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Neither Freedom Management Partners  or any of its personnel are registered broker-dealers or investment advisers.

I will mention that I consider certain securities or positions to be good candidates for the types of strategies we are discussing or 

illustrating.  Because I consider the securities or positions appropriate to the discussion or for illustration purposes does not mean 

that I am telling you to trade the strategies or securities.   Keep in mind that we are not providing you with recommendations or 

personalized advice about your trading activities.  The information we are providing is not tailored to any particular individual.  Any 

mention of a particular security is not a recommendation to buy, sell, or hold that or any other security or a suggestion that it is 

suitable for any specific person.  Keep in mind that all trading involves a risk of loss, and this will always be the situation, regardless 

of whether we are discussing strategies that are intended to limit risk.  

Also Freedom Management Partners’ personnel are not subject to trading restrictions.

I and others at Freedom Management Partners could have a position in a security or initiate a position

in a security at any time. 
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STOCK MARKET BASICS

History:

•U.S. Stock Market has been in existence since 1792.

•1867 first stock ticker

•Major market panics in 1907, 1914, 1929, 1973, 1987, 
2001, 2008, 2010

•Major Bull Markets in 1920s, 1949 (longest bull market in 
history), 1982, 1994, 2004, 2009



Purpose of Stocks:

Most important source of funding for companies.

Highly liquid access for investors.

Allows investors to buy a portion or “share” of a company.

Creates an “auction” for those shares.

Performance of the stock market can affect overall 
economic performance and vice versa.
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• Stocks
• Sectors 
• Industries or Sub Sectors

• Indexes
• DJIA
• NASDAQ COMPOSITE
• S&P 500
• Russell 2000

• Exchange Traded Funds
• DIA
• QQQ
• SPY
• IWM
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The  Market Maker

You BUY stock from the Market Maker

You SELL stock to the Market Maker

The Market Maker is obligated to take your trade

at the market value during market hours.
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Major Exchanges

NYSE AMEX

NASDAQ CBOE?

Market Hours

9:30am to 4:00pm EST
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Bid = Sell 

3.27 3.30

Bid Ask

Ask = Buy Spread

X
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BULLISH – When a stock or the market in general is moving up it is said to be bullish

BEARISH – When a stock or the market in general is moving down it is said to be bearish.

OPEN A TRADE – Entering into a position in a particular stock or option

CLOSE A TRADE – Exiting out of a position in a particular stock or option 

FILLED – The order to buy or sell a position has been completed.

EXECUTED - The completion of a buy or sell order 

LONG –You are long in a position when you own a stock or option

SHORT - Borrowing shares of stock from a broker-dealer and selling them on the open 
market is a short position in the stock
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Order Types

MARKET ORDER – A market order authorizes the broker to buy or sell a stock or option 
at the current quoted price when a trade reaches the trading floor.  This is not 
recommended, since control is taken away from the trader and places control totally in the 
hands of the broker, market maker, and floor trader.  This order is sometimes used in a 
running market if an exit is necessary, but even then it has some inherent risks.

LIMIT ORDER – Using a limit order to place trades allows greater control of buy and sell 
orders.  A limit order gives the broker a set price at which to buy or sell a stock or option. 
(When a broker is given the order to buy 1000 shares of YHOO at $30 limit order, he has 
been told to pay $30 or less per share for YHOO but no more than $30.)

DAY ORDER – An order to buy or sell a stock or option that is valid during that trading 
day.  If the order is not filled by the close of business on that trading day, the order is 
automatically cancelled.
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GOOD ‘TIL CANCELLED OR GTC – A GTC order authorizes the broker to buy or sell a 
position at a particular price at any time prior to cancellation of the order.  Typically  the 
GTC order sits on the broker’s computer for 60 to 90 days at which time, if the order is not 
filled, it is automatically deleted.  Be aware that different brokerage firms have different 
policies and it is up to the trader to monitor any order that is outstanding.

STOP LOSS – It is advisable to protect loss potential by entering an order that will “stop” 
the trade if the stock or option trades at a certain price.  A “Stop Loss” order is such an 
order.  Be aware that a Stop Loss order does not protect from gaps.  If a stock or option 
gaps past your price and opens lower, you will be taken out of the trade at the lower price.

STOP LIMIT – A “Stop Limit” order is also a means of protection from extended losses.  
The difference between a “Stop Limit” and a “Stop Loss” is that a “Stop Limit” order will 
only sell at the limit price and not at a lower price.

Order Types
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CONTINGENCY ORDER - When you place a stock or option order you can choose to place 
contingencies on that order, meaning that the order will be filled only when a specific event has 
occurred. For example, a contingency order might be, "Buy 10 XYZ 80 calls at the market if XYZ 
stock trades above 75". 

CONDITIONAL ORDER – When you use a conditional order it allows you to place both your GTC 
(profit target) and your Stop Loss in the broker’s system at the same time.  The orders are not 
sent to the market until the target prices are reached, therefore, the market maker cannot see the 
order. (OCO)

TRAILING STOP LOSS – Using a trailing stop loss allows the trader to maximize profits on a 
stock as it continues its trend.  It is analogous to raising or lowering a ladder to the next floor as a 
stock moves in that direction, ratcheting up as the stock/option price climbs.  A trailing stop will 
only reset higher and will not move down.

STOP ALARM – A “Stop Alarm” is held by the broker as well.  The difference is, if the stock 
should trigger an alarm price, the broker is directed to call the trader to ask for instructions, or an 
alert is sent to your cell phone, computer, or email.
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UNDERSTANDING RATE OF RETURN

Cash In (Profit)
= RETURN

Cash Out (Spent)

Cash In (Profit) $10
= 50% ROR

Cash Out (Spent) $20
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