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EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
WASHINGTON, D.C. 20503

JUL 7 1976

MEMORANDUM FOR THE PRESIDENT
Subject: Enrolled Bill H.R. 10572 - Amending the definition

of "city" for tax purposes
Sponsor - Rep. Breckinridge (D) Kentucky

Last Day for Action

July 17, 1976 - Saturday

PUE pose

To amend the definition of the term "city" to permit the with-
holding of income and employment taxes imposed by certain
local jurisdictions from the pay of Federal employees.

Agency Recommendations

Office of Management and Budget Approval
Department of the Treasury Approval
Advisory Commission on Inter-

~governmental Relations Approval [Informally)
Discussion

The enrolled bill would enlarge the definition of the term "city,"
as set forth in Public Law 93-340, to encompass certain municipali-
ties, towns and townships and thus permit these jurisdictions to
enter into agreements with the Department of the Treasury for the
withholding of locally imposed income and employment taxes from the
pay of Federal employees.

Currently, the definition of a city contained in P.L. 93-340 --
which was enacted July 10, 1974, and provides that cities in which
over 500 Federal workers are regularly employed may conclude



agreements with Treasury to withhold local income and employment
taxes from the pay of such employees -- is limited to those
political subdivisions which are duly incorporated as a city
under the laws of a State. Pursuant to this 1974 Act, 52 cities
have requested and about 40 cities have signed withholding
agreements with Treasury.

In the case of some municipalities and towns, however, the
Department has declined to enter into such agreements, when
requested, because these jurisdictions do not technically

meet the test of a city under the law. H.R. 10572 would remedy
this situation for those jurisdictions which are not incorporated
under State law but which possess all or many of the customary
powers of a city so incorporated. The enrolled bill would achieve
this objective by expanding the definition of "city" to include
any unit of general local government which is classified as a
municipality by the Bureau of the Census or which is a town or
township which, in the judgment of the Treasury, meets three
criteria relating to population density, scope of governmental
powers and functions, and absence of unincorporated enclaves
within the boundaries of such town or township.
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THE GENERAL COUNSEL OF THE TREASURY
WASHINGTON, D.C. 20220

JUL 6 1976

Director, Office of Management and Budget
Executive Office of the President
Washington, D. C. 20503

Attention: Assistant Director for Legislative
Reference

Sir:

Reference is made to your request for the views of this Department
on the enrolled enactment of H.R. 10572, "To amend title 5 of the United
States Code to provide that the provisions relating to the withholding of
city income or employment taxes from Federal emplovees shall apply to taxes
imposed by certain nonincorporated local governments."

The enrolled enactment would amend section 5520(c) of title 5 of the
United States Code to change the definition of the term "city" as it
applies to the withholding of city income or employment taxes from the
pay of Federal employees. Under existing law, the term means a city
incorporated under the laws of a State and in which 500 or more persons
are employed by agencies of the Federal Govermment. The amendment would
retain the 500-employee criterion but would expand the definition of
city to include municipalities and certain unincorporated towns or town-
ships that meet criteria established by the Secretary of the Treasury.

The enrolled enactment would benefit Federal employees who do not now
have the withholding option by giving them a systematic means of meeting
their local tax obligations.

The Department recommends that the enrolled enactment be approved

by the President.

Sincerely yours,

¢ proe
General Counsel









THE WHITE HOUSE
WASHINGTON

1/8/76

TO: Bill Kendall/Charlie Leppert
FROM: Jane Greenleaf
Comments Please

CL - sign

BK - no comment

pew S



THE WHITE HOUSE

WASHINGTON

July 8, 1976

MEMORANDUM FOR: JIM CAVANAUGH
FROM: MAX L. FRIEDERSDORF AM
SUBJECT:

H R. 10572 - Amending the deflnltlon of
"city" for tax purposes

The Office of Legislative Affairs concurs with the agencies

that the bill be signed.

