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been paid to such employee by a suc-
cessor, if:

(i) The successor during a calendar
yvear acquired substantially all the
property used in a trade or business, or
used in a separate unit of a trade or
business, of the predecessor;

(ii) Such employee was employed in
the trade or business of the predecessor
immediately prior to the acquisition
and is employed by the successor in his
trade or business immediately after the
acquisition; and

(iii) Such wages were paid during the
calendar year in which the acquisition
occurred and prior to such acquisition.

(3) The method of acquisition by an
employer of the property of another
employer is immaterial. The acquisi-
tion may occur as a consequence of the
incorporation of a business by a sole
proprietor of a partnership, the con-
tinuance without interruption of the
business of a previously existing part-
nership by a new partnership or by a
sole proprietor, or a purchase or any
other transaction whereby substan-
tially all the property used in a trade
or business, or used in a separate unit
of a trade or business, of one employer
is acquired by another employer.

(4) Substantially all the property
used in a separate unit of a trade or
business may consist of substantially
all the property used in the perform-
ance of an essential operation of the
trade or business, or it may consist of
substantially all the property used in a
relatively self-sustaining entity which
forms a part of the trade or business.

Example 1. The M Corporation which is en-
gaged in the manufacture of automobiles, in-
cluding the manufacture of automobile en-
gines, discontinues the manufacture of the
engines and transfers all the property used
in such manufacturing operations to the N
Company. The N Company is considered to
have acquired a separate unit of the trade or
business of the M Corporation, namely, its
engine manufacturing unit.

Example 2. The R Corporation which is en-
gaged in the operation of a chain of grocery
stores transfers one of such stores to the S
Company. The S Company is considered to
have acquired a separate unit of the trade or
business of the R Corporation.

(5) A successor may receive credit for
wages paid to an employee by a prede-
cessor only if immediately prior to the
acquisition the employee was employed
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by the predecessor in his trade or busi-
ness which was acquired by the suc-
cessor and if immediately after the ac-
quisition such employee is employed
by the successor in his trade or busi-
ness (whether or not in the same trade
or business in which the acquired prop-
erty is used). If the acquisition in-
volves only a separate unit of a trade
or business of the predecessor, the em-
ployee need not have been employed by
the predecessor in that unit provided
he was employed in the trade or busi-
ness of which the acquired unit was a
part.

Example. The Y Corporation in 1955 ac-
quires all the property of the X Manufac-
turing Company and immediately after the
acquisition employs in its trade or business
employee A, who, immediately prior to the
acquisition, was employed by the X Com-
pany. Both the Y Corporation and the X
Company are employers, as defined in the
Act, for the calendar year 1955. The X Com-
pany has in 1955 (the calendar year in which
the acquisition occurs) and prior to the ac-
quisition paid $2,000 of wages to A. The Y
Corporation in 1955 pays to A remuneration
with respect to employment of $2,000. Only
$1,000 of such remuneration is considered to
be wages. For purposes of the $3,000 limita-
tion, the Y Corporation is credited with the
$2,000 paid to A by the X Company. If, in the
same calendar year, the property is acquired
from the Y Corporation by the Z Company,
an employer for such year, and A imme-
diately after the acquisition is employed by
the Z Company in its trade or business, no
part of the remuneration paid to A by the Z
Company in the year of the acquisition will
be considered to be wages. The Z Company
will be credited with the remuneration paid
to A by the Y Corporation and also with the
wages paid to A by the X Company (consid-
ered for purposes of the application of the
$3,000 limitation as having also been paid by
the Y Corporation).

[T.D. 6516, 26 FR 13032, Dec. 20, 1960, as
amended by T.D. 6658, 28 FR 6636, June 27,
1963; T.D. 7660, 44 FR 75142, Dec. 19, 1979]

§31.3306(b)(2)-1 Payments under em-
ployers’ plans on account of retire-
ment, sickness or accident dis-
ability, medical or hospitalization
expenses, or death.

(a) The term ‘‘wages’ does not in-
clude the amount of any payment (in-
cluding any amount paid by an em-
ployer for insurance or annuities, or
into a fund, to provide for any such
payment) made to, or on behalf of, an
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employee or any of his dependents
under a plan or system established by
an employer which makes provision for
his employees generally (or for his em-
ployees generally and their dependents)
or for a class or classes of his employ-
ees (or for a class or classes of his em-
ployees and their dependents), on ac-
count of:

(1) An employee’s retirement,

(2) Sickness or accident disability of
an employee or any of his dependents,

(3) Medical or hospitalization ex-
penses in connection with sickness or
accident disability of an employee or
any of his dependents, or

(4) Death of an employee or any of
his dependents.

(b) The plan or system established by
an employer need not provide for pay-
ments on account of all of the specified
items, but such plan or system may
provide for any one or more of such
items. Payments for any one or more
of such items under a plan or system
established by an employer solely for
the dependents of his employees are
not within this exclusion from wages.

(c) Dependents of an employee in-
clude the employee’s husband or wife,
children, and any other members of the
employee’s immediate family.

(d) It is immaterial for purposes of
this exclusion whether the amount or
possibility of such benefit payments is
taken into consideration in fixing the
amount of an employee’s remuneration
or whether such payments are re-
quired, expressly or impliedly, by the
contract of service.

§31.3306(b)(3)-1 Retirement payments.

The term ‘‘wages’ does not include
any payment made by an employer to
an employee (including any amount
paid by an employer for insurance or
annuities, or into a fund, to provide for
any such payment) on account of the
employee’s retirement. Thus payments
made to an employee on account of his
retirement are excluded from wages
under this exception even though not
made under a plan or system.
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§31.3306(b)(4)-1 Payments on account
of sickness or accident disability, or
medical or hospitalization ex-
penses.

The term ‘‘wages’ does not include
any payment made by an employer to,
or on behalf of, an employee on ac-
count of the employee’s sickness or ac-
cident disability or the medical or hos-
pitalization expenses in connection
with the employee’s sickness or acci-
dent disability, if such payment is
made after the expiration of 6 calendar
months following the last calendar
month in which such employee worked
for such employer. Such payments are
excluded from wages under this excep-
tion even though not made under a
plan or system. If the employee does
not actually perform services for the
employer during the requisite period,
the existence of the employer-em-
ployee relationship during that period
is immaterial.

§31.3306(b)(5)-1 Payments from or to
certain tax-exempt trusts, or under
or to certain annuity plans or bond
purchase plans.

(a) Payments from or to certain tax-ex-
empt trusts. The term ‘‘wages’ does not
include any payment made—

(1) By an employer, on behalf of an
employee or his beneficiary, into a
trust, or

(2) To, or on behalf of an employee or
his beneficiary from a trust,

if at the time of such payment the
trust is exempt from tax under section
501(a) as an organization described in
section 401(a). A payment made to an
employee of such a trust for services
rendered as an employee of the trust
and not as a beneficiary thereof is not
within this exclusion from wages.

(b) Payments under or to certain annu-
ity plans. (1) The term ‘‘wages’ does
not include any payment made after
December 31, 1962—

(i) By an employer, on behalf of an
employee or his beneficiary, into an
annuity plan, or

(ii) To, or on behalf of, an employee
or his beneficiary under an annuity
plan, if at the time of such payment
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