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I. The Word Nobody Prices

Ruin is the one word in trading that everyone theorizes and no one budgets. The
industry handles it in exactly two ways, and both are evasions. The first is denial: risk
frameworks built so that ruin is defined out of existence — impossible by
construction, unmentionable in documents, the event whose probability is managed
by not calculating it. The second is fetish: ruin as mathematical ornament, the risk-of-
ruin formula recited like a proverb, optimal betting fractions debated with scholastic
intensity by institutions that would never actually let the answer touch their conduct.

What almost no one does is the third thing, the ordinary thing, the thing every other
industry does with its known hazards: price it. Put ruin on the budget as a line item,
with a scope, a cost, a frequency assumption, and a recovery procedure — and then
operate, calmly, with the line item paid. This paper argues that ruin, properly
scoped, is not the opposite of institutional discipline. Priced honestly and declared in
advance, it is one of discipline's highest expressions — and priced dishonestly, or
accepted only in retrospect, it is the costume that recklessness wears.

I1. The Precondition — Survival Must Move First

Everything in this paper rests on a precondition, and stating it first is what keeps the
argument from becoming the very bravado it condemns. Ruin can only be priced
where survival has already been relocated. The previous paper did that relocation:
under a low minimum-capital floor, the unit of survival is the institution and its fleet,
never the individual vessel. A node's death, in that architecture, is structurally small
— an atom lost from a body that manufactures atoms.

Reverse the order and the doctrine collapses into its parody. An institution whose
presence lives in one precious account, declaring itself ready to accept that
account's ruin, has not adopted a doctrine; it has written a suicide note with
confident punctuation. Acceptance without architecture is resignation. Architecture
without acceptance is waste — a fleet of cheap atoms all treated as irreplaceable,
paying the full anxiety costs of the old world while owning the machinery of the new
one. The sequence is fixed: first make ruin small by construction, then — and only
then — price it and accept it in writing. This paper is about the second step, and it
assumes, always, that the first has been taken.

IT1I. The Declaration

Ruin acceptance, as practiced under this doctrine, is a formal state — declared in
advance, in writing, with a scope. The declaration names the node, names the capital
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committed to it, states that the total loss of that capital is accepted as an operating
expense of maintaining presence, and names the recovery mechanism: an addition of
internal capital, made at the institution's sole discretion, if and when it chooses.
Nothing about the node's subsequent life changes the declaration; it was made
before the market had an opinion.

The timing is the entire moral content. A risk accepted in writing before the fact is
doctrine; the same risk explained after the fact is an excuse. The advance declaration
is what distinguishes the sovereign posture from the gambler's — the gambler also
loses whole accounts, but discovers his acceptance retroactively, narrating each ruin
as surprise, betrayal, or lesson. The declared state has none of that theater available
to it. When a declared node dies, the institution consults a document, finds the event
described, priced, and provisioned, and proceeds. The market has merely invoiced
something that was already on the books.

One clause of the declaration deserves emphasis because it defines the outer
boundary of the whole doctrine: what is accepted is the loss of the capital committed
— never more. The node may die; it may not indebt the institution. Acceptance of a
bounded loss is a doctrine; acceptance of an unbounded one is not acceptance at all,
because no one can price it. Every arrangement, venue, and instrument the node
touches must respect that boundary, and where a venue's mechanics could pierce it,
the boundary — not the opportunity — governs.

IV. The Honest Accounting — Pricing the Whole Invoice

Here is where most discussions of small-account risk quietly cheat, and where this
paper is obliged not to. The instinct is to price ruin as market risk alone: the
probability that positions move adversely far enough, long enough, to exhaust the
vessel. State it that way and the accepted risk sounds noble — a wager on judgment
against the market. But at node scale the invoice has more lines than that, and the
additional lines flatter no one.

