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			Foreword

			Sometime during 2011, an executive recruiter called me to see if I was interested in being considered for the CEO position of the National Association of Professional Employer Organizations (NAPEO)—the national trade association for the PEO industry. By 2011 I had been in Washington, DC, for some twenty-five years, all of it spent in the labor/HR-policy space. I had served at the highest levels of the US Department of Labor in a policy role, had been appointed by President George H. W. Bush to chair a federal labor agency, and had spent ten years at the National Association of Manufacturers, lobbying on workplace issues.

			Yet I had never heard of a PEO.

			As the recruiter talked, I cradled the phone between my head and shoulder and frantically typed “PEO” into Google. I found NAPEO, which the search results said was “the voice of the PEO industry.” That told me nothing. I went to Wikipedia but didn’t get much more information there. Nonetheless, it sounded like something that might be interesting, so I agreed to toss my hat into the ring. A few months later, I was offered—and accepted—the job.

			For me, arriving at NAPEO involved a bit of a learning curve. But as I learned about the PEO industry—the more I learned about the PEO industry—I had one nagging question: “How did I not know this industry existed?” I learned that PEOs had hundreds of thousands of small-business clients, collectively employing millions of workers. And they took all the—let’s politely call it “stuff”—off employers’ plates. Wages, benefits, compliance assistance—you name it: PEOs did it. This allowed the individual employers to focus on why they got into business in the first place. PEOs had, in short, the single-greatest value proposition for small- and medium-sized businesses (SMBs) that I had ever seen. But PEOs were also the best-kept secret in the SMB world. So we set about to change that.

			Through years of work, we have conducted dozens of focus groups with small-business owners to see what keeps them up at night. The results included all the things you can imagine: survival, growth, turnover, revenue, and employee satisfaction. So every time we identified an area of concern to small businesses, we would work with a top workplace economist and compare PEO clients to nonclients. In every case, the empirical data showed dramatically better numbers for PEO clients than nonclients. Their businesses grew faster and had lower turnover, half the failure rate, and higher revenues, and their employees were happier and more engaged.

			As a result of this research—and by arming our members with it—we saw this industry double in size between 2012 and 2017. From 2017 to 2019, we saw roughly another 75 percent growth in the industry. And why not? As local, state, and federal regulations have proliferated, small businesses increasingly have turned to PEOs, which provide compliance assistance and help them focus on the “business of their business.” The Affordable Care Act (Obamacare) alone, with its torrent of rules and regulations, led to an increase in PEO business. And the COVID-19 pandemic—accompanied by the labyrinthine rules for the Paycheck Protection Program, the CARES Act, and the issues concerning returning to work or working from home—have led small businesses to turn to PEOs for help.

			There are two significant tailwinds for the industry: First, the pace of regulation is unabated. To whatever extent the federal government may reduce regulation, states and localities rush to fill the gap. Second, business-school graduates in the last two decades have heard one central commandment: If it’s not your core business, outsource it. So you see outsourcing of IT, travel, security … and HR. And our research proves this: the cohort most friendly to PEOs are CEOs ages twenty-five to thirty-five. These two trends will continue to power PEO growth for the foreseeable future.

			So welcome to the world of PEOs. No need to apologize if you haven’t heard of us. If you’re reading this book, you’ll learn about our industry’s beginnings and growth from someone who lived it. Indeed, Lyons HR has been a long-time member of NAPEO and has helped drive the industry’s growth in the southern United States. You are discovering a secret that’s been well kept for far too long. You may wonder why some of your small-business peers seem to have more time on their hands to grow their company—or to golf! If you dig a little, you might find that they discovered this secret a while ago and are enjoying the benefits that a PEO brings: first and foremost, peace of mind.

			This book is an informative and entertaining exposé on the PEO industry. Enjoy reading it, and then we hope you’ll join the hundreds of thousands of businesses that use PEOs. When last surveyed, 98 percent of business owners said they’d recommend a PEO to another small business.

			Who knows? Maybe one of them will be you.

			—Pat Cleary

			President and CEO
National Association of Professional Employer Organizations 

			Introduction

			The secret to success is doing common things uncommonly well.

			—John D. Rockefeller, Jr.

