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T he National Association of Cost Accountants does not sta nd sponsor for views expressed
by the writers of a rticles issued a s Publica tions.
The object of the Official Publications of the
Association is to place before the members
ideas which it is hoped may prove interesting
and suggestive. The articles will cover a wide
range of subjects and present many different
viewpoints. It is not intended that they shall
reflect the particular ideas of any individual
or group. Constructive comments on any of
the Pu blica tions will be welcome.
Additional copies of this Publication may be
obtained from the office of the secretary. The
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EDITORIAL DEPARTMENT NOTE
One of the serious deficiencies of a single unit of
exchange is that, in measuring all financial and operating
data by that one measuring stick, we too often lose sight
of the fact that our measuring stick is not a good standard.
True, the 1928 dollar contains one hundred cents just as
did the 1913 dollar or the 1800 dollar, but those one hundred 1928 cents do not give us the same command over
the necessities of life which an equal number of 1913
cents did. In a period of changing price levels, the value
of the dollar itself is unstable —even its instability may
be the chief cause of the changing price levels of other
commodities. To be able properly to evaluate the various
factors causing a given price trend is a rare gift, requiring for its exercise a broad knowledge of fact, the
ability to estimate necessary data not yet available, and a
keen appreciation of the basic economic factors of the
situation.
The author, Mr. Ernest F. DuBrul, in this study illustrates a method of attack for the proper interpretation
of financial data by means of a consideration of price
indices and shows some of the conclusions which may
be drawn from a study of this kind. He writes from an
experience as a manufacturer and an association executive.
This in turn was built upon an education which specialized
on economics. He has been general manager of the
National Machine Tool Builders' Association since 1920.
For two years (1902 -4) he was commissioner of the
National Metal Trades Association. His manufacturing
experience includes some twenty years as secretary, then
vice- president and finally, until 1919, president of the
Miller, DuBrul & Peters Mfg. Co., manufacturer of cigar
and cigarette machines, and since 1909 president of the
Pyro Clay Products Co., Oak Hill, Ohio. He has been
notably active in business and civic affairs of Cincinnati,
where he was born and where he has since resided substantially without interruption, and he is a national
figure in economic, statistical, trade and engineering
association meetings. His articles have been published
by all the leading business publications.
This paper was presented at a recent meeting of the
Cincinnati Chapter of the National Association of Cost
Accountants.
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UN I N T E N T I O N A L FALSI FI CAT ION
OF ACCOUNT S
MAY seem curious to talk to accountants about unintentional
ITfalsification
of accounts. Most accountants would say that only
a very poor accountant would be given to unintentional falsification. But the fact is that from the economist's point of view few
accountants are free from a very grave unintentional falsification
of their accounts. I think you will agree that it is the job of the
progressive accountant to give the executive facts and to persuade
the executive to put actual facts to profitable use.
But very few accountants' books show certain very real facts,
and when they do, it is generally mere "happenstance," and it is
consciously done only in very, very few cases.
Even after the accountants realize that this condition exists, it
will continue in many cases because many executives will not permit their accountants to keep records that will disclose actual facts.
There will always be executives and directors of business enterprises who will not wish to go to the comparatively slight trouble
involved in showing facts. These men will be quite satisfied to
go on with their present methods in a complacent belief that the
falsification is not material. Then there will be many executives
who will not wish the true condition of their company affairs to be
disclosed either to their creditors or to their own stockholders.
How then, does this falsification come in if so few people
realize its existence? It comes in because accounts deal only with
dollars and these are not translated into purchasing power. The
dollar is sacred in the eyes of most people. They think that once
a dollar entry is made on a set of books, somehow or other that
dollar entry represents the same value all the time. But students
of economic facts are recognizing, with greater clarity each year,
that our dollar mark merely stands for one twentieth of an ounce
of gold. Physically the dollar is purely a quantity of gold. In
accounting that dollar is used as a measure of value of other
commodities.
We know that prices of different things change. We know that
at times there is a marked general change of trend in the price
levels of all commodities. While these changes are not uniform
among all commodities, price indexes are constructed to measure
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the relative change in the general purchasing power of the gold
dollar.
Chart No. 1, page 1037, shows the price index used and calculated by the Federal Reserve Bank of New York, using prices of
the year 1913 as the base or 100%. This chart begins at 1902
when th e avera ge price level was somewhere about 83% of
1913. The figures of this study end with the year 1925, when
the general level was about 160% of 1913 prices.
