is done by inflating anticipated sales or the every popular "forgetting" to tell people that the billion in sales was offset by a 75% return rate on products.  Since he owns the company and the stock, guess who gets that extra $10,000,000?  It certainly isn't the stock buyer.  Once the major exchanges sift through the financial material and find the "mistakes", it's too late and the stock is headed downwards to where it should be.  Technically, "cooking" the books is illegal, but making an "honest" mistake is not.

This may be an extreme example, but it does happen.  Sometimes there are no "mistakes" involved.  The stock may be over-priced because of overly zealous underwriters who appraise the stock and place more value in it than it's really worth.  Once the stock is sold, its real value is discovered later and the price plunges.

This is known as stock manipulation and it's illegal in some scenarios.  For example (and this is getting out of the topic of IPO's but it's a lesson worth learning):

	XYZ sold its million shares but the owner wanted some personal cash so he sold a good chunk of his own stock.  Now he realizes he is no longer majority stockholder and could be voted out of office.  To drive the price down on the stock so he can buy it back at a cheaper rate than he sold it for, he creates an artificially high expectation of sales.  He projects $100,000,000 in sales for the year and solemnly announces during the third quarter than sales will be off by 40% or more.  The market reacts by decreasing the value of XYZ's stock since they didn't make the projection.  He buys back his old stock at the lower rates and regains control of the company.

In this example, the sales figures were off by 40%.  To the uninitiated, this might look like XYZ lost $40,000,000 since they didn't make sales.  Hogwash, they lost nothing.  The $100,000,000 figure was inflated to begin with.  In reality, the company may have sold what they really were supposed to.  XYZ probably made a profit for the year but the owner manipulated the market to his advantage.  Get caught pulling this stunt and you can count on a visit from the SEC, IRS, and the FBI (plus your address for the next few years might be a quaint place in Kansas known as the Fort Leavenworth Federal Penitentiary).

Yes, there are people who have become multi-millionaires off of IPO's, but they are usually the guys who owned the company to begin with and issued the stock.  Of course, people who bought Microsoft or Wal-Mart in the beginning are now millionaires if they held on to the stock.  Then again, those who bought stock in Fast Freddie's Sewer Outlet IPO offering are now broke.

Just remember, for every person who made a mint in IPO's, there's another 1,000 who either broke even or lost money.

What about day trading?  You've probably heard of that.  It's people who buy and sell stocks every day of the week and hope to make short term profits.  The vast majority make short term heavy losses.  Enough said on that topic, just forget it.  Don't confuse this with professional stock buyers.  Day traders are people sitting at personal computers buying stock and hoping it goes up within a couple of hours.  They'll sell if the stock goes up 1/4 cent.  Professionals just don't do this on a consistent basis.

Some of you may have heard of stock options, sometimes referred to as warrants.  An option is exactly what it sounds like -- you are given an option to buy stock at a certain price sometime in the future.  A simplistic example would be:

	XYZ Corporation is doing well and its stock sells for $25.  You feel it's going to increase to $40 within 6 months but you don't want to commit a large chunk of cash to buy, let's say, 1,000 shares ($25,000 plus brokerage fees).  Instead, you purchase an option from a brokerage that will allow you to buy 1,000 shares at $30 per share anytime within 6 months.  For this option, you pay a percentage of the total amount (say 10% or $3,000).  If the stock does increase to $40, you exercise the option at $30 per share (buying the 1,000 shares at $30 per share) and then sell the stock at the current rate of $40.  You make a $7,000 +/- quicky profit ($10,000 minus the cost of the option and broker's fees).  Unfortunately, if the stock stays at $25 a share or goes down, you now have a worthless option.  You, undoubtedly, would not want to pay $30 for a $25 stock.  If you fail to exercise the option by the due date, your option fee (the $3,000 option fee plus broker's costs) is lost, but nothing else.

Options are best left to the experts who can read the markets better than a novice.  


Okay, now for the part you've been waiting for.  What companies do sell stock directly to the public?  I would offer a full list, but that would be exhaustive and horribly time consuming.  For now, I'll give you the major U.S. firms that offer stock to the public (in parentheses is the $ amount necessary to begin investing, (at least as of January, 2002):

	Aetna ($500) -- Insurance and financial services

	AFLAC ($1,000) -- Insurance and financial services

	Allstate ($500) -- Insurance and financial services

	American Express ($1,000) -- Credit services

	Atmos Energy ($200) -- Energy provider

	Bank of America ($1,000) -- Banking services.  Formerly NCNB, then Nationsbank, etc, etc.