			It’s another sleepless night for Joe. As the proprietor of Joe’s Auto Repair, a small automotive business with three locations and twenty-five employees, he’s got a lot on his mind. OSHA just paid him another visit, and he feels certain this time they will cite him for a violation. His company’s quarterly payroll taxes are late again, simply because he’s been too jammed with work to figure them out and send them in. And if that isn’t enough, Joe’s employees are upset because their health-insurance carrier just increased their premiums by 25 percent, and he’s worried he might lose some of his best technicians if he doesn’t absorb the cost of the increase.

			Joe’s wife, Judy, is the office manager and also does the company’s payroll. Tonight, she has been sitting at their kitchen table working on payroll for four hours straight, ever since the kids went to bed, and she’s not even halfway finished. Two years ago, Joe convinced Judy to quit her job as a nurse to handle the administration and operations of their growing auto-repair shops. When they crunched the numbers, it seemed like she would have more time for the family, more flexibility, and more earnings by working for the company. But so far, the only thing she’s had more of is headaches.

			Joe had started his business armed with a great idea, a knack for machinery, and an entrepreneurial spirit, but owning his own business has been nothing like he dreamed. He has all the repair work he could ask for, a stellar reputation, skilled technicians, and opportunities to expand, but the tangled web of employment laws, regulations, and government-reporting obligations that come with having employees is threatening to put him out of business—or give him a heart attack—whichever comes first.

			The sad reality of Joe’s story is that he’s not alone. Joe is just like the tens of thousands of other small- and medium-sized business (SMB) owners in the United States who are drowning in human-resources (HR) issues.

			Joe’s employment challenges will lead him to discover America’s best-kept secret: Professional Employer Organizations, or PEOs, provide the single most valuable set of services to the small-business owner, allowing them to do what they do best—to serve their own clients and to sell their products or services. The administrative burdens that are thrust upon today’s small-business owners are immense, and since the passage of the Civil Rights Act of 1964, there has been an exponential increase in employment-related laws and regulations, making compliance even more of a challenge. What budding entrepreneur wants to keep up with all these changes? Who wants to be distracted by shopping for employee benefit plans every year? Who wants to go through workers’ compensation audits every year, to sit through unemployment hearings, to stress over a fine from the Occupational Safety and Health Administration (OSHA), to create employee handbooks, or to pay out a big penalty because something wasn’t filed on time? If you’re like Joe, that’s not why you went into business. You went into business because you had an idea or because you wanted to be your own boss, or perhaps there was another reason. You most certainly did not start your business so that you could manage all these things … but as an employer, you are responsible. That’s exactly why PEOs exist!

			A PEO handles all these responsibilities and more for their clients, and it handles them at a cost that is usually less than what the employer would pay by doing it themselves. According to a white paper released in September of 2018 by the National Association of Professional Employer Organizations (NAPEO), only around 175,000 American SMBs are using PEOs.1 That’s just 15 percent of the marketplace! So if the value of PEO services is so great, why is market penetration so low? Perhaps, like Joe, many SMB owners have never heard of a PEO. Or maybe those who are familiar with the industry don’t understand the benefits they are missing out on and are completely unaware of the following facts:2

			
					3.7 million American workers are part of a PEO arrangement.

					PEOs provide access to healthcare for four to six million people.

					The average size of a small-business client of a NAPEO member is twenty employees.

					Small businesses that use PEOs grow faster than those that don’t use PEOs. From 2010 to 2018, employment growth among PEO clients was 9 percent higher than other small businesses (based on the Intuit Small Business Employment Index), and 4 percent higher than employment growth in the US economy overall.

					Companies that work with a PEO have lower employee turnover and are 50 percent less likely to go out of business.

			

			As an entrepreneur myself, I’ve done just about everything required to grow a successful business. Most of my experience has been trial and error, and there have been some very expensive lessons along the way. Prior to starting Lyons HR in 1995, I held positions in accounting and finance for both private and publicly held companies, and I experienced firsthand how most of the challenges confronted by organizations are somehow related to people. I learned early in my career that if you make a priority out of your people and get that part of your business right, everything else will fall into place, because good people will always find a way to solve problems. Since launching Lyons HR, I’ve had the opportunity to work with hundreds of employers across the United States, helping them implement smarter workforce-management strategies through payroll and tax administration, employee benefits, HR consulting, regulatory compliance, risk management, and recruiting.

