PIPE Deal Explained: Why Private Investment in
Public Equity Hurts Retail Investors

SEC - Dilution Instruments - March 24, 2026

Learn how private investment in public equity works, why PIPEs can dilute retail holders, and which
terms matter.

If you've watched a small-cap stock gap down 20-40% on massive volume with no obvious news, there's
a good chance a PIPE deal was announced after market close the night before. PIPE financing is one

of the most reliable wealth-transfer mechanisms in small-cap markets - transferring money from

retail investors to institutional players who got in at a steep discount. This guide explains

exactly how it works and how to spot the signs before the carnage.

What Is a PIPE Deal?

PIPE stands for Private Investment in Public Equity. It's a method by which a publicly traded
company raises capital by selling shares (or convertible securities) directly to accredited
investors - typically hedge funds and institutional investors - at a negotiated price, bypassing the
traditional public offering process.

Unlike a registered direct offering filed with the SEC in advance, PIPE deals are negotiated
privately and closed quickly, sometimes within 24-48 hours. The shares are typically sold at a
discount to the current market price - anywhere from 5% to 30% below the previous closing price.

The PIPE investor gets in cheap. The company gets cash fast. Retail investors holding the stock
absorb the dilution and the price reset.

How a PIPE Deal Works - Step by Step

* Company needs capital. The company (often with a dwindling cash position) contacts a placement
agent - typically a small broker-dealer or investment bank that specializes in small-cap
placements.

* Investors are solicited privately. The placement agent reaches out to a network of accredited
investors, often the same handful of funds that regularly participate in these deals.

* Terms are negotiated. A price per share is set - almost always at a discount to market. Warrants
are typically included as additional sweetener.

* Securities Purchase Agreement is signed. Both parties execute an SPA. The company agrees to file
a registration statement within 30-60 days to register the shares for resale.

* 8-K is filed. The company files a Form 8-K disclosing the deal, usually after market close.

* Registration statement filed. An S-1 or S-3 is filed within the contractually agreed timeframe
to register the PIPE shares for resale.

* Shares go effective. Once the registration is effective, PIPE investors can sell into the open
market - often immediately, and often aggressively.

The retail investor's experience: You hold 10,000 shares at $2.50. After close, an 8-K announces a
PIPE at $1.80 with half-price warrants. The next morning, the stock opens at $1.85. You've lost 26%
overnight. The PIPE investors are already in profit on day one.

Why PIPE Deals Are Dangerous for Retail Investors
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1. Steep Discount Creates Immediate Downward Price Pressure

When shares are sold at $1.80 in a market where the stock was trading at $2.50, the market must
reprice to reflect the new cost basis of the largest new shareholders. PIPE investors have a
built-in profit cushion that lets them sell at prices that still represent a loss for retail

holders.

2. Warrant Overhang Compounds the Dilution

Most PIPE deals include warrants - typically issued at the PIPE price or slightly above. This means
the company hasn't just sold discounted shares today; it's also committed to issuing additional
shares at below-market prices in the future. The total dilutive impact of a PIPE deal is often 1.5x

to 2x the face value of the offering.

3. PIPE Investors Are Motivated to Sell Quickly

Institutional PIPE investors are not long-term holders. Their strategy is to lock in the discount.
Once the registration statement goes effective - which can happen in as little as 30 days - they
begin distributing shares into any market strength. This creates persistent selling pressure that
can suppress a stock for months.

4. Repeat PIPE Issuances Signal Deeper Problems

Companies that do one PIPE often do more. Each subsequent deal is typically at a lower price
(because the stock has declined), with more aggressive terms, and with fewer options. A pattern of
repeat PIPE deals is one of the clearest signals of a company in financial distress using dilution

as a survival strategy rather than a growth tool.

5. Information Asymmetry Favors Insiders

PIPE investors negotiate with access to non-public financial information during due diligence. They
know the company's actual cash position, burn rate, and near-term capital needs before making their
investment decision. Retail investors holding the stock have none of this context.

How to Spot a PIPE Deal Early via SEC 8-K Filings

The good news: PIPE deals leave a paper trail. The bad news: by the time most retail investors see
it, the damage is already done. Here's how to catch them as early as possible.

Watch for 8-K Item 1.01 and 3.02

PIPE deals are disclosed via Form 8-K. The two most relevant items:
* [tem 1.01 - Entry into a Material Definitive Agreement: The Securities Purchase Agreement will
be described here

* [tem 3.02 - Unregistered Sales of Equity Securities: Required when shares are sold without
registration (i.e., in a PIPE)

Set up SEC EDGAR alerts for your holdings on 8-K filings. Review them immediately - don't wait for
morning news coverage.

Read the Exhibits

The SPA (Securities Purchase Agreement) and Form of Warrant will be filed as exhibits to the 8-K.
Key things to look for:

* Purchase price per share vs. closing price (discount percentage)
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* Number of shares issued and warrant shares

* Registration deadline (when can PIPE investors start selling?)

* Any most-favored-nation provisions (company can't do a better deal for 6-18 months)
* Beneficial ownership blockers (9.99% caps that can be waived)

Pre-PIPE Warning Signs
Often you can see a PIPE coming before it hits:

* Cash position below 6 months of operating expenses (check latest 10-Q)

* Going concern language in auditor's report

* Prior PIPE deals within the last 12-18 months

* Stock has been trading sideways or declining while volume increases

* Sudden high-volume days with no news (potential placement marketing)

* Company recently hired a new CFO or brought on a placement agent (check 8-Ks)
Pattern to know: Companies sometimes run the stock up with press releases or product announcements
in the days before a PIPE deal closes, maximizing the apparent discount for investors and generating

selling pressure at higher levels for retail. Watch for a cluster of positive news followed quickly
by a financing announcement.

Not All PIPE Deals Are Equal

Context matters. A PIPE deal at a 5% discount with no warrants, done by a company with 18 months of
cash runway and genuine growth needs, is very different from a PIPE at a 25% discount with 100%
warrant coverage done by a company burning through its last $2 million. Learn to distinguish

between:

* Opportunistic PIPE: Company raises at favorable terms from a position of strength. Modest
discount, strategic investors, limited warrant coverage.

* Distress PIPE: Company raises at steep discount with heavy warrant coverage to keep the lights
on. Repeat issuances likely. High dilution risk.

* Toxic PIPE: Variable-rate convertible structure, full ratchet anti-dilution, unlimited resale

rights. These are designed to extract maximum value from the company and represent a death spiral
risk.

Bottom Line

PIPE deals are a legitimate tool for companies to raise capital quickly. For retail investors, they
represent one of the most direct and consistent sources of loss in small-cap portfolios. The
mechanics are simple: institutional investors negotiate a discounted price with full information,
retail investors absorb the reset, and the PIPE investors sell their position into any price
recovery.

The best defense is early detection. Monitor 8-K filings obsessively for companies you hold. Watch
cash positions and going concern language. Know the history of PIPE activity for any stock you're
considering. And use TraderTools's PIPE Tracker to stay ahead of new deals before they move the
market.
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