Attachments












941H ConcrEsS | HOUSE OF REPRESENTATIVES Document
2d Session No. 94-1008

FEDERAL EMPLOYEE WITHHOLDING FOR TAXES IM-

"POSED BY CERTAIN NONINCORPORATED LOCAL
GOVERNMENTS | , =

APRIL 5, 1976—Committed to the Cominittee of the Whole House on the State
‘of the Union and ordered to be printed :

Mr. HenpERsON, from the Committee on Post Qﬂicé and Civil Sei'vice,
' submitted the following

REPORT

[To accompany H.R. 10572]

The Committee on Post Office and Civil Service, to whoin was re-
ferred the bill (H.R. 10572) to amend title 5 of the United States
Code to provide that the provisions relating to the withholding of
city income or employment taxes from Federal employees shall apply
to taxes imposed by certain nonincorporated local governments,
having considered the same, report favorably thereon with an.amend-
ment and recommend that the bill as amended do pass. o

The amendment strikes out all after the enacting clause and inserts-
in lieu thereof a substitute text which appears in italic type in the
reported bill. , ' o

’ - EXPLANATION OF AMENDMENT

. The committee amendment to H.R. 10572 substitutes an entirely
new. text for the text of the introduced bill. However, the substitute
text merely alters the style and form of the provisions of the bill and
does not. make any substantive change in the provisions of the intro-'
duced bill: - - - ' e

L ~  Purrose ,

.The sole purpose of H.R. 10572 is to amend the definition of the.
term “city” as set forth in section 5520(c) (1) of title 5, United States
Code, 50 as to permit the withholding of income or employment taxes
impesed by certain municipalities and towns or townships which meet -
the criteria specified in the bill.

CoMMITTEE AcCTION

‘H.R. 10572, as amended, was ordered reported by unanimous voice

vote of the Committee on Post Office and Civil Service on March 18,

57-006
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1976. No hearings were held on this bill because of the noncontroversial
nature of the proposed amendment. A hearing was held on H.R. 86§0,
subsequently enacted as Public Law 93-340 (Hearing No. 93-95, No-
vember 14, 1973), relating to the withholding of city taxes.
, : . -+ BACKGROUND o L

~ Public Law 93-840, enacted July 10, 1974 (5 U.S.C. 5520), provides
for the withholding of city income or employment taxes from the pay
of Federal employees where a city ordinance provides for the collec-
tion of such taxes and imposes a duty on employers within the taxing
jurisdiction to withhold taxes. The law provides that the Secretary
of the Treasury, under certain conditions, shall enter into an agree-
ment with the city to provide for such withholding from the pay of
Federal employees who are regularly employed within the city, For
purpeses of this law the term “city” is defined as meaning one which is
duly incorporated under the laws of a State and within the political
boundaries of ‘which there are 500 or more persons regularly employed
by all agencies of the Federal Government (5 U.S.C. 5520(c) (1}).

- STATEMENT |

There are no more than 12 states which authorize cities to impose
income or employment taxes. Since enactment of Public Law 93-340,
52 cities have requested withholding agreements with the Department
of Treasury. Approximately 40 agreements arve currently in effect.

However, the Department has declined to enter into agreements with:

several jurisdictions because the fail to meet the technieal requirement
of the existing law—i.e., be duly incorporated asa city under the laws

of a State. An example of such a jurisdiction can be found in Kentucky -

where the city of Lexington merged its governmental functions with
the county of Fayette to form the Lexington-Fayette Urban County.
Government. =

.. While this (Goverriment ’posséss‘es all of the powers of a Kentucky

ctty, it, in fact, is not incorporated as a city under the laws of Ken-
tucky and, therefore, does not fall within the degnition of “city” as
set forth in seetion 5520 (c) (1) of title 5, United States Code, »
Sinee the:enactment of Public Law 93340, this committee has been
made aware that theré: exists in many states political subdivisions
which; although not incorporated ‘as eities under thé State law, never-

theless possess all or many of the powers exereised by such inderpe-

rated cities, The committee finds no valid basis for excludilig such
political subdivisions from the application of the tax withholding
provisions of 5 U.S.C. 5520. Therefore, H.R. 10572 proposes to amend

the definition of *“¢ity” to mean any unit of general loeal governitient

whichi is elassified a5 & munieipality by, the Bureau of the Census.or
which is a town ot towriship which, in the determination of the Secre-
tary of the Treasuiy. meets the three criterin specified in the bill. The

amended definition would retain the existing requirement thet there b
at least 500 persons regularly employed by the Federal Government
within the political boundaries of the taxing jurisdiction. The com-
mittee believes the aunended definition of “city” to

H.R, 1008

be sufficiently flexi-

-3
f{)le‘ to avoid the type of inequity that has occurred under the existing
o . ~Awavysis or H.R. 10572 .

