
The Labour Party attacked the 
Governments 1 April 2009 tax cuts for 
doing nothing for those earning less 
than $20,000 a year. 
 
An anonymous email circulating 
around cyberspace explains it pretty 
well.  Perhaps the Labour opposition 
should read it!  It goes like this: 
 
“Suppose that every day, ten men go 
out for beer and the bill for all ten 
comes to $100.  If they paid their bill 
the way we pay our taxes, it would go 
something like this:  
 
� The first four men (the poorest) 

would pay nothing 
� The fifth would pay $1 
� The sixth would pay $3 
� The seventh would pay $7 
� The eighth would pay $12 
� The ninth would pay $18 
� The tenth man (the richest) 

would pay $59. 
 

So, that's what they decided to do. 
The ten men drank in the bar every 
day and seemed quite happy with the 
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arrangement, until one day, the owner 
threw them a curve.  
 
Since you are all such good customers,' 
he said, 'I'm going to reduce the cost of 
your daily beer by $20. 
 
Drinks for the ten now cost just $80. 
The group still wanted to pay their bill 
the way we pay our taxes, so the first 
four men were unaffected. They would 
still drink for free. 
 
But what about the other six men - the 
paying customers?  How could they 
divide the $20 windfall so that everyone 
would get his 'fair share?' 
 
They realized that $20 divided by six is 
$3.33. But if they subtracted that from 
everybody's share, then the fifth man 
and the sixth man would each end up 
being paid to drink his beer. 
 
So, the bar owner suggested that it 
would be fair to reduce each man's bill 
by roughly the same amount, and he 
proceeded to work out the amounts 
each should pay.  
 
And so” 
 
� The fifth man, like the first four, 

now paid nothing (100% 
savings) 

� The sixth now paid $2 instead of 
$3 (33%savings) 

� The seventh now pay $5 instead 
of $7 (28%savings) 

� The eighth now paid $9 instead 
of $12 (25% savings) 

� The ninth now paid $14 instead 
of $18 ( 22% savings) 

� The tenth now paid $49 instead 
of $59 (16% savings) 

 
Each of the six was better off than 
before. And the first four continued to 
drink for free. But once outside the 
restaurant, the men began to compare 
their savings. 

'I only got a dollar out of the $20, 
'declared the sixth man. He pointed to 
the tenth man,' but he got $10!' 
 
'Yeah, that's right,' exclaimed the fifth 
man. 'I only saved a dollar, too. It's 
unfair that he got ten times more than 
I!'  
 
'That's true!!' shouted the seventh man. 
'Why should he get $10 back when I 
got only two? The wealthy get all the 
breaks!'  
 
'Wait a minute,' yelled the first four men 
in unison. 'We didn't get anything at all. 
The system exploits the poor!'  
 
The nine men surrounded the tenth and 
beat him up.  
 
The next night the tenth man didn't 
show up for drinks, so the nine sat 
down and had beers without him. But 
when it came time to pay the bill, they 
discovered something important. They 
didn't have enough money between all 
of them for even half of the bill! 
 
And that is how our tax system works!   
 
The people who pay the highest taxes 
get the most benefit from a tax 
reduction.  Tax them too much and 
attack them for being wealthy and they 
just may not show up anymore.  
 
In fact, they might start drinking 
overseas where the atmosphere is 
somewhat friendlier”. 
 
Attributed to David R. Kamerschen, 
Ph.D. Professor of Economics at 
University of Georgia but denied by 
him. 
 
Statistics not adjusted for New Zealand 
but you get the picture! 



“Let delinquent directors beware” - 
these are the sobering words of 
Justice Stevens in a recent deci-
sion of the High Court in Auckland. 

The judge was about to order hus-
band and wife company directors 
to pay the liquidators of their com-
pany nearly $1.3 million plus costs. 

The Court of Appeal had earlier 
found that the couple had left the 
running of the company up to a 
manager and that they could not 
hide behind their lack of involve-
ment to avoid liability for allowing 
an insolvent company to trade. 

The Court of Appeal had held that 
“directors must take reasonable 
steps to put themselves in a posi-
tion not only to guide but to moni-
tor the management of a com-
pany”. 

It then said that “the days of sleep-
ing directors with merely an invest-
ment interest are long gone”. 

In ordering the payment to the liq-
uidators Stevens J pointed to: 

� The lack of share capital 

� Shareholder advances not 

being capital but debt 

� Loss of a key client 

� The couple knew there were 
trading losses and that sales 
were poor 

� The financials “curiously in-
cluded shareholders’ ad-
vances as equity” when they 
are loans 

� The wife “made absolutely no 
effort whatsoever to inform 
herself of her obligations”  as 
a director 

Justice Stevens said that “anyone 
who takes on the role of director 
and obtains the limitations of liabil-
ity provided by incorporation se-
cures that privilege only where 
proper corporate governance princi-
ples are applied and there is full 
compliance with the (Companies) 
Act”. 

This case is a watershed.  It is a 
salutary warning and not just a shot 
across the bows but a direct hit and 
great ammunition for Liquidators! 

The majority (if not all) incorporated 
SME’s are registered with a nomi-
nal capital and rely upon share-
holder advances for funding.  Far 
too many shareholder advances 
are in fact overdrawn at years end if 
not during the year. 

Given that contingent debt should 
be taken into account and intangi-
bles largely discounted, many in-
corporated SME’s will be insolvent. 

Not only should Advisers taking on 
directorships of clients consider the 
risk in the light of the tougher stand 
to be taken by the Courts and 
therefore liquidators but clients 
should be advised of the risk! 
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If ..... 

you take a deduction for a 
fine….. 

someone could be 

 

 

 

 

SHARK BAIT 

You can run but you 
cannot hide! 

In the December 2008 issue of Tax 
Assessment we reported that Inland 
Revenue had entered into 
agreements whereby it can set the 
ATO in Australia on to tax dodgers 
who have skipped across the 
Tasman and HM Customs & 
Revenue in the UK to do the same 
thing. 

We can now report that on 2 
December 2008 Inland Revenue 
reached agreement with the US tax 
authorities to do the same thing. 

It was of course the IRS who finally 
brought down Al Capone!  

These Protocols work both ways of 
course and so Inland Revenue will 
be helping the ATO, HMCR and IRS 
to collect taxes from its citizens and 
departed Kiwi’s who owe money to 
them. 

We have already seen HM Customs 
& Revenue using the Protocol to 
chase a migrant from the UK for 
taxes owed ‘back home’!  There will 
be more! 

    Do you really want to be a Director    
of that Clients Company? 


