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This Is How MSTR Collapses.

Not Through a Bear Market. Through a Dividend Covenant.
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Everyone is watching the Bitcoin price.

The analysts, the retail traders, the Bitcoin maximalists praying for $100K, the short sellers
pricing in $40K. They are all staring at the same chart, arguing about the same number,

running the same models.
None of them are reading the preferred stock prospectus.

Strategy Inc — the company formerly known as MicroStrategy, the entity that has staked its
entire corporate identity on accumulating Bitcoin — now holds 761,068 BTC acquired for
$57.61 billion at an average cost of $75,696 per coin. As of this writing, Bitcoin trades
around $72,000. The world’s largest corporate Bitcoin treasury is underwater.

That’s not the story.

The story is that Michael Saylor built a capital structure with a kill switch inside it. A single
missed dividend payment on one class of preferred stock triggers a cascade that freezes
every coupon in the capital structure, ratchets penalty interest toward 18%, and hands board
seats to preferred stockholders whose incentives are fundamentally opposed to buying more
Bitcoin.

Three separate lawsuits are independently attacking the mechanisms that keep the
payments flowing. And a wall of convertible debt is approaching on a fixed calendar that no
amount of narrative can defer.

Strategy didn’t just build a Bitcoin treasury. It built a dividend cascade
machine where a single missed payment triggers a governance coup —
through a preferred stock covenant Saylor designed himself.



I. The Capital Structure Nobody Reads

To understand how MSTR collapses, you have to understand what MSTR actually is. It is
not a software company. It is not, in any meaningful operational sense, a “Bitcoin treasury
company.” It is a capital structure — a nested series of financial claims arranged in a
waterfall, where every layer depends on the layer above it staying solvent.

Here is what that structure looks like as of March 2026:

Security Ticker Notional Seniority Cumulative?
Corp Debt Various  0-0.875%  $8.2B+ Senior N/A

Strife STRF 10% fixed  $1.284B Senior Pref Yes — 18% max
Stretch STRC 11.5% var  $10B+ Mid Pref Non-cumulative
Stream STRE 10% fixed  €620M Mid Pref Yes

Strike STRK 8% conv ~$1.3B Junior Pref Yes

Stride STRD 10% fixed  $1.402B Junior Pref Non-cumulative
Common MSTR - - Residual N/A

Five classes of preferred stock. At least $8.2 billion in convertible debt. Over $10 billion in
preferred equity outstanding. Annual dividend obligations now exceeding $1 billion.

Pay attention to the final column. It is the column that kills you.

STREF is cumulative. Missed payments do not vanish — they accrue, and they compound at
penalty rates that ratchet toward 18%. Every quarter Strategy fails to pay STRF, the claim
against the company grows. STRK and STRE are also cumulative — missed dividends accrue,
though without STRF’s escalating penalty mechanism. STRC and STRD, by contrast, are
non-cumulative. If those dividends are missed, holders simply lose income — permanently,
with no recovery. The money is gone.

That asymmetry is not a footnote. It determines who has leverage in a crisis. STRF holders
accumulate a compounding legal claim that grows more expensive every quarter it goes
unpaid. They are the constituency with escalating financial motivation to act. And they are
precisely the constituency that gains board seats under the governance trigger.

Now the detail that every retail investor buying STRC for 11.5% yield has apparently failed to
read: the preferred securities are not collateralised by the Company’s bitcoin



holdings and only have a preferred claim on the residual assets of the
company.

Read that again. STRF holders, STRC holders, STRK holders, STRD holders, STRE holders
— none of them have any secured claim on the Bitcoin. They own an unsecured perpetual
claim on whatever is left after $8.2 billion in debt gets its share of the residual. In a severe
drawdown, that could be very little.

Il. The Tremor Before the Earthquake: The Convertible Debt Wall

Before the dividend cascade can fire, a different stress event arrives first — and it arrives on
a fixed calendar.

Strategy has $8.2 billion in convertible notes maturing between 2027 and 2032. These
instruments convert to MSTR common stock at predetermined prices. When MSTR was
trading at $400+, conversion was a gift — noteholders would happily take equity. At $140,
those conversion prices are deep out of the money. Nobody is converting.

