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Chapter 1

Securities and Stocks

In the States most of the operative provisions of the federal
securities laws apply by their terms only to transactions involv-
ing securities, therefore the determination of whether an instru-
ment is a security is often the threshold issue in determining

whether or not those apply.

1.1 Definition of Securities

In narrow sense securities refer to stocks and bonds. In broader
sense securities also include other financial instruments like financial deri-
vatives (options, swaps and futures). But in the eyes of American securi-
ties laws, securities include any note, stock, treasury stock, bond, de-
benture, evidence of indebtedness, certificate of interest or participation
in any profit-sharing agreement, collateral-trust certificate, pre-organiza-
tion certificate or subscription, transferable share, investment contract,
voting-trust certificate, certificate of deposit for a security, fractional un-
divided interest in oil, gas, or other mineral rights, or, in general, any
interest or instrument commonly known as a “security” or any certificate
for, receipt for, guarantee of, or warrant or right to subscribe to or pur-

chase, any of the forgoing. (see 2 (a) (d) of the Securities Act of 1933)

1.2 Major Classes of Stocks in the US

Stocks or shares are also known as equity securities. Stock means an
equity (ownership) interest in a corporation, measured in units of
shares. The certificate issued by a corporation evidencing the ownership

of a specified number of shares in the corporation is called stock certifi-
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cate. By issuing stocks corporations can obtain financing. The two major
types of stock issued by American corporations are common stock and
preferred stock. There are some other kinds of stocks listed as follows.

Common Stock The true ownership of a corporation is represented
by common stock. Common stock provides appropriate interest in the
corporation with regard to (1) control, (2) earnings, and (3) net as-
sets. A stockholder’s interest is generally in proportion to the number of
shares he or she owns out of the total number of shares issued. The earn-
ings to which common stock holders are entitled are those left after pref-
erred stockholders, bondholders, suppliers, employees, and after groups
have been paid. Once those groups are paid, however, the owners of
common stock may be entitled to all the remaining earnings as divi-
dends.

Preferred Stock Preferred stock is stock with preferences. Usually
this means that holders of preferred stock have priority over holders of
common stock as to dividends and as to payment on dissolution of the cor-
poration. Holders of preferred stock may or may not have the right to
vote. Besides they will not share in the full prosperity of the firm if it
grows successfully over time. This is because the value of preferred shares
will not rise as rapidly as that of common shares during a period of finan-
cial success. Preferred stockholders do receive fixed dividends periodical-
ly, however, and they may benefit to some extent from changes in the
market price of the shares. That is why sometimes financial experts re-
gard preferred stock as a fixed-income securities.

Deferred Stock This class of corporate stock is postponed, in re-
spect of participation in profits, until both the preferred and the common
stock has received dividends at a fixed rate.

Bluechip Stock It is the stock of a listed company which has a
high-grade financial record

Convertible Stock  Stock which may be changed or converted into

common stock



