Secondary Offering Explained: Follow-On,
Secondary, and Dilutive Offerings
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Compare dilutive follow-on offerings, non-dilutive secondary sales, and the SEC filings that signal
each offering type.

The term "secondary offering" gets used loosely in financial media, but it actually covers several
distinct transaction types - some of which are highly dilutive and some of which aren't dilutive at
all. Understanding the difference can save you from misinterpreting an SEC filing or misreading its
impact on your position.
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Types of Stock Offerings

1. Follow-On Public Offering (FPO) - Dilutive

A follow-on offering (also called a dilutive secondary offering or primary offering) is when the

company itself issues new shares and sells them to the public. The proceeds go to the company. Your
existing shares now represent a smaller percentage of total shares outstanding. This is the classic
dilutive event.

2. Secondary Offering - Non-Dilutive (Sometimes)

A "pure secondary" offering is when existing shareholders (insiders, early investors, private equity
firms) sell their already-existing shares to the public. No new shares are created. The company
receives no proceeds. Your ownership percentage doesn't change - but the float increases (more
shares available to trade). This is technically non-dilutive, though it can signal insider selling.

3. Mixed Offering

Many offerings combine new company shares (primary/dilutive) with existing shareholder sales
(secondary/non-dilutive). The dilution only comes from the new shares portion.

4. ATM (At-The-Market) Program

An ATM program is a continuous, low-announcement mechanism where the company sells new shares daily
through a broker-dealer. Shares are sold into the open market "at the market price.” It's dilutive
and ongoing, but there's no single offering event - just a steady drip of new shares.

5. Registered Direct Offering (RDO)

A registered direct offering is a private placement of already-registered shares to a small number
of institutional buyers. The shares are already registered (can be traded immediately), which
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distinguishes it from a PIPE. The price is usually at a discount to market, making this highly
dilutive in the near term.

Dilutive vs Non-Dilutive: Quick Reference
Offering Type

New Shares Created?
Dilutive?

Company Gets Cash?
Follow-On (FPO)

Yes

Yes

Yes

Pure Secondary

No

No (to share count)
No

Mixed Offering
Partially

Partially

Partially

ATM Program

Yes (ongoing)

Yes

Yes

Registered Direct (RDO)
Yes

Yes

Yes

PIPE

Yes

Yes

Yes

How Each Offering Works

Follow-On Offering Process

Page 2 of 4



For a traditional FPO: the company files a prospectus supplement (424B5) referencing an existing
shelf registration, announces the offering (usually before or after market), prices shares (often at

a discount of 5-10%), and closes within a few days. The stock typically drops on announcement and
may recover as the offering is absorbed.

ATM Program Process

The company designates a broker-dealer to sell shares on its behalf over time. Shares are sold in
ordinary market transactions - you can't see ATM selling in real time. But the 424B3 prospectus
supplement filed with the SEC signals the program exists, and quarterly 10-Q reports disclose how
many shares have been sold and at what price.

PIPE Process

PIPE (Private Investment in Public Equity) transactions involve selling shares or convertible
securities to institutional investors in a private placement. The shares are initially restricted

but become freely tradeable when the company files a resale registration statement. Watch 8-K
filings disclosing "Securities Purchase Agreements" - these are PIPE signals.

SEC Filings That Signal Each Type
* 424B5 - Prospectus supplement for FPO or ATM drawdown
* 424B3 - Prospectus supplement for resale registration (PIPE resale) or continuous offering (ATM)
* 8-K Item 1.01 - Material definitive agreement (Securities Purchase Agreement for PIPE)
* S-3/A - Shelf amendment increasing authorized offering capacity
* S-1 - New registration statement for resale of PIPE shares
? The Most Dangerous Offering Types
Registered direct offerings and PIPEs to small hedge funds with convertible notes are among the most
dilutive structures for retail investors. They're done at discounts, often with warrants attached,
and the institutional buyer has a strong incentive to short the stock to profit from the discount.

Watch 8-K filings for "Securities Purchase Agreement" language and check if the buyer is a known
PIPE investor.

Price Impact and Timing

Offering price impact depends on the offering type, size, and company quality:

* FPOs at large-caps: Often temporary dips of 3-8% that recover as the offering is absorbed

* FPOs at small-caps: Can cause 10-30% permanent impairment, especially if priced at large
discounts

* ATM programs: Persistent downward pressure with no specific event to trigger recovery
* PIPE/RDO at micro-caps: Immediate 20-40% drops common, especially if warrants are included
* Pure secondary: Usually minor short-term selling pressure from the perception of insider selling

Deep Dive into Secondary Offerings: Why It Matters for Investors

While secondary offerings are commonly discussed in investor circles, their implications often go

beyond surface-level understanding. A secondary offering occurs when a company issues new shares to
raise capital, but these shares are sold by existing shareholders rather than the company itself.

This distinction is critical - unlike primary offerings where the company receives proceeds, in
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secondary offerings, the issuing entity typically doesn't benefit directly, which can lead to
dilution of existing shareholders' equity.

Background and Regulatory Context

The regulatory framework for secondary offerings is governed under SEC rules and disclosed through
filings such as SEC EDGAR. Companies must file a Form S-1 or S-3 to register the offering, outlining
details like the number of shares being offered, the price, and the use of proceeds. The key
difference between a secondary and a follow-on offering lies in how the capital is used - in a
follow-on, funds go to the company; in a secondary, they go to selling shareholders.

Investor Implications: What to Watch For

For investors, secondary offerings can be both neutral and dilutive depending on context. A
non-dilutive secondary offering happens when existing shareholders sell shares without raising
capital for the company - this doesn't directly impact the company's balance sheet but can cause
stock price pressure due to supply increases. On the other hand, a dilutive secondary offering may
involve selling shares at a discount or with an associated issuance of new warrants, which can
reduce earnings per share (EPS) and overall ownership value.

Example: In 2023, a tech firm executed a secondary offering where major shareholders sold 10% of
their stake. While the company didn't receive any proceeds, the market reacted negatively due to
increased supply and lack of reinvestment plans. Investors who missed early signals or failed to
analyze SEC filings like the S-1 could have been caught off guard.

TraderTools Tools: Helping Investors Stay Ahead

TraderTools and are invaluable tools for identifying secondary offerings and their potential

impacts. The Shelf & ATM Monitor tracks companies preparing to issue shares, while the Warrant
Tracker helps identify dilutive instruments like warrants that often accompany these offerings.

These tools help investors understand not only when a company is planning a secondary offering but
also whether it may be dilutive or non-dilutive in nature.

Related Concepts to Understand

Investors should also familiarize themselves with concepts like shelf registrations, where companies
register securities for future sale, and at-the-market (ATM) offerings, which allow firms to sell
shares incrementally over time. Both can significantly affect stock dynamics and are often used in
conjunction with secondary offerings.

Callout: When analyzing a company's secondary offering, always check the S-1 filing on SEC EDGAR to
assess whether proceeds go to the company or selling shareholders - a simple distinction that can
mean the difference between a neutral event and a significant dilution risk.

Get Alerted Before Offerings Impact Your Portfolio

TraderTools monitors all 424B filings, 8-K securities agreements, and S-3 amendments in real time.
Get notified within minutes of new offering activity on your watchlist stocks.

Start Free Monitoring ->
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