That means when the 2027 tranches come due, Strategy faces a binary outcome: refinance
the notes at whatever rate the market demands, or settle in cash. Refinancing requires a
functioning capital market that will lend to a company with a $57.6 billion volatile asset
base, $1 billion in annual preferred dividends, and a stock price down 75%. Cash settlement
requires liquidity that would otherwise be covering preferred dividends.

This is the critical distinction the cascade analysis alone misses. The dividend cascade is a
conditional trigger — it fires only if a specific payment is missed. The convertible debt
maturities are an unconditional trigger — they arrive on a specific date regardless of what
Bitcoin does between now and then.

The converts are the tremor. They do not collapse the structure by themselves. But they
consume cash, constrain refinancing capacity, and compress the buffers that prevent the
cascade from firing. A company that spends $2 billion settling converts in 2027 has $2
billion less to cover preferred dividends in 2028.

The convertible maturities arrive on a fixed calendar. The cascade clause
sits behind them. One weakens the buffers. The other detonates the
Structure.



Ill. The Cascade Clause

Buried in the STRC prospectus — filed with the SEC on July 18, 2025, available to anyone
with a PACER subscription or a working internet connection — is the clause that connects
the entire structure into a single point of failure.

The relevant language, paraphrased from SEC filing 424(b)(5):

If Strategy fails to declare and pay full dividends on the STRF Stock, it
will be prohibited from paying dividends on the STRC Stock. Moreover, if
it fails to pay full dividends on the STRC Stock, it will be prohibited from
paying dividends on common stock and any other junior securities,
including STRK and STRD.

This is the cascade mechanism. A single missed STRF payment does not merely affect STRF
holders. It prohibits dividend payments across the entire preferred stack below
it. No STRF payment means no STRC payment means no STRK or STRD payment.

But the consequences of that freeze are not symmetrical. When STRF coupons go dark, the
unpaid amounts compound at an initial rate of 11%, increasing by 100 basis points per
quarter until settled, up to a maximum rate of 18% per annum. On $1.284 billion in
notional, that penalty alone approaches $231 million annually at the cap. The STRF claim
grows every quarter it remains unpaid.

When STRK and STRE coupons go dark, unpaid dividends accrue — a compounding claim
without the penalty ratchet that STRF carries. When STRC and STRD coupons go dark, the
money is simply gone. Non-cumulative means non-recoverable. Those holders eat a
permanent loss on every missed payment.

And the governance trigger: if accumulated dividends remain unpaid for four or more
consecutive quarterly payment dates, the board of directors automatically expands by one
seat, and preferred stockholders gain the right to elect a director. At eight consecutive
missed payments, they get another.

The constituency that gains those board seats is STRF holders — the ones with compounding
claims, escalating penalty rates, and a growing financial incentive to redirect every dollar of
corporate cash toward their coupon rather than toward buying more Bitcoin.

So the sequence is: missed STRF payment — entire preferred stack frozen — STRF penalty

ratchets toward 18% — STRK/STRE dividends accrue without escalating penalty —



STRC/STRD holders take permanent losses = STRF holders gain board representation — new

directors protect the coupon — the Bitcoin acquisition strategy ends.

This is not a theoretical risk. It is a contractual certainty conditional on a single event: one
missed quarterly payment on STRF.

IV. The Three Lawsuits Nobody Connected

There are currently three legal proceedings touching Strategy. Market commentary treats
them as separate line items. That framing misses the point entirely. The two active suits are
attack vectors aimed at the mechanisms that keep the dividend payments
flowing.

Hamza v. Strategy — Dead

Dismissed with prejudice on August 28, 2025. The lead securities fraud class action is
permanently dead. Plaintiffs voluntarily walked away after Bitcoin recovered and Strategy’s
stock clawed back from its April lows. Suing over unrealised losses becomes a harder sell
when the losses reverse. This one is gone.

Parmar v. Saylor et al. — The Discovery Engine

Filed June 19, 2025, in the Eastern District of Virginia. This shareholder derivative suit
names seven officers and directors and alleges breaches of fiduciary duty, unjust
enrichment, abuse of control, gross mismanagement, waste, and — critically — insider
trading. The complaint identifies $31.5 million in executive stock sales during a period when
the share price was allegedly inflated by misleading statements about the FASB accounting
change.