	BellSouth ($500) -- Telecommunications

	Bob Evans Farms ($100) -- Food services

	Campbell Soup ($500) -- What else?

	Caterpillar ($250) -- Heavy equipment, not the fuzzy crawling things.

	ChevronTexaco ($250) -- Fuel services.  Formerly two different companies.

	Compaq ($250) -- Computers

	CSX ($500) -- Railroad transportation/freight

	Delta Air Lines ($250) -- Air transportation

	Disney ($1,000) -- Annette Funicello

	Dollar General ($50) -- Deep discount retail outlets

	Dow Jones and Company ($1,000) -- Financial publications and the originators of the Dow-Jones Industrial  Average

	Eastman Kodak Co ($150) -- Say cheese!

	Estee Lauder ($250) -- Cosmetics

	ExxonMobil ($250) -- Oil production and exploration.  Formerly two different companies.

	FedEx ($1,000) -- Delivery systems

	Ford Motor ($1,000) -- They also own Jaguar

	General Electric ($250) -- The probably built your refrigerator

	Gillette ($1,000) -- Shaving and assorted products

	Goodyear ($250) -- Tires and blimps

	Heinz aka HJ Heinz and Company ($250) -- Ketchup and condiments

	IBM ($500) -- Computers, electronics, and assorted technology.  "Big Blue"

	K-Mart ($250) -- A thorn in Wal-Mart's side

	Lowe's ($250) -- Hardware

	Marriott ($350) -- Motels and residences

	Mattel ($500) -- Toys

	McCormick ($250) -- Spices

	McDonald's ($500) -- Granddaddy of fast food

	McGraw-Hill ($500) -- Publishing

	Morgan-Stanley ($1,000) -- Brokerage (now this is reverse logic.  Sell to the public and watch the buyers avoid the  brokerage fees that made you rich -- how precious is this?)

	Motorola ($500) -- Electronics and communications

	Paychex ($250) -- Payroll processing

	Penney's aka J.C. Penney ($250) -- Retail

	Pier 1 Imports ($500) -- Importer/Retailer

	Proctor & Gamble ($250) -- A HUGE company that makes something you probably use

	Quaker Oats ($500) -- Cereals and assorted snacks

	Radio Shack ($250) -- Electronics

	Reader's Digest ($1,000) -- Yeah, the magazine

	Sears ($500) -- Granddaddy of retail

	Snap-On ($500) -- Tools

	Stanley ($250) -- Tools

	Target ($500) -- Another thorn in Wal-Mart's side

	Tyson ($250) -- Food processor.  Famous for chicken

	Wal-Mart ($250) -- You have to ask?

	Walgreen ($50) -- Drug store chain slowly taking over the world

	Whirlpool ($1,000) -- One of the oldest and most established appliance manufacturers

	Yahoo! ($250) -- Internet experts

Please notice that this list is not all-inclusive.  Another 100 or so companies could be added to this list, but these are the ones with name power nationally.  Most of the others are lesser known regional companies that do well on their own.  If you want to see more, you can visit the DRIP Investor website at www.dripinvestor.com and sign up for their free trial offer (no obligation).

By the way, all of these companies can be found on the internet, and the easiest way is to put a "www" in front of their name and a ".com" after (such as www.walgreen.com).  This will usually get the homepage (if not, use your search engine) and once there you can access the area usually marked "Investor Relations".

Also not included in this list are those companies that offer DRIP programs but do not allow the initial purchase of stock directly from the company.  For example, Wendy's will NOT sell you stock directly until you own at least one share.  After you get your share from a broker and pay their fees, Wendy's will be more than happy to sell you stock directly through their DRIP program.

How about the OTC and ADR stocks?  Below is a listing of those I could find.  Again, these are the big names you'll probably recognize.  I will not list the minimum investment requirement since the vast majority allow investors to start with $250.

