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Executive assessment
IREN fits the Theseus thesis as a construction, customer-funding and amortization risk. Its vulnerability is the possibility that GPU payments and debt repayments arrive before sufficient customer cash. The evidence does not establish imminent parent insolvency. Liquidity, low-coupon convertible debt, customer advances and partially non-recourse financing provide meaningful defenses.
The most promising research target is the financing of deployments serving non-investment-grade customers. It combines faster repayment with customer and equipment-value risk. Microsoft-backed financing has a stronger customer but still carries delivery, acceptance and contractual risks. Parent protection would cover a different exposure from protection on either project borrower.
The modeled outcome
The delivery scenario produces negative free cash flow of $10.2bn in FY2027, $7.4bn in FY2028 and $5.3bn in FY2029. This is an explicit investment stress framework, not company guidance or a probability-weighted forecast. It includes cash interest in operating cash but excludes debt principal, which is paid separately.
Starting with June unrestricted cash, the delivery scenario ends June 2027 with approximately $0.753bn after modeled facility draws, eligible reserve releases and debt service. It needs $0.247bn of additional funding to preserve an assumed $1bn buffer. In the delayed-funding scenario, cash becomes negative by March 2027, with a $1.829bn gap, and reaches a $4.054bn gap by June before remedies. These dates depend on assumed spending and financing timing; they are not predictions of a missed payment.
Why this is not simply a short on AI
An AI slowdown only becomes a credit event if it causes receipts to fall or financing to stop while payments remain binding and liquidity remedies fail. Successful delivery and acceptance can reduce the parent’s exposure to some project risks. Equity issuance can hurt shareholders while protecting creditors. A short equity position therefore does not substitute cleanly for the intended CDS exposure.
Market conclusion
This review did not verify a tradable IREN CDS quote or dealer commitment. That is an unresolved execution question, not proof that no bilateral market exists. No premium, recovery assumption or default probability can responsibly establish trade value until the exact reference entity, obligations and settlement terms are known. The report identifies the cash-flow failure mechanisms and the evidence needed to price them.
Historical cash flow and the funding bridge
	FY2026 reported cash items [1]
	USD bn

	Operating cash flow
	2.1004

	Property and equipment excluding hardware
	(2.9980)

	Computer hardware
	(1.3351)

	Intangible investment
	(0.1076)

	Cash flow less these investments
	(2.3403)

	Deferred revenue cash-flow adjustment
	1.8417



The $2.3403bn deficit is a defined investment cash-flow measure, not an issuer-reported FCF label. It excludes acquisitions and other investing deposits. Subtracting the deferred-revenue adjustment from operating cash leaves $0.2588bn, a diagnostic residual rather than normalized recurring earnings. Advances are genuine funding but cannot be collected twice when their associated revenue is later recognized.
	June 30 cash and commitment facts [2]
	USD bn

	Unrestricted cash
	5.8956

	Restricted cash
	1.7239

	Cash including restricted
	7.6195

	Capital commitments
	13.8100



Restricted cash is not freely available parent liquidity. An eligible release may fund a specific project without being available for unrelated creditors. The model separates the initial unrestricted balance from assumed releases and new financing. It does not add the full headline funding package to cash.
August management disclosures cited $4bn contracted annualized revenue, $1bn operating annualized revenue, $14bn of cash plus committed GPU financing and prepayments, and new $2.8bn GPU financing. [1] Annualized revenue is not a year of collected cash; the funding headline also combines different sources, dates and conditions. It cannot establish surplus liquidity without a matching uses schedule.
What must be reconciled
For each purchase order, tie equipment delivery to invoices, customer acceptance, loan draw conditions, reserve release and debt amortization. Existing commitments may already overlap modeled capex. New facility funding must be matched to eligible assets; a financing commitment is not permission to use cash elsewhere. Customer prepayments already received are included in the opening balance and must not be added as future inflows.
The gap between contracted and operating capacity can close successfully and generate substantial cash, or become the point at which delays produce funding stress. A single consolidated cash balance cannot distinguish those paths. The critical evidence is the dated project-level cash waterfall, including cash trapped after a covenant breach.
Issuer obligations and recourse
	Parent convertible maturity [2]
	Principal
	Coupon