The lower line on Chart No. 1 shows the relative prices of commodities in dollars, while the upper line shows the relative purchasing power of a dollar in commodities. You will notice that this is
precisely the reverse of the lower line that represents price levels.
In other words, it is the reciprocal of the price level.
The accounts of the vast majority of business houses never reflect this change in the purchasing power of the dollar, which really
makes a big difference in the concern's actual net worth. Ordinarily price changes do not make much difference in the book
values representing current assets. The current assets of a business flow in and out in a relatively short time. If the price level
does not change much during that flow, there is not much change
in the purchasing power invested in current assets.
But even in current assets, the price level may rise a great deal
in one year, as was the case in the years 1916 and 1917 and to a
lesser degree in the years 1918, 1919 and 1920 as shown on the
chart. This change does make a marked difference in the value of
the current assets held through a rise.
In those years many a cost account was falsified by this rapid
change in price level. Goods bought at low prices were accurately
entered on the cost sheets at the cost of acquisition. Then many
executives deluded themselves into the belief that they were wonderful money makers because these goods were sold at much higher
prices.
In those hectic days, many an executive fooled himself into believing that he was making money for his concern when he was
actually creating a loss. He charged material to his production at
the cost of acquisition and, although values had increased, his price
did not reflect the increase. Then he bought another lot of material
at a higher price, but found that for quite a while after that purchase he was making sales that did not show a good margin of
1036
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profit at competitive prices. This was because some of his competitors had more material bought at the low prices. Then they
also made prices in conformity with their cost sheet instead of in
conformity with the current value of the material that they were
actually using.
During this period a few of the wiser accountants insisted on
using a simple accounting device that would tell the truth. They
insisted on charging the material to cost at the market price and
taking the difference between the market price and the lower cost
of acquisition into an account that they called "Gain on Purchased
Material" or some similar name. That was a very good accounting
device and it served a very useful purpose. Those accountants
who did not use it were unintentionally falsifying their cost accounts. That gain on purchased material was not due to efficiency
in production, and the shop was not entitled to the slightest credit
accruing from it.
Many an executive thought himself very shrewd in charging
higher prices for his own product whenever he thought he could
get away with it. In many cases he raised his prices with a qualm
of conscience, in fear that somebody would call him a profiteer,
and still did not raise them enough to cover all of the costs that
were actually increasing without his recognition. One of these
costs, and a very large one, was taxes.
After the culmination of the price peak in 1920, there was a
decided drop in prices of all kinds in 1921, a s shown on the
chart. The drop duri ng t h at yea r was greater than the rise
in any one previous year. What happened to cost accounts at
that time? Some executives followed the advice of the accounting profession based on "conservative accounting reasons" —but
not based on any logical economic principle. That advice was that
inventories should be written down to market value if the market
value was lower than cost of acquisition. Many accountants refuse
to follow a consistent principle that works both ways. If prices
of materials have gone up, they want the cost sheets to show cost
of acquisition only. But when prices fall they hop over on the replacement value side of the fence. Consistency is no jewel in their
crown.
Not many of them follow the same policy in regard to fixed
assets, however. If a client built a plant at peak prices, the ac1038
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countant is not likely to recommend taking less depreciation as
prices of fixed assets fall. Still less would he care to show that
loss of value by writing down the plant to market value. Strict
consistency demands that he show all the facts, both as to acquisition costs and actual values if these are materially different.
Many executives did not follow so- called "conservative" practice. They had spent big money for the big inventories that they
had accumulated, and there were tremendous accumulations, as we
all know. They had borrowed a lot of money to carry those inventories. The banker who lent them the money had made the
loan based, among other elements, on the book figures of these inventories. Business was terribly bad in 1921 and many concerns
suffered large cash losses in that year. In 1921 the government
drew their life -blood of cash for taxes levied on the basis of 1 9 2 0
paper profits. Many executives did not dare show the loss in value
of their inventories, under penalty of loss of credit standing, and
perhaps loss of their own jobs. For various reasons of that sort
it seemed wise to a large number of executives not to be "conservative" in their accounting and they did not write down those inventories in 1921, that year of great losses and small paper profits.
Then, what happened to cost accounts? The materials were
entered at the high cost of acquisition although their market value
was lower. So the books continued to be falsified. But that was
not unintentional falsification. It was deliberate.
