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BECAUSE EMPLOYEES MATTER

Guide to Choosing
the Right PEO



Introduction

Choosing the right Professional Employer Organization (PEQO) can be a game-changer for your business.
A PEO provides comprehensive HR solutions, including payroll, benefits administration, compliance, and
risk management, all while allowing you to focus on your core business activities. However, with so
many options available, selecting the right PEO requires careful consideration. This guide will walk you
through the key factors to consider when choosing a PEO that aligns with your organization's needs.

1. Understand Your Business Needs

Before you start evaluating PEOs, it's crucial to have a clear understanding of your organization's unique
requirements. Consider the following:

e Size and Scope: Determine the size of your workforce and the complexity of your HR needs.

¢ Industry-Specific Requirements: Some PEOs specialize in certain industries and offer tailored
services.

e Growth Plans: Consider your company's growth trajectory and whether the PEO can scale with
you.

2. Evaluate the PEO’s Service Offerings

PEOs provide a wide range of services, but not all may be relevant to your business. Make sure to
evaluate:

e Payroll and Tax Administration: Ensure the PEO can handle payroll processing, tax filings, and
compliance with federal and state regulations.

¢ Employee Benefits: Look for a PEO that offers competitive benefits packages, including health
insurance, retirement plans, and wellness programs.

e Compliance and Risk Management: The PEO should assist with regulatory compliance, safety
training, and workers' compensation insurance.

o HR Support: Determine the level of HR support provided, including employee relations,
performance management, and training.

3. Assess the PEO’s Financial Stability

Your PEO partner will handle critical aspects of your business, so their financial stability is paramount.
Ask for:

¢ Financial Statements: Review their financial health to ensure they are stable and trustworthy.
¢ Client Retention Rate: A high retention rate indicates satisfied clients and reliable service.

e Accreditations: Look for certifications such as the Employer Services Assurance Corporation
(ESAC) accreditation, which signifies financial reliability.

4. Analyze the Cost Structure

Understanding the PEQ’s pricing model is essential for making an informed decision. Key factors include:



e Fee Structure: PEOs typically charge a flat fee per employee or a percentage of your payroll.
Compare costs across multiple PEOs to find the best value.

e Hidden Fees: Be aware of any additional charges for specific services or onboarding processes.

e Cost-Benefit Analysis: Consider the overall value provided by the PEO in relation to the fees
charged.

5. Examine the Technology and Tools Provided

In today's digital age, having access to robust technology is critical for efficient HR management.
Evaluate:

¢ HR Software: The PEO should provide user-friendly HR software for payroll processing, benefits
management, and employee self-service.

o Data Security: Ensure the PEO has strong data protection measures in place to safeguard
sensitive employee information.

¢ Integration Capabilities: Check if the PEQ's technology integrates with your existing systems for
seamless operations.

6. Consider the PEO’s Customer Service and Support
Strong customer service is vital for a successful PEO partnership. Assess:

e Dedicated Account Management: Determine if you will have a dedicated account manager to
handle your needs.

e Response Time: Evaluate how quickly and efficiently the PEO addresses issues and resolves
problems.

e Client References: Request references from current or past clients to gain insights into their
customer service quality.

7. Review the Contract Terms

Before signing an agreement, thoroughly review the contract to understand your obligations and the
PEQ’s responsibilities:

e Service Level Agreements (SLAs): Ensure the PEO commits to specific service standards.

e Termination Clauses: Understand the terms for contract termination, including any penalties or
notice periods.

e Flexibility: Look for contract terms that allow for adjustments as your business needs evolve.
8. Assess the PEO’s Industry Reputation

Finally, the PEQ’s reputation in the industry can provide valuable insights into their reliability and quality
of service. Consider:

e Online Reviews and Testimonials: Check for positive feedback and reviews from current clients.



Awards and Recognition: Look for any industry awards or recognition that highlight the PEQ’s
excellence.

Industry Experience: Consider how long the PEO has been in business and their experience in
your specific industry.

Consider a PEO with CPEO Certification

When selecting a PEQ, it's beneficial to choose one that is certified by the IRS as a Certified Professional

Employer Organization (CPEO). This certification offers several advantages that can provide additional
peace of mind and financial benefits for your business:

What is CPEO Certification?

CPEO certification is a designation given by the IRS to PEOs that meet specific requirements related to
tax compliance, financial responsibility, and other regulations. This certification ensures that the PEO
has undergone a rigorous vetting process and adheres to the highest standards of operation.

Benefits of Choosing a CPEO

Tax Benefits and Compliance Assurance:

o

Federal Payroll Tax Responsibility: When you partner with a CPEO, the IRS
acknowledges that the CPEO is solely responsible for the payment of federal
employment taxes. This removes the risk of double taxation in certain situations, such as
when switching PEOs mid-year.

Tax Credit Protection: Businesses using a CPEO maintain eligibility for tax credits, such
as the Work Opportunity Tax Credit (WOTC), which might otherwise be jeopardized if
using a non-certified PEO.

Increased Financial Security:

o

Bonding Requirement: CPEOs are required to have a surety bond, which provides a
layer of financial security in case of any issues related to the payment of federal
employment taxes.

Regular Audits: CPEOs undergo regular audits by independent CPAs, ensuring their
financial practices are sound and compliant with IRS standards.

Enhanced Credibility and Trust:

o

IRS Endorsement: The CPEO designation is a mark of trust, as the IRS only certifies PEOs
that have proven their ability to manage payroll taxes and adhere to stringent
regulatory requirements.

Transparency: CPEOs must submit audited financial statements and meet ongoing
compliance standards, providing transparency and reliability to their clients.