			From a modest eight-hundred-square-foot office in Florence, Alabama, Lyons HR has grown into a national PEO with multiple offices around the country—so if I sound passionate about the PEO industry, it’s because I am!

			So why am I writing this book? Well it’s quite simple. I believe PEOs can have the most significant positive impact on the success of a small business. And because I am so passionate about small business, I want to spread the word and raise the public’s awareness of this incredibly valuable business partnership! The comprehensive value offered by PEOs is simply unmatched, and the research proves this point, as I will demonstrate in this book. I believe PEOs are the future of small business. Just like peripheral industries such as law or finance naturally complement various unrelated businesses, I believe PEOs will someday become synonymous with HR. By providing expertise to meet their clients’ toughest “people-related” challenges, PEOs make a significant impact on their bottom lines. PEOs can help drive performance, control HR and labor costs, increase profitability, and mitigate employment liabilities through a more disciplined and strategic approach to workforce management.

			Whether you’re already familiar with PEOs, have never heard of a PEO, or are a leader in the PEO industry, We Are HR: The Business Owner’s Definitive Guide to Professional Employer Organizations is the new HR handbook, designed to entertain and to educate small-business owners and industry professionals on the origins and future of PEOs, while highlighting PEOs’ strong value proposition and the overwhelming advantage small-business owners gain when leaving HR to the experts.

			Complete with real-life examples and research-driven insight, the first half of the book will tell the history of the industry and how it evolved into what it is today. The second half will do a deep dive into the PEO value proposition and describe how the business model works, concluding with the projected future of the industry. The book will also be peppered with personal and professional stories from my own work in the PEO industry, and I’ll kick off each chapter with an update to our business owner’s entrepreneurial journey.

			Technology is nothing without proficiency. Ideas are worthless without creativity. It’s the human element that makes or breaks a business. That’s why it’s crucial that businesses manage people in a way that keeps them efficient, compliant, and profitable.

			The bottom line is this: when you have a tax problem, you call a CPA. If you have a legal problem, you call an attorney. And after reading this book, when you’ve got an HR problem, you’ll call a PEO, because We Are HR!

			
Chapter One

			
The Case for PEOs

			The best way to get started is to quit talking and start doing.

			—Walt Disney 

			Joe scratches his head and wonders how he got into this situation. He was a successful mechanic and always had an aptitude for engines. While still in high school, Joe went to work for McAllister’s Garage. Pete McAllister was a long-time friend of Joe’s father and had watched Joe grow up. The budding mechanic worked diligently at his craft, honed his talents, and soon became a versatile and skilled auto technician. By the time Joe was twenty-one years old, he could completely disassemble a transmission and put it back together again. Joe completed numerous mechanical training courses and developed a reputation for being good with his hands. It seemed like he could fix just about anything.

			Joe was thirty years old when he decided to strike out on his own. With more than twelve years under the hood and a growing number of loyal customers, Joe believed he had what it took to be an entrepreneur. He certainly had the work ethic. But within six months after opening Joe’s Auto Repair, Joe had more work than he could handle. He was working sixteen to eighteen hours a day just to keep his head above water, and the lead time to his customers was getting longer and longer. Something had to give. That’s when Joe decided he would expand his garage and hire another mechanic. Joe believed he could hire another young high school student with a knack for mechanical things and train him just like he’d been trained. He contacted the career technical director from his old high school and put the word out that he was looking to onboard someone. Soon, résumés from hopeful young students started pouring in. These were students who, like Joe had been, were eager to learn the trade and get some grease under their fingernails.

			Joe hired his first employee eight months after opening his auto-repair business. Chandler was a senior in high school and, like Joe, was excited for an opportunity to prove himself. Until that moment, Joe only had to worry about himself. He was charging a fair price for his repair work, and his business had plenty of cash since he was only taking out enough money to pay his bills. But he hadn’t put anything back for taxes, and now he had a new employee. I know I’m supposed to withhold payroll taxes, Joe thinks. After all, he remembered that Mr. McAllister always deducted taxes from his paycheck and gave him a Form W-2 at the end of the year.