	December 2029
	0.233389
	3.50%

	June 2030
	0.212310
	3.25%

	July 2031
	1.000000
	0.00%

	June 2032
	1.150000
	0.25%

	June 2033
	1.150000
	1.00%

	December 2033
	3.000000
	1.00%

	Total
	6.745699
	Annual coupon ≈0.0594



Low coupons and distant maturities reduce immediate parent cash pressure. Conversion should not be assumed to eliminate repayment risk in a falling-equity scenario. A convertible’s price also includes an equity option, so its yield or price cannot be read as a pure unsecured credit spread.
	GPU borrower and facility
	Capacity
	Service and recourse

	IE US Hardware 3 LLC DDTL
	1.545
	SOFR + 2.25%; amortizing

	IE US Hardware 3 LLC notes
	2.100
	5.96%; amortizing to 2031

	IE Mackenzie Compute Ltd. financing
	2.400
	9%; 30 months per funding tranche



Hardware 3 security includes GPUs, borrower equity and Microsoft contract cash flows; parent guarantees are limited. [3] Mackenzie terms are disclosed in the annual report, which describes parent guarantees for equipment loans and leases. Obtain its signed guarantee and amortization schedules before concluding the precise scope or cap of parent liability. [2] The remaining $0.4bn within the $2.8bn announced package is not assigned invented terms here.
Acceptance changes the Microsoft exposure
Before acceptance, termination of a funded tranche can create parent obligations after the remarketing process, including a debt shortfall after asset proceeds and potentially an upfront customer amount. The annual report describes tranche-level release upon acceptance. The ongoing managed-services performance guarantee is distinct from a full guarantee of borrowing. [2, 3] Confirm the executed documents and acceptance certificates for each tranche; delivery announcements alone are not proof that every release condition has been met.
The implication for Theseus is important: later Microsoft project distress may stay within the project rather than become a parent payment failure. Conversely, guaranteed equipment financing and construction shortfalls can reach the parent more directly. Both consolidated losses and legal recourse matter, but they are not interchangeable.
Free cash flow scenarios and quarterly timing
Analyst assumptions only. Operating cash excluding new advances is after interest, tax and ordinary working capital, including the cash cost of servicing previously prepaid contracts. Gross investment includes hardware, infrastructure, deposits and intangible development, with no double-counting of commitments. No dividends or discretionary acquisitions are modeled beyond the separate other-use allowance.
	Delivery scenario
	FY2027
	FY2028
	FY2029

	Operating cash excluding new advances
	0.8
	1.6
	2.2

	New customer advances
	1.0
	1.0
	0.5

	Gross cash investment
	(12.0)
	(10.0)
	(8.0)

	Free cash flow
	(10.2)
	(7.4)
	(5.3)

	Delayed-case operating cash excluding advances
	0.2
	0.5
	0.8

	Delayed-case new advances
	0.5
	0.3
	0.2

	Delayed-case investment
	(13.5)
	(11.0)
	(9.0)

	Delayed-case free cash flow
	(12.8)
	(10.2)
	(8.0)



FY2027 investment is tested near the scale of disclosed capital commitments, without asserting that all commitments fall due in that year. Later spending is deliberately reduced. Operating cash rises with deployment, but it is an assumed outcome rather than a contract-by-contract revenue forecast. A defensible base forecast needs customer cash schedules and operating costs that public aggregate disclosures do not resolve.
	FY2027 delivery bridge
	Sep 2026
	Dec 2026
	Mar 2027
	Jun 2027

