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Penny stocks, typically defined as stocks trading for less than $5 per share, offer investors an
opportunity to explore high-risk investments with significant potential rewards. Fidelity, one of the
leading online brokerage platforms, provides a robust framework for trading these securities.
However, before you can dive into the world of penny stock trading on Fidelity, there are several
important steps and considerations to keep in mind. This article will guide you through the process of
enabling penny stock trading on Fidelity, including account requirements, risk assessments, and
trading strategies.

Understanding Penny Stocks

Penny stocks are often associated with small-cap companies and can be traded on various exchanges,
including the over-the-counter (OTC) markets. Investors are attracted to penny stocks due to their low
price points and the potential for substantial gains. However, it's crucial to understand the risks
involved, as these stocks can be highly volatile and illiquid.

Characteristics of Penny Stocks

- Low Price: Generally, penny stocks trade at prices below $5 per share.
- High Volatility: Prices can fluctuate significantly in a short period.
- Limited Information: Many penny stocks are not required to file with the SEC, making information
scarce.
- Illiquidity: It can be challenging to buy or sell shares without affecting the stock price.

Creating a Fidelity Account

To start trading penny stocks on Fidelity, you first need to set up a brokerage account. Here’s how to
do that:

1. Visit Fidelity's Website

- Go to the official Fidelity Investments website.
- Click on the “Open an Account” button prominently displayed on the homepage.

2. Choose the Right Account Type



Fidelity offers various account types, including:

- Individual Brokerage Account: Ideal for personal trading.
- Joint Brokerage Account: For two or more individuals.
- Retirement Accounts (IRA): Tax-advantaged accounts for retirement savings.

For penny stock trading, an individual brokerage account is typically sufficient.

3. Fill Out the Application

- Provide your personal information, including name, address, Social Security number, and
employment details.
- Answer questions related to your investment experience, financial situation, and risk tolerance.

4. Review and Submit Your Application

- Carefully review your information to ensure accuracy.
- Submit your application for processing.

Enabling Penny Stock Trading Features

Once you have created your Fidelity account, the next step is enabling penny stock trading features.
Fidelity has specific requirements for trading these stocks due to their inherent risks.

1. Meet the Eligibility Requirements

Fidelity typically requires investors to meet certain criteria to trade penny stocks, including:

- Investment Experience: A demonstrated history of trading stocks, particularly in volatile markets.
- Financial Status: Sufficient funds in your account to cover potential losses.

You may be required to answer additional questions about your trading history.

2. Acknowledge the Risks

Fidelity may require you to complete a risk acknowledgment form, which outlines the risks associated
with trading penny stocks. This form typically covers:

- Volatility and price fluctuations.
- Limited information and transparency.
- Potential for scams and fraud in the penny stock market.



3. Enable Margin Trading (Optional)

If you wish to trade on margin (using borrowed funds), you need to apply for a margin account. This is
optional for penny stock trading but can increase your buying power. Here’s how to do that:

- Navigate to the account settings on your Fidelity dashboard.
- Select “Margin Trading” and complete the necessary application.
- Understand that trading on margin increases risk and requires a higher level of trading experience.

Funding Your Fidelity Account

Before you can start trading penny stocks, you need to fund your Fidelity account. Here are some
common methods to do so:

1. Bank Transfer

- Link your bank account to your Fidelity account.
- Transfer funds electronically to your brokerage account.

2. Wire Transfer

- For faster funding, you can initiate a wire transfer from your bank.
- Be aware of any fees associated with wire transfers.

3. Check Deposit

- You can also fund your account by mailing a check to Fidelity.
- Make sure the check is payable to “Fidelity Investments.”

Researching Penny Stocks

Before diving into penny stock trading, conducting thorough research is vital to making informed
decisions. Here are key steps to research potential penny stocks:

1. Utilize Fidelity’s Research Tools

Fidelity offers a suite of research tools to help you evaluate stocks. Some features include:



- Stock Screener: Filter stocks based on price, volume, and other criteria.
- Market News: Stay updated with the latest market news and trends.
- Analyst Ratings: Check analyst ratings and reports for insights.

2. Examine Financial Health

- Analyze financial statements for companies you are interested in.
- Look for metrics such as revenue growth, debt-to-equity ratio, and earnings per share.

3. Monitor Trading Volume

- High trading volume can indicate interest in a stock, while low volume may suggest illiquidity.
- Use Fidelity’s tools to track volume trends.

4. Read Company News and Press Releases

- Stay informed about any news or developments related to the companies you are considering.
- Look for press releases, earnings reports, and industry news.

Executing Penny Stock Trades

Once you have done your research and feel ready to trade, follow these steps to execute penny stock
trades on Fidelity.

1. Log into Your Fidelity Account

- Access the Fidelity website and log into your account using your credentials.

2. Use the Trade Tab

- Navigate to the “Trade” tab located on the main menu.
- Select “Stocks” from the dropdown menu.

3. Enter the Stock Ticker Symbol

- Input the ticker symbol of the penny stock you want to trade.
- Verify that you are selecting the correct stock, as many penny stocks may have similar names.



4. Choose Your Order Type

Fidelity offers various order types, including:

- Market Order: Buy or sell at the current market price.
- Limit Order: Specify the price at which you want to buy or sell.
- Stop Order: Set a price at which your order will be triggered.

5. Review and Confirm Your Order

- Double-check the details of your order, including the number of shares and order type.
- Confirm your order to execute the trade.

Conclusion

Enabling penny stock trading on Fidelity involves several steps, from creating and funding your
account to researching potential investments. While penny stocks can offer significant opportunities
for profit, they also come with heightened risks. By understanding the necessary precautions,
conducting thorough research, and leveraging Fidelity’s tools, you can navigate the world of penny
stock trading more effectively. Always remember to invest wisely and never risk more than you can
afford to lose. Happy trading!

Frequently Asked Questions

What are penny stocks?
Penny stocks refer to shares of small companies that trade for less than $5 per share. They are often
considered high-risk investments due to their low liquidity and volatility.

Does Fidelity allow trading of penny stocks?
Yes, Fidelity allows trading of penny stocks, but there are specific criteria that must be met for stocks
to be considered penny stocks under their platform.

How can I enable penny stock trading on my Fidelity account?
To enable penny stock trading, log into your Fidelity account, navigate to the trading settings, and
ensure you have the appropriate permissions for trading low-priced stocks.

Are there any restrictions on trading penny stocks at Fidelity?
Yes, Fidelity may impose restrictions such as requiring a minimum account balance or limiting the
types of orders that can be placed for penny stocks.



What is the minimum account balance required for penny
stock trading on Fidelity?
Fidelity typically requires a minimum account balance of $2,500 to trade penny stocks, but this can
vary based on your trading activity and account type.

Can I trade penny stocks using Fidelity's mobile app?
Yes, you can trade penny stocks using the Fidelity mobile app as long as your account is enabled for
penny stock trading.

Are there any fees associated with trading penny stocks on
Fidelity?
Fidelity charges a commission for trades, but they do not have a specific fee structure for penny
stocks. It's important to check the latest fee schedule on their website.

What tools does Fidelity provide for researching penny
stocks?
Fidelity offers various research tools including stock screeners, analyst ratings, and news updates to
help you evaluate penny stocks before trading.

Is it safe to invest in penny stocks through Fidelity?
While Fidelity is a reputable brokerage, investing in penny stocks is inherently risky due to their
volatility. It's essential to conduct thorough research and consider your risk tolerance.
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