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PEOs: What is a PEO?
• Professional employer organizations (PEOs) provide comprehensive HR solutions for 

small businesses 

• Payroll, benefits, HR, tax administration, and regulatory compliance assistance are 
some of the many services PEOs provide to small and mid-sized businesses across the 
country

• Employees of small businesses gain access to big-business employee benefits such as: 
401(k)plans; health, dental, life, and other insurance; dependent care; and other 
benefits they might not typically receive as employees of a small company



PEOs: The Numbers
• The current size of the PEO industry is between $136 and $156 billion, as measured in 

gross revenues

• PEOs provide services to between 156,000 and 180,000 small and mid-sized 
businesses, employing between 2.7 and 3.4 million people

• There are between 780 and 980 PEOs currently operating in the United States. They 
employ between 21,000 and 27,000 people internally

• The estimated 2.7 to 3.4 million employees who benefit from PEO services is a 
number larger than the size of the entire agriculture/forestry industry in the United 
States (and close to the size of the federal government, the education sector, or the 
information sector), based on data from the Bureau of Labor Statistics (BLS)



PEOs: Co-Employment
• Contractual allocation and sharing of certain employer responsibilities between the 

PEO and the client; 
• May assume certain employment responsibilities for specified purposes regarding the 

workers at the client locations; 
• May reserve a right of direction and control of the employees with respect to 

particular matters; 
• Remits wages and withholdings of the client's workers; 
• Issues Form W-2s for the compensation paid under its Employer Identification 

Number;  
• Reports, collects and deposits employment taxes with local, state and federal 

authorities.



PEOs: Common Misconceptions
• NOT temporary staffing!

• Control and Ownership



PEOs: Regulatory Framework
• Nearly 40 states require PEO registration, recognize PEO as an employer

• Activity in other states

• NAPEO Model Act

• Georgia (HB 333)
• Massachusetts (SB 1041, HB 3159)
• Missouri 

• New Jersey Senate Bill 2512
• Tax credit issues

• Texas House Bill 3150 (2015)



IRS PEO Certification

• Passed December 2014 – Small Business Efficiency Act

• Statute says CPEO program to open by July 1, 2015, effective January 1, 2016

• CPEO program to open July 1, 2016, effective January 1, 2017



IRS PEO Certification

• Confirms CPEO can pay federal employment taxes under its EIN

• Protects customers through CPEO’s sole liability

• Provides certainty that wage base restart is not necessary for new customers

• Confirms CPEO's FUTA credit for all SUTA paid by CPEO or customer

• Offers clear guidance for CPEO and customer on pass-through of tax credits and 
employment tax exclusions

• Increased comfort for potential client with use of an IRS certified PEO



IRS PEO Certification

• Background Checks

• Quarterly Attestation

• Audited Financials

• Accrual Accounting

• Bond



What has the IRS released to date?
• Final & temporary regulations

• Proposed regulations

• Revenue Procedure  2016-33

• PEO Certification Website

• DRAFT Surety Bond Form 14751

• The PEO certification application

• Responsible Individual Personal Attestation (RIPA)

• Fingerprint cards

• Notice 2016-49

• DRAFT Form 8973 with instructions

• Revised Schedule R

• Revised Draft Form 8973

• Revenue Procedure 2017-14



IRS PEO Certification

• IRS approved first PEO applications on June 1

• 84 PEOs approved

• Certified PEOs to be published on IRS website by July 15

• Prior to Certification, the IRS released

• Final Form 8973
• Final bond form
• Guidance on post certification issues



For More 
Information:
Visit the IRS 

website on PEO 
Certification



Contact Information

Daniel Harris
Senior Director, State Government Affairs
National Association of Professional Employer 
Organizations

(703) 739-8173
dharris@napeo.org

mailto:dharris@napeo.org
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