ODTBT FINANCE: THE GEOMETRY OF CORPORATE COLLAPSE

Phase 1 Final Report: Mechanism-Driven Validation
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COLLAPSE IS NOT RAN DOM IT HAS A GEOMETRY )
THE STATUS QUO (TRADITIONAL VIEW) THE ODTBT APPROACH (NEW PHYSICS)
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FOCUS: The ‘Who’ (Bad actors, mnral failings). FOCUS: The ’‘How’ (Topology, sequence, duratlnn)
 TIMING: Explains collapse after the fact. | TIMING: Measures coherence loss during the event |
LIMITATION: Tells us that something broke, but rarely 'PARADIGM: Treats financial collapse Llike structural
explains how the system came apart. engineering failure. Opacity is not a metaphor;
i it 1s a measurable quantity., i
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THE INSTRUMENT: MEASURING OPACITY MOMENTUM

We define Opacity as the gap between Disclosed State and Actual State.
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"METHODOLOGICAL DISCIPLINE & CONSTRAINTS

How we prevented hindsight from contaminating the data.

Meue Haas Brotesk Dleplay
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[CONTEMPORANEQUS
EVIDENCE LOCK]

1. MINIMAL
EVIDENCE RULE

No score >2 without a
contemporaneous artifact
citation (10-K, 10-Q,
10-Q, 8-K). We only score
what was visible in the
documents at the time.
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[SCORE CAP LIMIT: 2]

2. BOUNDED
MOMENTUM

Scores capped at 12

per period.

This prevents
exaggeration of the curve.

+

[PRE-REGISTERED
FAILURE CONDITION]

3. FALSIFICATION
CRITERIA

We pre-registered what
would prove us wrong:

A simple fraud producing

a distributed collapse, or
a complex fraud producing
a concentrated collapse.
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REFEREWIE 31308

WORLDCOM (2002)

HEALTHSOUTH (20603)

MECHANISM: Single-Lever.
Capitalization of line costs
($3.8B misclassified).
CONTEXT: Pre-SOX, Arthur
Andersen audit.

ENRON (2001)
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MECHANISM: Single-Objective.
“Fix It" directive to meet
earnings targets ($1.4B fabr).
CONTEXT: Post-SO0X, Ernst &

Young audit.
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MECHANISM: Multi-Mechanism.
SPEs + Mark-to-Market +
Related-Party Transactions.
CONTEXT: Pre-S0X, Arthur
Andersen audit.
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"THE SUBJECTS: THREE ARCHITECTURES OF FRAUD
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I DISCOVERY: TWO DISTINCT GEOMETRIES OF COLLAPSE

TYPE A: CONCENTRATED TWIST (The Snap)

TYPE B: DISTRIBUTED TWIST (The Unraveling)
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Analogy: Brittle Fracture _ Analogy: Ductile Failure
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MECHANISM DETERMINES GEOMETRY

The complexity of the fraud architecture dictates the shape of the failure.

FRAUD MECHANISM

SIMPLE / SINGLE-OBJECTIVE

T CONCENTRATED |
| COLLAPSE (SNAP) |

COMPLEX / MULTI-VARIATE

" DISTRIBUTED |
| COLLAPSE (UNRAVELING) |

CASE MECHANISM TYPE COLLAPSE PROFILE

WorldCom Single Mechanism 73% Concentration (Concentrated)
HealthSouth Single Objective 100% Concentration (Concentrated)
Enron Multi-Mechanism 54% Concentration (Distributed)
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CASE STUDY 1: WORLDCOM (CONCENTRATED)

Geometry: Brittle Fracture
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» MECHANISM: Single lever
(Line costs capitalized)
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* CONCENTRATION: 73% of
total momentum in one
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* DURATION: 26 Days

Opacity Momentum
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» SIMULTANEITY: 5
categories spiked at once.
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CASE STUDY 2: HEALTHSOUTH (HYPER-CONCENTRATED)

Geometry: Instantaneous Failure

JetBrains Mono

+16 |
| e MECHANISM: Single |
- . : T = !
S Uh]ECtl‘:’E ("Fix the |
of Momentum numbers”).
+12 in 1 Day
£ e SURPRISE: Lowest
i baseline opacity
=F g (36%) produced the
= 48 sharpest collapse.
&
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S
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Geometry: Structural Unraveling

CASE STUDY 3: ENRdN (DISTRIBUTED)
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® MECHANISM:
Multi-variate
(SPEs + MTM +
Related Party).

© CONCENTRATION:
54% 1in Phase 1,
46% 1n Phase 2.

® DURATION:
47 Days.

e ANALOGY:
Ductile Failure.
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CONTROL VARIABLES: STRUCTURE
OVERRIDES ENVIRONMENT

We tested alternative explanations. The fraud architecture remained the dominant variable.

(Arthur Andersen).
Different auditors,

baseline), yet snapped
| the hardest.

The regulatory regime
did not change the

+ +| [+ +| [+ +
VARIABLE: VARIABLE: VARIABLE:
REGULATION (SOX) AUDITOR BASELINE OPACITY
DID IT CHANGE DID IT CHANGE DID IT CHANGE
GEOMETRY? _Nolr GEOMETRY? NOI ; GEOMETRY? NO-}{

i Data: HealthSouth | Dpata: HealthSouth o | Data: HealthSouth had | el
(Post-S0X) matched (Ernst & Young) = 5 the simplest business
WorldCom (Pre-S0X). matched WorldCom » i model (lowest SNAP

shape of the crash. F | el | S same geometry. y | !
A Al e Sl +

THE ARCHITECTURE OF THE FRAUD OVERRIDES THE REGULATORY ENVIRONMENT. |
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UNIVERSAL SIGNATURES OF COLLAPSE

Regardless of geometry, every case exhibited the following DNA:
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IMPLICATIONS & APPLICATION

Translating structural insights into actionable strategies and theoretical models.
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FOR AUDITORS | FORREGULATORS FOR THEORISTS

Pattern Recognition. Diagnosis of Tailored Responses. Concentrated Universal Grammar. This structural
‘Concentrated’ vs ‘Distributed’ risks. collapses need rapid intervention grammar might apply to non-fraud
Understanding which disclosure Distributed ones need sustained events, such as Liquidity Crises.
categories are likely to spike first. monitoring (quarantine).
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LIMITATIONS & NEXT STEPS

4 + | PHASE 2: THE STRESS TEST
WHAT THIS IS NOT
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e Not applicable to |—
non-accounting frauds -

(yet) . . Objective: Testing the theory on Liquidity Crises.
Question: Does the geometry hold when the failure
+ JF | 1s solvency, not fraud?
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“OIMPLE FRAUDS SNAP.
- GOMPLEX FRAUDS UNRAVEL."

The shape of failure is not incidental.
It is structural.
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