The first section of the bill, as amended by the Committee, amends
the definition.of the term “city™ as set forth in section 5520(c) (1) of
title .5, United States Code. Under existing law “city” is defined as
meaning one which is duly incorporated under the laws of a State and
within the political boundaries of which there are 500 or more persons

_regularly employed by all agencies of the Federal Government.
Under the amendment the term “city” is defined as meaning any
‘unit of general local government which (1) is classified as a municipal-
_ity by the Bureau of the Census, or (2) is a town or township which,
‘in the determination of the Secretary of the Treasury, meets certain
speeified criteria. | : ‘ e

©* With respect to the classification.of municipalities by the Bureau

of the Census, there is set forth Lelow an excerpt from Volume 1 of the
1972 Census of Governments published by the Bureau of the Census.

- MuxNrcipaLITINS -
- For purposes of Census classification, a nninici)?ality is a political

subdivision within which a municipal corporation has been established
to provide general local government for a specifiec population con-

_centration in a defined area. A municipality may be legally termed a

city, village, borough (except in Alaska), or town (except in the New

.England States, New York, and Wisconsin). In Alaska, the term

“borough” corresponds to units classed as county governments and
in New.England, New York, and Wisconsin, the term “town” relates
to an area subdivision which (although it may be legally termed a
municipal corporation and have a similar governmental organization)
has no necessary relationship to a concentration of population and
thus corresponds to townships in other States. The above concept of
munieipalities corresponds generally to the “incorporated places” that
are recognized. in Census Bureau reporting of population and housi

-statistics subject to an important qualification—the count of munici-

palities in this report excludes places which are reported as currently
governmentally inactive, '

A total of 18,517 municipalities are reported in existence as of early
1972. This is an increase of 469 over the number reported in the 1967
Census of Governments. Illinois, with 1,267 such governments at the
begifining of -1972, has more municipalities than any other State.
Pennsylvania has 1,012 municipalities, Texas has 981, Iowa 951, and
‘Ohie 936. At the other extreme are seven States with fewer than 50
municipalities . each——Connecticut, Hawaii, Maine, Massachusetts,
Nevada, New Hampshire, and Rhode Island. Tt may be noted that

five of these seven are New England States, where a strong town
‘govermment often provides urban services ordinarily provided by

municipalities in other States. N

As table 10 shows, more than 132 million of the inhabitants of the
United States live in areas with municipal government, and more than
56 million of these municipal residents live in the 153 cities of at least

H.R. 1008
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100,000 population. The majority of municipalities (52 percent) have
fewer than 1,000 inhabitants. However, these 9,664 small municipali-
ties account for only '8 percent of the total municipally served popu-
.,lf‘.l,thn’; as shown by the following tabulation, based on tables 9 and 10:

" Population served by '
Municipalities . “municipalities, 1970

s - Nombar - T
E l"opqlatmp-sm group.. - o Number Percent . (thousands) . Percent
1857 1000 12,244 100.0
153 .8 56,500 .1
231 1.2 16,130 12,2
453 . 2.4 15,668 ' - 1.8
1,134 6.1 . 17,656 13.4
1,398 1.5 9, 855 1.5
1,911 10.3 6,731 5.1
3,573 19.3 5,706 4.3
9, 66% 52.2 3,998 .3.0

Under the amended definition of “city”, a town or township may
qualify for a tax withholding agreement under 5 U.S.C. 5520 if, in
the determination of the Secretary of the Treasury, such town or
township (1) possesses powers and performs functions comparable
1o those associated with municipalities. (2) is closely settled, and
(3) contains within its boundaries no incorporated places, as defined
by the Bureau of the Census. . . '

_The amended definition of “city” retains the existing requirement
that there be 500 or more persons who are regularly employed by all
agencies of the Federal Government within the political boundaries
of the local government. S ~ .

