
10 Early Warning Signs of Stock Dilution (Before
It Hits the Price)
SEC - Risk Analysis - September 27, 2026

Spot dilution before it hits: shelf registrations, ATM signals, cash runway, warrants, proxy votes,
and toxic financing.

Dilution doesn't come out of nowhere. If you know where to look in SEC filings, the signs are almost
always there weeks or months in advance. Here are the 10 most reliable early warning signs - in
roughly decreasing order of urgency.

? How TraderTools Scores These

TraderTools's Dilution Risk Score incorporates all 10 of these signals into a composite 0-100 score.
A high score means multiple warning signs are present simultaneously. Track your stocks ->

Warning Sign #1: Oversized Shelf Registration
The most direct dilution pre-signal. An S-3 shelf registration authorizes the company to sell up to
a specified dollar amount of securities. When that amount is large relative to the company's current
market cap - say, a $500M shelf on a $100M company - the company has given itself permission to
dilute shareholders by 5x. Not all shelfs are used, but large ones create overhang that weighs on
the stock indefinitely.

What to check: The "Maximum Aggregate Offering Price" on the S-3 cover page. Compare to current
market cap.

Warning Sign #2: Active ATM Program
An "Equity Distribution Agreement" or "Sales Agreement" in an 8-K or 424B3 filing signals an active
ATM (At-The-Market) program. The company is selling shares continuously into the open market.
There's no announcement, no offering price, no clear end date - just steady dilution. ATM programs
are particularly common in small-cap biotech and micro-cap industrial companies.

What to check: 424B3 filings referencing "Sales Agreement" - this is the 424 form used for
continuous offerings.

Warning Sign #3: Short Cash Runway
How many months can the company operate on its current cash balance? TraderTools estimates this from
the most recent 10-Q balance sheet and quarterly cash burn. Under 6 months of runway is a red flag;
under 3 months is near-emergency territory. A company that's running out of cash must raise more,
and equity is usually the path of least resistance.

What to check: 10-Q balance sheet ("cash and cash equivalents") divided by quarterly operating cash
outflow.

Warning Sign #4: Going-Concern Disclosure
When auditors include a "going-concern" paragraph in their opinion, they're saying there's
substantial doubt the company can survive the next 12 months without additional capital. This is one
of the clearest dilution precursors - the company almost certainly needs to raise money, and equity
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is almost always part of that solution.

What to check: 10-K and 10-Q - look for "going concern" or "substantial doubt" in the notes to
financial statements or auditor's report.

Warning Sign #5: Authorized Share Increase Vote Pending
If a DEF 14A proxy statement includes a proposal to increase authorized shares, management is
preparing to issue more equity. This is the upstream step before an actual offering. The vote may be
weeks away, giving you advance notice before any shares are actually issued.

What to check: DEF 14A and PRE 14A filings - scan the table of contents for "Authorized Shares" or
"Share Increase" proposals.

Warning Sign #6: High Warrant Coverage Ratio
If a company has issued warrants representing 30%, 50%, or more of its current share count, those
warrants will eventually convert to shares - diluting everyone. Watch for the warrant count in 10-K
footnotes and in the "Warrant Tracker" section of TraderTools. Warrants issued as part of recent
PIPE deals or convertible note financings are particularly dilutive because they often come with
ratchet provisions or repricing features.

What to check: 10-K notes on equity - "outstanding warrants" schedule; compare warrant count to
shares outstanding.

Warning Sign #7: Recent PIPE or Securities Purchase Agreement
8-K filings disclosing a "Securities Purchase Agreement" with a hedge fund or institutional investor
signal a PIPE transaction. PIPEs are private placements that are dilutive when shares are issued,
and the registered resale creates additional selling pressure when the holder sells. Repeat PIPE
transactions with the same fund are a particularly bad sign - it signals the company can't access
public markets at fair prices.

What to check: 8-K Item 1.01 filings - search for "Securities Purchase Agreement" in the filing
text.

Warning Sign #8: Reverse Split in the Past 12 Months
Statistically, companies that have done a reverse split within the past year have high rates of
subsequent dilution. The split itself is not dilutive, but it's a reset mechanism - it increases the
share price so the company can issue new shares at higher per-share prices. Watch for this pattern:
reverse split -> stock price recovers -> ATM program initiated -> shares steadily diluted back down ->
repeat.

What to check: TraderTools's dilution score factors in reverse split history. Also check EDGAR for
8-K announcements of reverse splits.

Warning Sign #9: Large Convertible Note Balance
Convertible notes are debt that converts to equity - often at a discount to market price. The larger
the convertible note balance relative to equity, the more shares will eventually be created when
those notes convert. Variable-rate convertibles (which convert at a percentage discount to market
price) are especially dangerous because the lower the stock price, the more shares are issued - a
self-reinforcing dilutive spiral.
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What to check: 10-K and 10-Q notes on debt - look for "convertible notes," "convertible debentures,"
or "convertible promissory notes." Check conversion terms.

Warning Sign #10: Sector-Level Structural Dilution
Some sectors are structurally prone to dilution: micro-cap biotech (pre-FDA approval), early-stage
EV manufacturers, cannabis companies, mining exploration companies, and clinical-stage medical
device companies. If you invest in these sectors, dilution is the norm, not the exception.
TraderTools's sector risk pages show how specific companies compare within their sector on dilution
risk metrics.

What to check: TraderTools sector pages for biotech, EV, cannabis, and mining dilution risk
profiles.

? The Highest-Risk Combination

Warning signs 1 + 2 + 3 together (large shelf + active ATM + short runway) create a nearly certain
dilution scenario. When all three are present simultaneously, assume dilution is happening or
imminent unless you can verify otherwise from recent filings.

Let TraderTools Track These Signals Automatically

TraderTools monitors all 10 warning signs across your tracked tickers in real time. Get alerted the
moment a new signal appears - before the stock reprices.

Start Free Monitoring ->

Related Articles
How to Spot Dilution Going Concern Explained Toxic Convertible Notes Shelf Registrations Guide
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