	ADECCO (Employment and staffing services) -- Switzerland

	Baltimore Technology (Computers, software and hardware) -- United Kingdom (nope, not Maryland)

	Bayer (Pharmaceuticals) -- Germany (and you thought they were an American company)

	BP (Petroleum) -- United Kingdom

	British Airway (Transportation) -- United Kingdom (I'd certainly hope so)

	Cadbury-Schweppes (Confections and beverages) -- United Kingdom

	Canon (Photography and electronics) -- Japan

	DaimlerChrysler (Automotive) -- Germany (Chrysler, Dodge and Plymouth are no longer American)

	Danka (Copier and office automation) -- United Kingdom (admit it, you thought they were Japanese)

	Electrolux (Cleaning appliances) -- Sweden

	Fiat (Automotive) -- Italy

	Fuji (Photographic) -- Japan

	Glaxo Smith-Kline (Pharmaceuticals) -- United Kingdom

	Gucci (High end apparel, also owns Yves Saint Laurent among others) -- Netherlands (and you thought they were Italian)

	Hitachi (Electronics, etc) -- Japan
	
	Honda (Automotive, etc) -- Japan

	KLM Airlines -- Netherlands

	Logitech (Computer Peripherals) -- Switzerland (you probably thought they were American)

	Matsushita (Electronics, makes the Panasonic brand) -- Japan

	Nestle (Confections) -- France

	Nissan (Automotive) -- Japan

	Nokia (Cellular technology) -- Finland (you thought they were probably Japanese)

	Princess Cruise Lines (The Love Boat) -- United Kingdom

	Peugeot (Automotive) -- France

	Prudential UK (Insurance and financial) -- United Kingdom (Prudential itself is still American, this is the European branch)

	Scania (Saab automotive) -- Sweden

	Sega (Entertainment) -- Japan

	TDK (Electronics) -- Japan

	Toyota (Automotive) -- Japan

	Volkswagen (Automotive) -- Germany

	Volvo (Automotive) -- Sweden

	Zurich Financial (Financial services) -- Switzerland

As with the American companies, these can usually be accessed via the internet, however, most will not mention investing topics and you usually have to go through a search engine to find them (some have rather unusual addresses due to their foreign status and/or use of European internet standards). 

As you may have noticed, there is curious absence of countries such as Mexico, India, and Russia.  Well, you probably wouldn't have recognized any of their companies so they didn't make it to the list.  To see a more complete listing you can visit the JP Morgan ADR website at www.adr.com.


Finally, I'm going to offer you some advice on the buying, selling, and holding of stock in ANY company.  Most of this should be common sense but, unfortunately, some people do have the tendency to jump into situations without thinking first.

Below are the tips for successful stock investing:

	*  Don't fall for hype.  Look at the figures in a prospectus and not the pretty pictures.

	*  Pass on the fads.  Pet Rocks and Rubik Cubes may do great business for a short period, but they almost always die after a short period of time.  Remember mood rings?  If you see a company that is devoted solely to a fad product, pass.  Unless you know how to time the market and get out on top, you'll get burned.

	*  Forget IPO's.  Yes, you could make a mint or you could lose next month's mortgage payment.

	*  Insider tips are illegal in most cases.  If somebody who works for a company starts offering you inside tips and tells you to buy or sell stock in that company, you are in trouble if caught by the SEC (insider tips involve information that no outsider would ever have access to).

	*  Forget what you hear on the radio and TV.  Those guys pushing stocks have generally purchased shares long before that show hits the air.  Studies have shown that companies pushed in these shows do increase -- for a limited time.  Then they start a decline back to normal and you're stiffed with overpriced stocks.

	*  Don't buy stock in a product you don't like.  If you can't stand the product why buy the stock?  If you absolutely hate hunting, then why would you buy stock in a company that sells hunting supplies?

	*  Don't buy stock in a product you don't understand.  If you don't know what a widget is, why buy stock in the company?  People get suckered every year into buying stock in yet another company that claims to have a cure for some disease when, in fact, they don't understand the medical terminology used in the reports or, for that matter, what exactly the disease is.

	*  Forget buying penny stocks.  They are a sucker bet.

	*  If a company goes from $50 to $5 a share don't feel pity and buy stock.  Remember Enron?

	*  Wealth on paper is just that.  Until you cash in stocks, they are technically worthless. I'd be willing to bet that the world's top 5 wealthiest people couldn't scrape up a few million in cash without selling their own stock.

	*  While it may be wealth on paper, some banks will allow you to "front" (use) stock as collateral on a loan.

	*  Stocks are a long term investment.  Plan to hold on to them for at least ten years.  By that time you may see your original investment double, if not more.

	*  Day trading is for masochists.  The vast majority lose money.
	