Section 2 of the bill provides that the amended definition of “city”

'sl.lall\take effect on the date of the enactment of the Act. ‘

Cost

The committee has determined tliat no additional cost to the Govern-
ment will result from the enactment of this legislation. The statement
furnished by the Congressional Budget Office pursuant to section’ 403
of the Congressional Budget Act is set forth below: -~~~ i7"

Cox~aressioNnar, Bupeer OFFICE, °

. o ' March 22, 1976.
Hon. Davip N. Hrxperson, ‘ Co
C'hairman, Committee on Post Office and Civil Service, U.S. House
- o of Representatives, Washington, D.C. -~ = Co
- PDiar Mr. Criiiraan: Pursuant to Séction 403 of the (},Qngréssibnfi]

Budget Act of 1974, the Congressional Budget Office has reviewed
H.R.'10572, city income tax withholding. S
' Based on this review, it appears that no additional costs to the
'lg%;'ei'nment would be incurred as a result of the enactment of this
8t . 01 the cnactm 2
7 Sineerely; A L
T CAvice M. Rovuiy, &0
Director.

H.R. 1008

to clause 2(b) (2) of House Rule X.

‘5
R A Coib OvERSGHT o : ;
“Undex-the rules of the Committee on‘P_(l)st Ofﬁceand Civil Service,

the Subcommittee on Manpower and Civil Service is vested with leg-

islative .and: oversight jurisdietion over the subject. matter of this

legislation. As a result of meetings with, and correspondence received
from, . individuals concerned about the problem addressed by this

‘legislatjon the subcommittee and full committee .concluded that-there

was ample justification for amending the law in the manper provided
under H.R.- 10572, ; :

- 'The committee received no report of oversight findings or recom-

mendations from the Comimittee on: Government Operations pursuant
INFLATIONARY. IMPACT STATEMENT - 1 o f .

Purstiant to clause 2(1) (4) of House Rulé XT, the; cominittee has
concluded that, since there is no cost involved, the enactment of H.R.
10572 will. have no inflationary impact on the national economy.

. Aeexey Views

The report of the General Counsel of the Treasury on ILR. 10572
is get forth below. C ' , ' ’

Tae GeENErRAL CoUNSEL oF THE TREASURY, .
o Waskington, D.C., February 12, 1976.
Hon. Davip N. HeNDErsON, RS T
Chairman, Committee on Post Office and Civil Service, House of

- Representatives, Waskington, D.C. ' o

Dear Mr. CuatrmaN: Reference is made to request for the views
of the Department of Treasury on H.R. 10572, “To amend title 5 of
the United States Code to provide that the provisions relating to the
withholding of city income or employment taxes from Federal em-
ployees shall apply to taxes imposed by certain nonincorporated local
governments.”

The proposed legislation would amend section 5520 (c) of title 5 of
the United States Code to change the definition of the term “city” as it
applies to withholding of city income .and employment taxes: from
the pay of Federal employees. I'nder existing law, the term means
a city incorporated under the laws of a State and in which 500 or more
persons are .employed by agencies of the Federal Government. The
amendment would retain the 500-employee criterion, but would ex-
pand the definition .of “city” so.as to include “municipalities”, as
defined by the 1.S. Census Bureau, and. towns or.townships -which,
as determined by the Secretary of the Treasury, meet certain criteria
set ont inthelaw. = -~ .- P e
- Because of the definition of “city”” in section 5520(c); the Depart-
ment has not entered into withholding agreements with certain juris-
dictions which, although not incorporated as cities under applicable
State law, have all of the powers and characteristics usually associated
with cities and meet, the: 500-employee :requirement. The Department
has had considerable difficulty in.explaining this position to.officials

IL.R. 1008
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of these jurisdictions, who point out the lack of any substantial dif-
ference between their jurisdictions and a qualified “city” and the appa-
rentvini’af‘;ﬁity in excluding these jurisdictions from W‘ithholdin'ﬁ agree-
meénts. The proposed amendment is a workable definition which would
permit a withholdinig agreement with this type of jurisdiction.
‘As requested by the Senate Committee on Post Office and Civil Serv-
ice, sée %enate Report 946, 93d Congress, 2(1974), the Department is
‘currently preparing a report on the ramifications of extending the
‘provisions of section 5520, a copy of which will be furnished to your
committee. The Department supports the legislation in principle.
Howevetr, we request that the committee defer action on the bill until
our report is completed. We anticipate that this report will be com-
pleted in May 1976. S S
The Department has been advised by the Office of Management and
Budget that there is no objection from the standpoint of the adminis-
tration’s program to the submission of this report to your committee.
Sincerely yours, ' o ' ,
B Riouarp B. AverecHT,
- General Counsel.