The preceding comments on the effect of changing price levels of
current assets apply with still greater force to fixed assets. I will
illustrate this as follows. A manufacturing company in 1 9 0 2 built
a plant near the outskirts of a rapidly growing city.. It was a good
plant for its day. It did not have as much window area in the
walls as modern plants of the same general character now have.
The floor construction would not support the loads that factory
architects have now learned it to be wise to provide for. Lumber
was cheap and the building was of the mill construction type.
The city grew out in the direction of this plant. The street on
which the plant was located was widened into a broad highway, and
part of the cost of that highway was assessed against the abutting
property. That assessment took cash out of the company's treasury. The assessment was solemnly entered as an increase in the
land assets, as though the assessment made the property more valu1039
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able. Actually of course the property was more valuable, but the
increase in value was not due to the assessment, nor even due to the
widening of the street expect in some slight measure. The land
value increased due to the growth of the population and the demand for land in that section of the city. These things justified
and compelled the construction of this highway and the levying of
the assessment.
Instead of being an increase in the value of the land, as the books
showed ,and as the tax regulations drawn by accountants would
make them show, the assessment was an actual depletion of the
cash of the company and a reduction of the company's real assets
by the amount of cash paid as an assessment. The company was
not given any greater facilities by the construction of this highway.
It had to pay for facilities that the highway was offering to other
people. When it paid the assessment, it merely gave to the city
some of the increased value that the growth of the city itself had
created.
Now let us assume that while this appreciation was going on
there was no inflation of currency or reduction of purchasing
power through the changing price levels of general commodities.
The city taxes are levied on the basis of the actual market value of
the property taxed. That particular city being in great need of
funds to support a horde of hungry politicians and to give the city
some government besides, kept raising the taxes as the growth of
the city raised the land values. With no change in the purchasing
power of the dollar, the building values of course remained the
same. The company we will suppose did charge to cost some
amount for depreciation of buildings.
Assume that they had done a very good job at production, that
they had not had either increase or decrease in their other costs,
that their efficiency remained about the same. We will also assume
that their labor and materials ran along on the same level during
this period when the city was growing up very fast around them,
and taxing them for the privilege of having their plant in that particular location. Finally the taxes got to be such a large proportion
and cut into their profits so much that the executives said, "We
can't stand this taxation. The only thing to do is to move the business out to some other location where the taxes will be less, or we
1040
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can't compete with competitors that are no more efficient than we
are."
Naturally this company has not the ready money to pay for a
new location and build a plant on it. Very few companies have
cash or reserve liquid assets sufficiently large to do that. So they
go to a Trust Company, and ask what they can do in the way of
financing this move. The bank sends its appraisers out to look
over the property as a basis of a loan. The owners are charmed
to find that the bank will lend them two- thirds of the appreciated
value of their property. They are more charmed to find that the
amount the bank will lend them is quite a bit more than the property cost them originally. The land value itself without the building has increased so much, due to the growth of the city, that they
can get an income over the interest on the loan by renting the property to some other business that will stand the higher tax and a
higher rental. They find that the bank's loan of two- thirds of this
value is enough to buy another piece of land, to build another building at the same cost as the old building, but of a more convenient
design.
Very likely all during the time that this appreciation was going
on, the executives and the accountants stared at the figures of their
statement and talked about the diminishing rate profit they were
making on the original investment. Well, it depends on what you
call the investment as to whether they made a profit or not in their
operations.
If by investment you mean the dollars which represented purchasing power at the time they were spent, yes, the books showed
a profit. But if by investment you mean the actual value owned
by the stockholders, in the land, then the business would show a
more diminishing return. That was not disclosed to the stockholders because the accounts were not kept that way. The tax
gatherer fully recognized that value and he took his toll out of it.
The executive solemnly charged those increased taxes to cost of
production, and his cost accountant insisted solemnly that that was
where they had to go. His accounts showed that the cost of producing goods in that plant was increasing because of taxes. The
facts were that the costs were not increasing, only his cost figures
were increasing.
You will notice that in this illustration I have confined the point
1041
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to the appreciation of the property due to the growth of the city.
I have assumed that the general price level all through the period
was the same, both for the output of the plant and for the costs of
its labor, materials, supplies and everything else except the taxes
which were based on the actual market value of the property. I
think any sane accountant will agree with me that those increased
taxes had nothing to do with the costs of production. They were
increased costs of owning that particular piece of land.
