NET PROFITS TAX: Fiscal Year Taxpayers’ Net Profits Tax Rates

Q: The City of Philadelphia Wage Tax rates have historically decreased and
generally take effect on July 1 of each year. The Net Profits Tax rate decreases
have been retroactive and apply January 1 of each year. Pursuant to
Philadelphia Ordinance Section 19-1502, calendar year taxpayer may use post
July 1 tax rates for the entire year (consistent with the treatment for the past
several years). For a taxpayer with a fiscal year end (e.g. September 30, 2001),
what Net Profits Tax rate(s) should be used?

A: Historically, the Net Profits Tax (NPT) rates have been set effective for net
profits earned on or after January 1 of a given year. For net profits earned on or
after January 1, 1996 and for every January 1 thereafter, the rates have been
reduced on an annual basis. However, it can never be assumed that future rates
will continue to be reduced since tax rates are a function of the City’s budgetary
forecasts and revenue needs for a given fiscal year.

Calendar year NPT filers will use the rate in effect for the calendar year. A fiscal
year NPT filer will have to prorate the reported net profits between two (2)
calendar periods. Worksheets A and B of the Fiscal Year Net Profits Tax return
(Form FYNPT) are used to make this pro-ration of the net profits tax for
residents and nonresidents respectively, between the two calendar year rates on
a monthly basis. For a taxpayer whose fiscal year ended September 30, 2001,
the net profits tax will be three (3) months at the 2000 calendar rate and nine (9)
months at the 2001 rate.