			Let’s pause Joe’s entrepreneurial journey right here. At this point, he has the skills, the clientele, and the reputation to scale his auto-repair shop into a successful small business and to generate a nice living for himself and his employees. But the biggest thing standing between Joe and success is in how he manages his HR-related issues in the months and years ahead. After all, Joe is a skilled mechanic and entrepreneur, but he’s not a business executive. And in today’s competitive corporate world, careers in HR are a specialized field, much like orthopedic surgery is a specialized field of medicine. With so many new federal laws and regulations being passed and enforced by the US Department of Labor (DOL), if Joe tries to handle things on his own, he will put himself and his business at constant risk of violating some obscure law he’s never even heard of. For example, what if his new hire, Chandler, slips in a puddle of oil and breaks his wrist while on the job? Will Joe have the proper workers’ compensation coverage and safety procedures in place? What if he gets sued?

			Workplace injuries aside, Joe may be able to handle managing payroll and the associated withholdings for one or two or maybe even three employees; but with a busy shop to run, what will he do when he expands to five or ten employees? Or what will happen when he decides it’s time to open a second shop on the other side of town to serve his growing clientele?

			If Joe doesn’t get a firm grasp on his HR issues quickly and effectively, his entrepreneurial dream is going to devolve into a nightmare. But Joe knows very well that he doesn’t have the budget to recruit a full-time HR director or to build an HR department.

			And besides, thinks Joe, HR worries are for major companies with hundreds or thousands of employees, not just some small business with a handful of hourly workers.

			Think again, Joe.

			If Joe knew about the services and benefits a PEO would offer, he could get his small business off on the right foot. He could take all the worry and woe out of HR, leaving that aspect of his budding business to the experts and freeing up his time and energy to fully focus on serving his customers. As Joe experiences the growing pains that come with running a successful small business, he will search for ways to relieve that pain. And that search will lead him to the PEO industry. Joe will have the same initial questions that most other small-business owners have when they consider using a PEO for the first time:

			Would a business with only two employees benefit from a PEO, or is that too few? What if I eventually have fifty employees? Is that too many? Is hiring a PEO expensive? Will I lose control of my business? Who handles workers’ compensation claims? Will I still have to worry about onboarding and interviews? Who recruits new employees? How do I make sure to comply with the DOL, OSHA, and all those other government authorities?

			As we follow Joe on his small-business journey throughout this book, we’re also going to unpack the story of the PEO and answer all of those questions. We’ll discover how and why PEOs help clients grow faster, help them reduce employee turnover, and make them 50 percent less likely to go out of business.

			But first …

			What Exactly Is a PEO?

			A PEO is a for-profit enterprise that provides comprehensive human-resource services to SMBs. PEOs work with their clients to create a customized service package, which may include some or all of the following:

			
					Payroll and payroll tax administration

					Employee benefits, such as healthcare, other types of insurance, and retirement plans, such as a 401(k)

					Safety consultation and access to workers’ compensation insurance

					HR-policy development and consultation and assistance with federal and state regulatory compliance

					Access to HR-related technology

			

			PEOs provide services by establishing a coemployment relationship, in which both the PEO and the client have an employment relationship with the worker. The PEO assumes the responsibility and liability for the business of employment, such as risk management, human-resource management, payroll, and payroll-tax compliance, while the client business maintains day-to-day supervision of its staff and all management responsibilities.

			A small business is defined for purposes in this book as having fewer than ninety-nine employees. When a client business contracts with a PEO, the PEO becomes the statutory employer of the client’s employees for purposes of payroll, benefits, and workers’ compensation—but the client always remains the common-law employer and retains complete direction and control of the worksite. The client continues to manage the employees’ day-to-day activities. PEOs charge a service fee, which can be either a percentage of payroll or a flat fee per payroll processed. This service fee typically ranges from 3 to 5 percent of total gross payroll, depending on the services selected by the client.