The increase of the taxes over the tax rate at the time of construction was essentially an annual deduction by the city from the
annual increase in the value of the land, which value was presented
to the company by the growth of the city but was not entered on
the books. The increased taxes would not have been levied if the
city had not grown and thereby increased the land value. Nevertheless, as the taxes were paid out in cash the accountant had to
find some place to stick a counter entry for that cash. Not perceiving any better place, he falsified his cost of production accounts
and deluded his executives into thinking that costs were rising.
Now let us go a little further. Let us assume that the situation
was further complicated by a rise in the general price level which
influenced the price of that land, along with all other commodities.
In the case I have in mind, the city took its toll not only of the
natural appreciation due to the growth of population, but of the additional appreciation due to the inflation of the currency and the
consequent reduction in purchasing power of the dollar. Does the
accountant or the executive recognize this condition? Oh, no! They
pay the taxes and charge them to cost of production. Do they
figure profit or loss as a percentage of the actual present value of
the company's assets? No, because they still carry those items on
their books at the original cost. If they were to figure net earnings
or losses on the actual values, after deducting depreciation from
actual values, some earnings statements would look quite sick, and
some loss statements would look sicker than they do now.
Assume that a company has a plant built before the war. Assume that its book assets total $1,000,000. The average proportion
of fixed assets to total assets disclosed by the corporation balance
sheets filed in support of the capital stock tax of 1925, is approximately 60% of total assets. If this company's books are about average, it is easy to surmise that the true value of its fixed assets is
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probably twice as much as the books show. That would bring its
fixed assets really up to $1,200,000 with the current assets at about
$400,000. Therefore, the total assets instead of showing as $ 1;
000, 000 ought to show around $1,600,000. The net profit, when
reduced to a rate of earnings on total assets should be figured on a
base of $1,600,000 instead of $1,000,000 in order to give the executives and the stockholders a true picture of the conditions.
Unless the net earnings, after taxes and true depreciation are deducted, have shown as much increase as the property has appreciated through the inflation of money, the business has really been
earning less purchasing power as time goes on than when the stockholder invested a given amount of purchasing power in the
business.
The inflation of currency disguises this economic fact, and often
leads people to think that a business is progressing when it may be
actually retrograding.
To show that this is not entirely an abstract dream, not based on
facts, let us take the public records of a large corporation which is
always thought of as being exceptionally well managed. It is one
which publishes more statements than most other corporations do.
This corporation is so large that it has a large public interest, both
from the point of view of its stockholders, of society at large, and
of its relative participation or share of the business of the whole
industry in which it operates. The company is U. S. Steel Corporation. We will put the published records of U. S. Steel under
test and take out the distortions brought about by these price level
changes over which the management of U. S. Steel had no control
whatever.
Chart No. 2, page 1o44, shows on the upper line the relative
change of the corporation's participation in the total production of
steel ingots, year by year. This again has been figured back to its
participation in 1 9 1 3 as loo %. All the detail charts and curves
shown in this study are also based on the year 1 g 1 3 as loo %. The
lower curve on Chart No. 2 shows the U. S. Steel production year
by year, relative to its 19 1 3 production. You will note that in spite of
the fluctuation in production between 1 9 o 2 and 1918, its percentage
of participation shows a very smooth and practically steady declining trend. The participation curve wabbled for four years
after that but again resumed its steady trend downward. In 1go2,
1043
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as shown on this curve, U. S. Steel's participation was about 1 2 0 %
Of its 1 9 1 3 participation and in 1 9 2 5 its share dropped to less than
8o7fo of the share it had in 1913. Figuring that back to 19o2, its
19 2 5 share was less than two - thirds of its 1 9 o 2 share of the total
production, although its actual production in 19 2 5 was about twice
as high as in 1902. In other words, relative to the whole industry,
U. S. Steel has not maintained the same relative position that it had
in tonnage in 1902. The total production of the industry has
grown faster than U. S. Steel's production.
This leads one to wonder if perhaps other producers of steel
have been making more money per ton than U. S. Steel has been
making, and not only more money, but perhaps more purchasing
power per ton.
Chart No. 3, page 1o46, shows curves of the following items as
reported each year by U. S. Steel:
Gross Receipts
General Expense
Wages
Net for Stockholders
Depreciation
Taxes
Now, let us see what the changing price level has done to all the
dollar curves. This is shown on Chart No. 4, page 1047. To get
these, we take each year's figure for each one of these series and
divide it by the price index figure for the year. That then turns
each series into deflated dollars of the same purchasing power. You
will notice that all the series used in this situation are operation
items and do not reflect any fixed asset accounts. Besides the
dollar curves, on both charts I have placed for comparison the corporation's production in tons of steel ingots. Being a chart of
physical things, it needs no deflation because a ton of steel is always
a ton of steel.
