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Positioning Payroll

• When your company is planning a merger, acquisition or divestiture, the 
payroll department should try to focus on its key responsibilities.  Since 
payroll might not initially receive all the necessary information to make 
adequate preparation, take the initiative and ask management to include 
payroll in the initial discussions of the transaction.  Let management know 
about the various responsibilities that fall under the direction of the payroll 
department and the potential liabilities and their tax ramifications 
depending on how management structures the merger, acquisition or 
divestiture. The same concepts governing mergers and acquisitions also 
apply when a company reorganizes its corporate structure or spins off from 
the parent company.  The information you provide your senior management 
team may have a short-term or long-term impact on the pay-roll department 
and your company.  Substantial savings may be generated through a 
complete analysis of state unemployment insurance implications.



Terms and Definitions

Acquisition - One entity gains 
possession or control of another 

commercial interest or entity.

Asset Purchase - A type of acquisition 
where only assets are purchased and 

the predecessor retains its Federal 
Employer Identification Number 

(FEIN).

Divestiture     A transaction in which 
there is a transfer or disposal of 

commercial interests (such as stock in 
a corporation).

Successor     An entity or corporation 
that takes on the burdens of a 
previous entity or corporation 

through merger, acquisition, or other 
means of succession.

Predecessor    An entity or 
corporation that comes before 

another entity or corporation in time; 
something that has been succeeded 

by another.  In an acquisition, the 
predecessor is the     entity being 

acquired by the successor.  

Predecessor Employer      The 
predecessor employer is the 

organization that owned the assets of 
the previous employer before the 

transaction.

Reorganization     The financial 
transaction in which there is a 

reconstruction of a business concern.

Spin off       A transaction in which 
there is a distribution of particular 

assets and/or stock of another 
company by a business to its 

stockholders.  It includes the new 
company created by such a 

distribution.



Terms and Definitions

Statutory Merger or Consolidation -    A transaction in which there is a union of two or more commercial interests or 
corporations; a corporation is absorbed (called the acquired corporation) by another corporation (called the surviving 
corporation). The acquired corporation is dissolved and its FEIN becomes invalid. The Internal Revenue Service (IRS) 
has ruled that a statutory merger or consolidation will not result in a predecessor-successor relationship.  Consider 
the surviving corporation as the same taxpayer and employer as the acquired corporation (Rev. Rul. 62-60, and Rev. 
Rul. 2004-53). Employees of Company A who become employees of Company B as part of the transaction will receive 
one W-2 form (from Company B) reporting all wages for the year.
Stock Purchase -  With a stock purchase transaction, the successor purchases the predecessor’s stock and, thus, 
inherits any outstanding tax liabilities associated with the predecessor.  To complete the transaction, the predecessor 
must obtain approval for the transaction from each predecessor shareholder.  The resulting structure after such a 
transaction will leave the successor holding the predecessor as a subsidiary.  Since the predecessor remains intact as a 
subsidiary of the successor, the predecessor’s FEIN remains the same. One significant drawback to a stock purchase is 
that, unlike a merger, the law does not provide a means of cashing out large numbers of dissenting shares under a 
stock purchase.  Many companies are unwilling to have minority shareholders, which could occur if a predecessor’s 
shareholder refused to agree to sell his or her shares to the successor on the offered terms. As a result, a stock 
purchase is impractical if the predecessor has either many shareholders or even one shareholder with substantial 
holdings who strongly disapproves of the acquisition.

Private Equity  - A source of investment capital from wealthy individuals and institutions for the purpose of investing 
and acquiring equity ownership in companies.
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Thank you 
• Please submit any questions via email to 
• dbyrd@clearcoursehcm.com
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