			One of the biggest benefits a small business receives from a PEO has to do with economies of scale. By working with a PEO, the client business has access to workers’ compensation insurance and group health insurance at a cost that is usually lower than the client could obtain on its own. Remember, the average PEO client in the United States has twenty employees, so it only makes sense that a PEO with thousands of employees would be able to source these coverages at more competitive rates. These cost savings are passed on to the client. Companies that utilize a PEO are not forced to adopt the PEO’s insurance plans, but they almost always do because of the savings made available through the relationship.

			What a PEO is not is a temporary staffing company. The latter recruits and hires employees, then provides them to clients to support or supplement the clients’ workforces in special work situations, such as employee absences, temporary skill shortages, or seasonal workloads. These workers are traditionally only a small portion of a business owner’s workforce. PEOs also do not supply labor to worksites; they coemploy existing permanent workforces and provide services to both the business owner and the employees.

			Now that we know what exactly a PEO is (and isn’t), here are a few fast and fun PEO facts:3

			
					While, overall, only 27 percent of small businesses offer employee retirement plans (according to the National Federation of Independent Business, or NFIB), approximately 95 percent of NAPEO’s members offer retirement plans to their small-business worksite employees, and virtually all of those offer some level of matching contribution.

					Actuarial data shows that PEOs aggressively manage workers’ compensation risks and reduce the basic costs of workers’ compensation by as much as 25 percent for small-business enterprises.

					To date, forty states have adopted some form of PEO legislation, and PEOs operate in all fifty states.

					There are 907 PEOs in the United States as of this writing.

					The total employment represented by the PEO industry is roughly the same as the combined number of employees for Walmart (United States only), Amazon, IBM, FedEx, Starbucks, AT&T, Wells Fargo, Apple, and Google.

					Between 2008 and 2017, the number of workers coemployed by a PEO grew at a compounded annual rate of 8.3 percent. This is roughly fourteen times higher than the compounded annual-growth rate of employment in the economy overall during the same period.

					Privately held businesses that use PEOs are approximately 50 percent less likely to fail (to permanently cease operations) from one year to the next when compared to similar companies in the overall US population of private businesses.

			

			The PEO industry is currently experiencing a surge of rapid growth as more and more SMBs learn about the benefits of engaging a PEO, especially with the increased (and confusing) labor regulation and compliance costs (e.g., healthcare requirements).

			Considering both the broader services available and the cost savings realized from small businesses outsourcing their HR responsibilities, Peter Cappelli of the Wharton School at the University of Pennsylvania recently stated, “This is one of those rare instances that is both cheaper and better. It’s a big burden on a local HR manager to know everything.”

			A similar point is made by Martin VanMeter of VanMeter Realty, a small realty company based in Durant, Oklahoma: “Working with a PEO has provided us an economical way of employing people without the stress of paperwork and payroll. Our PEO is always available to answer questions or provide support to the employees.”

			The Lifeblood of Small Businesses

			No book about PEOs would be complete without including NAPEO, which I will refer to humbly and often throughout this narrative for its industry research and unparalleled expertise in the PEO space.

			Its comprehensive series of white papers has been an invaluable tool in making the case for PEOs, and there is no better advocate in any industry. In a 2013 NAPEO white paper on fueling small-business growth, authors and researchers Laurie Bassi and Dan McMurrer of McBassi & Company state the following:

			As traditional sources of competitive advantage have eroded in the face of globalization and technology change, the importance of a company’s people has steadily increased. People—including their skills, knowledge, and creativity—represent a critical asset on which a company must depend for success in today’s competitive marketplace.4 

			Put simply, a business’s success comes down to its people. If client business owners are the heart of business, employees are its lifeblood. In an article about HR by Theresa Welbourne, she says the research suggests that “the strongest predictor of a company’s probability of surviving for at least five years after its initial public offering is its level of investment in human resources.”5

			HR is not something to be considered after a small business begins to grow. It is a critical step that demands full attention, just like accounting or legal services. Yet too many times, small-business owners attempt to handle HR matters themselves and end up in hot water—or worse, out of business. You don’t want to find yourself in the position of our auto-shop owner, Joe, midstream in his entrepreneurial journey, with twenty-five employees, three locations, the threat of OSHA violations, recurringly late quarterly tax payments, rising healthcare costs, and an overall lack of HR infrastructure that could put him out of compliance with numerous federal and state laws.
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