	Operating cash excluding advances
	0.100
	0.150
	0.250
	0.300

	New advances
	0.400
	0.400
	0.150
	0.050

	Investment
	(3.000)
	(4.000)
	(3.000)
	(2.000)

	New facility cash draws
	1.800
	2.500
	0.807
	0.000

	Eligible initial reserve releases
	0.400
	0.500
	0.300
	0.000

	Debt and lease principal
	(0.150)
	(0.250)
	(0.350)
	(0.350)

	Other cash uses
	(0.100)
	(0.050)
	0.000
	0.000

	Modeled closing available cash
	5.346
	4.596
	2.753
	0.753

	Delayed-case closing available cash
	4.146
	1.271
	(1.829)
	(4.054)



Opening cash is June’s $5.895591bn, not a verified October balance. The delivery case assumes $5.107bn of subsequent eligible facility funding: $2.707bn of undrawn Microsoft financing plus $2.4bn Mackenzie capacity. No separate new proceeds from the other $0.4bn financing are assumed. Existing June facility proceeds are not added again. The $1.1bn principal assumption is a stress allowance, not a contractual amortization schedule. All debt service stays below FCF to avoid counting principal as an operating expense.
Funding remedies and debt service tests
The delayed case and its remedies
Delayed-case quarterly residual operating cash is 0.000, 0.025, 0.075 and 0.100; advances 0.250, 0.150, 0.075 and 0.025; investment 3.5, 4.5, 3.5 and 2.0; facility draws 1.5, 1.5, 0.5 and zero; reserve releases 0.25, 0.25, 0.10 and zero. Principal and other uses match the delivery bridge. Every number is an assumption, not an observed post-June result.
By March 2027, the $1.829bn modeled deficit requires that much financing or net cash conservation to reach zero, or $2.829bn to retain the $1bn buffer. By June those requirements are $4.054bn and $5.054bn. A net $2bn equity raise before March would cover that quarter’s zero-cash gap but would not resolve the full-year deficit. A $1bn capex deferral adds $1bn only if it does not also delay advances or loan draws.
The delivery case is a counterargument to imminent default: the assumed facility funding and reserve releases absorb most of the investment deficit. New equity, stronger customer receipts and cancellable spending can close its remaining buffer gap. But the later FCF deficits need additional financing. They are not automatically funded by the facilities already spent in FY2027.
Why amortization matters more than the coupon alone
Illustrative Mackenzie calculation: assume $2.4bn fully drawn, 9% annual interest and equal monthly payments over 30 months. Payment = principal × monthly rate / [1 − (1 + monthly rate)^−30]. This gives $89.64m monthly, or $1.076bn annual debt service while outstanding. This is an annuity sensitivity, not the contractual schedule; actual amortization and tranche timing can differ.
	Illustrative annual cash available for debt service
	Debt service 1.076
	Coverage

	0.80
	1.076
	0.74x

	1.10
	1.076
	1.02x

	1.40
	1.076
	1.30x



At a 60% cash contribution margin before debt service, approximately $1.79bn annual cash receipts would cover 1.0x service, or $2.15bn for a 1.2x cushion. These are receipts after allowing for prepayments already collected, not annualized accounting revenue. Power, staffing, tax and maintenance costs must be included before calculating the cash available.
Hardware 3 has a disclosed minimum 1.05x debt-service coverage covenant with cure provisions. [4] Do not apply that covenant to Mackenzie or compare it to consolidated EBITDA without the contractual definitions. A breach can trap cash or trigger remedies before a missed coupon; it is not automatically a CDS credit event.
Equipment recovery and failure transmission
Management says the $2.4bn Mackenzie financing funds 90% of associated GPU capex. [1] This implies approximately $2.667bn of acquisition cost for a simple recovery sensitivity. Acquisition cost is not liquidation value; collateral proceeds also depend on installation, transport, legal costs and senior claims.
	Gross recovery as fraction of cost
	Gross asset value
	Shortfall against initial 2.4 debt
	Shortfall after modeled month 12

