
 
March 30, 2010 Volume 10 – Issue #1 

Visit 
http://www.sunburstsoftwaresolutions.com  

 
QuickBooks® for Contractors Newsletter 
 

Handling Sales Tax That Has A Cap or Maximum Value 
I.E. 1 ½% Sales Tax on the First $5,000.00 In Addition to 6% on the Full Invoice 

 
Question:   
In addition to needing to charge 6% sales tax to a customer, I also must charge a 1 ½% Discretionary Tax on the 
first $5,000.00.  How do I accomplish this using QuickBooks? 
 

Answer: 
For the most part, QuickBooks does a good job of tracking taxable and non-taxable sales – even taxable and non-
taxable items on an invoice.  However, when it comes to tracking sales tax with a fixed rate on a fixed dollar 
amount of an entire sale – well, it fails miserably and causes a lot of frustration for QuickBooks users who 
encounter a situation of this nature. 
 
The following workaround is rather complex, however, it will solve the problem while creating some extra calculations on 
your part when you file your Sales Tax Returns.  You MUST follow these instructions carefully and completely.  If 
someone other than yourself completes the tax returns, you MUST provide them with a copy of this article so they will 
understand what you have done and why.  We recommend that you read this article completely and then in a test 
company file (or a copy of your own data file), run through the instructions before implementing these changes. 
 
To demonstrate how this works, I have started with a sample QuickBooks file that has a $0 balance in the Sales 
Tax Payable account. 
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Step 1 Create a Sub-Account of your Sales Tax Payable Account for the Discretionary Tax 
· From the Lists menu 
· Choose Chart of Accounts 
· Click the Account button (bottom lower left of the Chart of Accounts window) 
· Select New 
· Account Type = Other Account Types dropdown -> Other Current Liability 

 
· Click Continue 
· Account Number = up to you (example 2202) 
· Account Name = up to  you (example 1.5% Discretionary Tax) 
· Subaccount of = check box to activate and then select your existing Sales Tax Payable Account 
· Description = up to you (example 1.5% Discretionary Tax) 
· Account # = not applicable 
· Routing # = not applicable 
· Tax-Line Mapping = applicable to your business entity 

 

· Click on the Save & Close button to complete the account. 



Your Chart of Accounts now has both the standard “pre-created” Sales Tax Payable Account AND the sub-
account to track the Discretionary Tax. 
 

 
 

Step 2 Create an Other Charge Item in Your Item List for the Discretionary Tax 
· Lists Menu  
· Choose Item List 
· Click Item button on the Lower Right 
· Select New 
· Type dropdown = Other Charge  
· Item Name/Number = your choice (example is 1.5% Tax) 
· Subitem of = Not Applicable 
· This item is used in assemblies or is reimbursable charge = Not Applicable 
· Description = your choice (example is 1.5% Discretionary Tax on first $5,000.00) 
· Amount or % = 75.00 ($5000 x 1.5%) 
· Sales Tax Code = Non (Non-Taxable).  Reason being that you do not want to apply your standard across 

the board sales tax rate to this discretionary item. 
· Account = Account Name that you created in Step 1 (example 2201 Sales Tax Payable:2202 1.5% 

Discretionary Tax) 

 
· Click the Ok button when you have finished the setup for the item that you will use to track the 

additional tax. 
 



Step 3 Using the Item in Estimates 
· Create your Estimate, as you normally would, letting Sales Tax accumulate on items that are normally 

taxable.  

  
· BEFORE Saving & Closing your Estimate, add the Item created in Step 2.  Notice that this will increase 

the overall total of the Estimate or Invoice BUT will not increase the normal Sales Tax. 

 
· Click Save & Close. 

 
NOTE:  Because an Estimate is a Non-Posting transaction, there will be no visible effect on the Chart of 
Accounts, in the Sales Tax Payable OR the sub-account created, to track the discretionary tax. 

 
 



Step 4 Creating a Progress Invoice from the Estimate 
· Follow your usual procedure for creating a Progress Invoice from an existing Estimate. (Customer:Job 

Center -> select this job -> double-click on Estimate -> Create Invoice ->  
· On the Specify Invoice Amounts for Items on Estimate window – treat the Discretionary tax line item just 

as you would any of the other items – billing it at 100% if your total invoice is for more than $5000.00 OR 
billing for a portion of the full $75.00 if the invoice falls below $5000.00.  (Our example will demonstrate 
billing $4000 plus the appropriate amount of discretionary tax $60.00).  Click OK when you have finished 
making your selections. 

 
· View your progress Invoice, noting the invoiced taxed amounts. 

  
 



Step 5 – Review Your Chart of Accounts 
Review your Chart of Accounts.  Here, you will see that there is a TOTAL in the Sales Tax Payable Account of 
$300.00 ($240.00 + $60.00).  Out of that $300.00 Total, $60.00 has been placed in the sub-account for the 
Discretionary Tax. 

