Authorized Shares vs Outstanding Shares: Why the
Gap Matters
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Learn how authorized shares, outstanding shares, and fully diluted share count reveal hidden
dilution capacity.
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What Are Authorized Shares?

Authorized shares are the maximum number of shares a corporation is legally permitted to issue, as
specified in its articles of incorporation (or certificate of incorporation). This number is set

when the company is formed and can only be changed by a shareholder vote - which is why you see
proxy statements asking shareholders to approve increases to authorized share counts.

Think of authorized shares as the ceiling on how many shares can ever exist. A company with 1
billion authorized shares could theoretically issue 1 billion shares to the public - but they don't
have to. The authorized share count simply defines the maximum.

Authorized shares don't appear on stock tickers or financial headlines. They're buried in the
articles of incorporation and disclosed in annual proxy statements (DEF 14A). Most retail investors
never look at this number. That's a mistake.

What Are Outstanding Shares?

Outstanding shares (also called "shares outstanding") are the shares that have actually been issued
and are held by investors - including insiders, institutions, and retail shareholders. This is the
number used to calculate market cap, earnings per share, and ownership percentages.

Outstanding shares change when:

* The company issues new shares (via PIPE, ATM, public offering) - increases outstanding

* The company buys back shares - decreases outstanding

* Options or warrants are exercised - increases outstanding

* Convertible debt converts to equity - increases outstanding
? Quick Definitions
Authorized shares: Maximum that can ever be issued (requires shareholder vote to change) Outstanding
shares: Actually issued and held by investors right now Treasury shares: Issued but bought back by

the company (not counted as outstanding) Float: Outstanding shares minus insider-held shares (the
publicly tradeable portion)
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The Gap: Your Dilution Reservoir

The difference between authorized shares and outstanding shares is what we call the dilution
reservoir - the pool of shares that management can issue at any time without asking shareholders for
permission.

Consider this example: A company has 500 million authorized shares but only 50 million outstanding.
The gap is 450 million shares. That's a 9x dilution reservoir - the company can issue up to 9 times
its current share count without any additional shareholder approval.

? Dilution Reservoir Calculation

Authorized shares: 500,000,000 Outstanding shares: 50,000,000 Reserved for warrants/options:
20,000,000 Available for new issuances: 500M - 50M - 20M = 430,000,000 shares At current price of
$2.00, this represents potential dilution of $860M in new shares - from a company with a $100M
market cap. Dilution reservoir multiple: 430M / 50M = 8.6x - the company can issue 8.6x its current
float without shareholder approval.

A large dilution reservoir isn't automatically catastrophic. Healthy, cash-generating companies
might have large authorized counts for legitimate reasons (stock compensation programs, potential
acquisitions). The concern is when a cash-burning company with an active S-3 shelf has a massive
dilution reservoir - because that reservoir will be filled.

Proxy Votes to Increase Authorized: The Stealth Dilution Warning

When a company runs out of authorized shares - or gets close to the ceiling - it must ask
shareholders to approve an increase. This happens through a proxy statement (DEF 14A or PRE 14A) and
requires a shareholder vote at the annual meeting or a special meeting.

Here's the important nuance: companies don't ask to increase authorized shares unless they plan to
use them. Nobody increases their ceiling just for fun. If a company is proposing to triple its
authorized share count from 200M to 600M, you need to ask: what are they planning to do with those
400M new shares?

?? The Proxy Warning Signal

A proxy vote to increase authorized shares is one of the clearest advance warnings of upcoming
dilution in SEC filings. Management knows they'll need more shares soon - and they're getting the
legal capacity to issue them before announcing the actual offering.

Watch for these specific proxy language patterns:

* "To provide the Company with sufficient authorized shares for future financing transactions..."

* "The Board believes it is prudent to increase the authorized shares to preserve financial
flexibility..."

* "The additional shares may be used for capital raises, acquisitions, or other corporate
purposes..."

Translation: we are about to do a dilutive financing. We need more shares. Please vote yes so we
have them ready.

The approval rate for these proposals is extremely high - often 70-90% - because institutions that
just did the PIPE deal that caused the problem vote in favor of increasing the authorized shares
they'll need for the next PIPE deal.
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How to Find Authorized vs Outstanding Share Data in SEC Filings

Method 1: The Balance Sheet (10-K or 10-Q)

In quarterly and annual reports, the stockholders' equity section of the balance sheet shows both
authorized and outstanding share counts. Look for language like: "Common stock, $0.001 par value;
500,000,000 shares authorized; 52,341,892 shares issued and outstanding."

Method 2: The Cover Page of 10-K or 10-Q

The cover page of any 10-K or 10-Q filing displays the number of shares outstanding as of a recent
date. This is updated quarterly, so it's your most current data point for outstanding shares.

Method 3: Proxy Statement (DEF 14A)

The annual proxy statement discusses the authorized share count extensively, especially if there's a
proposal to increase it. This is where you'll find management's stated rationale and the specific
increase being proposed.

Method 4: Articles of Incorporation (Certificate of Incorporation)

The original authorized share count is in the articles of incorporation, which is typically filed as
an exhibit to the S-1 (IPO registration) or 8-K when amended. Search EDGAR for "certificate of
incorporation” as exhibit type.

The Math of Fully Diluted Share Count

Outstanding shares only tell part of the story. The fully diluted share count represents the total
shares that would exist if every convertible security were exercised or converted today. This is the
real denominator you should use when calculating ownership percentage or per-share value.

The fully diluted share count formula:
? Fully Diluted Share Count Formula

Fully Diluted Shares = + Common shares outstanding + Warrants outstanding (in-the-money and
out-of-the-money) + Stock options outstanding (unvested and vested) + Convertible note shares (if
all notes converted at current terms) + Preferred stock conversion shares + RSUs and restricted

stock outstanding Example: Common outstanding: 50,000,000 Warrants: 15,000,000 Options: 5,000,000

Convertible notes (at current conversion price): 12,000,000 Fully diluted: 82,000,000 shares - 64%
more than the reported outstanding!

Finding all these components requires reading through multiple sections of filings:
* Warrants: Disclosed in the stockholders' equity section and in notes to financial statements.
Look for "warrant activity" tables in 10-Ks.

* Options: Disclosed in the stock-based compensation footnotes. Look for "stock option activity"
tables.

* Convertible notes: Described in the debt section. You need to calculate the conversion ratio
(principal + conversion price).

* Preferred stock: The certificate of designations (filed as an exhibit) specifies the conversion
ratio.

What To Do With This Information

Understanding authorized vs outstanding shares gives you a lens most retail investors don't have.
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Here's how to apply it:

* Calculate the dilution reservoir before you buy. If the reservoir is more than 3x the
outstanding share count and the company is burning cash, proceed with caution.

* Check for pending proxy votes. If there's a pending shareholder meeting with an authorized share

increase on the agenda, the filing will show up in the EDGAR RSS feed as a DEF 14A. This is an
advance warning signal.

* Use fully diluted shares, not outstanding shares. When evaluating valuation, always use fully

diluted shares. A stock that looks cheap on a market-cap basis might be expensive when you include

all the warrants and convertibles.

* Compare to historical share counts. Pull up 2-3 years of quarterly filings for a company you're
researching. If outstanding shares have doubled or tripled while the stock has halved, you're
looking at a serial diluter. Past behavior is the best predictor of future behavior.

Track Share Count Changes in Real-Time

TraderTools monitors changes in shares outstanding, proxy filings, and authorized share increases
across thousands of companies. Know before you buy whether the dilution reservoir is full and ready
to drain.

Start Tracking Free ->
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