Current Liabilities (Notes, Sales Tax, & Payroll Taxes)
Notes Payable Exercise.   On June 1 Scientific Education Supplies, Inc.,  issued a $15,000 note to ChemLab Manufacturing  to purchase inventory.  The 3 month note bears interest of 8% and is due on September 1.  Year end is June 30th.  Other than for the year-end adjusting entry, assume interest expense is not recognized until the note is repaid.
	June 1
	Merchandise Inventory or Purchases
	15,000
	

	
	Notes Payable
	
	15,000


	June 30
	Interest Expense   ($15,000 × .08 × 1/12)
	100
	

	
	Interest Payable
	
	100


	Sept. 1
	Interest Payable
	100
	

	
	Interest Expense
	200
	

	
	Notes Payable
	15,000
	

	
	                   Cash
	
	15,300


Sales Tax Exercise.  Scientific Education Supplies, Inc. does not segregate sales and sales taxes when a sale is made to public or private schools.  Total sales on account for August 3 were $42,525.  All sales are subject to a 5% state sales tax.  Compute sales taxes payable and  record the economic event using control accounts.
Show your sales computation:                  Sales = ($42,525 ÷ 1.05) = $ 40,500
Show your sales tax payable computation  = ($40,500  × 5%) =    2,025  
	Accounts Receivable
	45,525
	

	            Sales
	
	40,500

	            Sales taxes payable
	
	2,025


Instructor’s note: It may be useful to review with students how write this word problem as an algebraic equation and then simplify the equation it step by step.

Algebra behind short cut sales computation

Sales + (Sales x Sales tax rate) = Total Sales

S + (S x .05) = 42,525

1S + .05S = 42,525

S(1+.05) = 42,525

S(1+.05/1.05) = 42,525/1.05

S = 42,525 divided by 1.05 

Payroll  Taxes Exercise.  Wages paid to the salaried employees of Astrotech International for the two week period ending January 22, are $600,000.  
· Social Security taxes (FICA) are based on the Federal rate of 7.65%.
· Withholdings for Federal income taxes are 120,000.

· Withholdings for state incomes taxes are $ 21,000.
· Federal unemployment taxes on the wages are $10,200.
 What two entries are required on January 22?

	Salaries expense
	600,000
	

	FICA Taxes Payable  (600,000 x .0765)
	
	45,900

	Federal Incomes Taxes payable
	
	120,000

	State Income Taxes Payable
	
	21,000

	Cash
	
	413,100


	Payroll Tax Expense
	56,100
	

	            Federal Unemployment taxes payable
	
	10,200

	            FICA taxes payable
	
	45,900