Derivative suits are harder to kill than class actions because plaintiffs do not need to show
personal financial loss. They sue on behalf of the company itself. If Parmar survives the
motion to dismiss, plaintiffs get access to internal communications about risk assessments,
the decision to adopt fair-value accounting, and — most importantly — what the board knew
about the dividend cascade risk when they designed the preferred stack.

Whatever surfaces in Parmar discovery becomes available to lawyers in every other
proceeding. And it generates a second, subtler effect: it puts personal liability pressure on
individual directors. Board members facing derivative claims with insider trading
allegations become more risk-averse. They become more susceptible to voting with a
preferred-aligned director who argues for capital preservation over Bitcoin accumulation.



Parmar does not need to win to change board behaviour. It needs to survive long enough to
make directors nervous.

Dodge v. Strategy — The Precedent Machine

Filed July 21, 2025, in the Delaware Court of Chancery. David Dodge, suing on behalf of
common stockholders, alleges the board violated the Delaware General Corporation Law by
amending the terms of STRK preferred stock without a proper common shareholder vote
under DGCL §242.

The specific issue: Strategy changed STRK’s liquidation preference from a flat $100 per
share to a dynamic formula based on recent market prices. This potentially increases the
amount paid to STRK holders in liquidation at the expense of common shareholders. Dodge
argues this amendment required a common shareholder vote that never happened.

The market has mispriced what a Dodge victory means. It does not require an injunction
halting all preferred issuance — Delaware Chancery rarely issues remedies that broad. It
requires something far more damaging: a precedent.

If the Court of Chancery rules that amending STRK’s liquidation preference required a
common shareholder vote under §242, that principle becomes part of Delaware corporate
law. It does not need a court order blocking future issuance to have effect. It creates a legal
requirement that Strategy must obtain common shareholder approval for any future
amendment to any preferred class that alters rights adverse to common holders. That
introduces delay, uncertainty, and the possibility of shareholder rejection into every future

preferred issuance or modification.

Strategy’s CEO Phong Le has publicly stated the company plans to shift from common stock
to preferred stock as its primary funding mechanism. Dodge is aimed directly at the legal
foundation of that strategy. Not with an injunction — with a precedent that makes every
future preferred issuance more expensive, more uncertain, and more legally complex.

And Delaware Chancery moves fast. This is not federal court. Chancery cases can reach
resolution in months, not years.

V. The Feedback Loop

The individual elements — the underwater BTC position, the convertible debt wall, the
cascade clause, the three lawsuits — are not independent risks. They form a reinforcing



feedback loop where each element amplifies the others. Here is the sequence from current
state to structural collapse:

A note on ordering: the steps below are presented as a sequence for clarity, but the
convertible maturities and the dividend cascade are parallel threats on different timelines,
not sequential ones. The converts arrive on a fixed calendar beginning 2027. The cascade
can fire any quarter the STRF payment is missed. A sharp enough Bitcoin drawdown in
2026 could trigger the cascade before a single convertible note matures.

Step Event Mechanism

1 BTC < cost basis 761,068 BTC at $75,696 avg vs ~$72K spot. Treasury underwater.
2 MSTR drops further Stock down ~75% from peak. ATM raises less capital per share.

3 STRC trades below par  Dividend hiked 7 times to 11.5% to defend $100 peg.

4 Reserve burn $1B+ annual dividends vs $2.25B reserve = ~2 years max.

accelerates
5 Convert maturities arrive ~ $8.2B in converts maturing 2027-2032. Deep OTM = cash settlement.

6 Dodge precedent set Delaware rules §242 vote required. Future preferred amendments need
common approval.

7 Issuance machine stalls  Preferred ATM constrained by legal precedent + market conditions.
8 STRF payment missed Single trigger event. The cascade clause fires.
9 Full stack frozen STRF - STRC - STRK - STRD. All coupons go dark.

