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7 THINGS THAT A PEO 

WON’T TELL YOU.

A PEO (professional employer organization) hires 

the client company’s employees, and then leases them 

back under contract to the client. The premise is that 

by consolidating many different businesses’ employ-

ees under one umbrella, the PEO can offer better rates 

for workers’ compensation, payroll administration, 

benefits and so on.  

We believe there are many good reasons why small 

and mid-sized businesses should carefully consider 

the points below before signing on with a PEO. Here 

is a list of the top 7 things the PEOs won’t tell you, 

followed by how HR outsourcing differs:
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1. A lot of small percentage 
fees add up quickly. 

PEO service fees are based on a percentage of 

payroll, so each time you give your employees a wage 

increase, pay them overtime or give them a well-

deserved bonus, the PEO fees increase.  

PEOs also charge you the required payroll taxes 

throughout the year. Check to assure your PEO does 

not follow the common practice of charging these 

taxes even after the wage base limit for certain payroll 

taxes are reached as a means 

to increase their profit. They 

then pocket those tax dollars vs. 

reducing your fees in most cases 

that we have seen. For your highly 

compensated employees, this is a 

big hit. 

When you lease your 

employees from a PEO, you may 

also lose a significant amount of 

tax deductions.  Those benefits 

are now the PEO’s. Consider this 

when you calculate your overall costs, and be sure to 

consult with your tax accountant. 

Require the PEO to break down your fees before 

you buy! You will want to know the cost of your taxes, 

the separate cost of your workers compensation, 

health insurance costs and line items of their various 

fees beyond those items. With one flat fee it is 

incredibly easy to disguise costs that hit your pocket. 

2. Your employees are no 
longer employed by your 
company. 

The day you turn over your employees to a PEO 

and their paychecks no longer have your company 

name on them, a certain amount of disconnect will 

have begun. When your employees need help with 

any personal financial, payroll or benefits issues that 

affect their lives and families, they will be  

communicating with the large corporate PEO 

employer, not you. You will likely 

have to put more energy into 

connecting your employee to your 

company’s culture because you 

are no longer supporting their 

HR needs and are no longer their 

official employer.

Because your employees 

are technically no longer yours, 

HR problems are dealt with by 

the PEO. Common nightmares 

include frustrated workers who 

are supported in the same “large pool” manner along 

with employees of other companies. Consider that 

the PEO has no way of mirroring so many different 

cultures, since all employees are employed by them. 

Things like slow response time, canned answers 

and non-flexible policies are a recipe for worker 

dissatisfaction over which you have no control. 

Another important point to consider: You no longer 

choose the benefits that drive employee recruitment 

and commitment. The choice will be that of the PEO. 

The PEO becomes   
the face of your 
company when 
it comes to new 

employee orientation 
and overall HR 

support. Don’t lose 
sight of what this face 

looks like. 
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3. You may have to take a 
number. 

Some business owners have found that PEOs have 

significant turnover rates of their own staff, including 

client managers assigned to you. Also, depending 

upon the issue, there was a different person to talk 

to each time they called. Oftentimes, requests for 

assistance or information can be passed along down 

the PEO food chain, taking up 

valuable time you may not have  

to spare.

The PEO becomes the face of 

your company when it comes to 

new employee orientation and 

overall HR support. Don’t lose 

sight of what this face looks like.

 

4. With a PEO, the HR 
knowledge base you will 
depend on is what it is. 
Often the PEO representatives supporting your HR 

only possess a background in benefits and payroll, 

not actual human resources. Such a lack of deep 

knowledge can be very problematic and lead to costly 

mistakes. They also are not integrated into your 

unique culture so answers are typically canned and 

have a big company feel to them. With a PEO, you 

have to be wary; be sure to ask about the education 

and experience levels of the particular representatives 

who will be managing your high-level HR functions. 

5. There’s a workers’ comp 
conundrum. 

In a PEO relationship you share a single workers’ 

compensation account with all of the PEO’s  

customers. Workers’ comp rates have a set fee per 

job category and then increase by your percentage of 

claims. This percentage is referred to as a modifier. 

Because there is a very large pool of workers under 

the PEO, the incidences of claims 

and the modifier increases, 

making the cost of the workers 

comp insurance rise. 

Some companies with 

otherwise high modifiers join a 

PEO as a means to gain a more 

favorable rate. You could easily 

be sharing one modifier with companies like this. You 

have no means of managing the situation because the 

problems are coming from various other companies 

that don’t have an incentive to manage their workers’ 

comp claims.

Some companies
with otherwise high 

modifiers join a PEO 
as a means to gain a 
more favorable rate. 
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6. Liability issues are murky 
at best.

Although you might think it to be true, liability is 

not avoided by using an employee leasing company, 

and laws vary from state to state. You will still have 

to watch out for all the usual 

legal issues, such as harassment, 

discrimination, etc., as you will 

still be held liable. PEOs don’t 

necessarily have to take legal 

responsibility for the advice that 

they give you, either. Even though 

they are technically the employer, 

your company is still responsible 

for all employment practices.

Be sure you talk to your 

attorney before making any final 

decisions regarding PEOs.

7. Beware of exit fees, 
hassles & rights to ownership.

Exit stipulations sometimes mirror a prenuptial 

agreement. The PEOs technically “own” your 

employees. Besides having to hire back your own 

employees, you won’t own the 

data on them needed to set 

up your own payroll, benefits, 

and all other HR requirements. 

This all certainly adds insult to 

contract-termination injury, as 

you are forced to establish new-

hire paperwork, find vendors 

for payroll and  benefits, set up 

unemployment and workers 

comp insurances, a new 401k plan 

– the list goes on. 

It doesn’t matter if you are 

a savvy dealmaker, either. It is 

almost impossible to negotiate more control or a better 

exit clause with a PEO because, as a small or mid-sized 

business, you are a little fish in the PEO’s big pond.

It doesn’t matter 
if you are a savvy 

dealmaker, either. It is 
almost impossible to 

negotiate more control 
or a better exit clause 
with a PEO because, 

as a small or mid-
sized business, you 

are a little fish in the 
PEO’s big pond. 
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Here are the seven ways HR 
outsourcing is different.

Our fees are only based on the work we do, simple 

and incredibly clear. 

With us your employees are always employed by 

you. Our role is 

to enhance that 

relationship, within 

your organization. 

We become 

integrated into 

your company and 

become part of your 

responsive internal 

management team.

We are highly experienced, HR educated and 

skilled HR pros that integrate into your culture. As a 

result we always respond in a manner that keeps you 

in compliance, while serving your best interests.

We are working with you to manage your workers’ 

comp program and to work towards decreasing your 

claims and modifiers. Your best interest is always our 

best interest. 

We manage all areas of HR on your behalf to help 

keep you in compliance with the goal of avoiding any 

unnecessary and costly litigation. And we do so while 

sitting on your side of the table.

With us, you always have full ownership of your 

human resources, no matter how broad or limited 

your customized 

agreement is.

myHR Partner 

offers a unique HR 

Partnership service 

where we don’t 

dictate how your 

HR services will 

be administered. 

We assign you 

a dedicated team of HR experts to take on the 

time-consuming functions of HR administration. 

We manage employee relations hands-on and we 

oversee the HR processes that support a successful 

organization. We become so integrated into your 

culture that we are seen as part of your team. You 

remain in control of your staff, and we help you 

manage them successfully.

 myhrpartnerinc.com 

610.443.0119