How to Verify CPEO Status



It’s important to confirm the CPEO status of a PEO you’re considering. You can do this by:

e Checking the IRS List: The IRS maintains a public list of all CPEO-certified organizations. Verifying
your PEQ’s certification on this list ensures they are recognized and in good standing with the
IRS.

e Asking for Documentation: Request proof of CPEO certification directly from the PEO. They
should be able to provide documentation that validates their certified status.

. The Importance of Choosing an ESAC-Accredited PEO

Another critical factor to consider when selecting a PEO is whether the organization is accredited by the
Employer Services Assurance Corporation (ESAC). This accreditation signifies that the PEO meets
rigorous industry standards and offers additional financial protections and assurances that can benefit
your business.

What is ESAC Accreditation?

ESAC accreditation is the gold standard in the PEO industry, often referred to as the "PEO seal of
approval." This accreditation ensures that a PEO operates under stringent financial, ethical, and
operational guidelines. ESAC continuously monitors accredited PEOs to ensure ongoing compliance with
these standards.

Benefits of Partnering with an ESAC-Accredited PEO

Financial Assurance and Stability:

Client Protection Program: ESAC-accredited PEOs participate in a multi-million dollar client assurance
program. This program provides financial protection for clients in the rare event of a PEO failure,
ensuring that obligations such as payroll, taxes, and benefits are covered.

o Quarterly Verification: ESAC regularly audits and verifies the financial practices of
accredited PEOs. This ongoing scrutiny ensures that the PEO remains in strong financial
standing and compliant with all relevant regulations.

e Operational Excellence:

o Comprehensive Compliance Standards: ESAC-accredited PEOs must comply with a
broad set of industry best practices and regulatory requirements, covering areas such as
workers' compensation, unemployment insurance, and employee benefits.



o Ethical Conduct: The accreditation requires adherence to a strict code of ethics,
ensuring that the PEO operates with integrity and transparency in all dealings with
clients and employees.

e Peace of Mind for Clients:

o Risk Mitigation: By choosing an ESAC-accredited PEO, you reduce the risk of service
disruptions, financial mishandling, or compliance failures, as these PEOs are held to the
highest operational standards.

o Client Support: ESAC accreditation provides access to additional client resources and
support mechanisms, helping you navigate any challenges that might arise during your
partnership with the PEO.

How to Verify ESAC Accreditation
To confirm whether a PEO is ESAC-accredited:

e Visit the ESAC Website: The ESAC website maintains an up-to-date list of accredited PEOs.
Checking this list is a quick and easy way to verify a PEO's accreditation status.

¢ Request Accreditation Proof: Ask the PEO to provide documentation of their ESAC
accreditation. Reputable PEOs will be transparent about their credentials and eager to share this
information with potential clients.

11. The Role of NAPEO in the PEO Industry

When choosing a PEQ, it’s also valuable to consider whether the organization is a member of the
National Association of Professional Employer Organizations (NAPEQ). NAPEQ is the leading trade
association for the PEO industry, representing a wide range of PEOs across the United States.
Membership in NAPEO indicates that a PEO is committed to industry best practices, advocacy, and
continuous improvement.

What is NAPEO?

NAPEO is a nonprofit trade association that advocates for the PEO industry, providing education,
research, and resources to its members. NAPEQ's mission is to promote the PEO industry, ensure that
PEOs operate under high ethical standards, and support the growth and success of PEOs and their
clients.

Benefits of Choosing a NAPEO Member PEO
¢ Commitment to Industry Standards:

o Best Practices: NAPEO members adhere to industry best practices, ensuring they
provide high-quality services and operate ethically. NAPEO promotes the adoption of
these practices through educational resources, conferences, and training programs.

o Ethical Guidelines: NAPEO has a Code of Ethics that all members must follow, ensuring
that the PEO you choose operates with integrity and transparency.



e Access to Industry Resources:

o Research and Data: NAPEO members have access to the latest industry research,
trends, and data, enabling them to stay ahead of changes in the HR landscape and offer
cutting-edge solutions to clients.

o Educational Opportunities: NAPEO provides its members with ongoing educational
opportunities, such as webinars, seminars, and conferences, which help PEOs
continuously improve their services.

e Advocacy and Industry Representation:

o Regulatory Advocacy: NAPEO plays a crucial role in advocating for the PEO industry at
the federal, state, and local levels. As a member, the PEO benefits from NAPEQ's efforts
to influence legislation and regulatory policies that impact the industry.

o Public Awareness: NAPEO works to raise awareness of the PEO industry’s value among
businesses, policymakers, and the public, helping to enhance the reputation and
credibility of its members.

e Networking and Collaboration:

o Industry Collaboration: NAPEO fosters a sense of community among its members,
encouraging collaboration and the sharing of best practices. This networking allows
PEOs to learn from one another and improve their service offerings.

o Access to Experts: Through NAPEO, member PEOs have access to industry experts and
thought leaders who can provide valuable insights and guidance on complex issues.

How to Verify NAPEO Membership
To determine if a PEO is a member of NAPEO:

e Check the NAPEO Directory: The NAPEO website features a directory of its members, which you
can use to verify the membership status of a PEO.

e Inquire Directly: Ask the PEO for confirmation of their NAPEO membership. A PEO that is proud
of its membership will readily provide this information.

Conclusion

Choosing the right PEO is a critical decision that can significantly impact your business. By thoroughly
evaluating your options based on the factors outlined in this guide, you can select a PEO that not only
meets your current needs but also supports your organization’s growth and success in the long term.

If you're considering a PEO and need expert guidance, Vanguard Benefits offers an agnostic PEO
Evaluation service to help you find the best fit for your business. Contact us today to get started on
finding the right PEO partner for your organization.



