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PART I – CAPITAL FORMATION RECOGNITION, DEPLOYMENT AND AMNESTY 
 
In many developing countries where population growth has been exponential accompanied 
by not only increase in demand and diminution of currency values (creating also a numerical 
distortion in its realistic depiction), fixed assets on the books of an entity have skyrocketed 
to absurd levels of percentages from their original values as a result these valuations are not 
on the books. The question is, why? It is interesting to note SECs in all countries allow for 
revaluation of capital assets on the books but in some countries these assets when marked 
to market are not allowed to credit the equity account but are told by international 
accounting firms to credit only the capital reserve account wherein it serves no purpose and 
in fact attracts property taxes from local governments whereas in fact it was only an entry 
and no funds were received to reflect the actual value. Therefore many choose not to 
revalue. Not even a margin is afforded to take into the equity account. Interestingly 
however the same fixed asset can be pledged to a bank on the basis of 60% of its actual 
market value known as Forced Sale Value (FSV). This therefore is not only discriminatory but 
a major oversight on the part of the international accounting firms and international 
institutions. If these valuations were marginal it may be considered as a notional issue but 
the fact is it is not a marginal matter it goes into the tens of thousands of percentages 
because of the neglect over decades. How does one resolve this issue? As per even a US 
Federal Reserve investigation it has come to light in selected developing countries the 
private property mortgage levels in some cases are as low as 0.0025%.  
 
To illustrate what this situation is leading to is to take the case of a developing country 
whose hinterland heretofore did not have many roads suddenly there are thousands of 
kilometers of roads in a country with a big population and agricultural economy much of it 
self-subsistence and suddenly the value of land on both sides of these roads has 
exponentially increased. The question is how is this new capital value to be deployed or 
brought onto the books in addition to the already suppressed valuation of existing book 
value assets forming the capital basis of many existing entities. So, if the capitalist system 
which we are all part of is not going to find a way to bring new capital formation to 
deployment then it is flawed or it is suppressing. Which one is it? How can new investments 
and developments take place for the benefit of all concerned? In the US itself and other 
countries in their not too distant past with railways sweeping into hinterlands we have seen 
such issues. 
 
Why would anybody want to have increased capital formation recognition as a result of 
appreciation in value under threat of taxation and therefore justifies a case for capital 
amnesty rather than any income amnesty.  
 
It is clear the matter needs to be taken up and will involve major multilateral institutions as 
they have conditionalities imposed upon many countries in terms of reforms and 
restructuring in tandem with central banks and other government regulatory bodies such as 
the SEC. It is without doubt a matter of great public interest to address this matter 



comprehensively and if not it can eventually lead to serious structural problems for all 
concerned whereas if it is properly addressed it is a win win for all except perhaps any 
element which contrary to public interest wants to impede this matter. 
 
PART II – YIELD BASED RECOGNITION OF VALUATION FOR PUBLIC SERVICES TO INCLUDE 
GOVERNMENT REVENUES 
 
The issue we seek to address in generic terms relates to a private entity providing public 
services in the context of logistics and supply chain distribution, which is a sector much in 
vogue these days. Whether the entity is in the private sector being a public limited or 
private limited company is not the matter, the fact is it is a common user public service 
provider to both the private and public sectors. It provides extensive services in logistics 
support and supply chain infrastructure for both foreign trade and local goods. In this 
context the service provider is also responsible to collect revenues for the government. In 
the case of custom bonded operations not only does the entity provide all infrastructure 
and personnel but is also required to provide a financial guarantee to the authorities in 
order to operate. These very authorities then receive the duties directly in their account and 
any further indirect taxes are collected by the service provider and deposited in the 
government’s account on the 15th of every month. No doubt the entities themselves pay a 
corporate income tax and all other salary taxes etc. as a result of the margins for the 
services provided which is a pittance in comparison to what has already been collected by 
the government i.e., as low as 1% of the government revenues. 
 
The question here is the generic yield of the entity which is providing public services should 
only be its own services margin or could it also include the government duties and taxes 
collected under the service provider’s private financial guarantee and private capital 
intensive infrastructure. Why is the combined yield including the public sector not 
recognized in the valuation of the entity providing these type of public services? 
 
Sometimes it is better to provide a specific example. For instance, an organization whose 
modus operandi is as above and is yielding under its financial guarantee and infrastructure 
e.g. US$300 million per annum to the government not including income tax, corporate tax, 
salary tax etc. By rule of thumb if for example the average rate of return on the dollar were 
e.g. 10% it would warrant the combined equity value should be US$3.0 billion but that is not 
the case even marginally. So how does an entity get the capital equity value necessary to 
further expand its public services and infrastructure without the recognition of its value in 
terms of its yields to both the public and private sectors, whereas public sector is in fact 
itself by far the largest beneficiary under a financial guarantee of a private entity. Does one 
conclude the public sector itself is denying further benefit to the public?  
 

 
The above are the two fundamental issues which need to be addressed in the interest of the 
developing world and the world economy in general as well as the continuity of the 
international system in place under the Bretton Woods Agreement whose basis of currency 
valuation is a trade value based axiom, which is not the issue under dispute, the issue is the 
compression of the equity valuation on the books which are not accurately reflected or even 
facilitated marginally. 
 


