PEO Disadvantages:
Reasons Companies Abandon Them or Never Pick Them in the First Place
In today’s economy, more employers each year are becoming dissatisfied with their PEO
(Professional Employer Organization) vendor for a number of reasons. Here are the
explanations most commonly given by business owners and managers for giving up their
PEO relationship.

MORE INTERNAL
CONTROL
It is a rare business owner who
does not struggle to some extent
with giving up a portion of control
within their company. Under a
PEO co-employment agreement,
the employer gives up the ability
to choose the vendors that they
partner with, mainly health and
Workers’ Compensation carriers.
If the PEO selects an unfit
provider the business owner
suffers the consequences even
though they didn’t have input in
the decision.
Also, in the eyes of the IRS and
insurance carriers, your business
isn’t seen as a “unique entity,”
therefore failing to establish
Workers’ Compensation
experience and unemployment
ratings of its own.

There are additional control
issues when it comes to dealing
with employees and their HR
issues. Since the owner actually
works with his or her people on
a daily basis, they feel that they
or their HR manager are the
best qualified person to
oversee hiring, training,
disciplining and firing however
the PEO, as the employer of
the organization’s employees,
is the one to make those
decisions. If your organization’s
cultural differences are not
aligned with the PEO policies
and procedures, you still need
to comply. PEO’s may take a
hard line on items that are not
laws, but best practices. This
takes away the owners ability
to build uniqueness into the
organization as well as make
quick and timely decisions.

PERCEIVED VS.
ACTUAL VALUE
The average PEO costs around $800 to
$1,000 per employee annually. This is not
an insignificant number, even if it includes
some insurance costs. Many times, other
non-PEO models can provide better
pricing in the combined areas and
provide more relevant services. Even if
you are a startup or small employer, the
set up costs and administrative fees of a
PEO may be cost prohibitive.
When a business grows to over 50
employees, the costs of maintaining
employees actually decreases, yet PEO
fees do not. At this point, it may make
sense to consider letting an internal staff
member take on the HR responsibilities.
Additionally, some PEO’s withhold taxes
on all wages that may be subject to a
cap. An example is State Unemployment.
A cap for collecting 4% tax should be
$11,000, but the PEO collects on a high
wage earner of $100,000. A $440 actual
tax bill turns into $4,000. The PEO buries
this language in the agreement and
considers it a fee, not a tax.

PEO PLATFORM SYSTEM
LIMITATIONS
If a PEO does not properly
evaluate the needs of a
company, now and for the
future, they may not be in a
position to meet your demands
as your business grows. Most
small businesses don’t require
complex reporting or need to
interface with third party
applications. However, once
the employer reaches a
certain size, the CFO may
request an HRIS with
self-service capabilities,
automation, and easy
operation by management
and employees. PEOs can be
challenged to deliver custom
HR software because they
need a platform that will work
for the majority of their clients.

A business owner rightfully
expects that a PEO, as the
expert, can recommend a
system that will meet their
current needs and that is
reasonably affordable to
expand when the business
needs increase.
Many PEO providers don’t
have the user-friendly
interfaces and formats that
business owners prefer or are
accustomed to.
Bottom line, it may appear to
be a one-stop-shop, but it will
not feel or act like it.

BREAK FREE OF
LIMITATIONS BUT MEET
ALL YOUR BUSINESS
NEEDS WITH THE
ASO MODEL
An ASO is an Administrative Services
Organization. Associated HCM’s ASO model
can provide all the services of a PEO, from
insurance benefits to payroll and tax filing, HR
services from compliance management to
onboarding, as well as time and labor
management and more but without the heavy
PEO fee structure. The ASO model affords your
business the greatest flexibility in the manner
you deliver services to your employees. You
determine the administrative responsibilities
you want to retain, and those you wish to
outsource. Contact us today and let us show
you how our scalable solution will give you the
freedom to run your business.

CALL US TODAY!
ASO MODEL

631.488.2411 • info@associatedhcm.com
associatedhcm.com

Associated Human Capital Management (HCM), headquartered in Plainview, NY, offers a fully comprehensive suite
of services that will allow you the freedom to effectively manage your core business. Our goal is to streamline your
workflow, increase efficiency and offer you and your company the highest levels of service. Our platform is
supported by Asure Software, Inc., a publicly held company which is utilized by more than 80,000 clients worldwide.
Together, we offer a fully-integrated HCM platform, flexible benefits and compliance administration, HR, and time
and labor management solution.

