What is a Going Concern Warning in an SEC Filing?

SEC - Educational Fundamentals - March 22, 2026

A going concern warning means auditors doubt a company can survive another year. Learn why it often
precedes dilution.

A going concern warning is an auditor's formal statement that they have "substantial doubt" about a
company's ability to continue operating for the next twelve months. It appears in the auditor's

report within the annual 10-K filing, and it is one of the most serious red flags you can find in

any SEC document.

When you see it, one thing almost always follows: dilutive capital raises. Companies with going
concern warnings are desperate for cash - and equity issuance is usually the fastest path available
to them.

? What It Actually Means

The auditor is saying on the record: "We don't know if this company will exist in a year." This is
not a minor caveat. It's a legal disclosure that forces the company to address its survival plan.

Where to Find It
Going concern language appears in two places in a 10-K:

* The Independent Auditor's Report: Look for "Explanatory Paragraph" or "Going Concern"
subheadings. The exact phrase is usually: "substantial doubt about the Company's ability to
continue as a going concern"

* Notes to Financial Statements: The company itself must also disclose the going concern and
describe its plans to address it (usually: raise more capital)

In EDGAR, search the full-text of the 10-K for: going concern. If it appears in the auditor's
report, it's official. If it only appears in the risk factors as a hypothetical ("if we are unable
to raise capital, there could be doubt..."), that's different - watch but don't panic.

What Happens After a Going Concern Warning

The pattern is extremely consistent:

* Going concern issued in annual 10-K - stock drops 10-30% on the news
* Company files S-3 or announces private placement - usually within 30-90 days

* Dilutive capital raise closes - often at a steep discount to market, sometimes with toxic
convertible terms

* Going concern resolved in next filing - if they raised enough cash, auditors remove the language

* But share count is now 2-5x higher - the dilution is permanent even after the going concern
resolves

Going Concern vs. "Substantial Doubt"

There's a spectrum of severity:

* "Substantial doubt exists" - Full going concern. Auditors have concluded the company is at
serious risk. Most severe.

* "Substantial doubt has been alleviated" - Company raised capital or took action since year-end.
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Still a yellow flag.

* "Conditions raise substantial doubt" - Same as full going concern but slightly different
phrasing. Treat as equally serious.

* "Management believes... sufficient to fund operations" - This is management's own statement in
the notes, NOT the auditor's. Much less reliable. Companies say this even when it's wishful
thinking.

How to Search for Going Concern Flags at Scale

Manually searching 10-K filings for going concern language across your portfolio is time-consuming.
TraderTools parses 10-K filings for going concern flags automatically and incorporates them into the
dilution risk score - companies with active going concern warnings receive elevated scores
reflecting the near-certain capital raise ahead.

? Going Concern + Shelf Registration = Imminent Dilution

The most dangerous combination: a company with an active going concern warning AND a filed S-3 shelf
registration. This means the auditors have sounded the alarm AND management has loaded the gun. A
dilutive offering is likely weeks away, not months.

Real-World Impact

Going concern companies that survive typically do so through serial dilution. A company might
receive a going concern in 2023, do a PIPE deal to resolve it, get another going concern in 2024
(because the PIPE proceeds are spent), do another raise, and so on. Each cycle dilutes shareholders
further.

The share counts of serial going concern issuers are often staggering - companies that had 10
million shares outstanding three years ago may have 500 million today.

Understanding the Deeper Implications of a Going Concern Warning

A going concern warning is more than just a red flag in an SEC filing - it's a critical signal that

a company may be on the brink of financial distress or even bankruptcy. While the auditor's
statement itself is brief, its implications are wide-reaching and often precede major capital events
like equity dilution or restructuring.

Background: Why It Matters

The going concern opinion is issued under SEC EDGAR when auditors believe there's a substantial
doubt about a company's ability to continue operating for at least the next 12 months. This is
typically tied to recurring losses, negative cash flow, or inability to secure financing. Such

situations often arise in industries under intense pressure - like biotech, tech startups, or

distressed sectors - where capital is essential to survive.

Investor Implications: What to Watch For

For investors, a going concern warning often triggers a cascade of consequences. Companies typically
seek new funding quickly to avoid liquidation, which usually leads to dilutive capital raises - such

as PIPEs, warrants, or shelf offerings. For example, a biotech firm warning of going concern may

issue warrants to raise capital at a steep discount, diluting existing shareholders significantly.

Investors should closely monitor the company's financial statements post-warning. If the firm
secures new funding or shows signs of recovery within 6-12 months, it might be a sign of turnaround.
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However, if the warning persists into subsequent filings - and no capital is raised - the risk of
delisting or bankruptcy increases.

How TraderTools Helps Track This Risk

TraderTools and help investors identify companies with going concern warnings early. These tools
surface filings quickly, allowing users to track the evolution of a company's financial health and

its subsequent capital-raising activities. The platform also tracks related events like warrant
issuance or shelf filings that often follow such warnings.

Related Concepts Investors Should Know

* Shelf Registrations: Companies may file shelf registrations to quickly raise capital, often
post-warning.

* Reverse Splits: While not directly tied to going concern warnings, reverse splits can be used to
keep shares above minimum listing thresholds - a common tactic in distressed companies.

* Cash Burn Rate: A high burn rate often precedes or accompanies a going concern warning and is
essential to monitor for early signs of trouble.

? Pro Tip: Use TraderTools's TraderTools to filter companies with recent going concern warnings and
track their follow-up capital raises for early signs of dilution or recovery.

Going Concern Alerts - Automated

TraderTools flags going concern language in 10-K filings and factors it into real-time dilution risk
scores. Get alerted when a stock you're watching files a going concern 10-K.

Set Up Free Alerts ->
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