Warrant Exercise and Stock Dilution: What Traders
Need to Know

SEC - Dilution Instruments - March 22, 2026

Learn how stock warrants work, the difference between cash and cashless exercise, how to calculate
warrant overhang, and what heavy warrant positions mean for dilution.

? In This Article

* How Stock Warrants Work

* Cash Exercise vs. Cashless Exercise

* Calculating Dilution from Warrant Overhang
* Where Warrant Overhang Comes From

* Warning Signs of Heavy Warrant Overhang
* Monitor Warrant Risk in Your Portfolio

How Stock Warrants Work

A stock warrant is a financial instrument that gives the holder the right - but not the obligation -
to purchase shares of the issuing company at a specified price (the "exercise price" or "strike
price") before a specified expiration date. When a warrant holder exercises their warrant, new
shares are created and issued to them, increasing the total shares outstanding.

Warrants are different from stock options in one critical way: they're issued by the company itself
and create new shares when exercised. Stock options involve shares that typically already exist in a
plan pool. Both dilute existing shareholders, but warrant exercise results in direct dilution from

the company's authorized share count.

? Warrants vs. Options

Warrants: Issued by the company to outside investors (often as part of financing deals). Exercise
creates new shares. Options: Typically issued to employees and executives as compensation. Usually
exercised from an existing share pool. Both dilute shareholders, but warrant exercise can be more
sudden and concentrated.

Cash Exercise vs. Cashless Exercise

When a warrant holder exercises their warrants, they can typically do so in one of two ways, and the
difference significantly affects dilution:

Cash Exercise

The warrant holder pays the exercise price in cash to the company and receives the full number of
shares their warrant entitles them to. This is favorable for the company because it brings in cash.
It results in the maximum number of new shares being issued.

Example: 1,000,000 warrants with $2.00 strike price. Cash exercise -> Company receives $2,000,000 and
issues 1,000,000 new shares.

Cashless (Net) Exercise
Instead of paying cash, the warrant holder surrenders a portion of their warrants in lieu of
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payment. The number of shares issued is reduced by the "payment" portion. This is worse for the
company (no cash received) but results in fewer new shares - however, it's still dilutive.

? Cashless Exercise Formula
Shares received = Total warrants x (Market price ? Strike price) / Market price

Example: 1,000,000 warrants, $2.00 strike, stock trading at $3.00. Shares received = 1,000,000 x
($3.00 ? $2.00) / $3.00 = 333,333 shares (vs. 1,000,000 in cash exercise). The holder gave up 2/3 of
their potential shares to avoid paying cash. Company gets no proceeds.

Cashless exercise provisions are common in warrants issued to early investors and in PIPE deals.
They allow exercise even when holders lack the capital for cash exercise, meaning warrants can be
exercised at any time without warning.

Calculating Dilution from Warrant Overhang

Warrant overhang is the total dilutive potential of all outstanding warrants relative to current
shares outstanding. The calculation is straightforward but traders often underestimate it:

Step 1: Find Total Warrants Outstanding
Warrant information appears in several places in SEC filings:

* 10-K/10-Q Notes to Financial Statements: "Warrants" section, typically in the equity footnotes
* Capitalization table in registration statements

* "Shares outstanding” disclosures - look for "fully diluted shares outstanding” which includes
warrants

* The original 8-K or prospectus from when the warrants were issued

Step 2: Calculate "In the Money" vs. "Out of the Money" Warrants

Only warrants with strike prices below the current stock price are "in the money" (ITM) and thus
immediately exercisable for profit. Warrants with strike prices above current market price are "out
of the money" (OTM) and represent future dilution risk rather than immediate risk.

However: Don't dismiss OTM warrants. If the stock price rises due to positive news, OTM warrants can
quickly become exercisable, and mass exercise can cap any upside rally.

Step 3: Calculate Overhang Percentage
Warrant overhang % = (Total warrant shares + Current shares outstanding) x 100
? Overhang Example

Company has 50M shares outstanding. Outstanding warrants: 8M shares at $1.50 (ITM, stock at $2.20) +
5M at $3.00 (OTM) + 3M at $4.00 (OTM). Total warrant overhang: 16M shares = 32% of current shares
outstanding. If all exercised: total shares = 66M -> each existing share represents 24% less of the
company.

Where Warrant Overhang Comes From

Understanding the source of warrants helps assess when they're likely to be exercised:

* PIPE financing warrants: Often immediately exercisable or very short-term. PIPE investors want
liquidity quickly.
* [PO warrants: Issued to underwriters or early investors; typically 5-year terms
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* Placement agent warrants: Brokers who arranged financing deals often receive warrant
compensation. H.C. Wainwright, B. Riley, and similar firms accumulate large warrant positions
across their client companies.

* Debt conversion warrants: Issued alongside convertible notes. Doubly dangerous because you get
both conversion dilution and warrant dilution.

* SPAC warrants: SPACSs routinely issued large warrant packages as part of their structure. Many
post-SPAC companies carry massive warrant overhangs.

?? Placement Agent Warrants
When a small-cap company uses the same broker repeatedly for financings, that broker accumulates
warrants across multiple transactions. By the time a company has done 3-4 ATM deals with H.C.

Wainwright, the broker may hold warrants representing 5-10% of the float - which they can exercise
and sell at any time.

Warning Signs of Heavy Warrant Overhang
* Warrant overhang > 20% of shares outstanding - significant future dilution potential
* Large number of in-the-money warrants - can be exercised immediately

* Warrants with "cashless exercise" provisions - can be exercised without cash, making them more
likely to be exercised when ITM

* Warrants expiring within 12 months - exercise pressure increases as expiration approaches

* Post-SPAC company with public warrants trading - public SPAC warrants are widely held and can be
exercised in coordinated fashion when ITM

* Multiple rounds of financing each adding warrants - overhang compounds with each transaction
? The Rally Cap Problem

When a heavily warrantized stock rallies on positive news, warrant holders exercise immediately to
capture the gain. This injects new shares into the market exactly when buying pressure would
otherwise push the stock higher - capping the rally and frustrating long holders. Warrant overhang
actively suppresses price appreciation.

Monitor Warrant Risk in Your Portfolio

Warrant data is buried in SEC filings and can be difficult to aggregate across a watchlist.
TraderTools extracts warrant overhang data from SEC filings for thousands of companies, calculates
in-the-money overhang at current prices, and includes it as a component of the DilutionScore?.

To understand the full picture of authorized share dilution capacity - which includes warrants,
convertibles, and shelf registrations - see our guide to authorized shares and dilution.

Know Your Warrant Overhang Risk

TraderTools calculates warrant overhang for every company in your watchlist, updated in real-time as
new filings are processed.

Add Your Tickers Free ->
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