10 Asymmetric pain begins  STRF compounds at penalty rates toward 18%. STRK/STRE dividends
accrue without escalating penalty. STRC/STRD holders simply lose income —
permanently.

1 Board seats transfer 4 missed quarters = preferred holders elect a director. STRF holders have
compounding claims + motivation.

12 Governance seizure New directors protect coupon, not BTC acquisition. Strategy ends.

Steps 1 through 4 are already happening. Bitcoin is below cost basis. MSTR is in its eighth
consecutive monthly decline. The STRC dividend has been raised seven times since launch.
The reserve, while substantial, is finite.

Step 5 arrives on a calendar. Steps 6 and 7 are contingent on Dodge and market conditions.
Steps 8 through 12 are contractual consequences of a single event.

The obvious counterargument is that management can sell Bitcoin to cover dividends before
missing a payment. This is true. It is also the end of the thesis that justifies the stock’s



existence. The moment Strategy sells Bitcoin to service preferred dividends, it is no longer a
Bitcoin accumulation vehicle. It is a distressed company liquidating assets to meet fixed
obligations. The NAV premium that MSTR trades on — the entire reason the stock exists at a
premium to its Bitcoin holdings — evaporates. And with it, the ability to raise capital
through equity issuance at anything other than deeply dilutive prices.

A one-time sale might be tolerated. The market could absorb a single quarter where Strategy
liquidates 2—3% of its holdings and frames it as prudent treasury management. But a
quarterly habit of selling Bitcoin to meet fixed obligations is not treasury management. It is
a distressed asset liquidation with a press release. And the market will price it as one.

Selling Bitcoin does not break the cascade. It breaks the narrative. And the narrative is the
only thing holding the equity premium together.

VI. The Structural Irony

The preferred stock was supposed to be the elegant solution. Common equity ATM issuance
dilutes existing shareholders and depresses the stock price. Convertible notes create
maturity walls. Preferred stock, by contrast, raises capital without diluting the common,
pays a manageable coupon, and sits below debt in the priority waterfall.

The problem is that the solution became the strategy. As of March 17, 2026, preferred
issuance surpassed common stock sales as the primary funding tool for Bitcoin purchases
for the first time. STRC alone raised $1.18 billion in a single week. The entire capital plan —
the so-called “42/42” targeting $84 billion through 2027 — now runs through the preferred
issuance machine.

But preferred stock has teeth that common equity does not. Common shareholders can be
diluted indefinitely with no contractual consequences. Preferred shareholders have
covenants, cascade clauses, penalty ratchets, and governance triggers. Every dollar raised
through STRF, STRC, STRD, STRK, and STRE adds another fixed obligation to the pile —
and another constituency with the contractual right to seize board seats if things go wrong.

Saylor built the machine that could eat him.

And the machine has one more trick that makes the eventual failure worse, not better. If the
dividend cascade approaches, Strategy could theoretically issue yet another class of
preferred stock — raising fresh capital specifically to pay the STRF coupon and keep the
cascade from firing. This is the corporate finance equivalent of taking out a credit card to
make your mortgage payment. It works once. Maybe twice. Each new issuance adds another



fixed obligation to the pile, another constituency with contractual claims, another layer of
complexity to a capital structure that is already five classes of preferred deep. The rescue
preferred does not prevent the cascade. It delays it — and guarantees that when it finally
fires, the compounding claims, the frozen coupons, and the governance triggers hit a
structure that is larger, more leveraged, and harder to restructure than it would have been if
they had simply missed the payment the first time.

VIl. What the Market Is Pricing

The market is pricing Bitcoin risk. It is pricing equity dilution risk. Sophisticated
participants may even be pricing convertible note maturity risk.

Nobody is pricing the cascade.

The reason is simple: the cascade requires reading the preferred stock prospectus,
understanding the seniority waterfall, distinguishing cumulative from non-cumulative
claims, mapping the dividend prohibition chain, identifying the penalty ratchet in the STRF
terms, connecting the governance trigger to the litigation timeline, and understanding how
a Delaware Chancery precedent can constrain future issuance without a single injunction
being filed. This is not a CNBC segment. It is not a tweet. It requires the kind of granular,
structural analysis that the financial media is constitutionally incapable of performing.

