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Do Your Homework on PEOs

Outsourcing human-resources functions can make sense, but only after checking out the professional employer organization you're considering Q: With the cost of benefit programs skyrocketing for small businesses, I'm wondering about the pros and cons of using a professional employer organization (PEO). Where can I learn more about the risks associated with them, what to watch out for with them, and how to select a PEO? -- J.R.S., Northbrook, Ill.

A: Professional employer organizations position themselves to serve as outsourcers for the human resource functions for all kinds of businesses. Their ability to offer lower, group-insurance rates is often very attractive to smaller and midsize companies, and they also offer a range of other services. For example, PEOs can ease administrative burdens by doing things like providing employee handbooks and policies, training supervisors and workers, selling employers' liability insurance, and supplying a central staff to help the employer with human resources questions and employee discipline issues.

While a good PEO can help a company manage its workforce better, possibly cut some costs, and reduce employee lawsuits, the PEO will not completely insulate a company from employee claims. "Even though the workers technically become employees of the PEO -- and not the original company -- the law usually considers the workers to be dual employees of both," says Mark Terman, an attorney with Reish Luftman McDaniel & Reicher in Los Angeles. The dual employment status almost always applies in employment law claims, such as wrongful termination or discrimination, he says.

Because PEOs are fairly new, some of the law surrounding them is still in flux. Phyllis C. Hogue, an attorney specializing in employment issues with Trenam Kemker in Tampa, says that many states have set up regulatory mechanisms, such as PEO licensing or registration, that impose conditions on PEOs wishing to do business in that particular state.

STATE AND LOCAL REGULATIONS.  "In Florida, for example, the Department of Business and Professional Regulations can field inquiries concerning the status of a particular PEO," she says. "Similar questions can also be directed to a state's insurance commissioner as well as to the state department responsible for unemployment insurance."

On the federal level, the U.S. Equal Employment Opportunity Commission has issued various regulations and guidelines, including one that deals specifically with dual-employer relationships for purposes of the Americans with Disabilities Act.

Hogue suggests that you would be wise to consult with an employment lawyer regarding state and federal PEO issues and your specific situation before you decide to contract with one. If you do go ahead with the plan, make sure you shop around to get the best deal.

START WITH REFERRALS.  "Frequently, the best source regarding the operation of a particular PEO is a current or former client who can share insight into that PEO's services," she says. "A prospective purchaser of PEO services should not hesitate to ask for a list of referral sources from the PEO's sales representative."

There is also a trade group, the National Association for Professional Employer Organizations,that publishes industry information on its Web site, including definitions and an FAQ for employers. NAPEO also has state chapters you might contact. "Officers of the affiliated state chapters are generally happy to discuss pending state and federal legislation, help employers in researching and selecting a PEO, and maintain legislative affairs committees," Hogue says.

Have a question about running your business? Ask our small-business experts. Send us an e-mail at smartanswers@businessweek.com, or write to Smart Answers, BW Online, 46th Floor, 1221 Avenue of the Americas, New York, NY 10020. Please include your real name and phone number in case we need more information; only your initials and city will be printed. Because of the volume of mail, we won't be able to respond to all questions personally.
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