In order to untangle these interweaving curves and to put them
all on a common basis of comparison, I have reduced all the series
both of raw dollars and of deflated dollars, to a percentage of their
respective 1 9 1 3 values, and I have plotted each series, both raw
and deflated, on a separate sheet.
Now we will examine the results disclosed by this correction for
1045
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the dollar delusion. Comparing Chart No. 5, page io48, with Chart
No. 2, one sees that in raw dollars the receipts have had a very much
more rapid advance than the production. A trend line drawn
through the receipts curve would confirm that impression. But,
drawing a trend line through the deflated receipts will show that
the trend of purchasing power of these gross receipts did not increase as much as the production increased. In other words, the
user of steel paid less, in purchasing power, per ton of steel. That
gave a social dividend to the users. That of course might be all
right for the stockholder. Greater efficiency might overcome the
reduced purchasing power and leave a greater purchasing power
of the net earnings. But we shall see later that this was not the
case.
Chart No. 6, page 1050, shows the conditions in general expense.
From the raw dollars, one would think that there was a tremendous
increase in the general expense. But looking at the curve of deflated expense, one observes that its trend rises very much less than
the trend of production, and also less than the trend of the deflated
receipts. This speaks very well for the management. It shows
that the management was able to produce and sell a greatly increasing amount of steel with very little increase in the trend of general expense. That on its face should be excellent for the stockholders.
Chart No. 7, page 1051, put the depreciation account under the
same test. The fluctuations in the raw dollars of depreciation show
that the amount taken was evidently not calculated either on the
straight line method nor on the tonnage made; but must have had
some relationship to the gross receipts. It varies about like the raw
gross receipts curve does for the period up to 1914. But during
the war years the raw depreciation curve does not go as high as the
raw gross receipts. We could conclude from this that the regulations of the income tax unit probably had some influence in changing the policy of the corporation in respect to depreciation. Perhaps from now on the line will be closer to the tonnage curve, and
depreciation will now be figured by the unit of work method, regardless of gross receipts.
But that is incidental. Our main consideration at this time is to
scrutinize the deflated depreciation as given on Chart No. 7. Here
we see that the purchasing power actually set aside by the corpora1049
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tion for depreciation has a very slight upward trend. In fact, its
trend upward is the smallest of all these curves. Now is that good
for the stockholders? Probably not, for two reasons. Note that
the tonnage produced, as shown on the production curve on Chart
No. 3, was over 2 0 million tons a year in 1915, '16, '17 and '23,
as
compared to somewhat less than ten million tons a year in 1902.
That means of course that the corporation has now a much larger
plant capacity than it had in 1902. The corporation's reports show
that to be a fact. The larger production capacity represents more
physical capital in the shape of larger, more complex and more
automatic machinery, larger furnaces and buildings and what not.
All these assets are more costly at the same price level than the
simpler machinery and plants of 1902.
From our chart alone we may fairly conclude that the lack of
upward trend in the depreciation account does not reflect a good
situation for the stockholders. This conclusion is backed up by
the word of Judge Gary himself, speaking to stockholders' meetings on at least two occasions. He told them that the so- called
surplus of the corporation was deceptive because the depreciation
accounts were based on old plant values, and under present price
conditions, the amounts charged off each year would not replace
more than half of the very same kind of plant.
Now let us see where the other distributive shares of gross receipts come in. Let us consider wages as shown on Chart No. 8,
page 1053. Looking at the raw dollar curve one sees that there was
a tremendous increase in money wages paid to the employees of the
corporation during the war period. This increase was due partly
to large expansion in production resulting in more men on the payroll, in spite of improvements in the new plants. It was also due in
part to larger wages paid per man. The total purchasing power
paid to the wage earners as a class is shown in the curve of deflated
wages on Chart No. 8. The figure for 1 9 2 3 is about 2 0 0 % of the
figure for 19o2. The figure of tonnage for 1 9 2 3 is about 18o7o
of the tonnage figure for 19o2. Therefore, the purchasing power
of wages, the real wages per ton produced in 1 9 2 8 was about 25ofo
greater than the wage per ton in 1902. This certainly represents a
social dividend paid by U. S. Steel to a large class of people.
