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What is a Penny Stock?
Most people when they think of the word penny stock, they immediately 
think The Wolf of Wall Street, Pink Sheets, and the best way to pay 
somebody to lose your money.

That just simply is not the case. A penny stock in my mind is any over the 
counter stock OR a stock under $10.

I know this isnt the traditional definition but I have a good reason for looking 
at it this way. Really what we are trying to achieve when we trade penny 
stocks is avoiding the Institutional money.

Institutions are trading in such large accounts that they can move the 
markets on their own. This effectively lets them control a stock’s price, they 
can use that to force the common man out of a position by stopping them 
out. This is a phenomenon that adds a huge amount of risk to the retail 
investor because it is not something we can see happening until it is done.

Why does this remove the institutional money risk?
I like to think in round numbers. There is a sentiment involved in this 
paradigm.

If you look at something that is $110 it is seen as something entirely different 
from something that is $90 even if there is no difference in the actual item. 
That is because it dropped below $100 so in our minds we ASSUME the 
$110 item is better because it is more, right?

Not at all. It’s no better, it’s the exact same.

The same goes for stocks, when it drops below $10 institutions typically will 
not touch it. There is not enough value for them to care. Now remember 
they are throwing millions into the market at one time, for most of us that is 
not the case in our personal accounts.

Something special happens below the $10 mark…  
Any stock slipping below $10 has a little math problem that works in your 
favor on these trades. 

See a stock that drops from $10 to $9 is a stock that has fallen 10%, but 
a stock that falls from $9 to $8 has fallen 11.1%. Same $1 drop, but bigger 
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percentage return. That’s important because a stock that drops from $10 
down to $6 has an accelerating return. That works in your favor if you know 
how to take the trade! 

What I look for In a Stock Under $10  
Of course when I look for a penny stock, I’m looking for the price first. 
If I don’t do that then we wouldn’t be just looking at penny stocks. We 
are looking for inexpensive, not cheap. Cheap has an implied negative 
connotation that I think holds true. When a stock is cheap it won’t pass my 
stocks under $10 litmus test. 

After I find the stocks in our price range whats next? 

We are looking for companies that are viable, the product or service is 
clearly defined and scalable (you can produce/deliver considerably more of 
what you sell than you are now) your market is clearly defined and you have 
enough customers who want and need your product to enable you to grow. 
You can make a profit.

If a company is showing any one of these things won’t hold up it is not the 
company for me. We only want companies that have good fundamentals 
you really do not want to throw your money away on a really bad over the 
counter stock. 

Lastly, I look at the volume. How much is the stock traded, how much 
interest the public has in the given company and if there is enough volume 
for us to trade options on it for a profit. If we don’t see any volume then it 
will just move sideways and out money will sit stagnate and yield no profits. 

A few Hall of Famers from my stocks under $10 club 
There are a lot of companies that have dropped below $10 in my day and 
we have been able to take some real profits from them. 

A lot of them are companies that you would never expect to be so 
inexpensive to buy. Here are a few honorable mentions: 
• Tellurian Inc.
• Transocean LTD 
• Nokia 
• Ford 
There are more companies every single day that are dropping towards our 
wheelhouse and I plan on giving you a profit every chance I get thanks to 
the reduced risk and accelerated gains we see from stocks in this range. 

Chris Johnson  
Quantitative Specialist, Penny Hawk
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