A small account can die without the market ever being meaningfully wrong about it.
Financing drag — the carrying cost of held positions — is trivial against a treasury
and material against a few hundred units; it erodes a small vessel continuously, in all
weathers, regardless of direction. Fixed costs per position weigh the same in
absolute terms on every account, which means they weigh enormously on a small
one. Minimum position sizes quantize risk coarsely at the bottom of the capital
range: the smallest permissible position may represent several percent of the vessel,
so the node cannot fine-tune what it carries — its risk comes in indivisible blocks.
And shrinkage is procyclical: as equity falls, every one of these burdens grows
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relative to what remains, so a small account under pressure experiences its own
physics pushing downhill. Add the lines together and the truth is plain: a node's
probability of ruin is the sum of market risk, cost floor, and granularity — and a
declaration that prices only the first line is not a declaration. It is bravado with a
signature.

The doctrine therefore requires the whole invoice, stated in the declaration itself:
this node may die of being wrong, and it may also die of being small, and both deaths
are accepted at their combined price. There is no shame in the second cause — it is
the known tax on operating atoms — but there is considerable shame in omitting it,
because every omission transfers the difference from the budget to the mythology,
and mythology is where institutions go to stop learning.

V. What Pricing Buys

It is fair to ask what all this candor purchases. The answer is behavior — the entire
class of distortions that unpriced ruin inflicts on institutions simply switches off. An
institution that cannot afford a vessel's death will defend dying positions past every
doctrine it claims to hold, will average into oblivion to avoid admitting a small
funeral, will flee regimes it ought to study, and will make its largest, worst decisions
at precisely the moments its rules were written for. Priced ruin deletes the motive. A
node whose death is provisioned has nothing to beg for; its positions are managed by
law rather than by the owner's need for it to survive.

The purchases compound from there. Priced ruin buys presence in wild regimes —
markets and conditions an institution of precious vessels can never risk visiting —
because the cost of being wrong there has a known ceiling. It buys honest
experiments: a new venue, a new instrument class, a new regime can be entered at
atom scale with the tuition pre-paid. It buys the rehearsal function of the previous
paper, at industrial rate. And it buys something harder to name: the fleet's calm. A
loss that was priced in advance does not panic anyone, does not convene emergency
meetings, does not bend the law of the house in the night. The institution's
temperament is, in the end, a budgeting outcome.

VI. The Ledger of Deaths

One obligation remains after the funeral, and it is the one that converts the whole
doctrine from cost into asset: every node death is recorded and studied. Which
regime killed it; whether it died of being wrong or of being small; which constraint
bound first; what its instruments, its venue, and its costs revealed on the way down.
A dead node is the most information-dense artifact an institution owns — it found,
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with its whole body, an edge of the map — and an institution that studies its dead
converts tuition into curriculum. The fleet's law is amended by autopsy; the next
atom inherits everything the last one learned.

And recovery, when it comes, is an allocation decision, never a reflex. The recovery
mechanism named in the declaration — internal capital, sole discretion — carries a
deliberate asymmetry: the institution may re-seed, but nothing obliges it to, and
nothing times it. Whether and when to plant the successor, at which venue, into
which regime, is a judgment about the future rather than a repair of the past. What
that judgment looks like when it is done well — capital flowing toward demonstrated
capture rather than toward the desire to be made whole — is the subject of the next
paper, because a seed, it turns out, is not a replacement for anything. It is an option.

VII. The Arc Ahead

Paper V is Seeds as Options: the argument that a seed node is a real option on a
venue-regime pair — its premium the minimum-capital floor, its exercise the addition
of capital, its trigger demonstrated regime capture and nothing else. It will give
allocators a mental model in which presence is cheap, patience is structural, and
capital follows evidence with a discipline that no forecast can corrupt.

From there: the fleet as a vintage structure, and the capstone question of whose
circuit fires first. The vocabulary grows again today, by a phrase rather than a word:
priced at full size. It applies to ruin here; the reader may notice it applies to
everything.
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