Next we come to Chart No. 9, page 1054, showing taxes. You
will notice that in Charts No. 3 and 4 as well as Chart No. 9, the
1052
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trend of taxes is something startling compared to the trend of all
the other elements reported. Both in raw and deflated dollars,
taxes show a trend which is extremely steep and steady, with the
remarkable peak of war taxes making merely a sort of blow -out
in the curve. In raw dollars the trend would measure somewhere
about 2,30070 increase and in deflated dollars it would measure
around 1,40070 increase. Compare that increase with the increase
in the trend of production, which was about i8o7o. The present day taxes are tremendously larger than they were at the beginning
of the steel corporation's history, and seem to be compounding at
the same heavy rate from year to year. Certainly the taxing bodies,
federal, state, and local, have taken a very handsome and increasing social dividend out of U. S. Steel as a corporation.
Now we shall see how the social dividends in steel, in wages and
in taxes have affected the stockholders. We know that the common stock got some extra purchasing power out of the bondholder.
We are not going to distinguish between the preferred and common stock, although the common stockholder got some purchasing
power out of the preferred stockholder. We know that depreciation was not enough to replace the plant used up, so the reported
net was really larger than the actual.
On the upper curve of Chart No. io, page io56, even the raw
dollars curve of net earnings shows a slightly declining trend from
1 9 0 2 to 1914. It shows a tremendous increase in dollar earnings
st the peak of 1 9 1 6 in spite of the large increase in taxes that year,
falling off only a little in 1917, in spite of the still larger increase
in taxes. This falling off continued down to 1 9 1 9 in spite of the
decrease in taxes. The curve would give the appearance of being
on a somewhat higher level since 1919.
But when we come to deflate this net earnings curve, we see a
very different picture indeed. It shows a declining trend in the
purchasing power earned for the stockholders in spite of all the
increase of production and in spite of the efficiency of general expense per ton.
This showing would be still worse if we were to take off of this
net for the stockholders the amount of purchasing power that
ought to be transferred to and recorded in the depreciation account.
To the extent that the depreciation account has been deficient, the
deflated net earnings curve would decline still further.
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Now, all of the other curves, even depreciation and general expense show an increasing trend, the smallest increase being shown
in depreciation and the largest in taxes. But the net for the stockholders shows a very marked decreasing trend in purchasing power.
Now take it from another angle, the price of the stock. Back
in i9o2, U. S. Steel common stock sold for very few dollars per
share. The market value of the i9o2 share plus the market value
of the stock dividend issued not so long ago, is very much higher
now than it was in i9o2. The strangest delusion of all is, that in
view of this actual condition of earnings which is not disclosed in
the accounts of U. S. Steel unless it is put under analysis, the price
of the stock should be so much higher than it was 25 years ago.
U. S. Steel is a corporation that showed some book earnings
over interest in every single year of its existence. Sometimes the
earnings did not leave very much for the common stock in any
given year. One might reasonably suspect that more detailed analysis might disclose that some of these earnings were due entirely
to book entries that took off less depreciation in those years. But
taking the figures as reported, the trend of the purchasing power
of the earnings is decidedly downward.
If that can be true for such a large concern, whose management
has been held up as a shining example to lesser business men, how
much more true it must be in the case of many a smaller business.
It would be to the advantage of stockholders in U. S. Steel to get
a better picture of facts than their reports have given them. Would
it not be to the advantage of many a small concern in which the
owner has staked a relatively large portion of his personal fortune,
for his accountant to give him a much clearer analysis than is given
in the report of any certified public accountant who examines and
certifies to the accuracy of the book figures?
I can see a broad field for the accountant in this sort of analysis
as well as in ratio analysis of which I have previously spoken to
this audience. Let us assume that a keen executive is fortified with
this kind of information; his own eyes are not blinded then, even
though he may conceal it from the stockholders and leave them to
find out these facts for themselves. Could he not guide his company's policies far more intelligently with this sort of a searchlight
thrown on the course he is following than he can possibly guide it
when the lens of his searchlight is full of defects that make things
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appear quite different than they really are? Assume that this executive does as he should do, work in the interest of his stockholders, would he not be in better position to lay out sound policy to
accord to the actual facts? Could he not thereby either make a
greater success of his company or save his stockholders by closing
up the business and getting them into something else that would
give them and him greater reward for their efforts?
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