	*  If you opt to go with a broker, stay with the big boys.  They make cost a little more, but you get stability for the price. Also, generally, they are the most experienced (you don't start out with a top firm unless you show real promise).

	*  Don't know what you're doing?  Either start studying or stay out of the game until you do know what you're doing.  It's much like buying a house, you have to do some research before plunking down the loot.  You wouldn't buy a house or car without doing research so don't buy your stock that way.

	*  Remember that your broker makes money whether you win or lose.  They work on commission.  A friend of mine who is a top-line broker makes a mint whenever the stock market takes a dive (investors get stupid and try cashing out when their stocks head south temporarily).

	*  Realize that the stock market does go up and down.  Don't get worried when the markets take a little dip.  It happens so get used to it.  Don't be one of the scared people that helps to make my broker friend rich.

	*  Beware of unsolicited phone calls claiming to have a sure stock bet.  These rarely, if ever, pan out.  If you want to scare these people away, ask for a prospectus by mail.  You'll never see anything.  Phone calls can be denied, but not mailings.

	*  Take equal caution with mailings.  Someone claiming a "sure bet" through a mailing is probably selling old information and is leaking the news so his shares of the stock will increase after you and others start a buying frenzy.  This is called manipulating the market and it's illegal if done to purposely increase or decrease an individual's stock shares in order to gain an unfair advantage.

	*  Stock options are best left to the pros.  Although you could reap a generous profit, you could also see your option cost flushed away should the stock tumble.

	*  Watch for terms such as the following:

		Underdeveloped Technology -- Usually obsolete technology trying to make a comeback (such as typewriters).  Usually dead out of the starting gate or severely crippled.

		Emerging Growth Companies -- Penny stocks trying to break through to the big time.  They're underpriced for a reason, folks.  

		Emerging Growth Countries --  As opposed to the companies, these are countries that appear to have some growth potential, usually those that used to be Communist.  Be very wary with these, especially those countries with ill-defined borders and political problems.

		Primed for a Reversal -- A company that's been on the brink of bankruptcy for the past five years and found some sucker to temporarily invest in them.  Usually a dog with serious fleas.  Quite often sold by unknown brokers who are trying to unload the stock before it goes to negative digits.

		On the Brink of a Major Discovery -- More often than not, the major discovery is that the company realizes they can make more money selling stock than the product they produce.

	*  There are no guarantees in the stock market and anybody that makes you a promise in other than writing is a liar.  Those who make the guarantees in writing are flirting with disaster should something bad happen (these brokers are generally members of the "Fly By Night Club" and shouldn't be trusted anyway).

	*  Don't take out a loan to buy stock.  An unsecured loan's interest rate will probably eat away any profit you hope to make.  Even a secured loan, such as a second mortgage, is not worth the risk and costs.

	*  Remember to read the paper at least once or twice a week to see how your stock is doing.  If you have a personal computer and an internet connection, go to www.amateur-invest.com and get a stock ticker.  While you're on the internet, it will work in the background and get you updates on your stock.

	*  Stock exchanges and brokers don't get all warm and fuzzy because you make money and they don't cry when you lose it.  Remember that you and you alone control your destiny in the stock market.

	*  When dealing with brokers, remain stoic or a little sarcastic.  Brokers hate this because it tells them you're not an easy mark for sucker bets.   If you act overly excited, they know they have you on the hook.  If it's an unsolicited phone call from an unknown broker, I love playing the "Yeah, Right!" game.  After saying "Yeah, Right!" about five times THEY usually hang up.

	*  Also, remember that a broker works for YOU, not the other way around.  If one becomes abusive or repeatedly attempts to sell you stock you've declined in the past, FIRE THEM!  Request another broker from the same outfit or request a closure of your account and transfer it to another agency.  SEC regulations give you that right.


As a final note, if stocks still scare you, consider mutual funds.  While I'm not going to elaborate (that would be another paper), mutual funds are a unique way of owning stock (technically).  Here you give your money to a brokerage and they invest it with money from other people to buy huge chunks of stock in multiple companies and hold them in a pool.  Instead of owning the stock inself, you own a percentage interest in the overall mutual fund portfolio.  As the stock is sold, you get a percentage of the profits in the form of dividends and/or capital gains.  If the pool sustains a loss on a sale, the overall value of the pool, and your percentage, goes down.  That may be a simplistic definition, but it should do the trick.


Happy investing!