Cuaneres 1x Exwstineg LAw Mape By tae Biun, as ReporTED

In compliance with clanse 3 of Rule XTIT of the Rules of the House
of Representatives, changes in existing law made by the bill, as re-
ported, are shown as follows (existing law proposed to be omitted is
enclosed in black brackets, new matter is printed in italic, existing law

in which no change is proposed is shown in roman) : .

~ SECTION 5520 OF TITLE 5, UNITED STATES CODE
CHAPTER 55-—-PAY ADMINISTRATION

N * * | . * B
o SU#CHAP‘I"ER; IT—WiITHHROLDING PAY | |

' P ® . * o x % T e
§ 5520. Withholding of city income or employment taxes
A (a). When 2 ¢ity ordnance— o e

(1) ‘provides for the collection of a tax by imposing on em-

 plovers generally the duty of withholding sums frotn the pay of
. employees and making returns of the sums to the city; and
(2) iniposes-the duty to withhold generally on the payment
_of compensation earned within the jurisdiction of the city in the
case of employees whose regular place of employment is within
such jurisdietion; ' S
the Secretary of the Treasury, under regulations prescribed by the
President, shall enter into an agreement with the city within 120
days of a request for agreement by the proper city official. The agree-
ment shall provide that the head of each agency of the United States
shall comply with the requirements of the city ordinance in the case
of employees of the agency who are subject to the tax and whose reg-
ular place of Federal employment is within the jurisdiction of the

H.R. 1008
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city with which the agreement is made. The agreement may not apply
to pay for service as a member of the Armed Forees. The agreement
may not permit withholding of a city tax from the pay of an em-
ployee who is not a resident of the State in which that city is located
unless the employee consents to the withholding.

(L) This section does not give the consent of the United States
to the application of an ordinance which imposes more burdensome
requirements on the United States than on other employers or which
subjects the United States or its employees to a penalty or lability
because of this section. An agency of the United States may not ac-
cept pay from a city for services performed in withholding city in-
come or employment taxes from the pay of employees of the agency

(¢) For the purpose of this section—

L[(1) “city” means a city which is duly incorporated under the
laws of a State and within the political boundaries of which 500
or more persons are regularly emploved by all agencies of the
Federal Government; and]

(1) “elty™ means any unit of general local government which—

(A4) is classified as a municipality by the Bureaw of the
census, oy
(B) is a town or township which. tn the determination of
the Secretary of the Treasury—
(¢) possesses powers and performs functions com-
“parable to those associated with municipalitics,
(#0) 48 elosely settled, and
(¢2) contains within its boundaries no incorporated
places, as defined by the Bureaw of the Census,
within the political boundaries of which 500 or more persons are
regularly employed by all agencies of the Federal Government.:
and
(2) “agency” means—
(A) an Execntive agency ;
(B) the judicial branch;and
(C) the United States Postal Service.

O

H.R. 1008



H. R. 10572

Rinety-fourth Congress of the Wnited States of Amevica

AT THE SECOND SESSION

Begun and held at the City of Washington on Monday, the nineteenth day of January,
one thousand nine hundred and seventy-six

An Act

o amend title 5 of the United States Code to provide that the provisions relating
to the withholding of city income or employment taxes from Federal employees
shall apply te taxes imposed by certain nonincorporated local governments,

Be it enacted by the Senate and House of Represeniatives of the
United States of America in Congress assembled, That paragraph
(1) of section 5520(c) of title 5, United States Code, is amended to
read as follows:

“(1) ‘city’ means any unit of general local government which—
“(A) is classified as a municipality by the Bureau of the
Census, or
“(B) is a town or township which, in the determination
of the Secretary of the Treasury-—
“(1) possesses powers and performs functions com-
parable to those associated with municipalities,
“(i1) 1iselosely settled, and
“(ii1) contains within its boundaries no incorporated
places, as defined by the Bureau of the Census,
within the political boundaries of which 500 or more persons are
regularly employed by all agencies of the Federal Government;
and”.

Sgc. 2. The amendment made by the first section of this Act shall

take effect on the date of the enactment of this Act.

Speaker of the House of Representatives.

Vice President of the United States and
President of the Senate.