 
 

Step 6 Affect on Profit & Loss Reports 
· This work around has no effect on Accrual Based Profit & Loss Reports.  The report simply indicates that 

$4,000.00 has been recognized as Income AFTER issuing the Progress Invoice: 

 
 

· This report has no effect on Cash Basis Profit & Loss Reports – Income remains at $0.00  

 
 

Step 7 Affect on Profit & Loss Reports AFTER Receiving Payment on the Invoice 
When you receive the $4,000.00 payment on the invoice, a Cash Basis Profit & Loss Report accurately displays 
$4,000.00 in income.  You may be hard pressed to determine this yourself because of receiving payments on 
other invoices that do not involve this procedure. 

 



When It’s Time to File Your Sales Tax Reports 
 

You must pay close attention to the following instructions or your Sales Tax Reports will not be accurate.  The 
following steps are crucial for accurate filing of Sales Tax Reports with your State Tax Agency. 
 

Step 1 With a Journal Entry, Move the Discretionary Tax into the main Sales Tax Account 
· Open your Chart of Accounts (Lists menu -> Chart of Accounts) 
· Note the balance in the Discretionary Tax account ($60.00 in our example).  You may need to open the 

Register for this account and determine the balance at the end of your Tax Liability period. 

 
· Right click on the Discretionary Tax account and choose Make Journal Entries (this opens the General 

Journal entry window) 
· Change the date to be the ending date for your Sales Tax Report (3/31/10 in our example) 
· Click into the Account column and select the Discretionary Tax Account 
· In the Debit column, enter the balance in the Discretionary Tax Account as of the last day of your tax 

liability period 
· In the Memo column, type in a note indicating that you are moving the discretionary tax 
· Click into the Account column and select your main Sales Tax Payable account 
· QuickBooks will automatically enter the amount in the Credit column and duplicate your memo 
· Click into the Name column and from the drop down list, select the name of your Sales Tax Vendor 

 
· Click the Save & Close button (not displayed in the screenshot above)  

 

TIP:  Looking at your Chart of Accounts after making the Journal Entry, you will see that the balance in the 
Discretionary Account is now 0 while the Sales Tax Payable account still has a $300.00 balance.  See screenshot 
below. 
 



 
 

Step 2 Run a Profit & Loss Report for the Tax Period AND a Sales Tax Liability Report 
Profit & Loss Report 

· From the Reports menu, choose Company & Financial and then Profit & Loss Standard 
· Click the Modify Report button and set appropriate Report Date Range (This Fiscal Quarter in our 

example)  and Report Basis (Cash or Accrual – Cash Basis is used in our example) 

 
· Print this report 

 
Sales Tax Liability Report 
 

· From the Vendors menu 
· Choose Sales Tax 
· Select Sales Tax Liability 
· Your Sales Tax Liability Report will look extremely odd and will not be accurate until you manually 

perform some calculations so that the Sales Tax Reports that you file with the state will be accurate. 



 

The first thing to notice is that your Total Sales amount ($4,060.00 per our example) is overstated in the report 
above – according to our Profit & Loss Report for the same period our Total Sales are $4000.00.   
 

TIP:  You will need to Zoom in on the Total Sales amount to look at the details – if you then filter this report 
to show just the Discretionary Tax Item you will be in much better shape. 
 

· Double-click on the 4,060.00 amount (this produces the following report) 

 
· Click the Modify Report button 
· Click on the Filters tab 
· In the Filter box, select Item 
· From the All Items dropdown, choose Multiple Items; which displays the Select Item Window; on the 

right scroll down until you find the item that you created in your Item list to track the Discretionary Tax 
(1.5% Tax in our example) 



  
· Click the OK button, which takes you back to the Filters tab, where you will click the OK button again to 

display the report.  You should then MEMORIZE this report for future use so that you can pull it up and 
just change the dates. 

 
 
 

TIP:  Total Sales from the Sales Tax Liability Report ($4060.00) MINUS the amount shown in this filtered 
report ($60.00) should equal your “Construction Income” account ($400.00) from your Profit & Loss Report.  
You can then rework the numbers displayed on your Sales Tax Liability Report. 
 
 
 

 
 



Step 3 Paying Your Sales Tax Liability 
Initiate the payment of your Sales Tax Liability as you always have. 

· From the Vendors menu choose Sales Tax and Pay Sales Tax 
· Select your Pay From Account, verify that the Check Date is correct, verify that the Show sales tax due 

through date reflects the last day of your reporting period 
· You’ll notice that the Amt Due column contains several entries 
· Each entry is linked to an action that we have performed during the instructions contained in this 

document 
· Verify that Totals in the Amt Due column is accurate (it should be if you followed these instructions) 
· Click the Pay All Tax button 

 
· Click the OK button and print your liability check as usual. 

 
 
 

Disclaimer:  While every precaution has been taken in the preparation of this document, the publisher and 
the author assume no responsibility for errors or omissions or for damages resulting from the use of the 
information contained in this document or from the use and/or misuse of the information this document 
contains.  In no event shall the publisher and/or the author be held liable for any loss of profits or any other 
commercial damages caused or alleged to have been caused directly or indirectly by the contents of this 
document. 
 
A special “Thank you” to Denise Duplinski, CPA of 3 Blind Dogs Consulting http://www.3blinddogs.com/ for 
reviewing this workaround for accuracy. 
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