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Learn how proxy statements reveal share authorization votes, reverse splits, equity plans, and other
dilution signals.

The DEF 14A - the definitive proxy statement - is one of the most underappreciated dilution warning
signals in SEC filings. When a company is about to increase authorized shares, approve a reverse
stock split, or expand a stock compensation plan, it has to ask shareholders to vote. That vote
request is the DEF 14A. By the time most retail investors notice, the vote has already passed.
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What Is Form DEF 14A?
DEF 14A is the "Definitive Proxy Statement" filed with the SEC. Companies must file it before
soliciting shareholder votes on matters like director elections, executive compensation, and - most
importantly for dilution watchers - corporate actions that change the share structure.

The "DEF" means "definitive" - the final version. The "14A" refers to the SEC rule section (Schedule
14A under the Securities Exchange Act of 1934) that governs proxy solicitations. You'll also see
"PRE 14A" - the preliminary version filed before the final is approved.

Dilution-Related Proposals to Watch

1. Authorized Share Increase

This is the most directly dilutive proxy proposal. The company asks shareholders to authorize more
shares than currently authorized. Example: "Approve an amendment to the Certificate of Incorporation
to increase the number of authorized shares of common stock from 500,000,000 to 2,000,000,000."
After approval, the company can issue all those new shares - massively diluting existing holders.

? Red Flag: Large Authorized Share Increases

A company proposing to multiply its authorized shares (e.g., 4x or 10x) is preparing for aggressive
dilution. Combining this with a low cash balance or active ATM program creates a very
high-probability dilution scenario.

2. Reverse Stock Split Authorization

Companies can't do a reverse split without shareholder approval (in most structures). The proxy vote
authorizes the board to execute a reverse split within a range (e.g., "1-for-5 to 1-for-20 at the
board's discretion"). This is a strong signal that the company's stock price is near delisting
territory and that management expects it to remain there.
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3. Equity Compensation Plan Increase

Every new stock option or RSU granted to employees eventually becomes shares. When a company asks
shareholders to approve more shares under its equity compensation plan, it's authorizing future
dilution for employee compensation. For large companies, this is expected and manageable. For
micro-caps, expanded equity plans can be significant dilution sources.

4. Preferred Stock Issuance Authority

Some proxy votes authorize "blank check" preferred stock - shares that the board can issue in any
amount, with any terms, without further shareholder approval. This is a powerful (and potentially
dangerous) tool that can be used to raise capital, defend against takeovers, or create new classes
of securities with special rights.

How to Read a Proxy Statement for Dilution Risk
Focus on these sections of the DEF 14A:

* Proposal headings - Scan the table of contents for "Authorized Shares," "Reverse Stock Split,"
"Equity Plan," or "Preferred Stock"

* Shares outstanding table - Current authorized vs. outstanding shares; the gap shows existing
capacity

* "Reasons for the Proposal" section - Management's stated reason for needing more shares; look
for language like "future financings," "potential acquisitions," or "retain listing"

* Dilution table - Required for equity plan expansions; shows projected dilution as a percentage
of outstanding shares

* Vote threshold - Most proposals require simple majority; some require supermajority

PRE 14A vs DEF 14A
The PRE 14A (preliminary proxy) is filed before the SEC reviews and approves the final version. The
DEF 14A is the approved, final version that shareholders actually vote on. SEC comment letters may
require changes between the preliminary and definitive versions. For time-sensitive dilution
monitoring, watch for PRE 14A as the earliest warning - the DEF 14A typically follows 2-6 weeks
later.

What Happens After the Vote
If the proposal passes: the company files an 8-K announcing the vote results (typically within 4
business days). Authorized share increases take effect when the certificate amendment is filed with
the state. After that, the company can immediately begin issuing new shares through a shelf
registration, ATM program, or direct placement.

The time between proxy vote approval and actual dilution can be days to weeks. TraderTools monitors
8-K vote result disclosures and S-3 shelf filings that typically follow.

? The Dilution Chain

The classic dilution chain: 1) PRE 14A filed for authorized share increase -> 2) DEF 14A filed -> 3)
Shareholders vote yes -> 4) 8-K discloses vote results -> 5) S-3 shelf registration filed -> 6) 424B5
prospectus supplement = actual dilution. TraderTools monitors every step.

How to Monitor DEF 14A Filings

Page 2 of 3



SEC EDGAR lets you search for proxy filings by company: go to EDGAR Company Search, enter the ticker
or CIK, and filter by filing type "DEF 14A" or "PRE 14A". However, manually checking EDGAR for all
your watchlist tickers isn't scalable.

TraderTools monitors proxy filings as part of its 60-second EDGAR polling and highlights proposals
with dilution implications - including authorized share increases and reverse split authorizations -
as part of each ticker's risk score calculation.

Get Proxy Filing Alerts Before the Vote

TraderTools monitors DEF 14A and PRE 14A proxy filings for your tracked tickers and flags
dilution-relevant proposals. Get notified before the vote - not after the shares have been issued.

Start Free Monitoring ->
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