	60%
	1.600
	0.800
	0.000

	40%
	1.067
	1.333
	0.437

	20%
	0.533
	1.867
	0.971



The month-12 annuity balance is approximately $1.504bn. The table ignores enforcement costs, cash collateral and other claims, and does not estimate probability. It shows the two-sided effect of fast amortization: it demands substantial near-term cash but reduces creditor exposure quickly if payments are made. Recovery cannot be assigned from a GPU obsolescence narrative alone.
The most vulnerable links
First, a customer that owes advances or service payments can experience financing stress at the same time IREN needs cash to deliver. Second, completion delays can prevent loan or escrow releases while supplier bills continue. Third, rapid repayment can exceed project cash receipts even if accounting EBITDA is positive. Fourth, weak equipment values can turn a project liquidity problem into a parent loss where a payment guarantee applies.
The old mining business also cannot be treated as an unlimited cash backstop for expansion. The forecast must account for assets being retired or repurposed and the associated transition spending. An impairment is not itself a cash payment or a default, but retiring productive equipment can remove cash receipts before replacement capacity produces them.
Evidence that would defeat the thesis
Successful commissioning, unconditional customer acceptance, reliable advances and debt service covered by actual receipts would weaken the short-credit case. Declining project balances would further reduce loss severity. A strong equity market can finance a lengthy transition despite negative FCF. Theseus must establish that the expected timing and cost of those defenses are inadequate, not merely that expansion is expensive.
Protection selection
Parent CDS would target IREN Limited and requires verification that the chosen obligations and any guarantee qualify under the confirmation. A project-loan hedge would target the project borrower and its collateral exposure. A convertible short includes equity-option, borrow and squeeze risks; an equity put includes volatility and expiry risk. Neither is equivalent to default protection. Broader AI credit hedges introduce basis risk if IREN performs differently.
The next executable step is a firm quote request specifying legal entity, reference obligation, tenor, credit events, guarantee treatment, deliverability, settlement, coupon, upfront price and collateral terms. Public searches did not establish an IREN-specific quote. No dealer contact or trade has been undertaken.
Research priorities and source register
The decisive statement
Under the delayed-funding assumptions, IREN faces a modeled $1.829bn deficit in March 2027 and $4.054bn by June. Those figures are after the assumed facility draws and eligible reserve releases. A $2bn net equity raise would absorb the March zero-cash deficit but would leave further funding needs. The parent’s ultimate loss depends on project recourse and remedies. An executable protection cost remains unverified.
Highest priority evidence
Obtain current unrestricted and project cash balances; remaining invoice dates and cancellation costs; customer acceptance certificates; gross advance receipts and refund rights; executed Mackenzie guarantee and amortization tables; lender covenant calculations; debt and lease payments by month; and a reconciliation of the headline funding package to cash already received and undrawn commitments. Verify each draw’s conditions before counting it as usable liquidity.
The model is a reproducible cash stress framework rather than a fully integrated three-statement forecast. Actual principal schedules, legal cash restrictions and customer billing terms could materially change both the funding amount and first deficit date. Financial evidence supports a conditional Theseus thesis; it does not yet establish likely default or attractive CDS pricing.
[1] IREN FY2026 earnings release, August 27, 2026. Results, cash flow and operational financing update. Open source
[2] IREN FY2026 Form 10-K, August 27, 2026. Cash reconciliation, debt, commitments, risk factors and subsequent events. Open source
[3] IREN Form 8-K, June 1, 2026. Hardware 3 financing, security and limited parent guarantees. Open source
[4] Hardware 3 Common Terms Agreement dated May 29, 2026, section 6.12 and remedies. Open source
[5] IREN SEC filing index, checked October 17, 2026, for subsequent disclosures. Open source
Source dates differ from the research date. No unconfirmed customer identity is needed for the analysis. Scenario calculations use dollars in billions and rounded display values; precision in arithmetic does not imply precision in forecasting.
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