The STRC retail buyer, chasing 11.5% yield in a world of 4% Treasuries, is not reading DGCL
§242. The MSTR common holder, hypnotised by the “Bitcoin treasury” narrative, is not
parsing the dividend prohibition language in the STRC 424(b)(5). The Bitcoin maximalist,
for whom MSTR is a religious artefact, is not contemplating the possibility that preferred
stockholders might elect directors who stop buying Bitcoin.

But the preferred stock prospectus does not care what you believe about Bitcoin. Covenants
execute. Penalty ratchets execute. Governance triggers execute. They are contractual
machines that run on missed payments, not market sentiment.

VIil. The Endgame Scenarios

Scenario A: Bitcoin recovers above $80K. The treasury goes back into the green. ATM
issuance becomes efficient again. The $2.25 billion reserve stretches. Dodge and Parmar
become nuisances rather than existential threats. The convertible notes can be refinanced at
reasonable rates. The cascade clause remains dormant. This is the scenario every MSTR bull
is betting on. It is entirely possible. But it requires Bitcoin cooperating on the timeline of



both quarterly dividend payments and fixed-date convertible maturities — and Bitcoin does
not read prospectuses.

Scenario B: Bitcoin trades sideways between $60K—$75K. The treasury stays
underwater. MSTR continues to decline. STRC requires further dividend increases to defend
par. The reserve burns faster. The 2027 convertible tranches approach with conversion
prices deep out of the money. Dodge proceeds through Chancery. Parmar moves to
discovery. Directors begin to feel personal liability pressure. The feedback loop tightens but
does not trigger. This is a slow bleed that degrades every buffer simultaneously without
creating a single catalytic event — until the convert maturities force a liquidity decision.

Scenario C: Bitcoin drops below $55K. The treasury is deeply underwater. MSTR
collapses further. ATM issuance at heavily dilutive prices cannot cover $1 billion in annual
dividends. Convertible note refinancing becomes prohibitively expensive or impossible.
Dodge establishes a §242 precedent that constrains preferred issuance. The $2.25 billion
reserve depletes within 18—24 months. Strategy faces a choice: sell Bitcoin to service
dividends — destroying the accumulation narrative and the equity premium — or miss the
STRF payment. If STRF is missed, the cascade fires. Penalty ratchets begin. Preferred
holders gain board seats. The Bitcoin acquisition strategy ends — not because Saylor
changed his mind, but because the covenants he signed took the decision out of his hands.

IX. The Uncomfortable Question

There is a version of this analysis where Bitcoin goes to $150K and none of it matters. Every
structural risk evaporates in a bull market. The cascade clause stays dormant. The converts
refinance easily. The lawsuits settle for immaterial amounts. The preferred stack functions
exactly as designed. Saylor is vindicated. The maximalists are right.

But institutional analysis is not about predicting which scenario will occur. It is about
identifying which risks are unpriced. And the dividend cascade is completely, demonstrably
unpriced.

Nobody on Wall Street, nobody in crypto media, nobody in the maximalist ecosystem has
connected the cascade clause to the convertible maturity wall to the litigation timeline to the
governance trigger. The pieces are all public. They are all filed with the SEC and the
Delaware Court of Chancery. They are all available to anyone willing to read them.

And yet the consensus narrative remains: “MSTR is a bet on Bitcoin.”



It is not. It is a bet that a company with $1 billion in annual preferred dividend obligations,
$8.2 billion in convertible debt approaching maturity, an underwater Bitcoin treasury, three
active or recently-active legal proceedings, a primary funding mechanism under
precedential challenge in Delaware Chancery, and a capital structure containing an explicit
governance seizure trigger will never miss a single quarterly payment on its senior preferred
stock.

That is not a Bitcoin bet. That is a covenant bet. And covenants, unlike Bitcoin, do not have
bull markets.
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DISCLOSURE

This document is forensic analysis, not investment advice. The author holds no position in MSTR, STRF, STRC,
STRK, STRD, STRE, or Bitcoin at the time of publication. This analysis is based entirely on public filings, SEC
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financial professionals before making investment decisions.
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